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Present : 

Kr. Chen 
Kr. Te1-aou 
Kr. Ran 
Kr. Lochhead 
Dr. White 

December 1, 1938 

10:45 a. m. 

HK 1Jr: I eee a litt~e break in the cloud•~ I 
don't want t o be too encouraging, but I •ee a little 
break in the oloude. And I am trying 1'ery muoh to 
hel p the eun oome out. 

Kr. Chen: Thank you nry muoh. 
have been working ver:r hard. 

I know you 

HK Jr: And I am trying to make the eun thine. 
It ie diflioult, but I have received a little onour­
agement and I wanted :you to know that. 

Kr. Chen: I am glad to hear that. 

HK,Jr: And I wondered if you care to tell me 
how :you are getting alof€ with :your motor truoll:e. 

Kr. Chen: We have reoeil'ed all the b~da fro• 
the manufaoturere, I think eeven altogether, and it 
will take about t hree daye more to tabulate it . Capt. 
Collins , who hae helped ue to get apeoifioat1one, ie 
helping ue to tabulate it and then we will make deoi­
eion , probably next Konday, 

HM,Jr: I eee. 

Mr. Chtp: And then we will proceed to eh1p 1t 
to Rangoon.roa Raf€oon to Burma Road. 

HK.Jr: I th1nlt -- I •nt you t o th1nlt th1e 
over -- I think it would be helpful to you -- and I 
want you to think it over - - that if and when you do 
decide to buy, thatyou gil'e it publicity. 

Mr· Cbfn: Yee. Yea. 

1 

' 
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HK,Jr: I think it would be helpful to me in 
trying to get thia loan tor you. 

Mr. Chen: Yea . Yea . 

.: 

HK.Jr: In other worda , the tact that China il 
apending money here plus the tact that you are getting 
truolt1 tor thil r oad unltel there i1 101111 ailitary 
reason that they donlt want it known-- there may be 
acme military reaaon why they want to keep it aecret ; 
the J.apaneae might find it out. 

Dr. White: 'l'hey know it already. 

llll.Jr: But I think with the public and right 
here in iaahington it would be helptul to k now that 
there are 1,000 trucks goi~ over the. Buraa Road, be­
cause I atill can't convince the people that the Bursa 
Road ie open. Now, they keep telling me it isn't open. 

Kr• Chen 1 Well, the engineer ia here. 

HK,Jr: I know. I told them that . So you 
think it over, but my own feeling would be unleaa there 
ia aome military reaeon ••• • • 

~ ~~ I oan eee beoauee when we daoide the 
bide we ve 10 tranaportation on oo-eroial. boat I , 

to open thi1 trade. 

HK .Jr: One other th1~, it I uy make thi1 lug­
geation, wh1oh alec would be helptul: that in shipping 
theee truck1, you use American flag 1h1p1. 

Mr. Ch!n: Oh, yea! Oh, yea! 
already decided to do that. 

'l'hat we have 

HK~: Beoauee all that helpe build up aenti-
aent t or na. 

Mr. 9hen: Yea. Ye1. Yet. 

HK.Jr: I aean, that Aaerioane are getting the 
ah1pping, Have we a line to Rangoon? 

Mr. LogW(ad: '!'hera are two things, tirat ot al.l, 
tor in1tance, ~e the Iagle Line, 1t doe1 not run direct 

2 

\ 
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to Rangoon, but 
would be enough 
eb1p at Kanila. 
Line. 

it ie Juet a question of whether it 

there. 

on one boat, otherwise they would trane­
And then there ie, eeoond, the RooeeYelt 

BK.Jr: There ie a line? 

Kr. Lochhead: There ia a nother line that rune 

HK,Jr: And ir there ie a ah1p -- Basil Harrie1 
Vice President or that line (he's United States LineeJ,,, 

Mr. ~ohhead: 
on the Paoi io. 

Two linea. One does more bueineee 

BK,Jr: Either one, ir they knew there weN! 1,000 
truoks to traneport, they. would rill up a boat and eend 
1t direct. 

3 

Kr, Loohbead: Mr. Chen haa spoken to me and in \ 
talking about it up in New York, the question or handling 
transportation came up and decision wae reaohed by Mr. 
Chen that t hey are to be American bottoms and, or oouree, 
the question ie how deliveries are to be made. They 
probably won't get 1,000 trucke --they probably won't 
be able to make deliYeriee Juet ae rast aa that, but how­
ever they go, they will go American botto•. 

HK,Jr: Ie it y~r inclination to do bueineee with 
Juet one company? 

Kr• Chen: We don't know yet. 

HM.Jr: Depends upon prioee. 

Mr. Ch§n: Yee. So rar, the General Motore hae 
been complete , eo we have not made anr decision. 

BK.Jr: Ie it 2 or 3 tonal 

Kr• Chen: Three tone. 
2 tone. 

We bad to oha~e rro• 

Dr, !hitel How eoon do you anticipate meltin& a 
rinal deoieion on that? 

llr. Ohtn: Monday. I tb1nlt we will work on Sundq. 
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Kr• L9ollbtadl Mr. Chen explained the tro11ble 
ie not Juet a question of laid-down price on the~oke. 
The intertleting part ie what eerdoe th11e people oan 
give them once tbe7 get •ver there. 

HK.Jr: You have aeked all tbatf 

Dr. White: luoh a big order, )'OU could get a 
big etor7. Perhaps it would be a good idea to start 
now on the ator)' if it is to be finiehed on Monday, etart 
tomorrow or &aturday. 

HK.Jr: Oh, I wouldn't 4o anything .... 
Dr. White: Gaeton aigbtdo thh. 

HK.Jr: I don ' t think it ebould oome from ue. It 
ehould come from the Chine11. ~ feeling 1e - - I ~ 
be wrong - - that i t would be he-lpful to 7ou. 

Mr. Chen: &ure. I think eo t oo . 

IKtJr: But I am working very hard on the loan 
thing. am not d1ecouraged. 

Mr. Chen: I am glad to hear that . 

KK,Jr: I am not discouraged, but, as I BaT, I Co 
eee a little bit of sunshine and I want )'ou to know that 
and I wanted the newepaper men to eee you were here. 

Mr. Chon: 
the organization 

When we were in New York, we comPleted 
ot the new company and officers have been 

elected. 

HK.Jr: Pinel 

!lr• ChJn: .t.nd we have eome name•, eo that 
ae those are iniehed, we will ha~ the operation 
oomp&D)'. 

&I lOOP 
ot the 

!lll.Jr: Good! You find Capt. Coll1ne hel.,full 

~· Cbenl Very! Very! OUr e ngineer had confer­
ence wi~ hia yeatefdaT. 

IIK,Jr: Good! .t.nytning elee I can dot 

4 

' 
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lr~9htpl You han boon k.1Dd alreac\7. 
:rena 10 au • . 

l!lhl Lot 1 1 hope ono of th .. o 4&7• I oan co 
t 0 Ch1 ni""iiii1 ha.. • '1'11 1\. 

k. Chepl 1fo will u gle4 to woloo• JCIIl. 

oO.o-oOo 

• 
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REB 

Stor n:u--y nl' StatE , 

19~ , DEOEmbEJ· 1 1 2 p . m. 

hi~ · :; 8~• , Hov~.=ub~r 29 , 3 P • m. 

Nanking via N. R. 

Dattd DEct mbtr ~· 1938 

RE0 1d 3:45 P• mo 

'!'l.r ''Na.t ion" J. J> r.oplt s REprEstr.tat;i vEs CC'ngrtss" closEd 

16 

ytstn>C.ay . ThE · ::.ngr~as passEd a mwfoEr of.' r Esolutions , 

1nc1u'ling ont r r.ccnunEnd ing tht cons t itutio:1 of a ConfEdEratE \ 

GovErnment for China. During t h t 11discuas:;.ons " which wErE 

~~ld in thE oong~Ess, it was EmphasizEd that a strong CEntral 

GovErnmEnt vtould not bt suitEd to prEsEnt condi t ions in 

China and that a oonftdEratt form of govErnmEnt , with 

provi~c~s rEtaining a largE mEasurE of autonomy, would bE 

·.• .. r ' ·•f!.J r;g,. 1.ssutd a manifEs t o , wh ic':l i ncludEd a 

6 11 t ••.·.:,.·.:..• •.. .;:- tan:; Ka i Sh E'< C'.nd ~o~:munism, an Expr Ession 

,:c e. ~ ;., ., ... ; '' ::·•· .:~• a::' tr r -:;t-E closing of tht congrEss , 

ot 
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REB 

2- #190, From Nanking, Dc c. l ,2p.m. 

of Centr al GovErnmEnt t o be establishEd in Chi na might bE 

determined at the third meeting of the "Joint Commission of 

the Republic of China" which hE said woul d probably be hEld 

sometimE in December, but that a decisi on on t he matter 

might be' postponed until the fourth mEEting of thE joint 

commission. 

Sc~t to Shanghai, Ptiping. 

CSB 

' 

17 

\ 
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TREASURY DEPARTMENT 

INTER O FFICE COMMUNICA'T10N 

! 8 • 
DAn December l, 1938 

TO !.!iss Chauncey 

Sul'ject: For the Secret ary ' s Record 

On '!Uesday, November 29 , 1938, the r ecretary, after con­
ferring with l"r . L'ay , Tr easury Attache (assigned to the Berl in 
office) , called !T. lhite ar.d instructed hiJo to prepare a 
cOMprehensive report describing eJ<actly t.he methods employed 
by Gen:acy in carl')"ine on foreign t rade . He assi&ned !.lr . !.:q 
to O:r . «hite and said that :·r. Uller would soon arrive in t.he 
U ited States and would be available as an additional source 
of information. I£ it nere necessary to get additional intor­
~ation in ~ermany in order to compl ete the report be stated 
that l'r . lt.ay could return and send us t.he needed mate r ial , 

He emphasized that he want ed a complete picture of German 
trade practices describing exactly how Ce~ trade was con­
ducted . He expressed the opinion that it the thited States 
was to !!:&intain or strengthen its hold upon fore~ markets, 
it was essential that all the tactics employed by countries 
who were operatin& on clearing arran-~ente, berter arrange­
~<ents , multiple currency, etc ., be known and understood here , 

• • 
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TO 

l'ftOM 

TREASURY DEPARTMENT 

INTlrlt Ol"l"'C lr COMMUNICATION 

DATa D£C 1 -

Beman Olipbant 

For xour illtorutiop 

You recall the President ' s interest in pendaaion to repro­

stamped anTelopes, and in other probleu ot interest to philateliete 

The present statute law 011 tbese and related uttere 

ia unaatistactot7. Ita purpose to guard against counterteitin& 1a carrlecl 

to tho extent that TreaaU1'7 rulings on particular cases often seea higbl7 

tecbnical and ar'bi trary. 

Consequently, I ban asked llr , Bemo.rd, in charge of tba Legie­

'fe Section, to r ertae and codif7 all or the law on the subject and 

put it i nto aatistactot7 tors tor eD&ctaent at the cOIIing 8B8Si011, 

19 

\ 

Regraded Uclassified



TREASURY DEPARTMENT 20 
INTER OFFICE COMMUNICATIO N 

DATK DEC 1 1DI 

TO Secreta.ry llorgentbau 
/ 

Kerman Oll pban t 

For xour i!1fomaticn 

There baa now reached the Supre1:111 Court a case OD bow auch auet 

be paid to discharge a bond pB¥abl.e , oot in gold OQ].,r, but al.ao 1D a 

I!Uied to reign currency at the bondholder ' a electicc. 

In the absence ot an;y substantial Treasur;y interest 1D the stat\.18 

of outstanding pr1Tate bonds OD which the bondhol.dars ean demand pa;yaent \ 

i n a foreign eurrene;y, we are concurring in what the Department ot Juetice 1 a 

position will probebl;y be, viz. , that the Government ahould not get into 

thia caee. 
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Or 'FE ~. len~ 

llNr Al'Wilu 

1 • •cal*na dratt or a propoaecl let.tu to u. 
l're81dent 11b.1.ch t he Secretary baa ~ ue to aubai\ 
to ,_ ~or ...... t. I t appean t.bat tbu ~ 
baa caCip!W! up -ral t.ices and ._,paren~ baa ilo­
p......t the •'l"eaW.nt. eo INCh that. tbe Seeret.ary tb1Dka 
it wortb ..rbU. to eenct ldJ: a brat e tateunt of the 
Secretary'• vi.., on tile prapoeal.. The intent ... not. 
to inclo.Je al.l the r ...U.tceUone o~ tbe prop : r al but. 
ool7 the aore 1aportant. on .. in u llbbl"rf1.ated a rona 
.. the II'Ub J• <* will pem1 t.. 

At. the oonterenoe OD '-'1a.Y, No\'Wiber 27, that. 
;you _,.. 11nebla to at.teo<t, a let.tu rouahlY in tbU 
ton:a wu ~·••d upcm • 

.u u. s.v.-,. 111a'- to ...a t.be let.tu on 
... s.turclq, be -u app>..Uta u u,.. -u We­
ph- .,-. o--t.a to • -u..e bet-Sa~-· 

Pret. Al't'ia H. ~. 
11c ,_. lhd.....a.v, 
~.--. 
tnc1 n 

s~, 

{,S',-. _, 
·~:zcu) 1I. v . .,., .1 .. 

R. Do 'lb1t.a. 
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I ..s.nt.Md tbat a P11 el to S.peee • • baiP oe pW 
s.p.r\a bu bMa nge.W to,_ u baiJI& • artMU'"' a a; 
to 11•'-' the Jl"i\loa of tba dollar a 11111\ tllrlba.-~ 
ti.oe of •tarliJic OGrnnein. Sallb a ••• 111 .,- apt'"'•• ~t 
w U ~~a .. • attN\ • t ba ao~MD.-e ntoa 41PP01Ua to tba -
Clallin4• aftd 1a addi Uoa - ld ba-.e co..aq-• wbllb ~ ~ c--'c 1JIItob1Uty t.hrclqboat ~be WIII'W. 

I n er.bai'JO 011 eoU lllporh would probabl7 iDeraaM \be ..­
aura againat rorai«'fi 4Nn'IM1aa. Ilari'ftl the pal\ ,.. ... tba t a « 
t or dollar u change hae euudad u. ·~ •nlillc rna aU Sa""" 
aati.onal tra-e\10111. o t.ber tNm cold lld.PM'ftt l, trr alMa\ $11.0 ~ 
11011 I IJ .. tll. The Saiport.a\1011 of lboo\ $l t 50() aU.lloa of p ld lJita 
t ba Unltod s tet... tMa ,...,. bu bHn t.. • _.,. ot auppl71Jsc u. 
adc!it.ion.al dollare ne a111117 to R\11/)' t.ha .... I t '.he Jll"''ftil­
iJII rata a of ..._.... It t.ba d-..4 for dollar not s• oonu­
to be lD -• of U. ra1IPl;r aDd lt • t'llrlber, cloll.sra -u not. ba 
IOClull'ed by the Ale of f Old to \he Ur i\ld Ptetoe, aacb dellara 11 
ara evai lable on the foraip • zabl'ftgf' 1U111a\ would be- llOI'I ftluable. 
lD ot.har ....... -rou• Clll'l'el'le:iaa would depraola te 1\lll ~lim' 
d -...la tlla dollar . Sinoa \hare doll not - t.o be IUlJ 1.-liato 
proepae\ ef 1 aubetant.1al eMf\ lD the dlaiiNI ~pp}¥ relat10Datlp 
ror dollan • lllbarlo Clll tba Upor\1 of cold at t.h1a till -ad be 
a atop lD u. oiUoKt.ioe or '""'"''S.C t he " 1'7 eood1t10D Ule prOJIDial 
-u to an..n.ato. 

i urti»I'IIOI'C, Ule deelarat1ae of an ..tlarp on cold 1llpert.e 
110Uld - Q111 ta ..-r\ tros 1 to poll t.ical Npai"'UMlona bot.h d...,.e\11 
a...s !Gftip- OOI!a\it.ate a fti'Y ct11\'lll'tl1ac rector lD iDto.rnau-1 
e-s.c relatione. Tba 'l'ripartUe l ocord would, II uaae,t& auto­
~~aUcall¥ t.end.natod lftd the 1Datab111t.y in elCehlsnge ratoe ....W. be 
ll1IIDb 1Dten.U1ad. Crave -rt.ai.JI\iaa ri\h reap;a\ to 1atomat1on.al 
_.tary aftd corrll'lial •ttora would be !.Jitroft:ud, the f'll11 con-

que-• ot Wbioh -t btl entire}¥ f--· 
117 C"'lr't.&1llrr t he ~ibill\7 el ..,laJiac col.d u • e&J 1 • 

tory R , 1w U Ula M t.\l It. of lDtai'DitS.onal ba) lit 'II ~ 

ba preaot1. ,_tor 1'111- - ... u .... ~-. Till .... ..,.. 
attN\ t.IJa\ p ld o:es u-' • - h•l" ,..., ..U tll nd 11t 
and at1U _. -tl'i• .. _, to wars.c ac•r '' _. u. -
undeairable t'eftll of ael>ap ...-re1 tor tba pc j I I et lllrii'Wllis 
t t. n..n.u- 1a •ebup raua. 
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FEDERAL RE-SCRV£ DANK 

OF NEW YORK 

CORRESPONDENCE 
OOinQIIIUL nr.• __ _ 
L. •· laolle 

DAT~ .. ~)O'I' 11 lfllo 

SUDJ£CT1 %lloa!IIGI.I_COJf .. £!I01 1m_ 

n-or •oUJD. 

I oellecl •r. JoUon a\ lltll '-4tir• tb• bad bad a •ei'J 

41tf'iaul\ 111d aallloua dq, bo add. tba dollar bad op•a4 .. lh blah 

an4 h o had ...... to phlc ·~ abou~ tl,OOO,OOO btl~ ahonlT aftonufa 

aur11na droppecl to '·'' 11• .ad ~., bad to a.U te,ooo,ooo 1D lllP-

Carlpel Ultewiao ba4 to auppon ~~ truo and aold au'bn­

tlal •ouah ot dollua lD Pula (I ~hi.Dk ba ••Uon .. 111 0001 000 

oa'blo •*iDe •• to oon•on .. ,0001 000 ot bla 1•14 

1Jito dollara -ld 1D41oa~o t~t bla aelo1 won 1D tba n.tabborbood 

ot the h"or t1pn). 

Aa tar 11 . .a..., eould ~41• tho audde ob-co in tbo 11artr4K 

•u duo to ~ho tan ~ba~ h'ech nlnioaa with Ita17 bad b ..... 

'far)' unploaNDt. "'• had, ot ooarao, in aind tba aoeo in 711\ft'dql 1 

Cb•'bar ot DopaUo1 1D loeo wbe aftor o 1poeah by Cleo tho o.,.u., 
ltlla4 1 4.-onni'IUon ol-rlnl tor t h a roallsatloa ot 1\el)''a aa 

)'ft wuatiltiod national aapiraUool in lioo, ,..,..,, Coral .. ed 

ilo uorUtod ~· .udde outl»roalt to tbo toot ~at tha h'•oh 

Oonra.et 1a ottorln& natllrellaation 1D ~aia to Itelian l"a '1M 

WIDt t o lo..,.o Ital7. l.ator oa 1D .a.o 4q1 Bolton aal41 tho •-• 

t or dollara drlod •P _.._, end .a.o norll111 1'1~1 S'IICJ1'0r .. to 

4,11 when \bo llaftot ..... to 'Ito .. ....,. •• tho .,.., bo apollo. 

lllllMI01 ha thollebt1 1111 b .. lDDlQC M tlllo ett• With I ... tha 

dollara aow 11p te I ••••• P•pla Ullo nuwn, l•kara !nat, 
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FEDERAL. RESERVE BANK 

OF NEW YORK 

2S 

DAn;DHwl!tl' 1, ltM. 

suBJECT;t&Raou Q)JYPutiol ma 

11u or •auiU)._ _____ _ 

• 
sws.u Beak Corporattoo, La..n 11114 other. ...,.. all t171D1 to baT 

forward dollara without auooeaa. the bic aat•r1Uea bad DOt rM117 

atanM. zuutq orr· )'at 1111d we ~lll4 be able to aee the ett"' 

better toward• the btdii.Qlq ot am wet~~:. the Brlttm treaau17 ba4 

&il"tll Waab1qtoa t11 outl1Ae ot the napa oont•platad ln Loftdon 11114 

had po1Dtad out that tb1a •a•, ot oouraa, PllrelT of a t•pora17 

character aa4 could laat 01117 dul'lq the preact ooa4U1ona. th• 

aaltad the olear1Da blllka aot to retuae til)' forward bua1aeu but 

th~~r reeai..-M. ordera to n:Hilte th• ih the aarltet rather thlll to 

their o• aeaaa tor t1Deo1na 111eb napa. 

1 ret~ to our cable of laat atcht ottel'lq to ctn 

aold aca1nat our operattoaa of the d~~r at the appzooXlllah 

..-alct of the ater11Da rate obta1.aM. b)' ua on our aterliDI aal .. 

rather the at h1a aold po1Dta. Bolton 1htad that he apprH1ate4 

e geature and that tt waa mr•e~T ooaa1derah of ua bat hoped 

n 414 DOt !Hl that wa ba4 areatecS a praoedct that we wolll4 

to at1dr to. a.-wb11e, ft'el7bo4T wa• Yel7 UPn aboat the aat• 

1 Rated that tba aeat rcenl of our ••*17 
order woul4 be at wbat " aow ttpl'ed '- be the aaet ah1pplJic 

tzoo11 Lolldoa to In row, that 11, Z4.'PI 11• tnnea4 of N.fl 

Illel4ch1171 M.'PI 11•, Bolton n14, waa aa.n17 the 

aaooi"41JJa to tlaeb aalldatioaa. 1 tb1llk Bol._ a1• .,, ..... , .. 
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P EDERAL RESERVE BANK 

OF NEW YORK 

2 7 

DATE ....... 1, lt •• 

suBJEcm ,.,_.. CIDIIt.JIIPiol ma 
.OWl 

I 

'"' n., o~ ••11 ho a44o4 \ha a1 loac a1 ho hat ,.u 1a ... roa 
bt w.N14* ot 00111'111 ueo tha\ l'atbw thM n.u 111 uP wi\h 1llt 1a 

l.oDdotlo 

L'llan 

; 

• 
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HUJr: Hello. 

28 

December 1, 19~8 . 
2:~ p.m. 

Operator: Kr. Barton. Go ahead. 

HUJr: 
Leroy 
Barton: 

HMJr: 

B: 

HUJr: 

B: 

IGIJr: 

B: 

HliJr: 

B: 

HIJJr: 

B: 

H!.IJr: 

B: 

HWr: 

B: 

Hello. 

Hello. 

How are ;you7 

Fine, Mr. Secretary . 

Barton7 

Yea , sir. 

I asked t or the Admiral , he ' e up on the Hill. 
lUes Ann Baker made an invest igation tor me or the 
work done b;y a contractor 1n the planting around the 
Poughkeepl1e Poet Ott1ce. 

Yes. ' 
And she round that the f ellow d id not live up to hie 
contract. Now what I want is, I want ;you t o !1nd out 
how many ot her Jobs he did t or ue , the same contractor, 
eee7 

All r i ght, B1r. 

And then I want Uies Baker employed to investigate all 
the other work that he did, eee7 

Yea , sir. 

Is it olear7 

Yea. 

Let's fJaJ' that oontractore Smith and Smith did t he Job 
at Poughkeepsie , well ehe round and they agree over 
there that hie work, he didn't live up to hie contract. 
Now I want t o know how ~ other Jobs the same con­
tractor did tor us, landscape tallow, and I want 
Kiu Baker e.mplo;yed t o go and v1eit all the Jobe that 
he did and compare them againet t he epeo1!1cat1one 
and eee whether he cheated as badly on the other• as 
he did at Poughkeepsie. 

All right. How rar back would ;you go? 
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HILTr: 

B: 

HKJr: 

B: 

HKJr: 

B: 

HJ.IJr: 

B: 

H11Jr: 

B: 

HldJr: 

B: 

HNJr : 

B: 

HMJr: 

B: 

HJ.IJr: 

Oh, well I'd go -

About tour yearel 

What? 

About tour yeare1 

- 2 -

No. Well l et's go baok- well let's take , let's - I 
don't know - it depends on how many he did. I don't 
thi.nk I'd go back more than two years. 

Two years. All right, sir. 

What? 

All right. 

29 

And I wouldn't - I would sa,y th1e, I'd put 1t this wa,y, 
it t hey'd examine three other jobs that he di d. 

That makes 1t 

I t he's done three other Jobe I'd examine three other 
jobe t hat he's done. 

Yes. 

And !rankly 1t' I t1nd that those are phone;r then I 1m 
go ing to have a complete i nvestigation or the whole 
landscaping. I think there 1 a something l oua;r 1n the 
landscaping department. I th1.nk there ' a something 
crooked there the wa,y it locke to me. I 1m Ter;r much 
upset about it . 

I'll get a hold or it and -

Take a look at Ann Baker's report and then - what it 
said. Now wh;T do I have t o employ somebody from the 
outelde. 

All right. 

There 1 e something - there 1 a something radioall7 wrong 
in the landscape end or Procurement, and I 111 atart -
1! this contractor had three other J obe I want her to 
do those, and then it those aren't right, I ' • going t o 
have t he whole thing examined. 

' 
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B: 

HliJr: 

B: 

HWJr: 

B: 

Hl4Jr : 

B: 

- ~ -
All rtght, e1r. 

W111 you g1•e 1t your pereonal 1ntereet? 

Yea. 

And tall Ada1ral People• about 1t . 

Do 1t r 1g)l t away. 

Thank you very much. 

All right, sir . Goodbye . 

~0 
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COIIJUilORI) COPY, pace 1. 

PAJUPJilAU or TlllU'OilAM IUOIInD 

:ntOMa .AaeriC&Il laba .. ,., Paris, rranoe 

DAfli Deo•ber 1, 1938, 4 P••• 

JO.a ao~ 

'l'odar on t he exchange marlte' tra4ing baa baa •err 

aotiYe, with :tl'anoa baing in large demand. 'l'he present rate 

for sterling is 178.30, at rates Yar)'ing from 178.33 to 

178 , 30 the fUDd has again boen ab·le to obtain substantial 

amounts of sterling. During the morning it acquired 

2,900,000 pounds. The dollar-sterling rate has Yarie4 

between 4,69 at opening and 4.67-5/8, the rate at present. 

One month forwar4 eterUDc rate rugae between ten and aill"-

31 

t een oentilllee, an4 one franc for three months; following " 

this mo••ct the dollar-franc rate hae been erratic , OUr 

marke' oontaot has told ue that the fUnd is c ontrolling the 

present ra,e. 

Profit taking waa in ertdenoe on t he securi ty market 

today, showing a leaa favorable tendency. 

There are no 1~ortant ohangea in the bank statement 

for loY•ber 34 which wae issued toda)'• l o change in the 

gold reaeryea is shOWQ; the portfolio increas ed b)' 

563,000,000; there was a decrease of 500,000,000 in th~rtr 

dar adYanoea, deposita are up 340,000,000 , and there waa 

a deoreaae in note oiroulaUon of !5!!0,000,000. 'l'otal of 
3,91!5,000,000 for Treaa\1%)' account. Oold coYerace ratio 
mOYed up to eo.3l :trca the former ration of eo.•. 

General feeling here 1a one of profoad relief, aatir 
faoU• and quiet optiai&lll, aa a rewU of the Yery i11port&Di 
auoo .. a of the OoYel'llllet yell,erday in enforoiJIC law aa& 
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PARA.PIIJU.SK or TKLmlWI RKOKIVED 

J'ROII: Allerican J:llbauy, Paris, J'ranoe 

nlTE: Deo .. ber 1, 1938, • p.a. 

110.: 3033 

Today on the exchange market trading has been Yery 

actiYe, with francs being in large demand. The present 

rate for sterling is 178.20 ; at rates T&rying trom 178.38 

to 178.20 the fund has again been able to obtain substantial 

amounts of sterling . During the morning it acquired 

2 ,900,000 pounds, The dollar-sterling rate has varied 

between ten and sixtean centimes and one franc for three 

32 

months; following t his movement the dollar-tranc rate has \ 

been erratic, Our market contact bas told us that the 

fund is controlling the present rate. 

Profit taking was i n evidence on the security market 

today, showing a lese faTorable tendency. 

There are no important changes in the bank statement 

for lloTember a• which W&B issued today. Io change i n the 

gold reserYea is shown; the portfolio inczease4 by 

562,000 ,000; there wae a decrease of 500,000,000 in t nirty 

day adYancee, deposits are up 340,000 ,000, and t hsr s was 

a deoreaee in note circulation of 550,000,000. Total of 

3,915,000 ,000 for Treasury account. Gold oOYsrage ratio 

mOYsd up to 60.21 troa the former ratio of eo.l3. 

General feeling here is one of profound relief, aat1e­

faot1on an4 qutet optiaiaa, as a result of the Yery 1-.por~t 

suooese of the GoYemaent yesterday in enforcing law and 
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- a -

order aD4 'beoaue tb.e euilr.e wae ~aoUoallJ a oc:.plete 

f ailve. ne· Go1'0rlllleJl~ ie VIM 111 ib.e f111all01al pr••• 

~o ~alr.e a41'aa~ag• a~ ODce of ~tt.e opponuni ~ bel4 oa~ 'bJ 
the pree~ige whicb. U p111e<l, &114 ~o carr,. OD Ue reooa­

otruotioll progra. energeticallJ. 

END KJ:SIAGJ:. 

ULSOI, 

M:Lft 

33 
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34 

December 1, 19~8. 
4:10p.m. 

Op erator: Go ahead, 

HUJr: Hello. 
Thomas 
Parkinson : Hello wr. Secretary, 

!!llJr: How are you? 

P: Fine , thank you, I just got back trom the President's 
meeting and found your nota. 

HUJr: Right. We're going to sell seven hundred million 
dollars worth of Government merchandise on Monday. 

P: So I bear. 

HUJr: And I wondered bow you f elt about it. 

P: Well, we ' re in need of just auob merchandise. 

HUJr: You do. 

P: Yes . 

HL!Jr: 

? : 

HUJr: 

P: 

m.tJr: 

P: 

HUJr: 

P: 

ID!Jr: 

P: 

Well, we're kind of thinking ot a two and three quarter 
long bond and we haven ' t gone much beyond that, I mean 
it'll be - we'll have something else, but we don't know 
yet what. 

I see. How long? 

60.65 t hat's what it looks like tonight. 

I see. With the usual normal tax exemption. 

The usual. 

Yee. 

Yes. 

Well, such i s our condition that we'll have to aubacr1be 
to moat anything you otter ue. 

You would. 

Yes. 
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HUJr: 

P: 

Hli.Jr: 

P: 

R!AJr: 

P: 

HJJ!Jr: 

P: 

Hll.Jr: 

P: 

li!.!Jr: 

P: 

HJ.!Jr: 

P: 

HUJr: 

P: 

HMJr: 

P: 

Hl.L1r: 

P: 

HI.IJr: 

P: 

- 2 - 35 

About what would you need , I mean not the way, what you 
put in tor eubeoription, but about what do - how many 
would you want approximately? 

We'd be delighted to get about ti t t y million . 

You would. 

Yee. 

I eee. Would a nine year two interest you? 

Nine year two. Yes. 

It would. 

Yee. Uore than t h e tive year tax exempt. 

It would. 

Yes. 

Well I mean would you, t or instance it we ot t ered both \ 
a nine year two and a two and three quarters 60.65, 
would you subscribe to both? 

Yes. 

Would you take, what, about twenty -

I think 1t you - I think it you made it - I think the 
banks would probably talte t hat. 

The nine year t wo. 

Yes. 

Which would be more preferable to your company, the 
two and three quarter long or the nine year two? 

I th1nlt I 1d preter the nine year two. 

The nine year t wo. 

Yes. 

Uh-huh. 

But only on that old theory that some day you've got to 
come around to giving ue a taxable three per cent 
coupon. 
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HIIJr: 

P: 

HIIJr: 

P: 

HUJr: 

P: 

HIIJr: 

? : 

Hl.IJr: 

P: 

Hl.!Jr: 

P: 

H!.!Jr: 

P: 

Hl.!Jr: 

P: 

HMJr: 

P: 

HUJr: 

P: 

KIJJr: 

P: 

- l5 -

I 88e. 

I don't want to load up too much with l ong tenaa 
under three. 

I see. 

But we need the investment&. 

But the nine year two i8 a l ittle bit more attractive 
to you. 

Yes I think eo, tor ue. 

But it we offered both you'd take both. 

Yee. 

Uh-huh. 

36 

It I were 1n your poe1t1on, it you don't mind~ eay1n& 
eo, I ' d otter all three. 

That 1a what? 

The five year -

The t1ve year, the nine year and the long two and three 
quarter. 

Yea, th1e 1e going to be a pr etty large amount you know. 

It's a bill ion seven. 

Yes. 

Yea. 

And we'd all be happy it 1t'e thoroughly euoceeetul. 

Yee, well 1t'e got to be. 

Yes, that'e 1t. 

It ' e got to be. 

That ' s it. 
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HIIJr: 

P: 

HUJ'r: 

P: 

HL!Jr: 

P: 

Hl.!Jr: 

P: 

Hl.tJr: 

P: 

HJ.tJr: 

P: 

37 
- 4 -

Well, tbat'e what I want to talk to you about. 

Well I think that you oan get away with that 1f your 
r ates are ae you alwa,ye baTe aade them, adJusted to 
the .arkete. 

Yea. We oan have them eo that they ' ll eell at a 
comfortable premium. 

Well e1r, we' ll be on your l1et. 

All right. Thank you eo muoh. 

Not a bit. 

It you oome to· Washington let me know, I'd like to 
have you have lunoh with me . 

I'd 11ke a l ot to eee you even tor a moment. I ' ll do 
that. 

Well, when you oome down, let me know. 

I'll do that. 

Thank you eo muoh. 

Thank you. Goodbye. 
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C4BLI 

ho•: Banll:ara '"-' Co. , II. T. 
t.oliCloa Oftlca 

Data : Daca•bar 1, 193S 

Dl O.AST:lLLAIE RIPORTS C?IITIIOL TOOl II 1.2, 000,000 THIS 

MOJUIIBG THIS AJ'1'EMOO! ZXCR.UlGI IWIDT YIRT <l.UIIT BOID!SI 

dAI!:II, ITALUII DIPll'!TS Oll'rBtD!S! Tlsn:RDJ.T CJ!I.ABD t111'4TOI.&IILI 

IMPRJSSIOII, lll'fl PRIJlCH .AKB4SSADOR SO 7.&R UCSITID COLD IIIQPtl~ 

7ROM I!J.LI.AJI GO~. If.U.I.AJI OIWIGI D1A7UlRJS II P.AIIIS 

DISCRIUD DIMOJS'l'RAfiOll AS lfONSDSI AliD CLAIMS lULT 1S OIILT 

ASPIRAflOif IIID SPANISH WAR, RILA'l'IO!IS RJ'l'WID POPI .AliD 

!'ASCI Sf GOnRllMIII'l' TEIIT tJlJSATISJ'AC'l'ORT , CIWI!Im! WILL PROB.AIILT 

!aft DICEMBR 9TH DALADID1 S POSI!IO!f DI7Uim.T S'l'IIDM'IIIIID 

.AliD IUJORI!T JIOW ALSMOS! ASSURZD, IIHILS! PROBLJXS COllliiCDI) 

WIT!! U'l'IJIIIAL SITlL\'1'1011 S'llLL SIRIOUS GI:IIDALLT !X!.nnll 

CORBER 'l'tliiDD. 

Ll<l.t1IDA!IOJ LO.IG DOLLARS POS I'l'IOJ'S SliMS DDUG .AliD SIIfCI 

IIOOI 1111D.IHOIII DOLLAR I!ATIID 1UJI'l'JD. JORIURDS liAn'ID. DJIWID 
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"!'OR l'UliCH llWICS ALSO SLOWlliG DOD, 701!1t.AKDS nCLIIID B1 ornRJD. 

c o FtD E T I At.; 

\ 
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REB 

Stcrttary of Stott , 

Washington. 

1456, First . 

PLAIN 

Shanghai via N. R. 

DotEd DECEmbEr 1 , 1938 

Rcc •d 8 :28 p . m. 

39 

llovtmbtr thirtiEth Chungking . ConcErning ,\dm1ral Oiknwo 1 s 

mEmorandum to SEnior Naval offi cEr concErning movEmEnt of 

forEign naval VEssels on the Yan3tzc . 

SH1~1WH/1I Tll',ES com."llenting editorially points out that 

:.dmiral Oikawa • s memorandum le ave s no doubt t:Jn t thE YangtzE 

will remain closEd so long as ChinE SE resistance continues 

but expresses thE opinion that is "a clear :nilitary duty 

of the JapanesE to safeguard the arteriES or conmunication 

which they h!lVE opEnEd . " ThE papEr concludes that thE 

forei~n pov1trs clear cut issue which must be met EithEr by 

concrete opposition or recogni tion of Japnn 1 s point of view. 

ThE SH/.ii'GH:,r EVE\'ING POST and i oERCUR;~ dE scribed thE 

Japcncst ,\dm1ral ' s mcmorandu:n and thE rtccnt statement 

rtoorttd to ~avE bEEn ~de by thE JapanesE Vice- Minister of 

War as "a drive agninst foreign neutrality in China 11 and 

states that apparently the only way any foreign country can 

preserve its riBhts in China is bow btfore Japan . 

ThE 

.. 

• 
• 
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REB 

2- #1456, From Shanghai, Dec , 1 

The CHIN.\ PRESS rcmarl<s that the Vice- Minister of War 

has nti thcr wasted nor minced words regarding Japan ' s atti­

tude toward Great Britain while Oikawa has reaffirmed 

Japan 's decision to k eep the Yangtze closed. This journal 

states further that because of the inactivity and lack of 

co- operation among thE dccocratic countt•ics , Japan has 

gathErEd sufficient courage to speak out her mind regarding 

British and French intErEsts . It concludes with the hope 

that these developments will stir GrEat Britain to firm 

action either alone or together with other powers similarly 

situated. 

Repeated to PEiping, Chunglcir·~ Hankon, 

G.\USS 

RO\V 
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TREASURY DEPARTMENT 

INTER OFFICE COMMUNICATION 

DATa 

t-Lc II ' J <> -). :; 

December 1, 1938 

TO Beoreta.ry llorgenthau 

Subject: lleeting ot the National Munitions Control Board, 
NoYember 30, 1938, 2:30 P. u, 

The meeting was called to consider t he procedure govern­
ing the issuanoe ot licensee t or the exportation ot tin­
plate scrap during the calender year 1939, However, a repre­
sentative ot one ot the de-tlnnlng plante requested to 
appear i n person before the Board in order to make a statement 
betere a final decision was made on the procedure t or the 
coming year. The Board voted not to hear the representative'• 
testimony but to give him and all other interested concerns 
an opportunity to present additional written sta tements to 
the Board before a final deoision was reached. The meeting 
was adjourned tor two weeks, during whioh t ime an opportunity 
would be given tor the presentation ot statements by .arioue 
interested oonoerne. 

A oopy ot tbls is being sent to Mr. Oliphant and 1~. Taylor. 
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TREASURY DEPARTMENT 

INTP OP'P'IC. COMNU N ICAT10N 

Secretary Woraeatheu 

Bexmen Oliphant 

For your information -

The public bearine;a ot the Llonopol:y CQam1 ttee opeaed tbia 

1110rning w1 th a tull attendance and a large crowd. Aft er an 1ntro-

ductor:y statement by Senator O' Uahoney, Lubin took the tloor, and, 

1d tb pointer 1n band, atated the meaning of a IIIUl t1 tude ot charta on 

bow our economic machine has not been operating at a rate aurticiont 

to absorb the unemployed. Ho did not go i nto the reasons, but his 

exposition of tba tact& was impressive . The large crowd was silent 
\ 

with intent attenti on. The atmospher e ot the wbolo proceeding waa that 

of the tirat l ecture 1n a first class universi ty course in alemeatary, 

deecriptlve economics. Peoples was present during the forenoon, and 

wee to attend during the afternoon in 11f1 absence. 

~ 
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nc~AaTO.ftA'YW: 

.... e. 

11.1 dear Mr. Seoretar)': 

DEPARTMENT OF STATE 
WASHINGTON 

I aoltnowledge wUh thanlte the reoe1pt of 7our 

letter of Movellber 30 forwarding f or s:r oon1'1deut1al 

1nt'or.at1on oop1ee of nr1ou 1 •e110ranc». and •P• wh1oh 

have been tumilhed J'Oil b7 llr. I. P. Chen. 

Your thougbtfulne.. 1n eend1ng •e oop1ee of th11 

uter1al 11 vei'J' 

!'he Honorable 

preo1ated, 

el7 J'OUrlt 

Henr7 llorgenthau, Jr., 

8eoretar7 of the 'frea•ur1. 

\ 

' 
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TO 

TREASURY DEPARTMENT ~ 5 

INTER OFI'lCE COMMUNICATION 

DAn December 1, 1938 

Seoretar,y Korgenthau 

Kr. Haae 

With a total o:r:rering divided among three d1t:re~ 
ent eeouritiee, we would eetiaate the probable Tield 
baeee and ma.rket pricee thereo:r eubatantiall¥ ae :t'ollo••l 

(1) 1-1/S percent 5-year note, probable 
yield buie about .95, probable prelll1ua 27/32.-

(2) 2 percent 8i-1ear bond, probable 
yield baaia about l.So to 1.85, probable 
premium 1- 6/32 to 1-18132. 

(3) 2-3/4 percent 22- 27 year bond, prob­
able yield baaia 2. 65, probable premium 1-21/}2. 

\ 
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0 _v-' y TREASURY DEPARTMENT J) ~{} n INTER Ol'flCE COMMU NICATION 

t1 ~ DATE 
December 1, 19)8, 

TO llr. Ollpbant 

At my req~est, this afternoon llr. Henderson asked 
Dr . L~bin the followi~~& quesUon: 

"Did I understand you to say this mornina: that 
in your opinion we have never prod~ced too aucb 
wbea t or cotton to satisfy our real needs?• 

Dr . Lubin's reply toea substantially to the effect that be 
bad not been speaking_ aerely of llbeet and cotton, but t :tat be did 
not think we could auffer from over-production in any field aa 
lono: as there -.are people in the country who di d not get an \ 
adequate share of the goods pr oduced. In reply to a question fr011 
Senator Borah ea to •hether or not be thought that that situation 
existed to-day, Dr. Lubin answered "of course". 

This afternoon ' s bearing was uniforaly quiet and followed 
along the same &eneral linea as tbia aornin&, rl th Sana tor ICing 
asking aost of the questions. T'ne Senator att•pted to de-..elop 
to some extent the thesis that our oconoooic aystea did not brea.k 
do1111 in 1929, but ra ther that due to s011e certain external causea , 
particularly 1<orld indebtedness, it na prevented from functionin& 
in a satisfactory aannor. He also suggested the illpor tance of 
specula tion prior to 1929 aa being a major contributing cause of the 
depression. 

~nile a chart of ce~ent production was under di scussi on 
Dr . Lubin pointed out that in 1·ecent yeers 50 per cent or aore of 
all of the ceaent produced was for public works . Senator Borah 
asked Dr. Lubin llbether there had been any reduction 1n ceaent prices 
d~U"ing the period shown by the chart, to whicb Dr. Lubin replied, 
•I 01.1 will have to apeak to llr. Olipban t about tba t. • 

Dr. Lul>in tiniabed tbia afternoon, and Dr. Thorp goes on at 
10. )0 toaorrow aorniD& . 
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TREASURY DEPARTMENT 

INTPI O,.,C:a COMMUNICAT10 H 

""" IBl .. -

'l'hia op1A1on h tor your t1loa. Coploa ue bol.nc • .,, to 
t ·'') 

lle .. ra. Banea, Delano , Duttleld, Upham, and Oaa\oJl, 

. 
\ 

1. 

/ 
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GOOCJOALCOU...._ 

Tllt&AMJitY OD'AJitTM&HT 

WASH I NOTOH 

IDVIB-

Conaideration bna bean given to the authority for and the 

operation of Department Cir cular No . 696 , iaaued by you on Sept.-bar 

13, 1938. 1'hD.t Circular provides I 

·~e oparat in(: contr ol of , and reapona1b111t7 
for, the legs.l, work of the ~fica of the Coq)troller 
of tha Currancy·4.a hereby tranaferred to the Gceral 
Couneal for the Department of the 'frCIU1U7• Beapon~ 
aibil1t7 for dec1a1ona on all legal mattera, 1ncl~~ 
1ng llllttera of general lteal pol.i oy, aa well aa on 
~ le&al aepecta of apec1!1o caaea or 1natancaa 
lball reat with the Genen.l Coun .. l or those he 
dul.gna.tea for tbie work. 

"~e Secretary of the 7.'reaeur;r ahall pa88 upon 
all cbangea 1n the legal atafi aDd in their aalariea, 
upon the rac0lllllen4ation of the Gener al Couneel. 1'be 
General Coun.eel will be reapona1ble for the aaaip~ 
ment of work to var1oua •mbera of the legal ataff 
and for other matter• ..nt1onad in Department Ci~~ 
lar No . 519, dated June 20 , 1934. 1 

I am of the op1D1on that the Circular 1a in every reapact 

within 7our lepl authority a.a Sacret&r)' of the 'fraaaury. Statacl. in 

a,_..y for11, av conclua1ona are aa followal 

I. 1'he Secretary of the 'lreaoury baa control over the admiJ>latratlve 

tuncUona of the Comptroller of the Currenc;y. 7.'b1a appaara froml 

J., !l'be debataa in Congrua relat1~ to the leg1alat1on creating 

the office of the Comptroller of the Curranq aDd eatabllab-

B. tiLe l oglalaUon itult, the 1AterpretaUou thereof, 8114 the 

1Aterpratat1ou of parallel lan. 

\ 
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II. !be wpenieion 11114 oontrol ot the pereODUl IID4 the work ot 

the l-eal etatt an a part of tAe c.-1 recul&tory ponre ot the 

SeoretUT• Tbeee po"" 1D01'114al 

J., !be re-arraz~i-Dt ot tAe lecal MOhlu17 ot the Depart_, 

&D4 the gceral wpen1aion ot l ep .l aoUdU .. ; 

B. file O!PPOillt.eDt of aHornqe or tAe ~ thereof. 

III. file torecoillg propoeUlona an tor\1fie4 ~ a D<>Drlc!araUon 

ot the etatute oreati.Dg tAe Office ot the Oenaral Counael tor the 

Ilepart•nt ot tAe 1're&eu17. 

lo 

J.. !!he Concre .. lollal cl.ellatee llb.ich precec!.ecl. tAe pue-ce 

ot the aot creati.Dg tAe ottioe 0t the Comptroller ot the Owrenq 

r aTaal the c lear intention of CoQCraae to iDTeat .ubetantl&l oontrol 

cnr the t\moUoD11age ot tAat office ill tAe SecretUT ot the '!reu12r7. 

Duri.Dg tAe oouree ot theM c!abaiH tAere wu a pereietent effort _... 

~ a Cl'O'IIP ill the H01211e ot Iepre-iathea to MC'Ore tbe tnd'Jl d•oe 

ot tbe propoee4 bur•u trca the ..Uhor1t:r ot the Seoreh.J7• ~ 

eentathee Broolal &Del. l'rlvll. the leac!are ot the oppoeition, cl.1cl. 8l»­

cee4 1D haTi.Dg the Houee atrike out & prodeicn which -.a the ~ 

Tal of the Secretar;r a c0Dcl.1t1on to the llp])Cillt-t ot the Collptroller 

by the Preeic!ant. fhereatter, ••"d•nh c!ae1cNc!. to etrike trr. the 

bill the T&ricnu prodeiou tor ....,.nhion 11114 O<>Dtrol 1Q' the Seore­

t UT were HCQlarl:r 1Dtrocl.lllce4 11114 ae NCU]arl;r ~eote4. !be cl.eb&iea 

\ 
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.a it cer tah \bat the quution ae to what ahould be the relation 

bet- the CollptroUar Uld the Seorat&r')' au claarl7 praeanted to 

CoDCrell IIllA \bat CoJigl'eee dal1baratel7 cboee to .U:. the Coaptroller 

aubordiJ>ate to \he Saoreta17 aJl4 aul>Jaot to a CODiidarable anant to 

control by the Seoret&r')', UUs.-tely the Bowoe accedacl. to the S&D&h 

Bill end approved a provieion making the SecretarT'• reconmend•tion 

a factor 1ll \he ~11lt•nt ot the Co~~ptrollar. 

'!he lll!od.rehnd•ng ot Congraee u to \he relail<>D which would 

be created betwc the two ot_ticere appeare tr0111 the tollow1.Dc qcarph 

tr0111 the dabatees 

a.p. Plwu 1ll (1864) 64 Coug. Globe 1.2721 • I \hi.Dk 
that eutt1o1ent prolliDIIDC& aJl4 eutticiant polition 
h DOt Siv&D by thh bill to the head ot thh depart­
ment [Colllptroller ot \he CllrrenCT]• It ahould be 
...S.., not a buraan ot \he Traaeur)' Dap&rt..nt--the 
Tl'&UlU'T 11ae ano• to attend to already-but i t 
ahould be aoada a eaparato a4111D1etrat1ve !Mpar~t 
ot the Oovu....nt, aJl4 1t ahould be located at the 
-ro1al canter ot the OovarDMDt, at Iew To:dt, 
and not at 'fuh~ton.1 

11ep. Brooka (obJecting to \he raquir-t ot the ap­
proval ot the 8acret017 1ll the oaee ot the orpni.­
tion ot banke, e to.)(p. 1288)1 "I 8ll&leet that, 
eepecially UDder exietins oircu..tancee, that ie a 
power 'lhicb o•t not t o be lodced 1ll the Saoret 1117 
ot the 'l'reaeur)', howner aate it oa!Pt be to lO<Ica 
1t 1ll the Oa.lptrollar ot \he Ovreoq. 1JI4Md, it 
e- to .. \bat the whole bill, ~etpedJ.7 ri\h­
out doubt, ooDOantratee utraord1Da17 powra 1A the 
b.aD4a ot the BaoretU7 ot the treanq. !hie 11 a 
~ aliA ~erowo powr to elva h U(f - -· pu­
tioularly to the Saoretaq ot the !re&a1117 at th1e 
IIIOMDt, et•n4"'1C 1ll the peouliar relation to the 
COURtry that he doee,l 

50 
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Bep. Stne~a (p. 1350) poillted ou.t that the 1 '1bola 
'b1ll goa a upon the wppool tion that the oomptroller­
llhlp 1a a part of the 1'r .. wq Depe.r\Mnt. 1 

]1, !!!he Act waa pe. .. ed on J\u1e 3 , 1804, end .. ouon 1, 13 

Stat. 99, prorlded e.e followal 

• • • • there ahall 'be eatal!llllhtd 1ll tht t1'tU1!!7 
d!port .. nt a !!!!)Arata l!unau, • • •. 'the chief 
offl.oar of the ae.ld 'bureau ahall 'be dano•<neted 
t he COIIptroller of the ourreD.C¥, an4 llhall 'be .llll!i.!J: 
e e Ql!fW fftleotion qt th! Seora~ of the 
'l'rta11!Z7. • Unden oor tnc eupplied. 

!be &l>OT.-quoted langu&ge waa rMDaeted with ali&bt po-tlcal Glw>cu 

&I aection 324 of the llniaed Statutea of 1873, an4 althou;:h that aao­

tlon haa 'been emel:l4ad, the lan8\18&e &'bon quoted 1a a~otantialq that 

found ill u.s.o. title 12, aec . 1. 'the followtnc illterpretatlon of thla 

pr oyiaion 11 contained ill JTel'"'hYfteg I • B&ldwln, (D. v.J. 1882) 12 

J'ad. 395, 3961 

1 !l!ht Secretary of the 'l'reawq 1a t ha head of the 
~ Dtpart..nt. Section 23S [u.s. o. title s, 
aac. 2414]. llf aaotion 324 [u.s.o. t Ult 12, aec. 1] 
the Comptroller of the Currenc7 1a the chief officer 
of a 'bureau of the !rauur)' v.ptrt•nt, charged wUh 
the encutton of all lawa paued 11¥ Colljp'taa relattnc 
to the tuu.e and reculation of a national currency, 
otcured 'b7 Un1ted Statu 'bondl . 'l'hl.a officer, ill 
ce.aet of the illaolTency of the e.etociatlon, appclllh 
a reoeiver, throu;:h whoaa lllttrument&11ty the aeatta 
are turned lllto the 'l'reaaur)' of the Untted Statea; 
'bu.t the Comptroller perfonu thla , aa well aa all 

ther du.tha under the anar reotion of the 
Saoretarx of the !r!I!UU•' UD4ereoortnc tuppl1e4.) 

In •* ot llathal T• P.thqu1o®t .,nk, (u.s. 1871) u 'iall. 383, 

1 the concadad fact that Roaih aaaoo1at1ou (national 
'b&nka) are created 11¥ an .I.Ct of Co~~Creaa an4 that 
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t!MJ are l.Dat..-h of U.. laU~ Oon,._t 
I.Atraate4 with \ho power ot oarqil!e: on U.. bual­
nuo ot bukl!!C aDd ot !lll!)l otil!i aDd olrOIIlati!!C 
1'l'!!!Ul'7 DOtu ao a Jlatiol!al cu.rruey, 8\ll>Joct t o 
U,. I"PtnioiOD end <llrec>UOD 0t tho Co!ptroll![ 
of \hi ClurrODOl end of tho Socrotarx of \hi Tl'..,_ 
.!J!a. i (UDderooori.Dg npplie4.) 

Other otatutu containi.Ac oiailar ~· han boe11 ola-

llarly illtorpretod. ID th o caoe ot ID1Bbt y. u.s. t,en• Mooci&tioB, 

(1891) 14.2 u.s. 161, U.. au\horUy of tho Socrot&l'J ot U.. IBtorlo.r 

to oot aaldl a cortai.A ounq aDd order a aew ounq •• ccBtootod, 

aDd I.A doci<llllC \ho lowe it wae BOCeol&l'J for U.. court to dote~ 

52 

the meeB'BS of a proYioioB wh1oh place d tho Commtoo1oDar ot tho O.B­

oral Land ott1ce 01m4Aor tho direction ot tho Socrot&rT of \he IBtorior. 1 

'lhe court '• dltol.'llli.Aat1on 11 coBtai.Aed I.A tho followillC J.aBgu.ace (at 

Pa&'ll 177-178): 

0 Tho pbraoo ' uDder tho diroctioD ot tho Secre­
tary of \ho IBterior ' ao uoe4 ill thoeo eoc UOBe ot t ho otatut oo , 11 DOt • anl.nglo .. , but _. illtondld 
•• aD oxprooo1on ill ceneral toru ot tho power of the Socretar,y to auperviae and contr ol tho ex\onol yo op­
orat1oBO ot U.. Land DepartliiiDt ot llhioh hi 11 tho hoe4. It lleallo thot I.A tapor tant ~~attoro rolatillC 
to tho oale and d1opoo1HoB of tho public domaill, the ounqiJlC of printe lanb olaima aDd th o 1oauiJ11 ot 
patanto theroon, aDd tho adainiotraUOB of \he truoto 
dnolYI.Ac upoB \ho COYI~t, by reaoon of \ho lan of CoBSrooo or UB4er traat;r ot1pulat1ono, roopoCUJlC tho public do11aill, tho Sooroto.ry ot tho IBtorlor 11 
th o wperv1aiJ11 a~ct ot tho COYI..-t to do Juotloa 
t o all olaiaDto aDd prooe"Yo tho rillbto of tho pooplo of tho United Stateo.• 

Conti.Anille , tho court quote4 (at pap 178) with eppr<>Yal tho f ollowinC 
otatomoBt meda by the Seorotar.v ot tho Intoriora 
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"'lbe ata t u.tu in plao1AC ~ whole bualuaa ~ 
the Depart•nt Wider the euparYiaion of ~ Secre­
tAlT, innet hl.a with .,.thority to rnhw, rnerH, 
Alllel14, annul , or aff irm all prooeediACe in the De­
partiiiOilt • • •. The 1104e in which t he eupenhion 
lhall be exerched 1n the abeenoe ~ the etatutory 
direction may be pr .. oribed b:y euoh ruln and regu.­
latione u the Secretary may Adopt • • • . 'lbe ru1 .. 
preecri bed are dAil.&ned to facilitate the Depart.nt 
1n tbo deepatch of bueln .. e, not to defeat the auper­
vi.lion ~ the Secreto.r;y • • •. 1 

It pointed aut further that the po .. re of direction end auperYilion 

are civen in ganaral tenu to the Secretary. 1n ordar to obYiate the 

53 

neoe111ty of a etatutor;y partioularbation of aaoh duty and power reat­

ing with bia. See aloo Stoneroad ! • Stoneroad, (1895) 158 u.s. 240. 

'lbe interpretati on of t hie ,.,. provieion wa1 agaln lnvolved 

1n Or9ha.rcl ! • ,Uu.ander, (1895) l li? u.s. 372. In that oue, the oourt 

aaid, at page 385: 

1 Kevertheleea the eeotion contemplate• that tha 
proceedlnga lhall not be wboll;y w1 th drawn from tha 
control ~ ~ Secretary, and impliee t hat tht!Y are 
but part and parce l ~ the &annal edm1nhtrative 
e:yet• for the diepoeal of public land•• lihUe 1t 
1a withln the diacretion ~ Co11&1'ell t o ••il'A&ate any 
particular etep 1n the procaadin&• • • • from the 
ecope of the ceur al a;yatem, and plaCe it ouhide ~ 
and bt~Yond azq auperYiliag control ~ tha h1cbar of­
ficere, yet the court• lhould be ea t iafiad that tba 
language indicate• an 1ntct1on on ~ part of Con­
creu eo to do before any auoh break i n the harmoey 
of the eyetem 1a adJwl&ad • • •.• 

From the i.nterpretatione contained 1.n thaee decieiona there 

would appear t o be little doubt ~t the llureau of the Co~~ptroller 1a 

aera}T one d1 vieion 1.n ~ '1'reaW17 Dapart.,.nt , and that the Co~~ptroller 

1a a allllordi.nate ~ the SecretAl'7 quite ae ~meh ae divhion and bureau 
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chief• in the nriou uecul:iTI depart~~~mte ora IUbordi.Datae ot the 

haiiA• ot thole department.. J.:i:t!t other oonolud on would 4o violence 

t o the provhion t hat the Bureau ot the Oo111ptroller ot the Curreno;y 

11 a bureau ot the 'l'ree.eury Dapart iiiiDt , an4 would nullit;y that pro­

vhion which &iv .. the Secratlll')" •caneral direction• over the Oo~~p­

trollar 1D the partormanca ot hie dut1••• 

Since, theratora, it ..:r ba taken ae aotablilhad that the 

Secre tary hae eom. control over the aotiv1tiae ot the Co.ptrollar , 

i t bacollllo i.alportant to datinl the nature ot thet control. 

In an op1D1on to the Prae1dant b:y At torney General 1Jickerlhall, 

{1912) 29 Op. Atty. Gen. 555, it waa eai4 {at pace 562): 

• It 1a t rue that while the Oo111ptrollar 1a par ­
tol'ID1Dg quaa1-Jud1cial tunct1on1 hia d1acrat1on can 
not be controlled b;y ;you {Butterworth v . Hoe, 112 
u. s. 50) , ret thie ie not 10 ot all hie ~tiee , other­
wise the proviaion in the etatuta that he pertor m hie 
dut111 under the canaral direction ot the Sacr eta;r ot 
the 'l'rae!1U7 would amount to no thine. Carta1Dl;r, broaA 
pneral linla ot pol.ioT 11q be l aid down liT ;you to ba 
tollowad by the ao..,troller: 81>4 ;you II18T direct h1a t o 
..U 1Dqu1r1ea alone certain l ine• and to conal.dar the 
data thu acquired 1D datarminin& m athar 1Dd1v1lhlal 
banka are 1D aound condition &Ad are obqin& the lldat­
in& law, and whether ... ndmenta ther e to lhould ba 
recommended,• {Un4arecorin6 .uppl1ed.) 

L1kawba, in Butterworth y. Boa, {1884) 112 u.s. 50, the 

court, while racosnhin& and app}¥ing a d11tinot1on between the 1quaa1-

Jud1o1&11 and ex.cutive or edm1 o1etrat 1va t UDOt1ona ot bureau ott1oare , 

illlplladl¥ conoad11 that the bellA ot a d~MDt, under hie cenaral 

po"re ot auparv1e1on., »113 direct the latter t7J11 ot aot1v1.\)'. ~e• 

56 &Ad 67.) 
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!he etat.....,ta contaille4 ill the .. authoriUea with reter­

enGe to the 0 quaa1-.1udicial0 :tunctiont o:t the aubonlinat e bodi .. an 

o:t no relevance here: the importont :tact in each 1a the recopi tion 

ot the control onr bureau chieta which rnh with the heada o:t .t.­

part ... nh 1n co~mect1on with exaouthe or ad!!!1nhtratha :tuncUoM• 

u . 

The qwoation 111117 now be coll1'&nient}T rephraae4 to read u 

:tollowa: h the action o:t the Secretar)' 1n 1aauing Depart~~~ent Cir­

cular No. 595 ~illg ..,n than en exerciae o:t thte recognile4 ri&ht 

t o control adRdniatrative :tunctionaf Under the Circular, the lec&l 

ota:tt and the lecal work ot the Bureau 11 tranoterred to the o:ttioe 

o:t the General Counael , and the power to appoint and re!llO't'e legal 

peraonnel ia veatad 1n the Secretar)'. In other worda, there hae 

talcan place en intrad8part .. ntal rearrance.,.nt o:t lacal ..,ohineq 

which coordilllltaa t he lep.l work o:t the Departlllellt and prcmot .. ita 

ett1c1en~ • 

.t.. Upon analyaia it appara that thia radiatribution o:t 

work invol'fla nothing 1110re than en a4111n1atrathe quaation. Before 

the laauance o:t the Circular , the Coaoptroller, prior to re<>chin& a 

final 6.ehrlllinat1on 1n ~ qa.ae 1T1116 within hie Jur1ed1ot1on, wae 

adviaed by the le&al atett of hi a bureau. tbldar the new &rr&JI6-t , 

the Coaoptroller 11 adviae4 by the heal a tat:t o:t the Oenerd Counael. 
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'rile power o! t he Secretary to .ttaot thh recUatri'buUon 

ia axpreaaly reco~izad in aection 161 ot the Ravioed f>tatutaa of 

1873 (u.s .o. title 5 , eeo . 22), which provide• ~ tollowa: 

1 !1'he head of each department h author11ed to 
prescribe regulation&, not inconaiatant with law, 
tor the goYel'ni!IClt o! hh departzaent, the conduct 
o! ita o!ticera and olerke, the dhtribuUon and 
perto~c• ot ih buetneu, and the ouetod;r, uea, 
and preaerYaUon o! the recorda, papera, and prop­
erty appertaining to it.• (UDderaoorin& aupplt.d.) 

!!'he At tornq O.naral , in ( 1903) 24 Op. .lt ty. Gen. 697, 

interpretillg thia prorloion in an opinion addreued to the Secretary 

ot t he 'l'reaaury, baa oaid (at pa&a 698) 1 

• • • • I do not think thet Oongreaa, in en­
truet1nc you with certain •chinery to be emplc:red 
in •~uting the lawa, deaired to reatriot your 
freedclll in deai~ti~~g tbe d1vhiona of what waa 
at oourae intended to be an organised li:xecutha 
Depart..,nt and not a Iller& &athering together of 
d1atinct inltitut1ona.1 

116&1 atott 11 the exerohe ot an od.ll1nhtra tha or executha time-

tion baa bMn frequently held by t he courta. Mlere v. Unit ed Statu, 

(1926) 272 u.s. 52, 161 ( 1 'rhe power to re1110n interior executin ot-

ficero, like that to remove auper ior •~utive oft1oera, io an in­

cident of the power to appoint th&lll, and 11 in ito natura an axeou­

tive power. •) ; State v . DenBT, (IDd. 1889) 21 B. J , 252; State I• Bpte, 

(Wit. 1909) 122 B. w. 751; People v. Gri.ttl!w, (App. Dtv. 2nd Dept. 

1915) 152 •· T. s. 113. Suo:.b officer• are emploTed in the adainhtra­

u ... 'branch o! the GoY&Z'liiDent, and. their appointment or ditaharce h 

t he axarohe of an Mm1nl atrathe power. 
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In the abaenoe ot an expreao provhion tor the appoint•nt 

ot particular eubor41nate officers of a buranu, the authority to 

appoint euch otti cere will be preoruaed to be in the heed ot the de­

partment rather than 1n the head of the buraau. Nieh!Eu'a JDdu I• 

yntte4 Statea, (1891) 142 u.s. 651, ~sa. The awae thing un4oubte4ly 

ia true with retpect to the fixing ot aalariaa. Having thoae poWira 

aa hea4 ot the !l'reaaury Department, the Secretary of the !l'raeaiiZ)' 

r»>i¥ , ot couroe, requl.ra tha raccmM!ldotton of the Gelwr al Oounael. 

In t hoae liaita4 altuetiona with raepaot to which there 

are tpec1tic atatutea, the legal poait1on h eubatant1all7 the -· 

Onl7 three a1lDh atatutn have been foWid. 

Section 328 ot the Rev1ee4 Statutea of 1873 (u.s.c. title 

12, aec. 8) , prort4nl 

1The Ooaoptroller ot the Curranoy ahall employ, 
fro"' u... to time, the neceaaaJ')' chrka, to be ap­
po1nta4 p4 clcu 1t1ed. bl the S!orataJX ot the Traa­
.!l!!Z• to 41acbar&e auch du.t1aa aa the eoa.>trollar 
ahall 41reot.1 (Un4eracoriJIC auppl1e4.) 

Section 6240 of the Rertae4 Statutae ot 1873, aa amen4e4 

(u.s.a., Sup. I II, title 12, aao . 481), aa it appaara in the Oo4e, 

prov14ea, 1n part, aa tollowa: 

1 !ha examiner• an4 a aaiatant 0&1&1nera -'dng the 
•r••tnot i one of oational banking aeeoclationa an4 
att illatee Uieraof herein prort4a4 tor an4 the chiat 
•vetn•re, rnlew:lnt; en•1nera aM other peraou 
whoea eenicn .;r ba required. in oonnacUon w1 th 
euch au••Mtione or the r eporte tharaot, ahall be 
a~~ploye4 by the Oo~~ptrollar ot the Ourranoy w1 th the 
fti:oval ot the Saorat;f' of the 1'reaeurx: • • •.0 

UDdarecortne aupplia4. 
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n will be oboarnd. that both of tho .. otatut .. expre11l,T 

refer to t.he powar ot t.he Secretary of the Truauq. SiDce the flrot 

to the Secret&r7, t.he l~e, 11!be C011ptroller ot the CurrenQT oball 

e111pl07, • 1a iAteJid.ed. to direct the Colaptroller to -.lte uae of the 

11rdc .. ot perooAa who are appoillted. b;y t.he Seoretar;y. !here OeA, 

therefore , be AO queation about the Secretar;r1 a po"r to ~~PPDillt &Ad. 

ttx aalarieo, illoofar aa that atatute r:.t•r• at all to -.hera ot the 

lepl atatf. '!be .. cond. a tatute e:zprtlll,T requ.irea the appronl ot 

the Secretary ot the !reaaur;r for the empl~t ot the perao,.. --

t1olled. , tnclud.iD&o b;y clear 1mpl1cat1oA, the fild.IIC ct aalar1ea. !bua, 

w1 th reapect to parao111 emplo;yed. UDder that atatute, the Seoretar;y 

olaarl;y ._, 1paaa upon all chaD&e• ill the lapl etetf aJI4 ill their 

aalar1ea1 &Ad. -eT d.o ao 1 upon the reco...,.d.aUon of the Gelleral eou..­

ael1, aa prorld.ed. for ill Depar~t Circular Jo. 595. 

Section 209('11) , title II (prow141Jll for lat1ollal Acr1oul­

tural Cred.it Corporationa) , ot the Jerloultural Cred.l.ta J.ct ct 11123, 

42 Stat. 1467 (u.s.a. title 12, aeoa• ll, 9(a)), proYid.ea, ill part, 

aa follonl 

1!be COIIptrollar ot the Curr&q 1a herell;y a~r-
1ae4 to eaplo;y ...ala adllltioD&l eoetaan, olftb, 
...t. other eaplqMa aa be 4- uoeaaar;r to O&n'7 
out t.he prorle1oAa ot thla title &Ad. to ua~ to 
d.Dt;y ill t.he office ot h1a ~u ill •ablD&ton e1ICh 
ennt1nera &D4 aaalab:A\ en"'"•ra u he ebal.l cia• 
uoeaaary to aaliat :\A the perto"*'c• ot the work 
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of that lNreeu. !he eal&rlaa or tha Depui7 eo..,.. 
t r ollara of t.ha O.......ney &114 or euoh a44H1oll&l 
exaai.Dera. aaaiatant enm1nara . ol• k•• &D4 other 
811!)107M• ehall be find 111 a4nnoa b7 ~be co..,_ 
troller or t.ha 0urreney o I 

It abould bo noted at ~he ouhe~ t.ha~ ~hat atatute haa a TUJ l1aHI4 

appllcaUon, .!!!•, to paraona epl07ed ~o Carr)' OU~ t.ha proTh1one or 

law rala~tnc ~o Bat1onal .&cr1oultural Orad1t Oorporatl ona . Mor aoTar , 

aact1on 77 of the farm Oradlt .Aot of 1933, 48 Stat. 2?2 (u.s.c. t1~1• 

12, aac . 1151&) , pro1'14aal 

1 .&ner t.ha da~• or t.he ez~&ouaen~ or t.hia ACt, 
110 national ecrlcuJ.twal creclit corporation ahall 
be foraae4 w dar ~he prortdone or ~he Utla II of 
the .&&;r1cul~ural Creclita AD~ of 1923. 1 

It 1a undera tood that all the Nati onal Agl'1oulturol Credit Corporat l ona 

han been llqu1dat 14 &JtO~t one. 'lha 11qu1dat1on of that one baa bean 

almoat completed, and 1t 111Yolvea no lecol work. 'lhua , aectlon 209(b) 

ot t he Agl'lcultural Crecl.1h ACt of 1923 1e 110 loopr applicable to -

bera or t.he atatf 4o1D& tbe lecol work of t he otflca or the CoiiiJltrollar 

of t.he Currency. 

In e:n:t ·annt , appo1ntmenh UIIOI.ar tha~ aeotlon bad. to be •l>'" 

proyed ]?:Y ~he Secretar;y of t he 'l'reaeur;y. SaoUon 1 of t.ha .Aot or Juna 

30, 1876 , 19 s~at. sa (u.s. o. Utle 12, aac. 191) and aac~1on 52M ot 

~h• Bertead s~atutaa of 1873 , aa ~414 (u. a . c . ~1t1a 12, aac. 192) , 

aut.hor 111D& t.ha appoin~lllllt or racahara 1n oer'-ln caaaa b;y the Co11p-

troller , do not rater ~o the Sacra~81'7• In aplta of t hla omhalon, 

t.he oonclualon raaul tlne f r om a Una or holdillea 1a that t.ha approY&l 
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of the Secretar)' 11 a prerequiaite to the valld eppcintiDIIIIt of r&-

eeivera. J'rellnghl!fun Yo Baldwin, (D. )I,J • 1882) 12 :red. 3951 

Price y, J.bbott , (c.o .. D. llau. 1883) 17 :red. 506; United Statee Y• 

Schlierhol•, (J,D, Azk, 1905) 137 :red. 616; Gibaon Yo Patera, (1893) 

150 u.s. 34.2; In re Q>etwocd, (1897) 165 u.s. 44.3; Auten y, United 

Statea National Bank, (1899) 174 u.s. 125; United Statea y, W.itsel , 

(1918) 246 u. s. 633, The queation in theae caaeo waa whether re-

ceivera are •officer• of the United Stat••" for the purpose of Juria-

diction of the lower Federal courta, and it waa held that appoin~nta 

of receiver& nre to be prelllllD8d to heve been made with the concurrence 

or approval of the Secretar)', and, therefore, are me.de b:y the head of 

a department within the meaning of J.rticle 2 , oecticn 2, cf the Con-

atitution. Such a pretrumption would be un,Juatified except upon the 

ground that the Secretar)' had the power to approve or diaappron ap-

point101111to. !!!he thaox:y of the courta apparent]¥ ia that powera of 

thie nature veated in the Comptroller are modified by eeotion 324 of 

the l!eviaed Statute• of 1873, 'aa amended (u.s. c. title 1.3, eec. 1), 

which providee, aa 1t appear• in the Code, aa followal 

1 !1!here llhall be in the DepartiDIIIIt of the 'l'r ..... 
IIUl7 a bureau charced with the ex.ecution of all lawa 
palled "b:y Concreu relatinc to the ilaua and recuJ,a.­
tion of a national currency eecured b:y United Statal 
bonda and, Wider the cerneral auperrteion of the Board 
of Governora of the J'ederal l!eeern lb'atem, of all 
J'ed.aral reeerve notea , the chief officer of which 
bureau llhall be called the Coq>troller of the Currency 
and llhall parform hia dutiea under the meral direo­
tiona of the S.oretarz of the 'l'r ... uq. 1 (UDderacor­
illl auppliedo) 
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The aa.- \heory applied to emplo)'IDent Ullder aecHon 209(b) o:t \he 

Agrioultural Credit• Act o:t 1923, with recard to aal&riaa aa .. 11 aa 

oppointmenta. Sinoe , \han , amploy•nt and aalariee Ullder thia otat­

uta ware aubjeot to \he approval ot the Saoratary, the ..,. concluaion 

tollowo aa waa raocha4 above in connection with \he .. cond otatute 

It abould be observed tbnt the r .. ult ra.che4 ill the :tore-

coin& cnaaa lead• to the concluaion that th.e Secretary abo baa recu-

l a tory powara over adminiatrnt1on, oinca hio control over appointment• 

11 predicated upon hie caneral euporv111on o:t \he Comptroller' 1 func­

tion• and the adm1Diatrat1on of reoe1varlh1po io one of thaae . 

III. 

ll)' eactton 512 ot the Revenue .t.ot of 1934, 48 St at . 758 

(u. s.o. t1Ue 26, aaca. 1720-1726) there wee creatad ill the 1're&Rr7 

IlepartiDint the o:t:t1ce ot General Ccnmall. That lt waa the intention 

ot Concreu, in enact1ng th1e prorleion , to tncl"Gde the lacal work ot 

the Comptroller'• o:ttice within the ocopa ot the General Co=••l'a 

control and reaponoibilit)' , olearl)' appear• both from \he raport o:t 

the Coal'OH tea on .i'inance of the Senate and the report ot the Colll'Oi ttee 

on lf&¥1 and lleano of the Houae . The Sannte report conta ina the :tol -

lowtnc etat-nt ((1934) San. Rep . lfo . 668 , 73cl. CODK• , 24 Seaa. 50: 

to aoco~ H. a. 7835)1 

Regraded Uclassified



-15-

1 The le&al nctivitiea of the Treawury Depart­
ment are now bbndled by aeparete, uncoordinated 
l e&Al UJ>ite 1n the varioua d1Y1eiona, bureaua , and 
off1cea of the Depar~t. A ain!:le reapondble 
4 • officer, hnYin6 the neeeaaary power , can co­
ord.innte the activities of theae dlat1nct lecal 
unit a and prevent 1nconaiotoncy of action, dupli­
cation ot atfort, de4ys, and waate of pUblic 
funds.• (Undarocoring supplied. ) 

A simila r stctement nppenra in the House report ( (1934) B. R. Rep. 

No. 704, 73d CoJ:l6·, 2d Sao a. 40; to accompany H. R. 7835): 

•section 512. General Counoel for the Trea­
sury: .tt the preaent time a number or t he bureau.a 
and dirlalona or the Treasury h&Ye aeporate lepl 
ataffa, operatiD6 independently of each other. 
Although t he law p roYideo for a Solicitor of the 
Treawury, he 1a veoted wi th power only over a 
limited field , not asa1&nod to other legal offi­
cers in the Department . Thoro ia no r esponsible 
legal officer in the Tr easury with power to coor­
dinate the legal work or these oeparate p-oupa of 
lawyera and t o prevent w.aate and duplication of 
effort a=oQg them.• (Underacori~ supplied.) 

Section 512, eo finally enacted, prodded, 1n part: 

1 Tbe General Counael &ball be the cn lsf law officer 
of the Department , and ahnll perlorm auch dutiee 1n 
reapact of tho legal activltiea thereof aa 11181 be 
prescribed by the Secretary or required by law.• 

Purauant to the authority of thia section, the Secretary of the Tree-

aury, by Department Circular No. 519 , of June a), 1934, provided a a 

followa: 

1The General Counsel 1a hereby au thorhed to 
perlorm all dutiea and function• incident to the 
edminiatration of the legal activitiea of the Trea­
sury Department, includin& the aign~ of .lettera 
and approval in DIY atead or auch docn>mente no 11181 
come before him in the legal oourae of hie admin­
iatrat i on or the Lecal Diviaion or the Treaaury 
:Depart•nt, and auch othAr dutiet aa may be aaoigned 
to hiJa by .,. from time to t ime. 

C2 I 
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• .Ul at ten relatill& ~o pueo.,.,.l in the 
Lecal DiY1eioD, includ!Dg reoommendatioDe for Dew 
appoin~te, tr&Dafere, pro-.,tiou, or other 
-~ten relatiD& to ~ae in pereollllel, al>d all 
.. uere relatiac to \he plU'Chaae of bool<a al>d wp­
pu .. for tbAI Lacal D1Y1aioD ahall be referred ~o 
\he General eo ....... l for appronl bator• e:D¥ action 
1a ~ekan thereon. • 

Thia order of the Secre~ar.v placed in \he General Counael• a 

office the ao~ive auperY1aion of all Treaaury lasal mat~ere and ra-

tarred to the General Counsel the appoi Dt..,.t of all paraoJmal 1Jl. 

~ha ~ DiviaioD for approval bator• final action b7 the S.Cret&r7 

of tbAI Trae•lll'7· 

Sine a tbAI atfeo~iYe date of thia order, the General Oounael 

baa oupervhed tbAI le&al work of the Bureau of Narcotice , the Ooaat 

Guard, the Bureau of Ouatomo, the ProcurameDt Dlvlaion, etc. It aaema 

obrtoua that tbAI control of the Ocaral CoUDael waa proper}T extended 

by the order =dar oonaideration, Department Circular llo. 595, of 

Sapteailer 1.3, 1938, to the lacal buainaaa of the JNraau of the ~ 

troller of tbAI Currell07, ainca, in ito ralationahip to the Traaoury 

Department, that bureau would aeem to ocO'UpT a poaltioD no diffaran~ 

froa e:J1¥ of the other bureaua enlllll&ratad above. 

Yeq truly youra, 

~..1!.Pf 
The Honorable 

' 
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TREASURY DEPARTMENT 

WASHINGTON 

OOlll'IUIIOS Ill !1m 9CIIftAIIY ' S OJTICJI 
RIQA.IU)lliG 'fB3 IIJC!IIB'&ll 115 JllWICllfG 

(!he S.cret....,., llr • .Ulan Sproul of the 
felleral lleaern Blllllc of !lew Tori< &114 

Mr. Bell, preeeDt.) 

Salo•oD Brothere aD4 Hutsler 
9:1.5 ..... 

!he S.eretaJT ael<ed llr. Le~ what he would adrlM the 

\'rea.,..,. to do iD CO""eCtiOD with the for\h .... ill& fiDAI1Cill&• 

llr. Le..y aaid that he would han three iuuee, a 2-3/4'1> 

boDcl of 1960-641 a 2-1/2'1> etraight 14-7ear boDcl; and a 'l'reaiUl'T, 

Dote, either au additioual ieoue of Ute laet June Doteo or a 

4~ar Dote utur1D& Dee•ber 15, 1942. Be ea1d that the iuurance 

compa.uiee will tel<e both Uta 2-1/2'1> and Ute 2-3/4'/. boDcla &114 the 

b&Dka will certa1Dl7 take the 2-l/2a. 

Mr. Sproul aol<ed ha how eueh there 1a iD the inTuWeDt 

urket tor a 2-3/4'1> boDd. llr. Le~ aaid it -• hh op1DioD that 

the .. ount -• relat1Yel.7 •all e .. pared with the total 1nnataeDt 

fuDcla aTailable. Be U.oucbt Uta aarlnca bllllke would take the 

2-1/2'1> boDcl rather th&ll Ute 2-3/41-. 

!he S.eretar)' aal<ed llr. Le~ if he thoucbt theno would be 

&111 aarket trouble in the 2-3/4'{.. Be aa14 abaolutel.7 noDe. !hen 

the S.oret&rJ aol<ed hi.a about a 15~at note. 

\ 
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llr. LeY7 l&id 1M had 11.0\ coael«ered a 11.0\e at all, 'bllt 

looldD& o ... r hh )'1el4 .Uet he \ho"Cht ... alp\ _,, to co to ae 

wch aa 1-1/4'1> tor the Teau; t!Mt 1-1/flf. would co 'bll\ 1i h aot 

quite rich enoU&h, while the 1-1/4'1> alsh\ be coael«ered a little 

too rich. Be aa14 a 2-3/4f, bond would oertaial7 co aD4 en!'7 ou 

would wbeorlbe to it, but t!Mre h alwa;re the quutioa ot wbeequeat 

re41e\r1butloa, which aakae a ba4 aart.t tor a period ot two or three 

nelte tollowtnc an hwe. 

The Secretal"1 t hea all<e4 h1a it ... could eell a 25-30 Tear 

boll4 at 2-3/4/{.. llr. LeY7 41d not t .. l that 111ch a bond would be 

certain ot IUCCUI altho,.P \he lnnrance ooapanin would telte an 

luue ot \hh kind. Be \houpt 1t would be 1111ch be\\er to reduce 

the period to 20-24 or 22-25 Teare. 

llr. Sproul aelced how .uch the aart.t would abeorb 1D loac­

tera boD4e, whet!Mr the aarb\ would telte ae auoh ae one billion 

dollar• ot a 2-3/4f, tune. llr. Le.,- •e••d to na«e the queetion 

and eaid 1t wae hard to tell, he did not know whether it would CO 

ae wch ae a billion or aot. 

llr. .uAri ch, 
ChaM llatioaal lle>llt 
9 146 .... 

-oOo-

!he Seoret&rT told llr • .Udrich that 1M ae.,.ed 1M had Men 

the -•t 1a the aoralnc ~!'8 to tiM etteot tut \he 

€5 

\ 
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Tree~ waa o!!erinc aoae kind of new aecurit7 for $700,000,000 

in CNh aD4 excba.Dce o!!erinc• to t he hol4eu of the lfarch aaturi tin 

in the uonnt of $942,000,000. Be .aiel he would like llr. JJ.cl.rich'• 

eel 'rice on what would he proper for t he Trea.ur7 to do, not onl7 !l'oa 

the atandpoint of the country but from the atandpoint of the banka. 

llr • .Ucl.rich aaicl that !roe hit obnnation the co•ercial 

banka would certainl7 prefer a relatiTel7 ahort-teraed oblication, 

Be waa quite !ulli&r with the curreDt tallc in !few York aD4 he na 

inclined to e,vee thet a three......, propcaition 1a the hetter courae 

t o pursue; that it, a note of a011e kind, a ?""7ear bond and a lone­

term bond, At an alternate, the Tree~ could certainlT cat b7 with 

a loJ>«-tera bond aD4 an inten~edi&te bond, Be don DOt feel that the 

note ahould be iaaued, Aa a aatter of ! h eal pcliq he thinlca the 

Tree~ ahould aake e~e1'7 att.-pt to extend the prennt aaturitiea 

and cat the prennt Ilea~ debt pro&X"M iD t he Deltt fi~e 7eara extended 

oyer a much loDCer period, 

Be aaid t here teemed to be no queati on about a 2-3/4~ bond 

and that a w batantial •ount of w.bacriptiona for thia aecuri t7 will 

c01111 from 1n.urance oo•paniea, while t he banlca would be haa~ w.b­

acr1 bert in an intel'llediate boDd 11 one 1a offered. 

llr • .Udr1ch aalced about the deficit, Be aaid be thOIJCbt that 

waa an =certain factor ud wileD 1 told hi• that the lateat official 

66 
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1 otia&to iD41cated that tho deficit tor tho current tiaea1 7.-r 

would be about $3,1J8&,000,000, the olll7 uaooriaia taeior i a that 

.. tia&ie 'be1D& the a441 UoDal fwl4a required tor the Worb Pro cr .. • 

~11l1 otratioa procr .. tor ibe period tr~ ,_brlllr7 1 io Juao 30, 

1939, he .. u be ihoucb\ the figure -• ioo low, Be feU 1i would 

be nearer 4i billion do1lara. In repl7 t o hio queotion ao to the 

ootia&to of reTo!lu ... I told hia $r;,ooo,ooor·a. -·d nrp!'iMd 

and oa14 be ha4 a ficuro 1D. •1D4 of about "i billion for r ........... 

!be 8ecret1r7 aal<ed llr, lleao to co.o 1n and briD& the eo­

called 0 bubblo charta" which be pP1aino4 to llr. Aldrich. !1117 

ohowod that f or t ho tiro\ four aontho of th1o f1 ooal 7ear the reooip\a 

are about f1f. aboTe the e atia&teo and the oxpeoditurea about fJ1. below. 

llr. Aldrich then wont illio a dhcuoa1oo of deficit t1nano1DC• 

Be oaid be 'beli..,..d that the reaponaibili \7 of \hoM who boq Gonra­

.. .,, bollda and adrlao othero t o 'bu7 tbe8 h about •• creat • • the 

r .. ponaib111i7 of tho 81oreiaz7 ot the freaeurT in carrTlD& out t ile 

t11Cal polio1oo of tho Ada1n1atrat1on. With a progr .. ot dof1c1t 

t1nanc1D& and no pcoaib111t7 1D. eight ot a balanced bud&et, be 

queotiollld whether the banlro ohould bu7 lo~~&-tera ao .......... nt' •· 

Be oaid be did not belie.,.. 1n the pa.p"1)rialDC iheorT and be waa 

quite certain that it ha4 not prO<!w:o4 the rooulh which ih adYOoatoo 

bad pro.ioed. lie belie.,.. • that iho 1nt1u ot cold will eonu .. and 

that there will be •~• pro11ure in iho MZt Ooacr••• tor further 
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deYaluaUon of t.he d.ollar. 'l!lleH will han a tr•endou1 influance 

on our econoaic 11tu&t1on. 

£8 

llr • .Udt'1ch laid he 1e uaaed at the uoUDt of aonq that 

eonUDUII to flow fro. abroad, Ilia 'baDlt hal froa e() to 60 ..... &eCCUDh 

ner7 aonth, aaDT of which are opeDed b7 Oe~ re!Ugeu, and aub­

atanttal ...,Wih of aGDI7 are eon1taDtl7 be1D& depo11ted t o t.he credit 

of theee accounte. J'oreign depo1ite with the Chaae 'lf&t1oDal :8aDk 

toda7 1\and at about $266,000, 000, 

!hen he went into a rather le..,.tb¥ di1CU111on of the foreicn 

aitu&Uon a1 he rtewed H fro. hie trip thia fall. He laid he had 

a uu.ber of conterenee1 with hich £0?er~ent and 'banlting officiala 

and - •WAT with the feeliD& that it h onlJ a que1tlon of tiae 

until the 11tuation in central ~ope will be brcu&ht to a cr1111, 

which &aT result i n a •ueh better 1itu&tion thaD haa preTailed in 

the paet. He laid he na aurprieed when he got to J'rance to learn 

that J'rench off1c1ala had conferred rlth Oet'IWI offic1all on the 

quelt10n of how to handle the J'rench aituatlon. fhe a4rtce chen 

b;y the Oeraana urpd t he J'rench not to pnt on aD7 ld.nd of a&cbance 

eontrola becauee that na t.he tiret 1tep that Get'aaDT took, which, in 

the opinion of t.heae off1ciall, later led to the TarioUI 1tep1 that 

ftt'l twn, DMelT, reciJ~entatlon, control of the Jp1, control of 

pr1cee, control of production and prohibition aceln1t tree epeeeh, 

all of which in turn led to larcer ezpend1 turu for uUoDal defen ... 

\ 
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Another point atraaaed waa the feelinc abr oad of aTer,r countr,r 

watchinc the ezperblenh beinc aade in the United Stat .. aD4 the 

urp on t he part of aaey poll U clana oYer there to adopt IIA"T of 

theae experiaenh. It waa hh opinion that the United Statea can 

not co on indetiniteq with deficit financt nc; that if it don the 

4eT 1a certa1111T approachin& when we alao will drift further towarda 

recblentat1on and contr ol of the whole e cono.i o e1 tuaUon, which 

1n turn will haTe a tar-reach1Df; effec t upon the hropean aituaUon, 

each cou:tr,r followinc what we are doinc, and nentual~ all will co 

onr the precipi ce tocether. He aaid be aa.,.ed that the SeeretaJT 

• •• Juet ae worried &'bout the eituation &a be 11 and that be pr ob&bl.7 

h conetantl.7 tb11llcinc about tt. He feel& that aoaethinc will ban 

t o be done t o atop the nr7 4etini te trend in th1 a countr,r t oward 

recblent&tion and control, 

llr, .U41'1cb conU,...d b7 ....,tnc that he re&lhea the lleltt 

Concre u will ban to air 1te pol1t1o&l Tie•• and aalce - &tte~~J~t 

to carey ou t aOile of the ~~~ political proahn aade dul'1n& the 

l&et curpa1cn and that there will be a craat deal eaid about Sooi&l 

aecuri t7 progue eucb •• the !ownaend Plan and othere. Bowanr ba 

bopu the J4ainhtrat1on will be ncceu1'11.1 in oppoetnc all of theM 

Otop1an .~ •• 

After .. cot out in the corridor llr. .U4ricb b&n4ed .. a 

auor&ndua conrinc the Dec•ber liS finanoinc. A oow h attached. 

C9 
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IIDIORAIIOOII 

to 

lb: Aldrich 

Re: 0 . S . Treasury December PinanciDR 

The Treasury Department bas announced that the December tinanciQg 
will include the sale or $700,000 ,000 ot securities tor caeh and the refund­
i ng of $942 1000,000 1 1/2'/. Notes due !larch 15, 1959. This latter issue ie 
now selling at approximate~ 101 18/32, which theoretical~ establishes the 
pri ce of at least one or the issues to be offered in the refunding operation. 

Various opinions are given as to the t;ypea ot new issues to be ot­
rered both t or cash and in exchange tor the notes to be refunded . C08binationa 
or at least four types ot securities are being diacuaaed. 

l. A five-year note having a coupon ot 1 1/81> or an additional 
issue or the notes presently outstandiQg due in four and one­
half years having a coupon of 1 1/81>, now selling at 101 6/52 
to yield .85'/.. 

?. . A 2% bond due in eight or nine years . Bonds optional in seven 
nnd one-half years are presently selling at about a 1.87% basis, 
and bonds optional in nine years at approximataq l. 96'/.. This 
obligation and the iaaue next described, 1t 1a thought, would be 
in deaand on the part ot co=ercial banks . 

3. A 2 1/2'/. bond due in 1952 or 1955. This bond at 100 would coa­
pare with a 2 1/2'/. bond dUe 1952/50, which was sold at 100 in 
September and 1a now selling at around 102 to yield 2.50%. The 
2 3/4's due 1954/51 at 103 1/2 now yield 2.4~ . 

4 . A 2 3/4% bond due i n the neighborhood ot twenty-five years . 
There is an issue outstanding or 2 5/4 1 s duo 1963/58 which was 
given in exchange in June, 1958, and is now selling at 102 6/32 
to yield 2 .6~ . This t;ype of bond would probably be more suitable 
for insurance companies. 

70 

The general discussions or the various combinations ot the four above­
~entioned securities include a cocbination of the nota iaaue and the 2 5/~ honda 
due in a bout twent;y- tive years , both of which would be exchangeable tor the issue 
t.o be rofunded . 

Another program includes t he eale tor cash ot equal amounts ot ~ honda 
due i n eight years and long 2 &/4~ bonds, these two i ssues to be ottered also in 
exchange for the 1 1/2~ notes, with an additional ottering on an exchange baeie 
only or <l 1/ 2 year 1 1/81> notos. 

( ) 
A third prograa would consist ot three securities ottered tor cash• 

l a tour and on&-ball or tive-;rear 1 1/81> note, (2) a 2i'bond dUe in fourteen 

I 
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rears, or iD place ot this iasue e 2$ bond due iD ei&ht or Di.De ;reere. b the 
thUd part ot the procrea, tbe,r could otter a 2 S/ 41> bond due iD approxilaatalJ­
t.enty-tiva ;reare. All ot tbaae iasuaa would be exchangeable tor the 1 1/2$ notaa 
due in 19S9. 

I teal tbet a good program tor the Treaaur,r to follow would be to otter 
ror eaeh tour e.ncl one-belt or tive-;rear 1 1/~ notee and 2 1/2$ bonds due iD toUl'­
teen yeo.rs. Both ot these iesues would be ottered iD exchange tor the 1 1/2$ 
notes due llarcb 15, 19&9, and this latter 1seue could also be turnecl iD tor tba 
2 5/4% bonds due 196&/58 which are presentlJ' outstanding e.ncl sell at 102 1/8 to 
yield 2.6of,. 

llov . 30, 19&8 

Regraded Uclassified



) 

WT, Oeraer, 
Ouarazlt7 i'ru.ot ~. 
11 •••• 

-? -

1'he 8ecret&r7 aob4 ltr. Ganwr what be would 4c it be 

were oittiDC in h11 chair with reopeet to t ho Doee&bor ti....,eiac. 

llr, O&r111r o&14 he ba4 ~1Ton tbe aatter quito a bit of 

tbou&bt an4 ba4 talltod with people in New York, 8114 it he .. ro 

writiD& the tiekot ho would haft throe 111'0.111 (1) a 2-3/<fll. 

1960 - 65 · bend (po11lbl7 the aatur1t7 date could be broacht 4cwn 

to 1964 or 1963 811d would CO bettor): (2) &II 8-1/2 ,-ev (JUlio 16, 

1947) :1> bend: an4 (3) a note, ;,>o11lbl7 1-1/Sf. tor 6 ,-earo, i'bo 

llr. O&rlllr o&ld there 11 a good but ooaewbat llalted 4e&an4 

eODierelal b&Dko will take tho loq bend, an4 no doubt it will be 

•8117 tlaeo onr-ouboerlbed ao 1t will eo-...4 a preai1a ot troa 

1-5/Sf. to l-3/4f., Be toelo that the c-reial b&Dko will take tbe 

8-1/2 71ar bond 811d that it will bo 1arcol7 onr-nboeribod ao it 

will 11ll at a pr .. lu. of tr .. 1-1/af. to 1-5/Sf.. !l'hlo la\\or bend 

11 in line with tile loncor bend and Wlluld not threw a lvpr per-

contago ot tho offortac to one or tho otbor. Be tboucbt tbe oub­

ocripUono aipt be on 811 ...-.n koel. i'o otter a note 1D eon~~~ction 

with th11 proar• 11 not noential but tbere vo al~o note bu,-oro 

in tbe aarkot &Dd be bollono tbo 8ecretar7 ohculd o&tiltT tbo 
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aarket to that extent, It h DeC.IU1"7 to bN.r in a1D4 that we 

are eliaiutlJ!C tr<NI the aarket -e $94.2,000,000 1D DOteo AD4 it 

11 olll,r fair to replace t hea 1D pert 'bT • .all DOte 118ue. 

llr. Genler continued b,r ~ng that 1t the !rea11117 ohould 

dnire to iooue a long-tena bond 1111d a note, he no quite oati etlod 

that we would cot 1111 onr-.ubocription tor the note tor caoh but 

we woul4 cot Tll'7 few exeh&Dceo; that a larco pert of tha u:ehanp 

ouboeriptiono would co into the lonc•tera boD4o eTeD b7 thoM who 

would DOt bold thea but would take thea tor &ale in order to cot 

73 

t he pr .. i'llll. 'rhh would raiM a rather oeriouo probl• of nboequent \ 

diotribution, wbereao if we haTe an 8-1/2 ,rear bond thio would fit 

in nry nice~ nth the banlto' portfolio• and would g1Te the banlto 

a Dice aaturi ty tor which tha,r would exch•nco the DO teo, the aa,lorit,r 

ot which are hold b7 ~c1~ banko, 'B7 houiDC a 2'f. boD4 1111d a 

2-G/.fl/> bond the effect would be to eltaiute the opeeulator :froa tho 

aarket beeauM the iooueo would co u:aetl,r whore the7 belong AD4 

would be kept 1111d not diopooed of. 

'The Seeretar.r then aake4 llr. c.rt\er how far tho 'l'rea....,. 

could co nth a 2-1/2'/> 'boDdo Be eo.14 we eould probabl,r co to 1962 

aad aight ITID u:ten4 it to 1963 nth a 4ef1D1te -turit;r. 'le 

could aake 1 t a 19&1-63 boD4 ba.t he would not Jll&\ out a 2-1/2'/> 

&ad a 2-G/4$ boD4, Be beliono tho 2-1/2'/> would TerT 4ef1Ditel7 

detract troa the 2-G/.flf, and aicbt giTo rho to aa OTeD aoro ooriouo 
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probl• of dletribution. Be bel1en1 there are two dieUnct d.-endl 

in the •arll»t -- one by the banlte for the eborter bond IU>d one by 

!he Secretary then awd hie whether. if the heaiU1'7 pv.t 

out three i .. uu , a 2-3/4f., a ~ and a l-1/flf,, it would be takeJI by 
• 

the aarl<et ae a eip of ftakne11. Be wd he did not tb1Dlr:: eo but 

011 the other· band would be interpreted ae an att•pt on the part of 

the heaturT t o .. et the deliree ot the inTutore. 

The S.eret&rl' requuted hie opinion on an offeriDC of a 

2-3/4'/> bond and a l -l/8'1> note , Be eaid there would not be any queet1o11 

&bout 1t1 eucceae, but the •aJority of t he ex~• would certainly 

go into the bondo. !here wee then quite a dleeu11ion of how a procru 

ot $300, 000,000 2-3/.f.'f. bonde, $200,000,000 ~ bond• 1U1d $200,000, 000 

l-l/11{. notee, all for eaeb with the pr1TU1p to the holdero of the 

llarcb aanrl ty of ~ for any of tho tbr .. 1oeuee, would CO• 

llr, Garner wd a progru of thle kind 1D h le opinion would uaetl7 

fH the 11 tuation .. it exilh todq IU>d would be pleaaant new• to 

t he whole aarket. 

We then diecu.ned tho le~th of bond WI could leeue with a 

2-3/4f. ooupon, llr, Barril, who bad Juet c011e into the ro011, thoucbt 

WI •icbt co a1 far ae1'62~7 and that it •i&ht oonend a pr•i,. of 

fr011 1-3/flf, to 1-3/4f., lie IU>d llr, ()ar .. r both acreed that it aipt 

be weak, !boy ~t a'!~ would o_,d a pr•i- of l-6/11{. IU>d 

lli&bt work up to 2f,. llr. 0ar1>er 1114 be preferred, U the Secretary 
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ftllted to get be;roll4 t he 1960 period, a 1961-66 and ... aicl>t neD 

go t o 1962-66. He 41d 110t r eel the Secretar7 o~t to go be7oll4 

1965 as a aaturi t 7 date but thet he could t i.z the call period an;y 

place betweeD 1960 and 1963. 

He wee then aoked how he tho\l&ht t he e><chancea would go OD 

t he three~ propooitioD, He aaid he did 110t thilllt the 110tea would 

get ~ ezchanceo to UOUIIt to !OUCh but thet the two boll4e a i ,ght 

8P1it eTelll7 w1th1D a r &Age or rro• $350,000,000 to $500, 000,000. 

llr. BarTh raioed the queotioD or how the ezchangeo would go it 

the DOte iooue bore a r ate or intereot or 1-1/4~. Be aaid that 

would aake oo•e difference but he oti11 t hoU4ht the large •aJorit7 

or the ezchange oubocript1ono would go iDto the boll4e . !he Secretary 

theD oaid he ne nr1 4ef1111 tel7 not in taTor or a l-1/4~ Dote. 8\l.ch 

a Mcur1 t1 would coema.nd a premu:o or alaoot ae auch ao the t wo boll4e 

and he d1d Dot th1111t the i'reaouey ahould pe.y t het !OUCh tor 1 ta • o"q 

whe" it could get i t at 1-1/~· 

Dr. Btcrgeaa. 
Katiolllll Cit7 Bank, »ow Tork Cit7 
lomcheon cont erenca, 

-oOo-

Ot.hero preoe"t were l11lder SeeretUT llanee, .leohtant 

Secretar7 'ra,y1or and llr. llaae. 

!he Secretar:r aolted Dr. Burpee to ciTe hie Tiue OD the 

rorthcoaiJIC ti~~a~~cinc. He etarted out 'b7 NTiDC that the 'rreai\U"7 

15 
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could aell aaoot &117 ldnd of MCU1'1i7 ao t~ u.rl<et 1o in excellent 

colldit1on. He Utouc)lt, bo"Ter, that " ouc)lt to ~ our 1oweo 

oo U>.at Uter rill Juot about fit Ute aarl<et r.quir•enia. 'lbat " 

obould t17 to do 1o to arr8JI88 our aaturi Un and rat e a ao that DOt 

aore t han $750, 000, 000 rill go into &117 one tocue . He Utouc)lt a 

2..!J/~ bond of 1960-65 and a 2f, bond of June, 1947 (st ;reara) would 

Juot about talr:e care of the u.rket requiraaenh, He eaid that we 

could open up tho notoo of leot J1111o to eat1ot)' Utoae 1lbo ...,t to 

cont1m» their inTntoent in noteo, but he did not thiDII: " would 

got a ore than $50,000,000 in uebanceo. llalr:ing thia otat•ent, 

Dr, Burgan wao under t he iapreooion t hat Ute total financi ng, in­

cluding the excbango offering for t he aaturitieo in March, would 

acgregate about 1-1/2 billion. He wao told that the total financing 

would be about $1,700,000,000 ao that tho $7150, 000,000 l1ait pro­

Ticuoq referred t o would probabq ban to be raiaed to arcWI4 

$850,000,000. 

Dr, Burpoo wao quite certain that 1f tho two bonda i ndioahd 

wore 1ocued, tho inourance coapanieo and oartnco baDII:o would bo hoa"7 

oubocri bero to the lo~~t-tora bond, while tho c-orcial baDII:o would 

bo the hoa"7 ouboeri boro in the ohortor-tora bond. J'llrtheraoro , he 

t houpt wo would not ban a ouboequent rodiltribution probl• •• 

both inouranco coapaniu and tho baDII:o would take Uteoe bondo for 

poraenont inTootaont, He tho-ql>t that if " confined 1t t o a lonpr 

\ 
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ter. bond, wch •• the 2-3/4'f. 1960-6& or 1-1/e'f. &-'7e&r note, the 

bul<a would w.baeribe to the bonda, not •Hh a T18'11' to boldine 

th• pe,..anen\17 but '11'1\h a T18'11' to Mllin& thu on the urbt aa 

aoon aa it .... poaaible in order to reali .. the profit. 

'!'he Secretary then .. 1d \h&\ in t he •orn1ng conference be 

had throe out, Jua\ tor diac:uaaion, \be wcceaUon th&t n offer 

a 2-3/4'f. 1960-6& bond 1D the S80UD\ of $300,000,000: an 8-l/2_,.,.er 

2tf, bond for $200,000,000: and a 1-1/etf, 5-Te&r DOte tor $200,000,000, 

all for caah '11'1 \ h t he option to be qanted to the holder a of the 

llarch 15 -tur1 tin t o e:rch•ng.s thea for &117 one of the three 1uun. 

l!e alked Dr. Burgett what he thoqht of thh ~eat1on. 

Dro Burpu a&id h e tho1J&ht it .... Tery SOOd and th&t it 

would auit the .arket pertectl7. Be did not think •e would get ll&ziJ' 

nch•npa on the notn, prob&bl7 $50,000,000. Of cour1e • • would 

cet the caah wbacr1pt1one which would ll&ke a note hwe or about 

$250,000,000. Be tho1J&ht the exchangea for the other two iuuea 

would go about fifty-fifty. The only objection he had to th1a pro­

potal .... the maturity date of Decaaber, 1943. Be called attention 

to the tact that we already han 1n t hh ;veer a $600,000,000 nota 

••turH,y in J=e. It h &leo the call data tor the 1943~7 bolide 

in the aaount of $450,000,000. October h the c&l.l date tor the 

1943~ bonda in tha uowtt of $1 ,400,000,000. Be thoqht it •l&l>t 

be ftll to conaider aelling a 4-Te&r nota. The Secretary etated 
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that be woul4 l1lla to ban the Deo•ber, 1942 date bpt .. U 1e 

'1'1 tb the .all -tvlt;r. Dr. hrpee Ul4 llr, 8pr01&1 'both 1D41oate4 

that the S.oretar;r'e ncpeUoa of & three......,. h.,.. of aew MCNJ'1U .. 

woul4 eu1 t a&r'ltet ooD41 tioae perfeotl;r Ul4 that there 1e 110\ IIIIOh 

&r&QNJ>t beheeJO the 5-}'e&r aote, the ~ear aote ...t reopell1Jac of 

aa ol4 hti\Mo 

·. 
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llr. B&De o and Mr. !a;rlor abo Jo~ \hie oonter.nce u . 
n ll aa the ona following. 

1'!1. S.orotU')' ulatd Mr. Denne what he would do w1 th the 

forthcOIIIinc f1.nano1nc. Be oaid that he would t .. u• a M/4JI. ot 

1960-65, a 2f. 9-)'ear boDd. all for ~ .. h and allow the pr1 n1ep 

to the llarch holdere t o exchance iDto theee .. curl tiu, ..u\ in 

a4d1 Uon , he would reopen the 1-1/af. 5-7ear not.. for exchenp 

purpoo .. onlJ. Be •aT• there 1e eo .. tal.l< abollt a ~ bond, 

period 51-63, but he doee not feel that thie 1e the proper plaoe 

to put a boDd. aa t her. are alreadT hea"7 aaturi u .. in th1e 

period .• 

Be • .,.. t he .. rat 1a now jaat ricl>t for t he proc.._ he 

hea aug&eated. 1'!1. banlat are •taTtD4: out of the ..rlatt and ha~e 

been for t wo cnthe and cub 1e plled lQl and there will be roo~ 

innatore aa eoon ae the Deceaber finano1J>4: 1e 011t of the ftT• 

Be thiDlce that a 11-)'ear 2f. bond will eell at abollt 101-3/8 to 

101- l/2. Be bel1ene that ;rou 111&ht pt u ~ u $600,000,000 

conYereion and if on Saturdq crainc the teno ••- a Uttle 

t oo loll& the period can be reduc:..t to 8-1/2 ,........ Be • .,.. 

ther. baa &leo been ea.. WCP• Uon b . the aatlctt that t he ehort 

bond be an 8 )'ear obllption but ha thillll:e thle 1e ridicnll0118 

and en t1 r.l7 too riob. 

' 

79 
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!be Secreta17 tben explained to b1a that dur1nc the 

dq,.. had cl.iac.uaaed the pOaaibilltlu of en 1aau tor caah ot 

$300,000 ,000 3-3/4~ loDC bone!., $3X>,ooo,ooo 2:' ahort bon4 encl. 

$3X>,OOO, OOO 1•1/ef. notea wUh exc~~aDCea in all three, Be 

Mturin& notu he thoucht ,.. would pt encl. how would thq be 

cl.i'ficl.ed, llr; De'f'iu •aiel. that he bell eYed that p0 .. ib1T aa 

INCh aa $500,000,000 ot t he loDC bone!. wwlcl. co into uch&DCea, 

$400 ,000,000 ot the ehort bone!., encl. a nel].1g1ble 111101mt, 50 

to 76 a1llion cl.ollare, would co in to notu, 

The Secretar,y then aekecl. hia it there wa• 1nTolve4 ezq 

q~~eeUon of oonticl.ence in thh proli'U• llr, Derlne laid he 

dld not bellne that -a a 11ri011e taotor althoup he cl.icl. not 

bel1en the fre&811J7 would ahow a creat -unt of conticl.ence 

b7 hw1Jic notae tor cub. Be ~t it would be ach better 

to haft $.4oa,ooo,ooo loDC boncl.e encl. $300,000,000 abort boDd8 

tor caah, both of which would &0 w ll, 

!he Seoretar,y then explaiud thet the note ll&l'bt -.. 

thbl, 'fe would teb $942,000,000 of notu out of the ll&l'bt 

encl. that the people who haTe pu.rohaaecl. notu han bean ftr.!' 

COod to the !.......,r,y in the put and he 414 not 111 wb7 ,.. 

lhoulcl. not pllt out ao .. thiDC in thia tlaaDciDC, parUcularlT 

in Tiew of ita abe, that WOQ!cl. plaaae thoH 1lbo would prefer 

notu, hrt.bemore, the S.creter,y aaicl there 1a a larp 

f:O 

• • 
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u.turil>g hROI b. ol'UM, $1,294,000,000, aD4 we UT ....,, uother 

500 or eoo 111llio11 4ollara 111 oaala 1D wbich - 1 t IIO'Ill4 ..t. 

a total tiUDCiD& ot about $2,000,000,000 u4 thet ha ..,_t .... t 

to t17 U.ia tJuo.e 'tiDT pn~podUo11 ap1Ja either at that tiM or 1D 

llaroll. 

• 
ouzprho4 to get threo ioweo aD4 tor that reaeo11 he ar&UK tor the 

retarr wao "'n-ot, llr, DeTil>e laid that it tha S.creta.r)' ~ 

lowe $500,000,000 111 lOIIC boDda aD4 $200,000 ,000 1D ahort boDda 

to a fh:ed date it would halp a p-eat deal. h IIO'Ill4 aloo ha1'e 

tho effeot, 111 hio op11110D, ot 110i ge t UDC too •oh 011 a fixe4 

aaturH:r date aD4, at the •-e tiM, IIOi piti.IIC too large aa uoau».t 

!ha S.oretar;r thaD ulaod b1Jo 1t there _. aa:r qa.oUOD 1a 

hio a1Dd u \o the -~~ of the three ioouo ha had nc&eoted, 

llr. Dertae laid there wno DOlle 'tlbate•er, thei 1i would co aD4 co 

llr, IUll.o aD4 llr, llepp, 
Dioooat CorporaUo11, 
31:!0 P••• 

the:r had -.ppe4 oni tor the !reanr:r 111 the torthooaiac Deouhar 

f1Daao1DC. llr, 111111 laid tha arloot oeria1Dl:r e:q~eoied a W/41/> 

Cl 

\ 
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bond 1960-65 period, I t aeemed to him about the olll)' queation iD­

volved nth reapect to thia iaaue wu to how 11&11)' lollg t era bollda 

the aarlaot CAll abaorb. 'fe cert:l.inl7 don' t want a large boll4 of tbh 

1111118 to be illdi«eatlble later on. Be .aid t he iuar&llce cOIIp&lliee 

11111 be in the marlcot for bonda altbouch their bel.ucu are no t 

quite aa large a a the)' were in Sep tember, deolilling ponibl)' 

$loo,ooo,ooo. Sartnga 'b&llka ed truat comP&IIie• 11111 t elcl the loDC 

bonda end so 11111 IIAJlT of t h a other 'b&llka ae the7 are now 11lter ute4 

ill earnillg.. Be thoucht there wer e aenral aoarcea of t hia 

character which would cert&illl)' telco the loDg bolld. Be aleo 

thought we would II&" to wr1 te the ticlcot of the loDg bond ill 

euoh fashion tb&t we would get about t he amount we WDuld lilao to 

b&ve outat&llding in t bh haue tben couple 1t 111 tb & abort bond, 

aq ~ for 8-1/3 :rear•• !Mn be would ba'" & note h81U po .. 

a1bl)' for excb&Dp purpoaea olll)' end for thi a purpoae he tbouch\ 

the reopelling of All old iuue WDuld be preferable. apecifical}J' 

be recoDDendad $4,00.000, 000 2.-3/4'{. long bond, . 300, 000, 000 ~ 

abort bond, all tor caab with exchange pr1v1legea , end a reopening 

of the 1- 1/8'/. of laat J une for excb&Dp purpoeu on!)'. Be thought 

t hie prograa WDuld gift ue poal1bl)' a larCI con ... ra1on illto the 21•• 

In writiDg don the fi«uraa he thoucht we aigbt get aa III1Ch aa 

$600, 000, 000 1n excbangea and $200, 000, 000 ill caab on the 2'/., 

$400,000, 000 in caah and t30Q,ooo,ooo in uobangea on the 2-3/.f/{t, 

aDd on the 1- 1/fll/t notea the con ... raion would be negl.iCible• 

C2 
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!he S.cnota17 then upl&inecl. to them thet he would 

not want a billion cl.ollano falliDC duo on a fixed .a~tT 

elate and that eoMthiDC wo~cl. haTe to be clone to !lolcl. the ehort 

to,. bond don to 5, 6, or 7, and not 110no than $'100 ,000,000, 

llr, llillo rageotecl. that we han the ncte for ce.eh and thet 

might take the preeoure off the 1nter.ecl.iate bond, 

!ho Secnota17 then a.l<ecl. hia wll&t ho tbo\l&bt of t he 

prcpoeHi on thet " M4 been cl.iocuooinc thro1ll;bou.t the da:J', 

~~aMlJ, $300,000 ,000 2-3/4f. lone bondo, $3)0 ,000 ,000 '2$ ~:roare, 

and $3)0,000 ,000 1-1/flf. ""w 5-:roar ncteo, all for caah with ox­

change priTilegeo, !he Secretar:r aol<ecl. him what t he !reMur:r 

would get Wider thio prograa, llr, 111llo ea1cl. he thcug!S" would 

got on caoh and exchaDgeo $3oo,OOO,OOO on t be ncteo , $700,000,000 

011 the 2f, boDI!.o, and $640 ,000,000 011 the 2-3/4f. boD<a, llr, llepp 

tbo\llll>t we would got $2fiO,OOO,OOO on tho ncteo , $600,000,000 1a 

ohort bondo, anc1. $750,000,000 in 2.-3/., bondo, llr , llepp1 • eo U ­

.. to would be 1cl.oal 1t " could get that ci.1Tilioll, 

llr, 111111 eaicl. thet he would nct, Ju-t opealr:ing 1n a 

broad wa:r, off or the fiD&Dcinc in a throe wa:r propooU1on. lie 

would pot out $s:x>,ooo,ooo in noteo -d $400,000,000 111 lonc 

boade for ce.eh anc1. then .a interaediate boac!. for oxch&Dgo OlllT· 

!h• Secnota17 &aiel that ""' new and nr:r 1ntoroot1DC ancl. _,.tocl 

to lcnow what he t boqjlt we would get on exchance if w offered 

a 2f, ~ear bond, !here waa a great cl.oal ot cl.ioouooioa about 

tb i o laot eucgooUQe, !he S.creta17 aolat4 th• to coneU.r 

23 
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tnlo ouggeotlon ot Kr, Millo 1~ l ta ralatio~ to tne other 

aaturl tleo aDd other oaav.rit1ea that 110uld ha•e to 'be ottera4 

aDd oo .. to hio hlnua at 81S> p ... tor a tllrt.har contaraac., 

oatilf'7 to aoae ex\ent the DOte hol4ara 1114 aob4 thea to 

lceep t.heoe thinga 1~ aind tor the 81 S> dhounion, 

Me 11 ro, Millo, llepp, BaDe 1 

Sproul &D4 Bell , 
8:3) p . .. 

Kr, Kille oa1d that \be7 had conaidarad the aatter 

tor a 'bout 111 hour &D4 thaD had had ci.DDar w1 til Kr, Sproul &D4 

further d1ecueaed it, Kr, Kille went on to explaiD at great 

two 'bollda tor caoh, lle etated that J>11U1oc the cull on the 

lone tara 'bolld 1114 no caoh on the aote aicbt I>A"' the ettect 

ot prauine the prlcae on the lone tara 'boDde aDd throwiftl 

the convenion rlgbte into the ehorter tera 'bonde and mi!:ht 

get a large proportion ot ;,our DOteo conTorted into the ehort 

tera 'boDde, 

After a cnat deal ot 41eeuuion oa thie poiat the 

S.cretU7 etatad that t.hera were two thin&~ that he 41d DOt 

....,t, Be 41d not _, ae .u:h ae a 'b1ll1o~ 4ollan •t'CirliiC 

at a fixed data 1114 he 414 not -t aora thu t7150 ,000,000 

84 
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ot lOll& tera 'boiiAb to be pllt 011t at thle u .. tor the eliiiPlO 

,...._ that 7ederal lleaorn S,..tn repreactatina tool thet 

that 1a about tho 11a1 t the ll&rltet can a baorb aDd an;rt.h1Dg 1.a 

exeou of that would no doubt be throWil beck on t ho -.rbt t or 

aale, flU e would haYe an lldYeno eftoct on the aartc.t aD4 

oould require tho 7edoral JleaerYe S7atea to aupport the Mrlte\ 0 

He wanted tha oooperaUoa ot the 7edoral Reaene S,..tn 1n 

eupport1ag the aarloat. He wanted to coat1ao tho lOft& tera 

'boDd to about the UIOWlt raggeate4 'b7 the Federal Reael'Yo -

tborltlea, 

Kr, Kille aa1d they h8d ooael4ered the propoel Uoa of 

the Secreta1'7 and h8d coDe to the conclua1oa that he could pttt 

out a 2-3/4'{. 'bond 1960-65 which would .. u froa 1- 12/32 to 

1~/32 preaiua, a ~ 9-Tear 'boll4, w1 thou\ cuh, which would 

aoll juat about on tho oaae 'baa1a, and a 1- 1/8'/> ~ar aoto 

would aoll about 1 po1at preaiaa. 

llr. 111lla t houcht that thb procraa would produce abou t 

$640,000,000 lo~~g tera 'bond• with $«0,000,000 caah aD4 

noo,ooo,ooo exchaD~· · $380,000 ,000 act .. with $330,000,000 

caah aDd $50,000,000 n chen&'f•• aDd $690,000,000 ot abort teru 

on nchaD&e•• Kr, J1epp thot!&bt th1a wu a fa1r1T &Ood procr­

bu.t be tho~\ TOU a1cbt "'' u -h ae $300,000,000 exchaDpa 

OD the l Oft& 'bondo 

• 
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!ba S.or.ta17 thea oallecl .Dr. Bvpu ot the •attollal 

OH7 Baalr: of ... Torit oa the \elepl>ou 11114 11114• the ..._..uoa 

to Ilia 11114 aebd hie adnoe oa u. Dr. :&vpaa aald be ~' 

the 9-Tear ;!(. 'boad wu a lUtla thiA 11114 U would prohabl7 throw 

..,.., weipt toW&I'd the lODe tara 'boado !be S.or.ta1'7 ... awel'ecl 

t hat b7 aqiac be tboupt ,.. pouibl:r could atllll4 aaotber 

too<l,OOO , OOO OD the lODC tara 'bollll without ia U7 'ftl' llurtiac 

t ba aituaUoa, .DI', Bvpu aho qv.ut1oaecl the OOIIJ)UaUoae 

aa4a b7 W.aan, llilla aa4 bpp that the abort 'boad tor axohaap 

pupa••• o~ would aall oa about the •- haaia ae the loac 

boad, -l:r 101-12/32 to 101-3>/32. 

Tbe S.crata17 aald that ia ooacluaion be waa aat1atiecl 

ia paeral w1 tb the proci'D 11114 that be iateadecl to -oa 
betora tbe ...rttet opened the aad .., .... iDC the tollowiDCr 

!be 'lreaw~7 would ott ar $4oo ,000 ,000 3-3/ 4tt 

loDg 'boD4 11114 •~ ,000 ,000 s-,ear DOte , all tor 

oaeb, w1 tb the dpt ot the llarob aaturi tT holden 

to oon~rt into either one ot tho .. aaCUI'l.Uaa, 

plu the l'i&bt to oon~rt into a ;!(. abort 'bollll. 

He than called llr, l!eaa on the talapboaa aD4 told b1a 

wllat be had daoidecl 11114 raquated that be pt llr. S.ltHr 11114 

llr. ll&rria toptber tba tollowiac ..,I'Difll aD4 41•=•• the raW1n 

Tielda of thaaa 'fU'lo.a. aaOQrltie a 11114 than 41aC11U it with bia 

at niaa o' o.lool<o 

·~ 
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H U .. tad.t tllat uUollal 1Do- produo.t wUl 'be appro:riuhl)­

t68 billlon 1n 19~9. !llla coaparu wUb u a41oat.t tu b1ll1oa u l9ll8 

(on the bute of elate aftilable tor ten aontha onl.7) &114 t'IO bUlton ill 

1937. On tilt a buU appro:riutel:r tllree-tounlla ot the loea trca 19~7 to 19ll8 

ahould 'be reoonred in 1959. 

!he abon eatiute U buM upon anal;rata ot Ullderl;ring oond1Uou u4 

onrre~>t trellde. 'l'IL1e ual.Tai a 1nd1oet.t a probable anrw.ge ot 106 t or the 

Federal ReeSl"Te Index ot ProduoUoa b 19:19. Ia Decaaber fd 19ll8, the 

index 1a upeot.t to be ia the nei&hi>Orhoo4 ot 100 ud attar a lenlliq 

out, or perhapa nan a aall deoliu, 1D the earl:r part ot 19~9, to 1noreaee 

rapidl;r ill the later part ot tlla ;rear. 

!he eatt•t.t rUe 1n national tnooae produced troa $61 billion to tee 

blllion 1a appro:daatel:r ta peroent, which rethot a u part the aproTM 

poel Uon wUh rete race to buatneaa MTiJ188 • 'l'IL11 it•, atter P1111 .. ta ot 

dlTidmde end withdrewala b;r entrepreneurs, ie expeot.t to allow onlT a 

lUll net loss 1D 1939, u co•pared w1 th llll eatima ted nat loee ot aore tllu 

$2 billion ill 1938. lfat1onal inooae paid out ia expeot.t to riae approlli­

utel;r atx percent trca t6• billion u 19ll8 to tee billion ill 1!159. Since 

1aooae pe:runte are lr''DD'DC at about u annal rate ot tM "lltlllon at the 

preaent Uu, U will be MOeeaar:r tor th• to 1Dorea .. to U eatt.&tM 

rate ot appro:riutel:T tn btllloa at the ad of 19~9 in order tllat the .. -

Uaated aTerace tor the :reer ou be at'-!Jled. 
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!'he ao~ '-'Ill• ~1 ... U.a ebon .. tlaa~ .. ud gina \¥ 

ccapo.reb1e tlpree tor 19~7 u4 1938, tile letter beiD& parl.q aatbded 

&110. 

* U oll&l IAooae Prodllced 
l!ullleU S.Tbp 

liaUoll&l Illccaa Paid Oil~ 

~t1o11 or •plo~ 
~&CturillS, lliA1lll!o eo11-
.~,.cUoa 

~porbUoll alld. u~U1tlea 
!re.d.e cd J'illaDce 
QoTenaea't, s.rn.ce, Other 
'loft: Rel1et 

Dlndcd.e and lAtera•~ 

lll\repr&Uilrlal 'fithdra-.18 

Bat lint• aJid. llo)'al. uu 

Soo1al S.curlty ContrlbuUou, 

~17 aeuae~ed 

1- latl.-ted 

•~c. 

ill! .!!l!! I U:lt 

61. 8 u.o 68.0 
+0. :1 -2.~ -o.!l 

69.:1 "·' 68.~ 

4:1.6 62. 1 .... 
1!l.t 1.2.9 16. 1 
6 . 8 6.6 6. 6 
Y.9 '·' Y.l 

15.0 16.9 16.1 
1.9 2.2 1.1 

1.5 8.2 1.0 

10. 6 9.8 10.:1 

2. 6 2.6 1 . 6 

1.6 1 .6 1 . 8 

•• 
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1 , On a reaeombl7 opi1111at1c utiaate , illdustrial proc!uotton ~ 

rise to 106 by the M oond quarter ot 19~9, and about 115 to 120 

tor tba 1'1scal year 19::19-4.0, 

2. It SlOb a riee in illdus tria.l production does talca plaoa, it would 

raduca non-farm unempl011110nt 1'rom about 8 ,6 a1111Cils now to abou t 

7,5 tor tba 1959-40 tiacal year. 

5, To continue to proTide raliet to t he aiJJIII proportion ot the Wltll­

ployed DOw CO"fered , W .P.A. e xpenditures of ODS billion titty llillion 

dollars would ba needed tor t he first halt ot 1959, a nd 1 , 85 billion 

tor t he 1959-40 1'1acal yea? , 

4 , 600, 000 oases now certitied to W. P . A. are not mw eatplo,ed because 

ot lla1ted tunda. Their 1'8Jail1aa are witbout oupport axce¢ tor 

direct relief , which 1a uauall7 very m.eager . Increasing unemploy-

c:ent iniU?8QOa ~ts o1'1'Mt only a portion 0 1' this de1'1C1el>Oy in 

'1/, P , A. To c are tor these ce.aes as well as tbose already covered1 

W. P . A. fluid a would llava to be 1DCraaeed aater1ally aboYe the UDunts 

atated. 

5 , On a very opt1111at1c for ecast , industr1al production 111ght ri .. to 

ll6 by the eeco D4 quarter ot 1939 and to about t he 125 to 150 level 

tor t h e 1'1acal year 1959-40, :!van in that axtre- cue, W, P ,A, 

expenditures neede d to aa1nta1n -rely tba prea.nt leval ot adequacy 

would ba o ne b1111on dollars tor the 1'1rat halt ot 19M, and 1 , 6 

b1lliona tor the 19::19-40 1'1aeal year, 

6, 111dsins troa put periods ot :recoTery, indllstrial prodUction t or the 

19<l0-41 t1acal ye&r aisht &ftr ap be-en 101! eD4 )20, SUch a laval 

ot :pro4uotto n would redu<M UJI8JI!P].o,_t to be-•• 5. 7 aDd 7. 8 111ll1ou, 

and require W.P.A. a ppropriations ot batwaeD 1 ,45 &ld 2.0 billi ons tor 

·, 
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Bow a& oil will it be Ate ~o re4uae W .P:A. 
d.ui .. 1ts9, lt:5~, IIIUI 1~? 

Bow taet Mil w.P.A. rolla be reduced w1 tllout l.Mreae1J18 tbe 

llllllber w1 tbout food u4 o1othia&? 

'l!le -•r 4epell4a on our appre1ael ot • nllllher at aullor41111lh 

question a, a a tollowa: 

1. Bow teat and tar will 111cllatr1al reoouq flO? 

Oaretu1 appraisal a at the 1-dia to proapeota, alld a rea eon-

ably opt1.111stic appra1aa1 of the po881ble speed ot cont11111e4 recOYery 

oftr the year e ahead , baae4 on a1a1lar reooTery period a 1Jt the paat , 

g1Te the tollow1DS toreceata a a a baa1a tor our eatl.aataa: 

:rorecaat or Industrial Production 

(7ederal Resern Index, 1923-2!5 • 100) 

Actual to date 

1929 aTeraae 
19:57 u erage 
19:58 1une 

lioT .. bar (pre11a1Jtary) 

lat1aate4 !I 
19:58 ~th q~er 
19:59 1st quarter 
lt:59 8114 q~er 
19:5~ t1aca1 year 

119 
110 

77 
102 

101 
100 
106 
120 

!f J:ati.llated by .Agr1cul tural l.llduatrial Relations Section, 
D1T1a1on ot Prograa Planning, A.A.A, 

'lila• t6Ho .. ~a, 111 ca.pariaon w1 th the IUIIlnal data ainoe 

1920, are 11l00111 111 the ~r portion ot 71gure 1 . 

\ 
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a. How :rapi417 will •Pl07!!!lt ri•? 

In the ])6at, obanpa 111 111dua,rf.al produotion hue bHn r.-

tleoted in emplo)'Mnt 111 non-tara -.ploJMnt, w1 th eo• las between 

thea. 'Ibis is also ebon 1D :rtsure 1 , bJ the ~.,_t deta Clbarted, 

Oil the beaie or prartoue relatiou between pro~ctton and ... 

plo,.,..,ztt , the non-tara amplO)'liiiOnt 11b1ch would be p roduced 1t the tore-

outed production ie r.el ized bas been eatiated, aa ahon below: 

Actual to date 

1929 annp 
19~2 anrasa 
19~7 anrap 
1938 l'une 
1936 October 

l'orecasta 

19!8 4th quarter 
1939 lat quarter 
19:39 2nd quarter 
19~9-40 tiaoal )'ear 

Industrial produo­
tton index 1/ 

(Seasonall)' adJuetad) 

119 
64 

110 
77 
96 

101 
100 ' 
106 
120 

Hon-taDt !!plor-
.!!!!!.Y 
llilliou 

U,l 
1!/,7 
M.6 
M.e 
!2, 7 (Pt'al1J11nar)') 

'EI !3,!1 
~.s 
M.i 
~.s 

!1
2

, l'eda:ral Re•n• index, 192!-211 • 100 
~ IMJ:16rt•nt or Labor. bcludu W.P.A. , C. C.C. , and other 

relief emplO)'Mnt . 
'Ef 'l'be reducUCD 1s due t o t he usual oeaeonal decline 111 •• 

ploJ1118nt dur1118 the winter, 

'nlsae. eatiaatea a re also abown on l'il!)lre 1 . 

~. How rapidJ;c will un.ployaont tall? 

l'i~raa on the paraona a-nUsbla tor non-tam &JIPloyaont haft 

bean COJIPUad trca praTiOWI data on eaplo:r-nt alii. 888 oo.poaiUCII or the 

population, Oompari~ theae with tba eatboeha or non-tara eaplo,...nt, 

the nUIIbera ot non-tara W10t111PlOJ8d .ay be projected u tollowa: 
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A.otual. Non- rant labor 
,..PJI1T 1/ 

1V29 avel'8ge 3?.7 
1932 average 39. 1 
1937 averase 41.3 
1938 J'uue 41 . 8 

October 41. 9 

Forecasts 

1938 4th quarter 42. 0 
1939 lst qua rter 42. 1 

2114 quarter 42. 2 
1939-40 t1scal year 4 2. 6 

Ncu- tam 
81!P10ll!llll t 

36. 1 
P:/ , 7 
34 .6 
31, 8 
32. 7 (p) 

Nou-tar~~ 

W1811Pl0711!1t 

1 . 6 
11. 4 

6. 7 
10. 0 

9 . 2 (p) 

8 . 5 
e.e 
7. 8 
7 , 3 
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y This excludes the ullllller or wifts or daughters aeekiug _,ric 
becauaa their husballds or fathers are U11811!J>1oyed. Biggers• 
ceusus illdicated that in Nonmhar , 1937, there weN o Yer 
2 1/2 lllillion ouch persons 1ookill8 tor work, in addition to 
those ordinarily a...aileble tor work . 

'l'he changes 1D the nUIIIber ot per11>ns actually employed at &JIT 

one Hme reflect many otbar tact ors besides 111duatr1al production, y 

It tbas e estimates are tu1tUled, uon-tarm Wlemplopeut will 

chnuge trom its present lnels (tor tbe 4th quarter ot 1938) about aa 

tollowe: 

1st quarter, 1939 :5.5 par cent 1ncrense onr preeeut 
2lld quarter , 1939 8 par cent decrease below presem 
1939-40 fiscal year 14 par cent decrea"" below preset 

Y In additiou to industrial production, the number ot persous actually 
&Jaployed will be iutluenced by change a 1D the usual >t>rlc wek, in the 
output par person emplo,..d, and in the extent ot pert-t 1me. or oYer­
time work. It it wre possible to accoWit tor these factors as well , 
the above torecaats aislt t be mod1t1ed so•whet alld 1184e ll.ightly liON 

reliable. Such perfections ot the data, bowe,..r, woo14 probably be 
1111111 COI!Pared to the total u.nemploYDnt ahoc below, and tbaretore 
would chauga the eatilated r.liet nseds only sl i ghtly. Sh1tta troa 
pert-tt.. to tull- tl..me will tend to 1Dereaee the anrage houre wor!<ed 
par week, but t he wages and hours law and othar pr.asures toward 
a ehorter tuU-U.11111 week will _,ric 111 the opposUe direction. '1'M 
eat!Mtea preaanted are on the baeia ot the pr.sent leYala ot pro­
cluction and the pre$811t enrage houra. 

• ' 
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'• Boor n.pielb will tlw -el tor ral1et cleoliJief 

Aiel to tlw Wlllllplo:r-el aDd -ely 1e prOYW.el thr'oush publio 

auiotanoe , olel.o&p auietanoe, mel ~~.~~e~~plo:y~Mnt oooopenaati=• 

.tap wt.n their outpt.:y~Mnta begin. fbo ouu tllloi!D oar. ot ud the 

..... elioburaeel, h.,.._r, rapraaent aa yet only a nry ..-11 traction 

of thoae in need because ot une~~~plo,_nt . At the p ... k ot theiJ' f all 

program, W.P.A. had 600,000 oaaea oertitieel tor W.P.A. nplo~nt who 

could not be ta.ken on lwoo.uae ot int.dequate tunda. Inonoa.aing ......,._ 

95 

plo)l'llltnt iniiW"IIZloe pa~nta in 19S9 M:!f olo18 about one quarter to one 

half ot thia gap between -el• tor W. P.A. j oba and tunda aTallable, bit 

that 1a about all they elm be counted on for in the ~dlate tuture. 

Old-age aaalatt.DOe h&a exp&Dded until 1,735,000 peraona an. 

n01r n.-irlng olcl-&fSe p&)'lllltnta, while aid to the blind and to dependent 

ohilclren i a prorlclins tor an additional sso,ooo. !MM apeoit.l typea 

of public ullatanoe oan. for only a aaall portion of the di.tn.u due 

to W>Omplo:y~Mnt, h<IWnr, and will continue to exp&Dd regardleaa ot 

buaineu oond1tiona. }/ 

General nlief, although preetDably tor non....,.ployabloa, ehowa 

aome tendency to Taey with bualneaa oonditiono. It exp~mclecl n.pidl;r in 

tbe winter ot 1937-a&, betono the inonoaMd W.P .A. approp!'iatio111 beo­

uailable , alld .m-anic acain u W.P.A. lwfSa:D oxp•lldins• Sinoe Jul;r, 

hownor, pneral relief upendituro• ha.,. remained ralatinly oonatant 

at about S6 laillion dollara a aonth. c.c.c. oxpallditur.,, too, rea&in 

Y Old ap liUiii!'&DOO wq h&n redUced t!W IIUIIber ot peraona onr 8i WhO 
an. ""kins o.lpl..,..nt b;r about 100,000 to 200,000 -•· jud&ins t1'Ga 
B~.cPn~ • -ua. fhia uy a&lce the tollowiJIC .. ts.-tea hish to thia 
alis~rt extent. U further .tueli .. oontira thia ahitt, the o.ts.-wa 

ot pera0111 a.plo;rsblo 1l1ll be n.TiMcl aooord1nc1Y• 

\ 
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rel4t1Tel7 ata~ble, ahoWi!lg little retlectiOD of business ca1d1tiona, 

w.P.A. baa conati tuted the moat illportent aource ot relief tor 

the unemployed since it replaced li'. '!.R.A. 'l'b1e ia nident in the follow­

ing t a bulation: 

Period 
J:atilllated non­

farm unea:plOliiiOJ1 t 
'lhou81U1ds 

'!etilllated undupl1-
cated relief cues 1/ 

'lbou ae.D! a 

lf, P.A. e.ploy­
•nt 2/ 
-sti'""a&dl 

1933 11, 8u 4,212 
1954 9 , 758 4,706 
19:55 8 , 943 4,677 
1936 7 , 654 <&,116 2.~~0 
19Sf 6,74<l 3 , 262 1 ,7~ 
1938 nine mos. 9 ,733 4,297 2 , ~62 

September 9 ,<&78 4,567 3 , 111 

Y '!xcludaa aaeiat~~nee granted under the Social Security pro­
gru and under SOlie otter amller progrema whose recipients, 
in general, are mt ea:ployable. Ale:>, excludes enrgano:r 
droug bt r elief 1n 1936. 

£/ Excludes N. Y.J.. BlllplOYJll&Dt . 

W . P .A. tbua eo nst i tutas the major JDSthod of relie r , now oaring 

for 33 per cent of tbe unemployed, or for two-th1 r4a at all relief cues. 

The proportion or the non-farm unemployed on l'l.P.A. Jobs dropped 

from 33.1 per cen t i~n 1936 to 26. 5 per cent in 1937, 8lld then roaa asain 

to 32. 8 per cent by September , 1938. The drop in 1937 lnls e:><plsined in 

pert by tb> sharp cut 1n the budget during that year. 

'lbe nWIIbar needing reliaf in 19:l9 o.nd 1939-40, may be aatimated 

on tb> assumption that YI .P,A. will cont illlle to be needed for the sanJe pro­

portion of the un.employed as in l9:l6 and in Septeld>er, 1938. 'l'hesa fore-

casta are ae followa: 

Period 
Actual 

1938 September 

(flnrter 
2Dd quarter 

1939-40 fieo.el year 

Non-tar~~ 

Unemplo;runt 
WJ.lion.a 

8 , 8 
7.8 
7. ::1 

w. P. A. emplo:r­
JOent 

Klllione 

• 
' 
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'%1laee ••t'--te• an 1>a•4 OA t.ha &a8llllpUOD t.hat aa alql).oJ­

aeat riNa t.ha aua proportion or t.ha uner.u>lof84, :53 per ceot, wUl 

cont111ue to need W,P . A. help. Ill the put the ajor reliet to the 1111-

97 

employed baa been ProYided troa their om reeourcee or tlla\<lot ralaUYu, 

and tile t 1e wh7 a a lw a per cent a a :13 hne been on VI,P .A. Aa unea-

p1oJM11t decreaaee, 1t INQ' be tbat 1he proportion or the un1111ployed. who 

can set alons wi ibout relief help will inOreue, so t.hat the proportion 

ill need or W. P. A. wUl d1111n1ell. OD the otbar hand, tba lo~ duration 

o r heeYJ UDSplOJWeDt tor ll8liJ • 7 eo exhaust their reeourcee ae t o Ml<e 

etiU a larger proportion ill need or relief. In the IIIIMliCe or en7 clear 

beets tor judstns between tlleee two alternati18 poeeib1lit1ee, the ee-

tiated need has been baaed on the a1et1116 OOYerage, 

tl . ?/hat Feteral 1\',P,A, tunda will be needed to met the 1939 need•' 

Total W,P.A. eXJiend1turee 4urills recent caleniar JCm"l baYe 

Yaried traa tM7 per relief worlter down to $'770 per ll)rlter tor S.pteaber, 

1938. A.e8WI1ns that tbia latter rate 1s MJ.ntained over tba period, 

Federal 1f ,p .A, tunda will be required a a follow a to proYide tor the 

caaea eatiaated: 

Actual 

1936 
1937 
1938 S.pte11ber 

J'orecaated 

:Federal lf , P,A, 
e%pell4iturea 

(annual eguhalen t) 
Xilliona 

l9S9 let rparter 
ID4 quarter 

19:59-40 fiscal J&&r 

2,ISO 
1,990 
1,8110 

11.11110118 

2,!5S 
1,79 
3 . ll 
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For tbe tlrst au JWX~the ot 19:!9, t his ....Ud require I . P.A. 

axpeD4Hura ru.nntns at aboiR 2. 1 bUlioDa emNall:r, or about t1,0:5o,ooo ,ooo 

tor tbe oix-aonth period, to llllilltain tbe presmt 1nal or relief. oo .. 

pared to unemp1o7JIII!nt. 7or ner:r tloo, ooo, ooo that w.P. A. expenditures 

are cut below t h is level duri f6 thll first be.l.t ot 1939, about 260 ,000 

taJL1Ues in need ot relief will be cut err W.P.A. rolla . That Mana 

that 900 to 900 aillion do1l.ars in addition to preeellt funds will be 

needed b:r I'I. P.A. tor tbe rest ot tbe currant necal ,ear, to colltinue 

r elief •r.,l y on tbe presmt lnel. !l-en mre would be needed to mabie 

lf. P. A. t o care tor thll eenral hundred tlloUOBnd families cert1t1ed to n 

ohicb it cannot now eaploy. 

ror 1939-40 , w. P.I.. appropriations or about 1 . 85 billions will 

be needed i f production, emplo;ymont, and relie f needs develop as os- ' 

timllted here. 

!:tract of a 1110re rapid recmery 

Tlleee estillates are beeed upon a reuombly optiJllst ic tore-

caat or ooatinued recOYery. EYen 1t thll reco .. r:r should f!P 1111ch r a ster 

t han t be t, bowenr , the rel1e t prob1ea would still be beeT)'. ~or n­

o.mp1e , if l.cdu8tr 1el production l!hould e:rceed tha t pre"riousl:r est1ated 

by a tull 10 points throughout, tbe forecasts .,uld tben be as tollowe: 

Period Industrial 
production 

1939 l.M quarter UO 
2nd quarter ll6 

1939-40 tiacal year 130 

Non-tara Non-tam li.P.A. li.P.A. e:r-
pplo:r- unemploy- cases pandi t ure s 

aant aent (IJUDial rate) 
IUlliona 111111ona 111ll1ons IUllione 

2,160 
1 , 8:!0 
1 ,570 
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ben 011 this 11)81: opt1aist1c baal..a , I'I. P.A. eJq>eDdituree of 

just about ooe billion-dollars tor the tirst halt ot 1939, !llld ot 1 . 6 

billions t or ths aueceed1D8 tiacal year , wou ld be needed to miDtain 

unemployment relief oo its present lsve l or adequacy. 

Possible relief needs during the 
1940-41 tiacal year 

'!'be 1940-41 fiscal year is 18 t o 30 110ntha ahead, and any 

f orecast now as to condit ions then wW be necessarily largel :r eon-

jeewral . In pest reeo•er:r periods tollowi ,ng ebarp dep111asions like 

that or 1938 , ho""ver, industrial activity ho to three yt'&rS later 

hes vari ed widel:r, the most rap Jd pro~ as shewing over 50 per cant 

recovery from the low yeer, and t he leeat, less than 25 per cant re-

covery. It this time the r eeo'Very tells within the same pattern, it 

woUld resUlt 1n a l evel ot i ndustrial activity tor the 19~-41 tiacal 

ysor aooewhere between 105 a.nd 130, 

:3 

Such production in 1940-41 would mean a non-t81'1:1 unemploym112t 

or be t""en 5 .7 e nd 7. 8 ~lion. W. P. t.. qpenditu res of between 1 . 46 and 

2. 0 billi 011s wou ld be needed t o care tor auch unemployment, on the 

present basis or adequae:r . 
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Deoeaber 2, 1938. 

KW!!'!I!!!l 

&\ 3 P.M. Dec.aber 2, 1938, Mr. SboJ1 Arakawa, 71D&Dc1al eo..iaaioaer 
of the Illperial Japaa .. e Oon~t, 71aaacial &\\ache \o hil Iaperial 
JLaJutJ"'• a.lNr.uiea at Loll4oa, Parh aDd laahiactoa, waa rece·1Ted b7 the 
Secra\aJT of the !rean.J')'. &lao preua\ were Maaara.Lochhead, Cochru 
&a4 Jlll\\erwor\h, whoa the Secre\aJT preuated to the caller. 

Mr. &raliP& 'becaa the coanraUoa b7 \elliliC the Secre\ar7 that he 
had W.l.lted wUh Mr. ~lor, aDd b7 aek:iac the\ tha Seora\aJT lean of the 
coanraUoa troa \he &uiew.at Secre\aJT ra\har \hea haTe hla rapaat H 
at \hil u... lle explaiaed \hat ha waa aaetcaed to \he three capt \ala 
ot Lo114oa, Paria aDd lalhi~~gtoa, 'but apaada 1101t of hil ti.M 1a Loadoa . 
!l'lla lliailter of 71aance of Japaa, whou trieadahip the Till\or eaJoya, 
had iaatructed hla \o Tie1t the trnUed 8\atea at \hia \ilia aDd he 1a 
coaaequan tlT apeadillg tea da.T• 1a Jlew York aDd ten dqa 1a lalhillgtoll. 

lle atated that \he IUDiner of 71aaace, a llanard - well 
aequaiDud wuh \he Ul:l1 ted Statea aDd eaJoytac a apleDdid repnW.tion 
1n hia owa couatr,, waa 1atereate4 1D hearillg fro• \he Secretary of \ha 
.lller1ean 'l'rean.J')' 1a reprd to the ceneral altuaUoa 1a the 'OD1te4 SW.tu. 

Secretary Morp.llthan replied that 1t waa ditticul t \o kllow where to 
begia in daacri'billg the .lllerican aituat1oa. lie would ~~ ba halpt'O.l 
but the 'l'reaaury Uaelt had ncb a Tariety of acthitiea aDd wide ra.nce 
of 1n\ereate that to uader\ake to diacu.aa th• waa 1apou1'ble. !l'llera 
wara ao probl- up 'between \he Japaneae aDd &uriean 'l'reanriaa to 
411CUII . 

'l'he Tieitor eaid that hia IUDiater would 'be eapec1al1T iateruted 1a 
\he broad ltaea of the &uricaa illpreaatoaa of \he Siao-Japaaeae war. 
'l'he Seere\aJT eaid \hil na no t 1a hie field to 41acu.aa aDd \bet the 
Proaa pTe the &uricaa reae t1on tully • 

.Apia the Secre\ary ea14 \here were ao 'l'rean.J')' pro'blca 'between \he 
two couatriea. 'l'here had ariaen at one tiDe a queation 1a reprd to 
Jape.Duo cold lhipaent, 'but \hie bad 'bean Notiafactorily a4Ju.ate4 ....,. 
the 7oderal lleoorn Bank of Jlew York, \he tiacal ace11t of \ho 'i'rean.J')', 
ud the Central llaall: of Japaa aDd were in touch with each o\her aDd 
cooperatillg, 

!hie na1Jide4 \ho Thitor that he bad tailed to tbanlt \he Secrew.r, 
for \hia coope:rat1oa 1a \he J;*at. lA \hia ooaaaction he No14 ha lauow 
the\ &Mrican .&a'baaNodor Grew na iaton~ed 'by the Mialater ef nuace 
of Ja:l*ll aa to the la\\er '• iatereat 1a hawiac the cooperat1oa of the 
'Oaited Statea 1a the deTelopaeat of territor, which \he J•I*D••• oooapled 
1a China. Secretary llorcoathau Noid 1 t would 'be tatereattac to ••• 'lfllat 
•1cl>t tranaplre 1a \hie phaae of the -uer, 'but thla waa a n.l>Jeot tor 
41ecnaae1on 'betweaa the Ja:I*D••• Mtaietr, tor 7ore1p Ufaira aDd our 
DepartaeAt of SW.te. 

Regraded Uclassified



TO 

·-

102 

TREASURY DEPARTMENT 

IHTKR 01'1'1C & COMMUN.CAT10N 

DA .. DecaQr 2, 19.38 

BUMll Ollplwlt 

~~~.s-: 
Illes Freda Utley ri.ll be ill lt'aehi.ncton on Decellber 12 

or 1.3, and it occurred to • that ;rou llieht nlco• the opportunit;r 

to te.l.k to her. Sba ia the Far Eastern corraapoDdaot or the 

London Jews ChroDicle aDd 1a now on bar wq to LoDdoo troa CbiDa. 

She 1a tha author or lapap1 p Feet of Clg (19.37) , lo!!!!nr a G111hlt 

ill Cbi.Da (19:38) aDd DUMrowt other book&. She 1a alao a traqueot 

contributor on Far !aatarn subJects to Journals ot foreign attaire. 

She ia collin& to Wallhillgtoo to addraaa the !fa tional Preea 

Association and tor a conteranee with lire . Rooee.-elt. She 1! 

deepq .,.-.pathetic to tha Cbilleaa causa. I hope that ehe ri.ll 

be an.llable tor diacuuioa dur1D& tha lunch hour, but it 1a 

poaaible that eho -:r ba traa ooq ill tha naoio&. 

~ ·-
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Mr. OllpbaA\ 

Jf:J'. Dlartleld 

!be poalUon ot \ he Collptroller ot tho Oal'reD07 u4 

h11 Ott1oe ae unltl wlttWl the 'h'oa1111'7 llopar't•n' 11 olMI'lJ 

aat torth 1n th@ l aw, 4obatea ot Congreaa, op1n1ono ot ~ 

AUornet General and ooart 4oo1e1one . Tho l av 11h up 
1 111 t he Depar\oent ot t ho tr.ae\11'7 a lnll'eau• to be boA4o4 ~ 

~ " 3 ..!.I.. 

a Coaptroller ot t h o Curreno7 ¥bo ' ehnll pertora hle du,1oo 

11114er t he general d l rootlona ot t he Seoretart ot the '!'reatur7. 1 

!b11 lafl8'U&8CI 1s e1m1111r to that u .. d ln oo,Ung up other 

~aua v1tb1n t ho 2re&8Ur7 Do~ment , a e , t or lnetaaoo, 

Bureau ot the M1Dt. 

!bat t he eoncre .. 1nton4ed t hll l aw to -- ~' 

the Co2ptroller1 o Ott1oe a}:ool4 be a un1t v1th1n tho tr.U111'1 

va• ~her 4.-onotrated b7 tho dobatoa vhloh preoeded onaet­

aent ot tho Mat1onal Ballklng Act. Alllondaente to the Aot 

vhlOh vo\&14 hen otruolt troa 1t 'hi'1CNo proYldou ot o~ 

•1a1oa and -trol ot tho Colq)tl'Ollor• o Ott1oe ~ the Soeretal'f 

wre 1a~ u4 reJeote4 except oM • ) "'I ~ Oo.ptroU• 

t he appo1ntM ot t ho Preo14oat rather tban of ~ 8oere'U'7· 

!'hla appollltaent feature 11 alao '7P1oal of oUIII' !NanrJ 

ott1o1ala, IUih ao the oo.aleo1oner of Intoraal ~. ~ 
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JlrMMI' of Ule •~. C.-. .... CJeDeftl, all of Whoa ... 

oleaJ'l7 IIDil.a' cUl"MUOD or \he ~ • 

A Mftl'1n 0oart baa ~14 ~' U:ae Ooapti'Ollel' 

perton• hle 4ut1u •tul4w the general 41reeUoa of tile 

Soordar7 of \he !'J'e&O\Q'f, • and tho "upJ •• Co\ll'l baa epolton 

ot the naUonal 'be.nke •• bo1ng 1 tnabJMt to t~ eupol"rtdoa 

an4 dll'eoUoD of \he Coaptl"'ller of tbe Cuorano7 and of the 

s.oretarr ot tho 'l'l'oall\ll'7. • 

104 

!be Attornor Clenera~ informed t he Preeldeat 1D 1e12 

t hat, althOIIIb the seoretarr oan not oontl"'l the eo.ptl"'ller'• 

d1eoret1on 1D ~rfoft!Us quael-Jud1o1.al tunoUoae, t he 

8eoret&r7 a111t obY1ouel7 e~rt~e tho a~1n1etrat1Ye and 

exeeut1Ye tunot1oae ot the ottloe 1~ t he law le to ha.e aft7 

aean1ng -.boa U •ar• ~t the Ooaptroller pertol'lle b1o 4uUee 

~er Ule geoeral d1reet1one of the Seoi'Otarr.• 

11aoe the COIIptl"'Ua-'• Ott1oe 1• b7 law a 'bla'eau 

w1th1n Ule !'J'eaovry, the Seoret&r7 baa author1t7 to proTide 

for 'the 41etr1but1on and ~l'tON&IIOO ot 1te buo1oeu• U.Ser 

t he lave Whloh glYO eaoh Ooblnet Ott1oor the power to operate 

hlo own ~Dt. 7be aoUoD of tho hai'Ot&r7 on 

lleptnlleJo l:ltzl. plooSac \he local wol'k ot tbe Ooaptl"'ll••'• 

Ott1no tlll4a- t~ CleDeral a..aoel tao tho !'l'e&ll\ll'7 Depu-tMDt, 

wu aa aoUoa prcws.ua. torr 41otl'UiuUoa &114 pertw ., .. of 

'he liii•S...•• o.t a .. u of •~ !'l'eatnal'7 ~. 
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Ulat ~· ..... ,.,.,. eb•ll ~·· 1IPOil all .be.... 1a ~ 1..-1 

ecatt an4 ,.,oa eal&Z'1e• pa14 Sb&' natt 11 aoc PI'Jbl'bUI4 .,. 

a117 1pee1tla pciii'Uoa ot law. !beret ... , 1\ 11 wUhla h1a 

power bH .. H appo1nCMnt ot e:a:eollUft oH1oere an4 IIIPlOJMI 

ot a uaU w1~111 ~~~ Dep8M111ent r-.ln1 with Chi ...... ~ 

llllleu otbei'Wl•o prori414. 

!be adhor1t:r fw Ch ll aoUon 11 ~r ,.....,one& 

b7 t he l aw ored1ag ~e poe1C1on ot General. Oouaael for UM 

Trl&laJ'1 DeparCaent Wh1oh eCatee Chat Cbe General. Coao1el ~1 

be ~· ohlef law oft1oer of the Departsent an4 mall pel'fora 

•* 4aC1ee •• t h e s.Gret&r7 lllll7 1"1Clll1N or h1a . 
.. • I 
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.tllilllO.&II co~s 

3 I ••• .._, Dll • ._.. a, 1 ... 

Sl£1•!ll 9'!'1f!n\1f1o 
~ - -
The Roaorable 

Sir a 

The s eeret&rT ot S\ a te, 

'llubJ.JI&\Oao 

I lla'fe 'h• honor w repon \ha\ 1;be war euppl1 .. tv 

Ohiaa bro"8bt troa Ode .. a w RaJI&oOn b;v the Br1 Ullh n o­

or fl'l':JIHALL han l>Ma Ull.loa4o4 d t h1a pon, u4 t ha1 0 

wi\h \be •~option ot e~loa1•••• \ hoy ho'fo boon ploae4 1a 

war•~• ot \he For\ Coallliaoi on, whoro t hey aro be1AC 

par4e4 117 li111\ar7 r•ol1oe. Tho explod n a are boiAC 

hel4 oa a ~ .. 1a \ha R•nsoou r1Tor below the ,on. 

The ~~~q~pltee 1a \ he waroboi&Ma are be1DC ehMU. _, 

\ho Olle'- av.\bor111oa. A JUAU'oa\ of \ho oarao wu •' 

oll1a1ao4 0 u4 4e,o1b4 Clla\olla inapeoUOD wu o1'del'e4. 110 

Ouatolu a\aUaUoe are 7e' anUa'bloo 

The S'l'ANBALL ano1'fe4 hare oa HoTmbor 81h0 IM1 u.. 

lo841ac wu ao\ o enee4 Wl1U llon.MI' 11111, pa41 BC 

au._,,. w ob\llia a ...Uen, \he pnpllftUea ot • n­

pon ~ \he OU'- r- the ao- mt, ..& tile o.na­

-••• 4M1a1oa 1a \he • nar. !'M llh1p woa sranW 

u....- .- 1en thU pon '"'•rd.al· 
' '"d '' ' "'l'M 'k'P,' M• 

ftd'e ia a repon t hat .- • wr-Uilolt pana aDl -

\ 
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_. .aiUou ot .-.n-~ an 'MlM4e4 1a -.. 

ellp})ll .. uo~t "' U. S'l' •JRat t • all e~ wl:aieh "" ~ 

e4 at ouaaa. Tbie repon hu .110\ ~·t baea nr11'1ct4. 

1L7 

.all ot the earp rz- the OTANBAlJ. wUl be v­

porh4 te Laab1o 1)~ the BUM JlaUR¥•• IIDM apeellll 

tre1pt au• tor \be oarr1aae ot •-"'Uoa .... qploa1TN 

hen 'bMa bllllt 1a the raUwq allope1 11114 othen an wsu. 

1ac. It le p1ene4 to .. '-b11ah a \naeU 4epet at 

Laeh1o1 u po\&aCl oeae4 Q' the aaaa Rail~•• tu n4l.uM 

ewr._e fee1l.1 U ee to be pzvn4e4 II¥ \!19 ChllaeMe toptla_. 
~ 

wUh a au~·<:>~ repaa allop. 
"> . ~ 

Ia to <irect~ the 4eJI&ar of a pl oel.. .... at 

il!le - \~ ~' • a lo'9U' tre1&M r ate 1'roa 'he c...~·- ~ 
cW~ .. '!!eo. 

BuNa Rallwqe""~e . tue an lle1DC r81110l'e4 troa eh11U.1 
~ ~ 

prelt•1n•"J te 9)1,...,. Shlplllllt ot the eu.pplhe -
~ 

e\ore4 !le:n wUl _, be a enee4 WL\11 aotor-~ 

IZ'l'UIC-\9 are -~\94 11114 1\ 1a &Pparc\ \bat \nat. 

aea set \hro11gb no- Leahlo to l\UIIIaAtll. ChlAeee repn­

IQt&Une are aow at Leahlo 1n oonneeUoa wl\!1 ~ 

por,atlaa arranc-aea••• 

Dle\I'UMU•I 

eoo. 

1. OftC1ae1 M4 tov oop1ee w \he Depanaa,. 
l e OoN' to \he JIIPrleea ~~ loon'X· 
.. O.Jf to \he aonw1 de a.e:n.Le c.l.llllt1&. 

\ 
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CoP!1dent1!l 
Dec•ber 2 , u:se. 

Proposal: Eotabllsh a r ailrc!td aquipaent authority, with 

oapltal etook owned by the Treasury, empowered to taeue gnaran-

t aod debentures for the purpose of contracting tor t he purchase 

or new r ailroad rolling stock t o be r entod or leased to railroads. 

1. The Stimllntton of 1\eco<rery 

Expen41 t ures of 90l:l8 $500 mill i on o n railroad equij8f!nt could 

be assured in the first. year o f operati on. Anart tram tha sUmule-

ton t his wOuld afford the ecoDOI!I)' in general, it 100uld prortda 

woric fer the r ailroads ' own car shops and increased traffic tor 

tho rends themael ves. 

2. The Removal of FUtu ro &ottlenaokn 

Prel1.mJ.nary estl.lllatea indicate that in order to handle the 

volwno or trattio consequent upon the, continuance or recovery at 

a dasil"ftbl e rate, yearly expend! rurae on rollill!': stock or about 

'B)() million at present prices would han to be lneurred 1n the 

period 1939-41. From the standooint or the national eCOI>OIIY it 

>10uld obnoualy be to our interest to utilize i dle plant and labor 

in t lle 1J:mediate future in order to relieTe the shortages , stoppages , 

ftnd bot tlenecks that will arise in tral~t t raffic, the r ailroad 

oqutpment industry and in the steel industry with the continuance 

ot reoovory. 

3, A Contribution to Future Stability 

The railroad equi~nt f i eld baa traditionally a feast and 

flllll.ne obaraoter aDd is consequently an 111p0rtant aource or ecoDCal.c 

\ 
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tnncb111ty. A t"ederal authority, not preaeed by t l.nancial considar-

ationa or immediate prot"it consideration&, could level ott the oeaks 

and vallAys of rntlroad e quipment buying. 

In addition, vAriation in r ental rates for eqUipment would 

otter u hiahlY desira ble alternative to variations in t"reight rates 

aa a DOnna or bringi.Dg about greater etabili W in railroad nst earnings. 

4. National Defense 

A modernized supply of rolling noc!c adaqu11te to handle the 

vollll:l8 or traffic i .ncident upon war appears to be an indispensable 

eloment in any comprehensive program of nat ional defense. Moreover, 

exporianos in the handling or a national oar pool will be invaluable \ 

in the evont or war. 

5. Betterment or the Financial Structure of Railroads 

The gradual substitution or rente d and leased rolling etock 

for owned aqui!ll"nt woUid pei:IRI.t a reducti on in the debt or railroads 

and a subst itution or variable tor t"ixed ohargea. Moreovar, the pro-

posal otrera a 11188118 whereby the Gov~rDMnt could at!JIUlate private 

oxoend1 tures W1 thout getting deeper invoh'ed in the CCI!liJllicated tinllll-

Ci al structure ot the railroads. 

6. I!!t>rond ifficiency 

'l'be proposal , through maldng possible continuous buying, greater 

otlllldard1zatton, and 1110re liberal proviai ons tor research, should per-

1111 t very wbstantial reductions in coats to be achieved. It ehould 

aloo pei:IRI.t 1110re ,rrieient utilization or rolling atoelc in the hand-

ling or -.ptiea, etc. 
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7. Relation to the "Railroad Probl••, 

The propoaal could be adopted independently end Without 

prejudice t o any oomprehens1ye progr&n ot reoraan1zat1on and 

oon80l1dnt1on of the railroads , Which may take a long time to 

acconolUb. 

1:!0 

\ 
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Objections to the Prooosel: 

1. Government Ownership. 

The proposal does, or course, i nvolve a degree of Government 

o•~erShip , so tar as rolli~ stock ia concerneo. It may be 

'J)Ointed out here, however thot 

(a) i t i s only s de~e r830ved t roc the present prac-

t ice of making loans to tin!U1cielly sb4lcy roads, 

(b) it i s tar r em.,ved from t he ootunl Coverrnent opere-

tion or rai lroads as i s practiced in curtain otber democratic 

oountriee s uch as Canada and Swaden, 

(c) it i s proposed that the Govaranent oper ations be 

con1'1ned to research and order ing, renting or leasing equip-

mant and that no cons truction or repair be undertaken in 

Govenunent shops . 

2. Loss to t he Govo~nt 

It 11ay be objected lihat the Author1 ty' e eouipm9nt wU1 be 

used only during peak periods nnd year s or excepti onally hi~ 

trnl'tic volu:ne and that tor the rest " the Government will be l eft 

holdi ng t he bag, " 

This obj eotion can easily be di opoeod of by pointing out 

thet this ell depends on the terms ot l8asins or daily rentals. 

Ir they are set ~ficiently low, it wi ll pay the r ailroads to 

uae the Authori t)"! a eqUipooent , and rely on old high - repair• coat 

•1uipaent tor peak requ1reaoents . Low rent al rates will alSO 

' .. 1 --

\ 
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oonatl tute an induc-nt t o ret1n old equi~nt. 

Thia way out, howe..-er, raises IUIOther objection, It nnhla 

are set too low, the re..-enuea or t he Authority will be inedequete 

to service 1 to obligations and keep 1 ta equip.ent 111 good repair, 

It shoul d, howaTOr, tor the following reaoona, pro~• poseible tor 

the euthori t7 to aet aut1'icientl7 low rentt!.la to indUce the rail­

road a to use ita eqU1-nt and 7et DOt auner a loss: 

(a) It will han the adnntase ot borrowing at lower 

interest rates than the railroads can eeoure; 

(b) being a """17 large &lid contlDUOus buyer ot standard­

i zed equl~nt 1t should be able to aaoura greater price con­

oeeaiona than ~ indiTidual road could obtain; 

( o) there Should be aconOIIIiee oonaaquant upon the growth 

ot a nationt!.l car pool; 

1:!.2 

(d) it wUl be 111 a position to chlll'l!e higher rentals 

111 good years to recoup all)' losses auata1J16d in bad yaars, 

:r1nally, 1 t -at be kept 111 111Dd that e..-an t hough the Authori t7 

Should actually ahow a loss, this would not be incompatible w1 til 

a large Dat 111:\tlonel gain 111 110ra stable aJI4 higllar nationt!.l 1n00111e, 

production aDd emploJJ~ent. 

S, Teohpl c&L Ditri cultiea 

The propoat!.l has been u .. inad by a -"r ot operating rail­

read Mn and t!.l tllough probl- llan liMn pointed out 111 oo1111ect1on 

W1 th repaira, soll1ng, atorqe, etc., U appeued to be the ge»rt!.l 
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conae naue that the problems would be aiaUa:r to those now enoount-

e:red in connection With • ro:reign• co:ra end tho p:ri~ata leasing 

como .niu, auch as Pac11'ic Jl'rui t li:xp:ress, llnd various ways or 

moet1ng t heae problems were at hand. 

In connection with the det ermination or the ~lume or naw 

equiJDi!nt or • arl ous type9, 1 t would appear feasi ble to make t ar 

bett~:r IIRtional estl.m!ltes or t he n\llllber or d ifferent t ypes or 

rretoll>t care Qlld loCOIIIOttves tha t e oertaJ.n 'fOlume or trattic w111 

reQuire than could possi bly be arrlTed u u the S\1111 or indiTidnal 

est imates made independently by t he •arioua roads . 

4, Inegui ti es as Between Roads 

Some oompnn!es ha ve normally an exoeoa or cars and ot hers 

a dericiency, Some co•opani es, t herefore, wou.ld be in e better 

pOsition t o take ad'tantage of low r entals on new eauipaent while 

others mi~bt sutter a loss or reYenue now deri'led rroc. the use 

or their oars by other lines . 

Again, .,.D1 roads now build a substantial MIOUDt or equ1p-

1118Dt in thei r own shops and 1nd1Tidual hardships llll.ght result 

f l'a:l the ineTitable changes in the locat ion or work consequent 

upon Dllti onal biddi ll,$ tor a s ingle buyer . These changes JDJ.gbt 

be t emper ed by pol i cies of the Authority in distribut ing new 

aoui!lllont, repair a.nd reconditioning work . 

. • 
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,U t eru.tl Tea: 

'lbe al t erti& thee appear t o be ei ther to do noth1116 or to 

stimUlate rallroad eqUi~nt purchaeea t hrough loana to railroad• 

troll the R. F. c. , on ta.oreble tetw.s. 

It i s eeid that it the R. J', C. ehoul.d announce that it wae 

prepared to purchase equip.ent trust oertitloatea 

(a) 1ij) to 100 percent or the coat or ....., equl~, 

(b) at a 2! peroont rate , 

(o) tor COl!lpe.ratlvely long llliturHi ee, 

(d) the otter to be available tor a 11a1ted period only, 

a Yery l arge IIIIIOUD.t or uticipetory r ailroad eqUi~nt buying 11011.ld 

be induced, 

While this ~tornative i s tar bette r than doing nothing at all, 

it appeare interior on vertous counts to the proposal Wider discuss-

ion. 

l . It Z..cks J'lex1b111 ty, 

114 

'lbe ohier objection, troa the o01npeMatory tlacal policy rtew­

pcint, 1e that an -rgency loan operation does not prortde a -oii&Jo. 

i• throush which the Qoyerx.ent could operate continuously, llll4 

outside t he budget , t o emooth out tluotuati one in expenditures in an 

"-Portant tleld. 

~i~i reference to t he immediate s i tuation, it ie ~at ~saible 

to torecaet t he extant to wbio.h a ta.orable loan otter would be t alcen 

Up. Once 1111110UI1Cad, U WOU d be dirticult to change the teras, It 

a big rueh or orders e..-uad , deliyariea would hen to be spread onr 

a tuture period, or else a t~rary bonl-ck wo~d ccour, It r .. 

\ 
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orders c- in, the teiWB could not be lowered t'llrthar or the otter 

extended without arousing a sensa ot grievance on the part ot thoee 

wbo bud already availed themselves ot the otter. 

2. There are definite obstaolea in the way ot offering t erms 

t hat wi ll reelly be effective, 

The R. F. c. muat co!lBider the eoundneea or each individual loan 

and cannot expli ci tl:r rely upon a veragUlS and upon higher interest 

returna in good years ottsettiDg l ow returns i n bad , as could the 

proposed Authority, The aoet favorable terms ottered to date by 

the R. F. C. were in connection wHh the purchase or &ClUi-nt trus t 

oerti fiontaa or the Southern Railroad tor 100 ~ercant or the coat ot 

freight care, at 4 per cent , Olld tor fifteen yeora. 

In bad years, when on national economic grounds . expand! turea 

on r ailroad equipment are moat desirable, the oredi t ot the railroede 

is weakest and, confronted with surplus e~i-nt on the one h8lld 

and financial difficulties on t he other , they would be most reluctant 

t o borrow aDd purchase new equlpaent evan on the 110at favorable terms. 

3. A loan operation does not ot ter a S?Od poaei bility t or 

securing coat reductions and etticienoiea, 

Each loan be ing an individual lonn, t here does not exist the 

same ooportuDity to derive the economies ari sing fro. large, contin­

uous orders ot etandardized equipaent , or from reaearoh, or from car 

pooling. 

'· Other 11!J!Ucat1ons 

J'urther large loa.na to the railroada would involve the Goven.ant 

8U~ IIOl'e in the Camplex tinancial structure Of railroads, an4 would 

' 
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MlllU ill a turtlaer 1aoreaae ill railroad dab~ eA4 fixed aharpe. 

Morao't8r, 1~ would be d1tt1cult to ratllee w o~her bol"Z''OIere the 

particularly ta?Orable tenae that would haye ~o be ottered to 

the railroads. 

116 
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Deo•ber a, }g38, 
Ga~ a.a. 

Opera\Ora Opera\or. 

!DUra All.all Sproul, P'ed. Bn York pleaae. 

01 'R1ght.. 

HIUr: Hello. 

o: 
RJUr: 
Allan 
Sproul: 

RllJr : 

51 

HUJr: 

S: 

HliJr: 

Sa 

HW'r: 

S: 
Ronald 
Ran10111 

S: 

R: 

s: 
R: 

llr. Sproul. Go ahead. 

Hello. 

Oood aomlng Ur. Seoret.ar)'. 

Good aomlng. You haYe an aud1enoe here. 

Yee. 

Inolud1ng !.lr. Ronald Jlanaoa. 

ree. 
How do 7011 feel t.h1e aorn1ng on what we d1d l~at -
t.alied about. laat nlgb\ f 

I feel all right about. 1t.. 

Now, I tell 70u what. t •4 l 1lte 10U t.o do a alDu\e0 
a1&J)poa1ng 70u tali t.o lo!r. Ranaoa, w1ll 7ou? I t.IUDk 
he '4 lilte t.o tali t.o 1011. 

Yee. 

• • 

All.all, I Juat ra1eed a queet1on w1t.h t.he Seoret.ar)' aa 
t.o t.he three wq plan aa beln6 eoaewhat. d1fterent. troa 
what. we were d1aouaaln6 lD t.he Board rooa, when we were 
there a day or two aso. 

Yea. 

He aqa that ;rou th1nk t.he three-way plan 1a ant1rel1 
aat.htaot.or;r. 

'that • a r1ght.. 

ADI. . 70u allare warne tqlor• a Y1ew that. he '• Juat. 
•~preaaed that 1t. • • Juat. r1ght. . 
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R1 
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ftt wq .. fl&Ve4 Oil\ \he pr1oee apln t.hle IIOI'Dlna, 
aD4 1\ looltt •• 1t 1\ would be Jut about rlSJlt , 

I ett, 

The two aDd three-quar\ere, \he long \wo and three­
quarter• and \he nlnt ;rear too, on t.ht bade of prteen\ 
urltth would tell tor aboll\ \he eue prellluae, \he 
tradlns arrange•en\e oollld be abollt 101,8 \o lOl.ao. 

Yet . 

But on bo\h of \he•. 

ree. 

And eo \b.&\ \here wollld be no areat adYantage 1D solD& 
1nto 11\her one tro• a eptolllatln etandpoln\, 

rea . 

W1t.h to~ar hllDdred oaah on t.ht long bond, bll\ oonnrel• 
t~ere of aa7thlns up to ear tour hundred •1111on, 7011 
wollldn '' aet an llD'1'1eld7 uollDt of lone: bonds 1n the 
u rket an4 ;ret 7011 'd aoh1nt the obJ eot1Yt of plltt!Lrl8 
Ollt a eubetan\1al aiiOilDt tor ae l one: a per1od ae po euJ.a.e, 
of th1a good market. 

r ea. 
'!'he t'I'O .per oent nlne-;rear bond on that bade 'I'Oilld bt 
around f1Yt hllDdrtd llllllon, a 11ttle mor e, eat1et:rln& 
what all our oheoke 1nd1oatt 11 a etrons bank d•aDd 
tor that eort of obl1gat1on. 

ree . 

And the tl'l'e ;rear note w1th \brae hundred oaeh,n: rbape 
t1t\;r oonYere1on would g1Yt 7011 a deoent e1ze 1telle 1D 
the t1Ye ;rear note aDd 1t looke a• 1f the pr1oee there 
WOilld be around - tht prlot there WOilld be arollDd 101. 

ru. 
llo that the whole \h1D& ••••• \o tU tosether pre\\)' ••• '­

ru. 1'M lleore\ar)' •anh \0 laiOw !low MD7 lon& boade 
1n • all ;rou thlDk ;rou would haYe oa \hle. 
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Well, 1\ lookl \o M U lf JCN14 ban &boll\ Uu'le­
qlolal'\ .... ot a blll10D \o etp\ lu1Ddrl4 a1lll01l oa u. 
tna-lwh. SenD tlt~ \o etp\. 

Wba" I • \!Ia"' 

frOa IIYID hUDdred aDd f1f\7 \0 llsb\. 

Yu . 

(ad de) (Doee \!Ia\ oaewer 70111" queUOD . 11 Uaere -.r~lllll 
1111 JOI& WID t. t.o .., • ) - the Seorl\&17 -.r• lle 11 
so1J16 t.o pu\ \hie rl&ht. oa Uae Uour. 11ow 414 7ft 
han IQ7t.hlng elee .U~t . 

!lot. a \!allis. 

R 1 0 . JC . 'l'tle l!leoret.arJ M1 • a&D7 \h&Dlte • 

\ 
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HJ&Jr: 

Operat.or: 

llllJr: 
Allan 
Sproul: 

HUJr: 

S: 

HUJr: 

S: 

HUJr: 

S: 

HKJr: 

8: 

HliJr: 

S: 

l!I.IJr: 

S: 

HUJr: 

S: 

l!I.IJr: 

S: 

Hl&Jr: 

Hello. 

llr. Sproul. 

Hello. 

Hello Ur. Seoret.a.ry. 

! 20 

December a, 1P~8 . 
10:55 a .•. 

How did the market t.ake the announcement pleaae7 

Very well, eo tar. 

Very well. 

Yea. 

Uh-huh. 

The - t.here 'e been a Ult.tle •ov1ng around, but. not. a 
great deal, there's a t wo way market 1n moat obl1gat.1one 
and in t.he r1ghte . 

' I aee. 

The not.ee have gone ott - went. ott a eixt.eent.h about. at. 
t he opening and t.hen eome bey ing came in and they' ve 
come back a little. 

Uh- huh. 

The intermediate - the bonds in the intermediate areas 
have held with a ttra tone. 

Uh-huh. 

The long bonds are ott about a eixteenth, there'• been 
aome selling of the long bonds and buying ot rl.ght.l. 

Wel l that's good ien't it7 

That ' s all right. Yee. 

I eay that '• all right. 

That 1 e all right ian 1t it7 

Yee , I t.hink it ie. The rightl are quoted now at. 1P.91 
and that'e up a little. 

You ••an a hundred - one nineteen twent7 one. 
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S: 

HUJr: 

S: 

HUJr: 

S: 

HUJr: 

S: 

KUJr: 

S: 

HUJr: 

S: 

HUJr: 

S: 

Hl!Jr: 

S: 

HllJr: 

S: 

Hl4Jr: 

S: 
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That's right. 

They're up a little bit. 

A hundred and one nineteen to t wenty one. Tb&t' e up a 
little from laet night's oloee. 

They 're up a little bit. 

Yea. 

Well, that's the beet answer ien ' t it? 

I thi.nk it's been taken very well eo tar. 

Now -

The one thing the market eeeme to be talking about and 
fi~uring on ie Just where these twoe fit in and whether 
it e going to be an eight and a halt or a nine year and 
I think that's what we ' ll watabtoday to see how the 
market finally dopes that out and what sort or an answer 
it gives and then that will give ue a cue ae to what 
should be done . 

That's - well that ' s really the only thing we've lett 
tor the market to guess on, isn't it? 

That' s right. 

The reason that I gave ae much information as I did wae 
on account or that leak yesterday. 

You didn't want - you mean favored individuale around . 

That's right. Now on going over 1t I round that we 
aleo told Garner yesterday that 1t wae ~22. 

Garner, yee. That ' e right. 

He knew that in the morning when he lett here. 

Yea. 

So - t here 's two people 1t could have come f rom. It 
could have come rroa either Garner or Devine. 

That'e right. 
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KIIJr: 

S: 

HWr: 

8: 

HI.!Jr: 

S: 

HIIJ'r: 

S: 

HIIJ'r: 

S: 

HllJr: 

8: 

HLLir: 

S: 

HIIJ'r: 

S: 

:22 
- ~-

And I didn't. want. to lean the iapreseion that it •18ht. 
onl7 haYe coae from DsYine. 

No. 'fell, I think we might keep that in mind on both 
ot them next time. 

Yea. One or the other muet haYe talked. 

Yea. 

'fell, I think it aounde all right tor eleyen o'clock. 

It dose. 

And you fellows will all haYs to ehfrpen your penolle 
and find out on the two. 

That 1 II right.. 

And Ronald Ranaom ie perteotl7 happy. 

Good. 

Yee. 

That'• good. 

'fell, I'll t.allt t.o you again between tour and fiYe. 

All rlght, and I ' 11 haYe a full check up made attar 
the cloee ot the aarltet. 

Thank you. 

All right.. 
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Hl&Jr: Hello. 

Operator: Mr.Cdrcoran. Go ahead. 

HUJr: Hello. 
Tom 

123 
December 2, 1938, 
:5:28 p.a. 

Corcoran: Mr. Secretary, thia ia Tom Corcoran, air. 

HUJr: No, really. 

C: Harry Hoplt1na talked to me the other day about a talk 
you had with hia about the preaant Diatrict Attorney 
in Chicago. 

HUJr: Yea. 

C: The new one. 

l!UJr: That 'a right. 

C: 

Kl4Jr: 

C: 

l!LIJr: 

C: 

HUJr: 

c: 
HUJr: 

C: 

HUJr: 

0: 

HJ.IJr: 

That tellow ie the Cardinal's pareonal counsel. 

So I understand. 

Is absolutely straight. 

Grand. 

And absolutely honest . 

Fine. 

And baa got the nerve ot a 11on. 

He'll nee4 it. 

N011, what I wanted to auggeat waa thia . 
talking about ie euoh praoioua trei~t 
want to take an,y ohanoea unleee you re 
aura. 

Right, 

What you were 
that you don't 
absolutely 

1 1a going to aeet the cardinal on that cutter that'a 
being eant out to meet hia on Sunday. 

Fine. 

' 
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c: I ' ll bring that fellow back here on Kond.a,y. 

HUJr: Fine. 

o: To see Bob Jackson and to see Ickes about some other 
things, and I wondered if without your telling him what 
you wanted, I could bring him in to you, and you cou.ld 
take a look at him and talk to him long enough to get 
your own feeling of hlm, and then you can ta.llt with 
Bob and with 

Operator: Hello. 

C: Hello, please. You could talk wlth Bob and with 
Harold Ickes, and get an idea of whether you want to 
take your chances. 

HUJr: well, it's very funny that our minds should be running 
i .n the eame channel because thie morning I told Herman 
Oli phant to get in touch with Bob Jackson . 

C: 

HUJr: 

C: 

HUJr: 

C: 

HUJr: 

C: 

HUJr: 

C: 

HJ.!Jr: 

C: 

Hl!Jr: 

C: 

Yee. 

And tell Campbell t o come down, I wanted to get 
acquainted. 

Yes. 

I wanted to have a heart to heart talk with him. 

well, he 'll be 1n on Monday, elr. 

Fine. 

All right, e1r, and I'll call you when we get i n? 

Will you? 

Thank you. 

Now wait a minute, you'd better let me give you an 
appointment now, because -

All r i ght , e1r. 

I've got, I 've got a very tight day on Monday. 

What I thought wae ;rou a1ght want to llalte t he appoint­
aent prett;r late eo that ;rou could get a oheolt on him 
troa the other t wo people that talked to h1a before 
;rou talked to hla. 
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l!J.IJr: 

C: 

HUJr: 

C: 

l!J.IJr: 

C: 

H'JJr: 

C: 

HUJr: 

C: 

llliJr: 

C: 

I!I.!Jr : 

C: 

HUJr: 

C: 

HllJr: 

C: 

HJ.IJr: 
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Well, it'• a quee\ion or - I oan eee him around - ,you 
aean laht 

I thought ,you ·~t want to e1r. I mean anTtime, ot 
oourae, that you want to eee him, but I thought ,you 
might want to have a telephone oontaot with Bob 
Jaokeon and Iokee atter they'd talked to him. 

Oh! 

Bet ore you talked to him. So ,you'd have a pretty 
decent Judg~~~ent ot what other people thought ot hia 
betore ,you spoke to him. 

Well, I've got t o do bue1neee with h1a ~. 

That ' a right. 

And what I want to do ie to paint the p1oture to hia. 

Yea. 

And ehow him that 1neide ot twelve months it he will 
take thie opportunity whioh I'm putting on hie dooretep. 

Yee. 

He - hie name will be ae well or better known than 
Tom Dewey . 

That's right. 

It. ' e en t1rel.)' up to h1a. 

Yee , e1r. 

But it he w1ll play along with ua and eee th1e 
opportunity h1e name will be known ae wel l aa Tom 
Dewey,1ne1de ot twel ve aonthe. 

That'• r1ght, 1t 1 e the greateet ohanoe he's ever - a 
fellow bee ever had. 

It - and we need a Democratic Toa Dewey. 

Yea . 

Right? 

\ 
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c: 

HUJr: 

C: 

HUJr: 

C: 

IIIUr: 

C: 

HJUr : 

c: 
HUJr: 

C: 

HJ.IJr: 

C: 

HMJr: 

0: 

IDIJr: 

C: 

HUJr: 

C: 

-. -
And there he 1a. He' e h&ndeoae .nd he waa the head of 
the Youth A4a1Dietration out there .nd an excellent 
trial la'Q'er. 

I'a very glad he'e handeoae. 

Well I mean that helpe . 

(laughter. ) 

That helpe like the deuoe. 

All right. 

I.n f ront of a Jur.r, 11r, -

Lieten, you're a little eer1oue tonight. 

(laughter) 

That'e better, that'• better. L1eten I can't be 
•erioue all day long. You fellow• ooae in here, I tell 
you what you'd better do, 1t 1 l l be either three-thirty 
or four-thirty. 

All right, eir. Either one. 

You call up llonday morning. 

.Ul right, eir. 

And hae he got blue eyt~l 

He ' • got blue eyea. 

Wonderful. 

(laughter) 

All right, that'e better. 

All right. Thank you, thank you. 
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llr. Arakawa' • rt a1 t . 

Present: 

llr. Gibbons 
Mr. Ta,ylor 
Mr. Oliphant 
Mr. Cairns 
Dr. White 

127 

December 2 , 1~ 

3:30 p . aa. 

Hll ,Jr: I have Just seen Mr. Arakawa and I made 
the poor fellow sweat by not anewering any of his ques­
tions , and as he went out he bumped into Kr. Chen. 

And Mr. Arakawa said i f I will Just tell him what \ 
I have on my mind, he will be glad to oommunioat e i t to 
the Mi nister of Fi nance , who ie a very i mportant pers on. 
So I said, "You write out some questions you want t o know 
and I will be glad to consider i t . I think it would be 
nioe f or you to meet Mr. Butterworth, who was our Finan-
cial Attache in London , and Mr. Cochran.• And then he 
goes out and trips over Mr. X. P. Chen! 

(Note: 'rhe above group ca.lll8 1n t o diaoues a 1118• 
orandua addreeeed to the Preeident on the poeeib11.1t7 of 
impoeing German counterY,i l1ng duties. !hat meeting ie 
traneor1bed eeparately. ) 
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Present : 

Kr. Gibbons 
Kr. Taylor 
Kr. Oliphant 
Mr. Cairns 
Dr. White 

128 

December 2, 1938 

3:30 p ••• 

I:III,Jr: (Reading memorandum to the President, at­tached hereto). 

'In t he course of the Treaeur7 Department's ad-
ministration of the customs laws, there has come to 1111 \ 
attention, particularly 1n reports made available to 
the Treasury by the Departments of Sta te and Commsroe , 
evidence t hat American trade and enterprise 1n the 
areas of China now under J apanese oontr ol are being 
diaor1m1nated against ••••. ~ 

It you don ' t mind, t.lr. Cairns, it you wrote 
this , I would l i ke t o start i t definitely. I nstead 
or saying 1 In the course of the Treasury Department'• 
adm1nietrati on1 I would like to eay about my reeponei­
b1li ty under the law. 

Mr· Olip~nt: I worked that formula up there 
and t he reason ~r putting it that way is as f ollows . 
What you are doing is oalling the President's attention 
to faote, on the baeis of whi ch he may want to exercise 
hie pwoer a.nd aut hority under t he law. This is t he 
oaee of the policeman on the beat. 

~.Jr: It ' s not up t o me to a ot , like we did 
on the man situati on? 

Mr.Ol1phant: No. 
these faot.. 

It' e different. You obeene 

I:III,Jr: Right . That does make a difference. 
Tell me -- oh, here are instanoee . Here is the appendix. 

Mr. Oliphr.nt : Referred to ae an appendix in page 
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one. 1 Inetanoee of the foregoing. • 

HK Jr: And have t he se never been called to hie attentionf 

J.lr, Oliphant: No, not in this form. I suppose 
t hey showed him before the no t e was sent to Japan. 

HK ,Jr; Well , now, let me put IQ)'eelf mentally 
in the President's place. Aren't we putting h1m sort 
of on the spot when I send him this thing? I will put 
the question another way, In the case of Austr ia , or 
any other, have we ever followed the procedure to bring 
it to the President 's attention this way? 

129 

Mr. Cairns: Not that I am aware of. The Prea­
ident i s not required to aot upon recei~ of this aemo­
randum by any duty imposed on h1m by Statute . He baa 
to be satisfied it 's in the public interest, '• 

Mr. Oliphant: And you are not authorized to act 
even though you have the information. The only thing 
you are authorized to do is call it to the President's 
attention eo he will have a chance to make up his mind 
whether he wants to act. 

HK,Jr: You mean to s ay in the whole world there 
has never bean any occasion like th1e before? 

Dr. !h1te: Many instances where there have been 
d1eorim1natione and Tariff has cooperated with the State 
Department and the State Department has had d1acueeione 
with the respective Governments and it has never been 
necessary to invoke this and modification made consequent 
upon the d1aoueeion usually satisfied the State Depart-
ment and action usually not taken - - haa never been taken 
under 338, 

HM.Jr: In no case? 

Dr. Wh1 te: No negotiations have talten plaoe. 

Mr. Cairns: Section 338 waa not enacted u.nt11 
1922 and w!Uin it was enacted even the dtuation as it 
exists in China was unknown to the legialatora. In 
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drafting 338 they had no eituation in mind. It ' • 
unique. 

HK.Jr: Where i a it unique? 

Wr. Cairns: Japaneae operations in China. 

HK,Jr: 338 waa not paaaed with that i n aind be-cause it did not exiat at that t i me? 

Wr£ Cairns : It had not existed and you oan see it waa no in mind in 1922. 

130 

Pr. White: No precedent . There 18 a d1atinot1on it ooamunioation ot that kind were made publio , that would 
definitel7 put him on the spot; if it 1a merel7 between you and the President, if be does not want to talte aotion , i t dies. 

HK,Jr: I ought to hand it to him. 

Wr. Gi bbona: I thinlt JOU ought to hand it to hia. 

HW ,Jr: ' Do you want this, Wr. Prlident,. 

Wr. Gibbons: When will he be back? 

HW ,Jr: Tueaday. 

Wr, T~lor: FunD)' situation here, haven' t )'OUt Be­oauae youve got all the puppet States , eto,, whioh sup­
poaedl7 have an entit7 of their own. Jo one has recog­nized them aa existing, but they aupposedly have. Actu­
ally t hey will be the people who would be diaoriainating against our oommeroe. 

Wr. Calma : The law oover• an)' foreign oount17, oount7, aubidiv1a1on, part, We had up to 22 d1aor1a1nat1ons 1n a 
country aga1net another oountr7. Ja5an in Japan againat the United &tatea. low we bav' Japan 1n Korth China aga1nat thl 
United Statea. 

Wr, 'l'plor: Whish, aupposedl)', has an ent1t7 of ita own. 
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Mr. Gibbona: The State Department has not recogni&ed 
the Japanese. Same thing in Eth1op1a, the State Depart­
ment does not recqgni&e the • ••• • 

Dr . Whit~: That's true and that's the interpretation ot the Legal apartment. 

HY.Jr: I think the thing to do is ehow it to the Pres­
ident and ehow him there ie auoh a thing ae Section 338, eo 
when he gete into the dlsouaeion he can or cannot use it it 
he wants it . But I would not want to send it down to Warm 
Springs cold, especially when we know this thing is coming 
to a head. I Just think, hand it to him and say here it ie; 
if you want it, it is avai lable. 

Mr. Cairns: It's a powerful weapon. 

Dr. White: It they withdraw the most favored nation 
clause it would have no effect against Japan because all 
imports thereby affected is leas than 1% or our import• !rom Japan. 

HK,Jr: Why should that not be included? Why this is 
more preferable than to impose the moat favored nation. It 
seems to me the argument, when he sends it over, Well t hit 
is all too draatio. The thing to do is the most favored 
nation clause. That t here is no reason tor doing that be­
cause it .. rteota only 1~ ot the goods. 

Dr. White: We can put it in one paragraph and inolude 
it in the appendix. Very i mportant also, would be a etud7, 
it he is interestad, how we would be arreoted, how our econ­
omy would be affected, and we have a study partly prepa~ed and 
can easily tinhh it in two or three daye. 

HK.Jr: He only gets back on Tuesday. I have no plana, 
but the earliest I could eee h1m would be TueadaJ. Could 
you have it all by Tuesday? 

Dr. White: Rave that ready in case be asks tor itT 

HK Jr: Yea, the whole buaineaa. Say this: Mr. Pres­
ident, ~ere are alternatives. It you are going to aot, you 
oan invo~e the most favored nation clause which would only 
affaot 1~; (2) you oan use Section 338. This ia what it 
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wi l l do to Japan and thie i8 what it will do to ua. I 
t hink ;you have t he whole thing complete. 

And put a little cover on it and give hi• the whole 
t tli ng. 

132 

Mr. Taxlor: Haven't ;you got enough oase8 about JapanT 
It'a d1acr1m1nat1ng. 

Dr. White: Just one, possibly one good oaee. 
State Department aa;y have more. We didn' t want to 
f or additional information. 

'!'he 
go there 

Kr. '!'~lor: You di d send over some at urr sometime ago 
about t he a paneae theuelves. • 

Dr. White: It wae their discrimination in Manoh&t*a 
and North China. One case in Japan. Strength or the oaee 
would have to rest on the interpretation that Japan is re- \ 
sponsible for what's happening in North China, despite, or 
in view or the fact they are puppet Governmeta. '!'hey •ight 
technically claim that if KanchukUo does something , it 1 e not 
t heir fault . 

IDl.Jr: Have we recognized KanohukuoT 

Dr. White: No. 
it lllanohU:rla, but t hat 
it. 

Ivan our import etatiatioe et1ll call 
does not weaken t h e case; it atrangthana 

Hl'tr: An;yw&J', I would get it in, wrapped with pink 
ribbon or the outside. 

Dr. White: 
men are selected 
m18eion. 

(presenting list or names) Those nameeor 
f%'om the list given ue b7 the Tariff Com.-

Mr. Oliph•nt : lbat1 a the ideaT 

~· ~te: '!'o get • group or •en down, leaders in 
t heir ie~ who will oolllB to an opinion of economic cri­
terion. In moat oases we are not finding SnJQr7, and we 
want to protect the 8aoretar;y against an,y tuture clai•• 
that he is not acting legalli. 
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Mr. Ol~hant ; There ia a queation , I think, ot the 
wisdom ot o ling in a group ot outaidera tor 70ur own 
proteotion. 

Hll,tfi: That' a all right. I will walk paM; way 
and 7 r. White) can exPlain it to me. I will be 
in 10 or 15 ainutea. 

oOo-oOo 

' 
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Note : 

AppendiX &, referred to in 
f irst paragraph of tbie ••orandwa, 
u attached to oomplete •1110randua 
f or the Preeident dated 1.2/5/38. 

Regraded Uclassified



c 
0 
p 
y 

rm 

In the course ot the Treasury Department' s adm1n1vtrat1on 
of tbe custome laws , there has come to m:1 att ention, J!llrticularly 
in r e?orta made aYe.ilEble to tbe Treasury by tbe Departments ot 
Stet e end Coaoerce, e1'1dence tllll t AmericBD trade ond enterprise 
in tbe areas ot China now under Japanese control are being dis­
criminated epinet, directly ed indirectly, by Japan ~rough u­
cbengeconnol, tbe eatabliabae~~t or 1110nopolies, tbe granting ot 
special preferences and by the imposi tion of roatrictiona upon 
American trade lllld shipping, all ot 1\hich operate to taYOr Japeese 
commerce vnd to b8lllper Ameriooo commerce. I natenoef ot tbe foregoing 
are set forth in the attached lis t marked Appendtl< A., 

This e1'1dence baYing come t o m:1 attent ion, I deem 1t 111;f 
duty to lay it before you in order that you my ooneider ita aut­
riciencey end , it deemed eutf1Cient, to determine wbetber to take 
t hat action you are authorized to t oke in the premises. Inasmuch ae 
those reports ebow that Japan diacril:linates 1D tact against the 
commerce of the United States in areas of China under Japaneee con­
trol, there 1a ooca.ai011 tor you to determine "hether, under t he 
outhori ty or section 338 ot the Tnritt Act of 1930 (u.s.c. title 19, 
sec. 1338), new or additional duti es should be imposed upon Japeneee 
products imported into the United St ates . The Treeeury Depertlz;em 
construes this section to mean , 1D ita applicability to the present 
situation, tbat ~eneYer the President finds that 1~pan discriminatea 
i n tact 1D Chine againat the oomeree ot the United Stat86, directly 
or indirectl y, in s uch manne r ae t o place the oommerce ot t he United 
States at a diaadYantage compared with the commerce or Japan, or of 
any other country foreign to Cbina , he shall by proolillllllltion declare 
ne .. or additionel duties Ul'On articles wholly or in part the gro•'th 
or product ot J upan it he tinds tha t the public il>Urest nil be 
&eJ'Yed the reby. 

Section 338 further proY1d e.. tlwt , 1t t he f oreign country 
Mil>tsine or increases its dUcriltinntion against the cQIIIC&rce ot 
the United States atter the i acuanc e ot the procl&IBtion authori zed 
by section 336, the President , if be de11111s it oon~i&tent with t he 
intareata ot ~e United States, may issue a turther proolemati on 
directing that aucb producta. ot the to reign oountry or auch erticlea 
imported 1n ih Yaaaele as he shell d.- coneist.,t 111th ~e public 
i nterest s shall be uoluded troa i.a}:oOJ'tation il>to the Onihd Stat ... 
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In addition. it e eelll8 olear t hat the aote and policies of 
.tapan in evidence tend t o defeat the expansion of foreign marketa 
tor products ot' tho Unit ed Stat es. Theret'oro, there 1e also occeaion 
tor you to dote~ine Whether , under the authority of section 550 of 
the Tariff Aot of 1930, aa amended , (U.S,C, title 19, s ec . 1~1) , 

the applica tion of tbe reduced rates of duties eat abliabed ;ou-auant 
10 t be tr<ide aveementa entered into under tbet Aot should be ""'de 
inapplicable to the products of lcpan. You haYe exerciaod this 
aut hority on fourteen occasions 1n connection ~1th discrimination 
by Cermeny end tba higher duties so imposed are still in effeot, 
It was exercised in the oaae of Aus tralia on t1Ye ooca aiona. The 
discrimination in tbi a oaae bas been discontinued. 

Confirmatory ot ~ impression of the exie t ence, the ~1de 
utent , snd the sarioua etteota of the practice& t o 'Mlicb I baTe 
referred 1s tbe text of t be note of October 6, 1938, in ~ich the 
United States prot ested to .le; e.n ee;ainst th e direot ond indirect 
dhcrWnetion no" bein& a pr llod by l apm> to Aloericen COCIIterce 1n 
the areas ot' China under 1opt:nece control. The inhuticn ot' laJan 
10 adhere to the poli c ies u nd practices coaplained ot' by tbe United 
St a tes 1n its note ot' October 6 is eT1danced by the lapanase reply 
vr Nov8llber 18 to that not o, as published 1n tbe press. 

Attscbed is a list of: 

(a) Leadino; 1t0111e ot import from lapan th&~ would be 
affected it all goode imported t'rom Japan no'tl tree ot' duty were 
made subject to 50 percent ad valorem duty under section 538 of 
t be Tarit'f Act ot' 19;JO, 

(b) Leadi1J6 itema oow imported t'roa .tapan under exis~ill6 
t ariff rates 11bioh 'IIOuld be wbject to a duty or 00 perctolt ed 
Yelore~ under section 338 ot tbe Tarit'f Act ot 1930 1n addition 

to the du~y now imposed by la.,.., 

(c) Tbe perceot1J6e ot .tapaness im1.orte ~hn~ would be 
subject to bi&ber rates it trade agreeo.en~ rlitea were "1tbdrawn 
f rtm .tapan under beotlcn 350 of the Tari'tt Act . 

(d) Items imported tr. m Japan indiepanaable t'or the 
Uo1ted States and difficult to obtllin d1 reotly fora sources other 

than lapan. 

HC/Cp 12/21 38 
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Deo1aber a, 1Q38. 
4:<>P p.a. 

! 37 

IG!Jr: Hello . 

Operator: Kre . wathey. 

HJIJr: Oh. Kre? 

0: 

FD&Jr: 
lrrl. 
1f. 

fOUr: 

W: 

HKJr: 

W: 

HIIJr: 

W: 

IIIIJr: 

W: 

RIIJr: 

W: 

RIIJr: 

W: 

HJUr: 

'1: 

Hl&Jr: 

Kr1. Yea. 

Hello 

Hello. 

Kr1. Wathey? 

Yea . 

Th1e 1e Kr. Korgenthau. 

Yee Xr. Morgenthau. 

I 1111 eo eorr:r to hear that my dog stepped on your dog. 

Yea. 

And 1f the dog 1s at all 111, or there ' s anyth1ng that 
I oan do, I'd like to do 1t. 

\ 

Well, that's aw1'ull7 U nd of you Kr. Korgenthau. So tar 
the dog eeeme to be all rtght . 

Yee . 

I took her to the doctor amed1atel7 atterwarde and ha4 
her exam1ned. 

Yee. 

And other than the 1oratoh and a little epra1ned 11gaaent 
in her e1de that he eaye will be all right unleee it 
abeoeuee. 

Yu. 

And 10 tar ther e hal been no 1ign1 of anyth1ng 1111. 

Well 1t anything turn• up I wilh you'd let ae know, or 
i t there'e &111'th1ng that I oan do. 
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HliJr: 

'tr: 

HUJr: 

f: 

HUJr: 
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Well that '• quite nice Mr. Morsenthau and Mr. 
thought that .rou' d 11ke to know about the dog. 

Yee . 

11S _ ... 

So I appreciate .rou calling and I think the dog ie 
going to be all right. 

'fell I hope ec. 

Thank .rou ec much. 

Goodb.re. 
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December 2, 1938. 
4:21p.m. 

!!l!Jr: Hello . 

Operator: Llr . Sproul. 

!lliJr: 
Allan 
Sproul : 

!!l!Jr: 

S: 

!C!Jr : 

S: 

HUJr: 

S: 

IDAJr: 

S: 

Hl.!Jr: 

S: 

HUJr: 

S: 

Hl!Jr: 

S: 

hl.!Jr: 

s: 

HUJr: 

Hello . 

Hello , Ur. Seoretary. Sorry I wasn ' t - couldn't get on 
the phone before. 

I supposed you had somebody w1th you. 

That's r1ght. 

I wanted to go home. 

Yes . 

Tell me , how does 1t look ton1.ght1 

Well the market acted very well t oday I th1nk. Ther e 's 
no quest1on about 1t. I t t ook the announcement very 
well. It was strong 1n all parte or the market. 

Good . 

And 1t looks good to me ton1ght. 

Good. 

As I see 1t ton1ght we could go ahead on t he bse1e we 
d1ecueeed last n1ght. 

N1ne yeare1 

Yes. 

You et1ll th1nk so. 

Yes. I could take another look at 1t 1n the morn1ng, 
but that's the way I see 1t now. 

Good tor you. I thought maybe eomebody had been g1v1ng 
you the works t oday. 

Well I've heard eo much talk on the other e1de I must 
adm1t . 

Well you •re a better man t han I thought Gunga D1n. 
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s: (laughter) 

HJ.!Jr: It'• an right . 

s: There's been some pressure on the other s i d e but I 
etill see it that way . 

HUJr: Good tor you. I thought you might succumb. 

S: Well, I haven't yet. 

PUJr: All right . Well, we' ll be talking in the morning. 

S: Right. 

HUJr: But certainly everything t hat happened today makes 
the thing - the proposal that much sweeter. 

S: 

Hl.!Jr: 

S: 

HUJr: 

S: 

Hl!Jr: 

S: 

!:n.t.Tr: 

S: 

I think so. I think it was taken very well. The 
market acted very well t oda,y. 

Did you hear anything about the leak, about yeeterday 
afternoon? 

No, I st1rredunaround here· a little but I haven't 
been able to/cover anything on it. 

All right. Well I 1ll be talking to you in the morning. 
Ae or tonight I haven ' t changed. 

Well, neither have I. 

Fine . 

All right. 

Thank you. 

Goodbye. 
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Rl!Jr: Hello 

Operator: Dr. Burgees. Go ahead. 

HKJr: Hello. 
Randolph 
8urgeee: Hello Henry. 

!II.IJ'r: How are you? 

B: I '• pretty well. 

December 2, tg~S. 
4:28 p • • • 

H!.IJr: What di d you hear about our proposed iaeuet 

8: Well the market - the .market eaye that 1t l1kee it. 

HUJr: Yee they do don't they. 

8: That 1e all the pricee went up. 

HJJJr: Yes. 

B: Right along the line, almoet frightens me, 1t went u» 
too muoh. 

HUJr: You don't frighten ae eaey ae all that do you? 

8: Well I don't really, not really frightened about it, 
eo they'll take - they'll take 1t all right . 

!Wr: Wel l the only really place for an argument right now 
1e, ae ie between an eight and a half and a nine year. 

8: Yee, that 'e the only queetion I ahould think. 

HUJr: Have you got any feel1nge ? 

8: Well, I 1 d lean toward the eight and a halt, Henry. 

I!IIJr: Uh-huh . 

8: Beoauee I think 1t'e a Uttle bit eater. 

HlUr : Yee. 

8: Ae tar ae the long bond 18 oonoernad. 

RWJr: How do you aeanl 
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HJ4Jr: 

B: 

HUJr: 

B: 

!il!Jr: 

B: 

Hl.IJr: 

B: 

!!l.IJr: 

B: 

H!.IJr: 

B: 

l!UJr: 

B: 

!!J.IJr: 

B: 

!!!.!Jr: 

B: 

- 2 -

That ie I think with the nine year 70u 
heay;y eubecriptione t or the long bond • . 
Yea. 

H 2 

might get too 

That ia, a l ot ot people would figure it out, eay, well, 
the long bond is worth a hundred ano two. 

Yea. 

And the n1ne year is only worth a hundred and one anO 
a quarter. 

!Jh- huh. 

So I '11 take the long bond and then sell it again. 

Uh-huh. 

Just thinking what we 'd do t or example. 

And what would you do? 

With a nine year I'm inclined t o think we might t ake 
the l ong bond and try to make three quarters ot a point. 

Uh-huh. 

Or a point. 

Uh-huh. 

So t here 1s a little dMger ot ·getting t oo llllUV ot the 
l ong bonde . 

I eee . 

I t hi nk they like t he abort one pretty well. There'd 
be a llt ot tellowa who' ll take 1t even it it'e nine 
yeare in preference, but I t h ink you'd be just a little 
bit eater on an eight and a halt, and then you'd avoid 
the poeeible danger ot too large a aubeor1pt i on tor the 
long bond. 

Uh-huh. 

Wh1oh might be a little bit eubJeot to eoae eort ot a 
Jam 1t eomethi.ng bappena. I don 't think it'e a great 
matter, but I would think the eight anO a halt a litt le 
bit eatar. 
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HUJr : 

8: 

HJ.!Jr: 

8: 

Hl.IJ'r: 

8: 

H!.&Jr: 

8: 

l!!l.Jr: 

a: 
Hl!Jr: 

8: 

HMJr: 

8: 

!lliJr: 

8: 

IILIJr: 

B: 

Ht!Jr: 

B: 

I!!.IJr: 

:!.43 

- :s -

Are you go1ng to be 1n your ott1ce tomorrow? 

What' e that 1 

Are you go1ng to be in your ottice tomorrow? 

I wasn't go1ng to be but I will be 1! you'd 11ke me to. 

No. No. 

I'll be at home, I'll be in touoh w1th things. 

You w1l l be. 

I'll be 1n my apartment; yee. 

Well, I may give you a r1ng. 

All r1ght. F1ne. I'·ll be in touch. 

But the market certainly took the th1ng awtully well , 
didn't it? 

Oh very well indeed. 

Yee. I think 1t 1 a all r1ght. 

So 1t'e going to be a auooeee e1ther wa3 you do it . 

Oh yea, 1t 1 e just a queetion -

That's r1ght. 

- ot, I mean eight and a halt or n1ne, whloh way wa 
throw 1t . 

Yes. That's rlght. 

Righto. 

All r1ght, e1r. 

Thank you. 
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' 
J'ro•l B&llltero !not COIIpUT ot B'. I . 

f369. 

Lolldon Ottice 

Datel Doc•ber 2 , 1938 
J'rldq 

lo pronounco4 tendenq opot dollo.ro tonards otro"C~ 

we.nhd. Spot tonrard Po.rio W8.11ted. l ot1 ... to4 Banque do J'rance 

obtained about 8,000, 000 poundo. Spot ro .... rd bolpo otro"Cl7 

ottored on ~oro poooible Co.binet crioio o.nd .ucgeotion 

Belciua •lcht enter oterltnc bloc. De Cootellano reporto 

oanetiono talco b7 GOYern~~ent opinot otrikero C&lllinc 

-cttetion b7 Lett Po.rtieo to create UAJ'eot. Gold bec1JmiD& 

tlow to b.IU>b excban&e bel"f> oold b7 all cluoeo 1Dclu41Dc 

iDdhidualo o.nd co-rci&l tirmo. Bouroe otocl<o o.nd bonds 

,.,.,. otronc call 110n17 1/~. Talk further lowerinc b&lllt 

rate. 

ONFtDENTIAl. 
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REB 

SEcrEtary of StatE , 

Washington, 

1385, DEGEmbtr 2, 6 p . m, 

FOR TREASURY. 

ORAY 

London 

DatEd DEcODbEr 2 1 1938 

Rto ' d 3 :03 p. m. 

AftEr yEstErday whEn thE British fund opEratEd both 

ways but lost dollars on balancE thE ratE fall i ng from 

1<5 

4. 69 to 4, 68, today somE support wa.s given to stErling unti l 

gold fixing whEn thE ratE was 4, 67-1/8. Sinc E t h E fixing 

the British fund has apparEntly not opErated, t hE dollar 

bt1ng offErEd around 4, 67- 1/2 to 3/4 most of thE aftErnoon 

and lattErly goi ng to 4, 68- 5/8 on NEW York dollar salts . 

Oold turnovEr was hEavy today 546 bars bEi ng sold as 

compared with 267 yEsterday~ ThE pricE was incrEasEd by 

four and a half pEncE to 148 shillings 11 pEnc E giving a 

prEmium of onE-half pEncE . 208 bars wErE marriEd thE 

rEmaindEr bEing suppliEd by thE British fund . About 340 

wErE taken for arbitragE . 

ThE Fr t nch authoritiEs bought probably ovEr pounds 

6 , 000, 000 of stErling today moving thE pri cE from 178. 18 by 

stagES 

\ 
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REB 

2- #1385 , From London, DEc. 2 , 6p. m. 

stagEs to 177. 80 . ThE ratE rtac t£d, howEvEr, slightly af'tEt 

thE Bank of' Franot 1s OpErations olos£d down in thE latE 

aftErnoon to 177 . 93. 

ThE trEasury bill ratE at today's tEndEr was about 

18 shillings l pEnny pEr ctnt as comparEd with 17 shilli ngs 

7 . 8 pEnCE pEr CEnt last WEEko 

1/WC 

HTJol 

KENNI'.:DY' 
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PARAPJIUSI Or T:ILmRAK RJ:CIIVID 

ntOlh .&aer1can llibe.ssy, Paria, France 

DATI: December 3, 1938, • p.m. 

JIO., 2036 

147 

On the Paris market today there was again a Yery 

str ong demand for france because of the ccYering of short 

positions in france and substantial French capital re­

patriatioD. This morning at the Bank of France it was 

learned thAt before 11 a.a. almost 3,000 ,000 pounds 

had been aoqu1red by t he fund. It was also learned that 

about 3 billion franca in gold had been retrieYed since 

the beginning of the present faYorable movelll8nt . The 

Bank could not foresee thAt there would be any 1111111ediate 

slackening of this moyement . 

The rate for sterling i s now 177.80, having been 

178.30. The fund is the principal supplier of franca. 

One month sterling 1a par and the rate for t hree 1110nths 

is 50 centiaes. In today'e transactions the Lelga showed 

s ome weakness. Good tone for security market. Fair 

progrese in rentee and other rrenoh s ecurities. 

Deceabar 8 is the date for the reaseembling of 

Parli&Mnt. It 1a bellne4 t hat by that date the pr8J)ara­

tioll. of the bu4get for 1939 will be sufficiently a4Y&Dce4 

to perait d1aouas1oa. Bowner, it 1a not belined that 

Parl1aaent will giYe final appraral before the end of 

1938. It will be necessary, under suoh circuaatanoee, 

to 
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io se-t parl1 .. niary apprnal of Clle or iwo 1pro'Yia10D&l. 

monihly orediia• for ihe Go•ernant. 

148 

In f1nano1al oirolea the op1Dion appear• to pra.a11 

thai wbeo tbe Go.erDae!li appeare before Parl1 .. ent U will 

secure a oomfortable majority; na.ertbeleaa, the preaa 1a 

urgtns the ada1n1atrat1on aa well aa pr1•ate eaployera to 

avo14 barahneaa in applytns eanotiona i o striker• aa 

1i 1e feared that o1:henr1ee there ...,. reauli troubleaoae 

labor Wll' .. t. 

To4ay a decree wae publ1ahed reducins 1:he interest 

rate for 75 to 105 day ordinary Treasury bonde to 3-1/~; 

it wae foraerly 2-3/.. The new rah is 1/.,_ under the 

of f1o1al diaoount rate. 

EID IIISUGE. 

WILSOJ. 

:u:Ln 

\ 
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near f i r: 

The fccre tary of the Treasur,y ie reexamining hie reepons1-

b'l1tier unrler the Antidumping Act of 1921. To aid him in the 

ror::ml~UQn or policy with respect to the adn>iniet ration of that 

ct , he ie c•lli"'! to 'llashington a small qroup of experts and 

t11rlneeG!"8n wlloo he f eels would be help!'ul in advising him. 

The Secretary has ~s.1(ed r.e to invit e you to p&rti cipate in 

"conference to be held at the Treasur,y on __ at _ _ o'clock. 

A copy or the Antidumping Act of 1921 ia enclosed !or your 

1nfo~ntion . You will note that Section 20l(a) of that Act re-

qulr•s thut 'When the Secretary of the Tr eosur,y "finds that an in-

du~try in tlte United States is being or ie 1il<ely to be injured 

or ie prevented from being established" ~ reason or the ~rta-

~ion or ~erchandise of a kind which ia being sold or likely to be 

rol~ at lese than its •!air value" (as detined in the I ct) 1 then 

he rl·nl.l issue a public finding of <llzlping. '!hie conference is 

ooinP celled to consider o~ thoee problems concerned with the 

dctemination of injury to t...,e dCil'estic industry . 

The fecretary desires to keep highly confidential bot h the 

foo t of the conference and the nature of the subject INi t tor, 

\ 
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Prof, \!elvin G. de Cbueau - Univerai ty of Virginia 

Prof . Alvin R. Hansen - Harvard University 

Prof. Frank A. Southard - Cornell University 

Prof. Jacob Viner - University of Chicago 

$eTiell &. Averz, Preeident, Jtontg<nery Ward Cocplll'l)' , Chic.go, ru. 
Presic!ent, U. S. Qypsuo Co . Ueber of Board, u. S. Steel Corp. 

.!50 

Col. !l!lrry L. !!ail!lY• Well.inBton, Sears Co., 65 Worth Street, New York, 1/. Y. Is 1n charge of operations of this fi= 'lthich reput.edq proceaaes 
about 5 percent of c!omestic cotton crop. 

An outstandins figure 1n the industr;v; is general.l;y f~ed but 
i nclined to a pr,otectionist now. 

Is very active 1n the Cotton Textile Institute and in activities bear­ina on relationship of the cotton textile industry to the public. 
Company a l eading exporter of cotton textiles. 

Carl F. panner , President , American !!ide and Leather Co. , Boston, !.!ass. 
An outstandi.ng personality 1n t he tanning industry and hishl,y 

r espected in t he business world . 
Has been pr esident of his complll'l)' since 1925. 
!:ec.'l&dcal engineer by training, was 1n the steel business until 

called in to reorganize Continentel Leather Co. 
i7as president o!' the Tanners' Council of America in 1936-37. 
'!be inoustry with which Ur. I'anner 1e connected 1a both an important 

importer and exporter of hides and l eather . 
'1M CO!lllll.Usion has found !l.r. Danner well able to understand both 

sides of the import question. 

• • .! • !lonald. lt'.anacin8 Director, National Electrical IC.t.nufacturers Associa­tion, 155 E. 44th St., !lew York, 11. Y. 
Progressive trade association executive. Leader 1n his field. 
Enjoys the highest reputation among manufacturer s and trade association exeeuti ves . 
tiic!o kno!ile<lp in probleu of doe>estic production, import and export. 
Clllladian by birth; naturalized American citizen. 
Fb. D. in economics , University of Chicago, 1914· 

Curt G. Pfeiffer, President, llational Council of American Importers, New York, !i. Y. 
Althoueb the desisnation g1Ten here ia that of a trade association, 
!.!r • Pfeiffer 1a aore proper~ identified as a busineadiiWI. 

i7as for many ;years nee president of George Borsfeldt and Co. , New 
York Cit;y, one of the l arcest houses 1n the United States :lmportins 
general. lines of merchand1ae . 

He had studied praeticall,;y all pbaaes or the i.llport trade and is also 
fardliar with conditions 1n doaestic ll&llUfacture. 

Is Yery well infonoed on tariff probl.,. and matters of custou 
administration , 
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o. F. Welker, Econaaiat, )lacy llepe.rtlunt Store, II• York, II, Y. 
Well versed in .,...chaDdiein& problema. l"em!ller with import probleu 
and also conditione in dcaeatic indue try. 

Able; fair. 

\7alter S, ;rower. American Iron and Steel Institute, .3.50- .5th .he., New York, N.Y. 
Secretaey, ~ican Iron and Steel Institute since 19.3.3· For.r 

professor of economics at the Oniverait.r of Chicago. 
Trade expert, u. s . SbJ.pping Board, 1918-19. 
Served with Peace C<maiaeion, 1919. 
Conl:lercial Attache, Alllerican &lbaa117 in london, 1921-24 
Advisor, Consolidated steel Corp., 1919-21 
E>cecutive, Bethlah- Steel Corp. , 1924-.3.3 
Republican 
C<m:naaion belleves l!r. Tower one of the beat inlono.ed persona 

on g811eral conditions in the ateel. induatry in the United Statee 
and f oreign countries; hie opinions are fair and well balanced. 

l'r. Oscar Ryder - Tariff Ccllllllission 

Ur . Lealie Wheeler - Department or Agriculture 

Hon. Francis B, Sayre, Depar~nt of State 

ICr. Alexander V. D7e, Deparbaent of c-rce. 
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GROUP YEETING December 2, 1938. 
9 : 45 A. !l. 

Present: 

R.M.Jr: 

Duffield: 

H.!i.Jr: 

lLr . Oliphant 
llr. Gaston 
Mr . Taylor 
Ill' . Haas 
llr . Duffield 
llr . Hanes 
llr. Gibbons 
)(r. Lochhead 
ur . \'lhite 
llr. McReynolds 
Krs. notz 

Herman, I may - I think I am responsible for this. 
Hanes isn•t here, is he? 

He ' s coming in. 

(Mr . Hanes comes in.) 

I'll read it out loud . 

"Treasury to offer 2 3/4 per cent bonds and five 
year notes for cash in December financing program. 

"The Treasury announced today that it will offer 
2 3/4 per cent long term bonds. 

"The Treasury announced today that it will offer 
2 3/4 per cent long term bonds for 400, 000, 000 
dollars of the new cash to be borrowed in the 
December 15 financing and five year notes for 
$300 1 0001 000 of the cash requ1r~d . 

"In connection with the conversion of the March 
15 note maturities of 942,000, 000 dol lars the 
Treasury is making a three-way offer including 
the 2 3/4 per cent long term bond~ the five year 
notes and in addition a bond of a shorter maturity 
bearing two per cent . 

"The final announcement of the financing program 
will cover the term of the bonds and t he interest 
coupon on the notes . 

\ 
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H. ll.Jr: 

Hanes: 

H.!LJr : 

Oliphant: 

H.Jl .Jr: 

Oliphant: 

H.W.Jr: 

153 
- 2 -

"The coupon on the 2 3/4 per cent bonds offered 
for cash is l /4 of a per cent greater t han the 
interest given on the 10-12 year bonds sold in 
the September financing . " 

That is o. K., Herbert; a good job . Here i s 
the u. P. 

Not one and a quarter; it ' s a quarter per cent. 

"The Treasury announced that the cash offering · ··" 
That is u. P. "•••• of its December financing 
program will consist of $400, 000, 000 two-and-three­
quarters ••• ·" 

They 1ve just got a "bee" in it here. Dow Jones 
is ell right . That 942, that i s O. K. Just a 
nice little job . 

What I wanted to say was this , Hermlm. Is Hanes 
here? 

Yes sir . 

I asked , some time ago, - this is one of these 
t riple -confidential things - to get me a lawyer, 
who could try the Koe Annenberg case, and that 
was when Mr . Igoe was still United States District 
Attorney. It was on that assumption I asked for 
someone . Since then they have designated l&r . 
Campbell. I suppose Campbell doesn't take office 
until - whan? 

I t hink he has taken office. 

All right . Therefore, the reason I had to get a 
special attorney, I think, has disappeared . Well , 
this fellow isn•t·- who is- who's going to appoint 
the other fellow? 

Well , t hey have appointed hi.m Special Assistant 
Attorney Gener al. The other fellow is a nice 
man, a capable young fellow, but this requires 
a t echnical, criminal • • •• . 

I don't want , if you don ' t mind, - thie is the way 
I•d like to do1t and I ' d like to talk to Bob 
Jackson. ' 
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That requires a technical lawyer. 

I ' d like to tell Robert Jackson to invit e Ca4p­
bell to come down; I ' d like to meet him next week; 
I 'd like to sit down with him and tell him the 
whole thing; I 1d like to pn1nt the picture of 
it, and expla in to him thnt in a year he can be 
an international figure in law enforcement; and 
let h1lll pick his own assistants . I want to tell 
him that Henry Uorgenthau, Jr. is counting on 
Ur. Campbell t o do this, and I don' t want to put 
anybody in his bands . I want to appeal to him, 
this being his first case, he ca n be as good or 
be~ter than Dewey in one year. I want to put 
it right up to him and not tell him who his 
assis t ants should be. "No one told Dewey who he 
should pick as his assis t ants; you don' t want me 
to tell you who to pick for your a ssistants." 

I say, let Bob Jackson bring Campbell down here 
next week . I ' d like to t alk to him personally. 

The whole picture is chnnged since I goe is out . 
I want to appeal to him, "This is your responsi­
bility; you go to it, " and not have us pi ck 
s pecial fellows , and I don ' t like t he f ellows you 
picked, anyway. I don 't want some fellow who 
is a partner - even though he is not a partner , 
he was on the payroll ••.• 

'Irs . Klotz: You talking about Anderson? 

R . I~ . Jr : I r.ant to appeal to Campbell in that r.ay, and 
I want to get to know Campbell and work with 
Campbell and show him t he horizon. 

Gibbons : 

H.U. Jr: 

Gibbons : 

You know anything about Campbell ' s political 
background? I don•t . The only thing I know, he ' s 
head of t he Na tional Catholic Youth movement. 

Not only that, but he is the President of •••. 
(organization not heard); he 's a grand young fel­
low. 

The only thing I had in mind was the f act t hat any­
body might get in on his former practice and 
bring pressure to bear on him. 
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Gibbons: 

H. l .Jr: 

OliphAnt: 

H.M.Jr : 
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Olipll!lnt: 
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Ho.nes: 

Oliphant: 
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They tell me he ' s as clean as a whistle . ot 
course, time only can tell. 

This haVing a special attor ney Tlas my idea . I 
want to withdr aw i t; I want t o meet Campbell and 
talk to him. 

I think you can get a good idea, based on his 
antecedents . Re •s all right . He is not a 
tria l lawyer . 

In other words , I want to withdraw my suggestion. 
Does it make sense? 

Yes, it does . It is subject to this <;ualitication. 
You have to bear in mind , in order to Win a case 
you ~ve to have a technician. It ' s like picking 
a man for a formal appendix opera tion; a groceryman 
just can ' t do it. Regardless of how good Campbell ' s 
heart is ••••. • • 

All true , but the Superintendent of the hospital 
doesn ' t want a surgeon forced on him. 

Yes . 

I v1ant to talk to the Super int endent of t he hos­
pital, and when he comes down, in a very nice way, 
we can say, •vle'd appreciate it 1f you let us go 
over with you who you are going to have, because 
it means so much, but we are looking to you, 
lilr. Campbell. • 

I think it • s a good idea and I 1 ll talk to Bob 
as to when he can be down. 

(To Yrs . Klot z : ) And will you tell Irey I ' ve 
changed my position on this idea . 

Everybody happy? 

And Hanes , this comes under you. 

Yes , f ine . 

The more reports we get about Campbell, the better 
they are . 
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(To wr. Taylor:) Remember t he fellow at your 
house? 

Absolutely, and he mentioned to me - for instance, 
I think I told you, or Dan - no, Herman it was, 
that Bill Douglas knows him extremely well and 
thinks he is just tops, and that •s good enough fa 
me . 

Right. Well , I think - well, I am going to put 
myself in the position - I wouldn't want to start 
out and have him feel t he Treasury is suspicious 
of him, wlllch we are not, but if we have him come 
on down and take him into the Treasury family, ,,,, . 

VIe ought to visit with him a while, and maybe have 
lunch wit h him. 

Check, Herman? 

Sure; I ' ll have lunch with him and arrange a 
dinner for him with some of the lawyers . 

If he will be here next Thursday I 1d like to have 
him for lunch - next Thursday. 

(To Mr. Gaston:) Harger accepted? 

I didn ' t telephone him; I wrote to him. I expect 
to hear from him today. I also sent him that 
other material . 

Llr . Bell? 

I have nothing. 

Aren ' t you a little nervous, with all the people 
down at War m Springs? 

No, I have kind of gott en used to that. 

All right. Mr. Oliphant? 

(Nods "Notlllng .•) 

I bear there were empty seats yes terday afternoon. 
Were you there? 

' 
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Not in the afternoon . 

Just as the papers said? 

It was just like a university lecture, elementary. 

Wasn ' t what they expected . Being strictly in 
the room, I pr eferred Professor Lubin ' s lecture 
to Professor Eccles • l ecture . He did a much 
better job than Professor Eccles . 

Yes, I think so. l(y only objection was, he 
crowded into one day what should have been spread 
over three. 

Botn got their figures on the air. 

That is the way they make nitrates. (Laughter) 

That 's vthat was expected, I think. 

Wonderful , Dan. That t akes - we ought to have a 
prize for t he week. 

(H.M. Jr . pins paper clip on Mr . Bell 's 
lapel. ) 

\'/ell , I certainly ought to get one of those 
springs . 

That is clipping; that isn •t allowed on t he 1938 
rolls . 

You have been decorated . 

All right . 

All right. 

(Points to Mr . Gaston.) 

I have a letter from the Treasury Corr espondents 
Association on the sub~ect of IAr . r;n.cox. 

All r ight . 

And they went over the situation with ¥r . llilcox, 
with the r esult l(r. Wilcox made certain changes 
and he says - and he has a letter from his 
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publisher saying this is not his private venture; 
that it is a publica tion of the American Benker. 
They have changed the title of the thing to shov1 
it is by The .~erican Banker, and not by 
U. B. Wilcox and associa tes . He has agreed to 
give me copies , and anybody else in the Treasury 
who wants copies ; he has agreed to post copies on 
the Treasury bulletin board in the press room. 

I had a talk with Mr. Wilcox and he agreed he 
would give me a chance to t alk with him about 
anything he proposed t o include, which was 
questi onable, and he would let me see it regularly, 
and he would be very careful in what he said. 

The Treasury Correspondents Association, in view 
of t hese changes, r ecommends t hat - says t hat they 
believe Ur. Wilcox is still entitled to a status 
as a reporter and r epresentative of the American 
Banker in t he Treasury Department and that this 
letter, in the new form which he is getting out, 
is not any viola tion of ethics or rules . \ 

And I ttiink that in view of Wilcox• different 
attitude and t he changes made in the publication, 
it would be better to l et him go along with it 
and see how i t works out, rather than to throw him 
out and make a real enemy. 

What will the new letter be called? 

It is called the same as it has been called . 
The November 27 is the first sample of the new 
s tyle issued from the Washington A. B. Bureau 
and is still called •Weekly Review of Washington 
Banking Trends and Backgr ounds", and he tells me 
it is their purpose, eventually, to print this 
thing . It is not going to be secret any more; 
it is going to be available to anyone who wants 
to see it. It is practically a weekly publica­
tion. 

And you recommend we let him stay on? 

I recommend we let him stay on. I cautioned him 
on this paragraph (indicating) - s aid it was a 
dangerous thing. It istbe last thrust at Giannini; 
that ' s what made Giannini mad . 
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Wel~, I accept your r ecommendation. 

Herber t , read this, will you, and see what it is 
all about. Excuse me just a minute, will you, and 
~et me read these. 

(Pause) 

0 . K. 

Uh huh. I'l~ talk to you about t hat afterward. 

Can I set copies of that , Herbert? 

Yes; yes . 

Is U. P. a~~ right? 

U. P. is ~ r ight . The last sentence is 
all right; it says, 11The term of the two per cent 
bond in the conversion offer ing, a Treasury 
official said, obviously will be shorter then t he 
one offered for cash ." 

What is that? 

The term of the two per cent bond i n the Treasury 
wi~l be shorter . That is, a two per cent bond is 
bound to be shorter t han the two and three/quarters . 

(Aside, to Wrs. Klotz.) 

Yes , uh huh. 

o. K. AnYthing else, Herbert? 

That is an. 

Geor ge? 

I have nothing t his morning. 

(Nods to Mr. Duffield. ) 

Nothing. 
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It seems that the nineteenth is a Monday and t he 
twentieth is a Tuesday. 

That is right. 

So I said the twentieth. 

Tuesday; that is all right . 

Right. 

Tuesday. 

Did you ever take up with Agriculture the question 
of this mang;,.; how do you pronounce it? 

Wanganese. 

Manganese. I am always t hinking 
•••• • the question of swapping . 
that up at all? 

of magnesium • 
Have you opened 

I didn ' t push it; I just montioned it in this 
rather long conversation I had . 

Can you give it a litt le push? Whether they are 
talking to them or not? 

Yeah. 

HUh? 

I think you're going to be disappointed on it. 

Well , I ' d just like to find out whether they 
are or not, you see . Huh? 

Yes. 

Will you ask them? 

Ub huh? 

Let me know? 

(Nods "Yes.•) 

(Nods to Wr . Hanes . ) 

., 

Regraded Uclassified



Ranes : 

!I.:.I.Jr: 

Gibbons: 

n.:t. Jr : 

Gibbons : 

S.!.!. Jr: 

Gibbons : 

l'lhit e : 

H • ..t.Jr: 

Oliphant : 

White: 

Oliphant : 

H.!t.Jr: 

Oliphant: 

Oliphant: 

l!.M.Jr: 

l'lh1 te: 

- 10 -

(Nods "Nothing. ") 

(Nods to Mr . Gibbons.) 

161 

Monday the C. I . o. crowd is coming in - another 
conference on this training by the Coast Guard 
for t he )taritime . I am having Waesche and 
Gardner Jackson, preliminary, for lunch tomorrow. 

Good . Good . 

I don ' t knou where we will get, but Waesche 
hasn't been able to find anybody agr eeabl e to both 
sides ; one cror;d says he i s no good arid the other 
crowd says he's fine . 

Just do the best we can . 

It i s a very delicate thing; we don' t wan t to 
move too fast on it . 

~ome time ago you spoke of having a gr oup of men ' 
down t o consider our r esponsibility under the 
Anti- Dumping Act, I have drawn up a group of 
names and a l etter , and I'd like to check with 
Gaston and McReynol ds ; then, if you•d l ike ~o 
see the list t hat e1oerges after that, it will 
be ready to go forward. 

Let me see it now. No, not today . 
do that, when are you and Oliphant 
ready on the Japanese dumping? 

Today, or any t ime you want. 

Today. 

You said Monday. 

Ar e you ready today? 

Yes . 

HoY: would three tlU.rty be? 

Fine . 

rhree thirty. 

(Nods assent. ) 

But before we 
going to be 
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I got a letter yesterday from Uax Wold, which 
I sent Ol~phant, through Johnson, to be acknowledged, 
asking how soon we could have anything on this 
situation that is going down to the President -
you know. 

I didn't see it; if you ' d send it to me it 
would be a l ittle better, Steve. 

I sent it to Cairns• office . 

We1111 do Japanese dumping at three thirty. Wayne, 
you'd better be here . 

Three thirty, today. 

And (Mr. White) bring up th:lt thing at that time . 
Will you, Harry? 

At three thirty. 

Yes. I mean, that is my l ast appointment today. \ 

Archie may have told you about the continued ~n­
flow of capital for the weekend of November 23; 
it was thirty-eight million dollars. It keeps 
r ising. 

I have a report on i t . 

If you ar e interested - increasing continued . 

All right. Mr. Aldridge told us yesterday t hat 
the Chase was averaging sixty or s~ty-five new 
accounts a week. 

Foreign? 

Of refugees, that average from a hundred to a 
hundr ed fifty thousand dollars a piece. Sixty 
or s~ty-five accounts a week - new accounts, 
averaging from a hundred to a hundred fift y 
thousand dollars a piece - r efugee4 . 

(Simultaneously) How do they get out? (Laughter) 

Sounds ~e that thing you gave Dan the clip for, 
doesn't it? 
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Refugee money? 

Refugees• money. 

How many a week? 

Sixty to sixty-five new accounts a week - sixty 
to s ixty-five . 

I think I 1ll have Knoke check with that, because 
if t hat is German refugees • money they pr obably 
want to carry it on!refugee ledger; it won't 
sho•1 up in "Foreign Capital. n 

He told me his for eign deposits were • •• •• 

Two fifty-six . 

Two fifty-six. You were here; was my. figure -
what did he say? 

That he had s ixt y or sixty-five; I thought it 
was a month instead of weekly; I may be wrong. 

Get this: He was here; two hu.ndred fifty-six 
mill i on was t he aggregate of the foreign deposits 
a t the present time in the Chase National Bank. 
And did he say sixty or sixty-five? 

That is r ight; I t hought he said a month; you 
said a week. Definitely German r efUgees . 

Uy exper ience has been, in banking, that a fellow 
over there in Ger many who puts his money over 
here, he •s beating t he laws and regulations of 
Germany; be takes care it is not listed as a 
German account . He comes in and gi ves a New 
York address, sets it up as a New York address 
so i t can't be r eported back. That is why I 
say I 'd l ike to check on that. 

Vle'd also like to find out , if possible, how t hat 
transaction is consummated . 

V/ell, anyway, we are passing it along for what it 
i s worth. Without seying which bank - I don 1 t 
like to tell one bank from another - I asked 
Burgess, but Burgess didn ' t seem to know. 

\ 
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For you Bank of America fellows - cbeck me on this 
Aldridge told me t hat the Chase National Bank bas 
a very l arge loan to Transamerica, and the col­
lateral for this loan is National City Bank stock. 
But he said a very l arge loan - a frozen loan. 
It is a frozen loan - been on for years. And I 
pass that along to you f ellows . 

Aldridge was swell on everything except the Gover n­
ment bond market . 

And polici es . 

\"le pre just one step behind France and he is not 
sure we are not abreast of t hem. 

He and Viner ought to get together. 

Maybe they have . 

Got any more clips? 

(Nods to Mr . Lochhead .) 

No change in the r ates ; sterling is sti ll at 
about 4.67 3/8. France i s still making t heir 
rates strong, but can't prove yet whether they 
are getting exchange in today, but the r a te is 
strong; and "erle Cochran arrived this ·mor ning . 

Burrayl I'll see him. 

I did tell bim we f ound what we wanted in France, 
and that was Merle Cochran. 

I'd like Oliphant, and Gaston to stay, please . 

\ 
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December 15th F1nano1ng 

December 2 , 1938 

Prettnt : 

lilr. Hanea 
lilr . Taylor 
lilr. Bell 
Kr. ~ 
llr. a.uw 
Mr. Harrla 
llr. Hadle:t 
lilra. Ilotz 
llr. Ronald Raneo• 
lilr. Gaeton 

Mrina:Haaa: 
t1xed.the 
note. Then you 
the 1942 ,000 ,000 
year. 

Start w1th 1400,000,000 oath· That'a 
res t of the oath 1t 1n the 1300,000,000 
b&Ye 1942 ,000 1000 to d1Y1de. We d1Y1de 
th1s way : 1100 ,000,000 onl7 1n the 9-

HK,Jr: lfhatl How .uob? 

Mr. Ha11: Onll llOO ,ooo,ooo. And 1~,ooo,ooo 
1n tht l ona bond and 1200,000 ,000 1nto the note. 

Mr. Bell: I can't eee that. 

Mr . Kurpb,y: That' a oh1etly beoauee 7ou ban evob 
a b1g s pread 1n the prell1vmt. 

Kr . Haat: These other two are Jutt alike. 

:r·Jr: I am l1aten1ng , but t hey don't agree w1th 
you at on the 9-year. 

Mr. Harr11: I don't tee bow \Uid_. any o1roumetanot 
you oan expeot a ~ 9-:rear to tell at lett on the bae1t 
we haYe. It .will probabl:t go to a po1nt1Jbut I can' t 
ate a ~ 9-year colnc. If :rou g1Ye a l~ 8-year, the 
bulk w1ll c o 1nt o 

1£5 

\ 
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HM,Jr: How a&nJ pointe do JOU giTe to a fixed 
eaturitJT Mow tbeee people figure 16 or l& pointe ex­
tra to the fixed aatur1t7. 

Mr. Heell That1e about ri&ht. 

Mr. ~i.fl': But on the olU'Te -- we took &lower 
ourTe for tee. What 11 the bal1e , Georget 

Mr. Haaa: lSK>. 

Mr. Bel l: I figure 182. 

Mr. Hee•: 1re are allowing l~ pointe below the 
ourTe f or •turit7. 

HK.Jr: TheT figure 1&. Do U once 110re, George. 
You figure on the oonTerdon we are giTin& people the 
right t o oonTert into three th.inge. 

Mr . Ka!el That's right . 

HK,Jr: And 1ou figure 1100 ,000 ,000 will go into 
the note. 

Mr. Haaa: Mo. 1200,000 1000 into the note. 

!lr. Bell: No , 1100 ,000 ,000 into the bond, Mr. 
Seore t ar7. 

IM.Jr: How -.loh to t he notet 

Kr• llere: f200, 000 , ooo. n oo ,ooo , 000 into t he 
~year bond aDd t he balance in t he long, IM2 ,000,000, 

~: Tell JOU how the Dieoount people figured. 
Tbet h~ore the7 talked t o Burgeu. Tbe7 ea1d: 
the note, 160 1000,000. TheT eaid: into the long, 
f 200 ,ooo,ooo and the balance into the f&52,000,000 ~-Tear. 

!lr· Heell I would acre• on the 8i, but not on 
t he ~. 

llll.Jr: I haTe Ronald Raneoa o0111ng in at ~~~. 
(Mr. Gaeton oaM in at th1e point. ) !hie ie wbat I 
oa n ear at ~~~. -.eauae there wae a leak on the etreet 
111terda7. I oan ear at 91~ that f or oaeh, 1400,000,0001 

' 
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2-3/•~ bond. You don't have to give the years. Th1e 
ie what I am proposing to announce at Q:30. 

(Mr. Ransom came in at thie point.) 

Ronald, the reason I aeked you to come, th1e 
picturelh1tted up to 11 o'clook laet night and th1e ie 
t he way the picture looke now. We are propoe1ng tor 
caeh to otter 8.0o,ooo ,ooo. Th1e ie what I pnopoee 
to have Gaston eaf to the newspaper men at 9:30 or a 
quarter ot ten: 8400,000,000 tor oaeh, a 2-~/•~ long 
bond. I will leave the yearage open. Coul d make it 
a 60-65, 1t everything looks all right by tomorrow. 
That ' s what we have in llind. 8300,000 ,000 oaeh, a 5-
year note. Then on the convereione, the tellowe can 
convert into a 2-3/•~ lo9g bond, into a 5-year note and 
either an Sf or 9-year ~ bond. Now the reason tor 
that ie, in~ announcement, I will Juet eay a~ bond. 

Kr. Hanea: 1 new•. 

HM.Jr: New. The reason we are doing that ie 
to please you tellowe (Federal Reaerve) and the rest, 
to keep the number ot long bonde down, but not to ex­
ceed three-quartere ot a billion, becauee that wae the 
sentiment ot your people. I want your support and help. 
There 11 complete dieagreement between Burgeee, the Die­
count boye1 ~people, your people, ae to the etteot ot 
whether it e an at or 9. They are ott 1600 ,000,000 in 
t heir eetl-te. One erowd , the D1eco~ant boye, aaid on 
a 9-year bond the convereione would be 1692,000,000, into 
the~. These boye have been here einoe 8 o' clock and 
say t hat lnto the ~ I rill only get 1100,000,000. So 
we all have to re-eharpen our pencile, beoauee the whole 
purpoee ot the ~ ie to keep taith with you tellowe (Fed­
eral Reeerve) and to try to kee~ 1t down. So on t h1 e 
announcement, it I J•et eay a~ bond we have llntil to­
morrow to argue and tight over whether it 1 e an at or g, 
But I am trY1ng -- I want to keep yoll tellowe happy 1 0 
that we donlt get over three-qllartere ot a billion. It 
1t 8800,000,000 or 1&50,000 ,000, you are not going to 
get excited, but it it1 e $1,000,000,000 you are not go­
ing to like u. CbealtT 

llr. RanaOa: Xea. 

llll'r: Ae to tha ;:ao annollnoe•nt, leaving it 
open wh it'e 8f or;, ael have u:pla1nedt 

j "7 - 0 

• • 

Regraded Uclassified



I 

( 

( 

• 

Mr. R&ntoa: I think it'• all right. 

HK,Jr: It'• different trom an7thing we have been 
talking about. 

Mr• Rantoa: Yes, entirely d1tterent. 

HK,Jr: Entirely different. And the reason why 
I aa doing three things, it'• $1 ,700,000,000, It's a 
lot or mone1. 

Herbert, phone 10ur ottioe and tell thea to have 
the men in your ottice at 9:35. Then 90 .. back. 

But with euch a difference at between If or 9, 
theas tellowt have got all today; you tellowt (Federal 
Reaerve) have time; the Fed in New York have time. They 
canqplay with that trom now until ll o'clock tomorrow. 

Mr. Raneom: I don't eee whf there it that wide 
d1tterenoe or opinion. 

HU,Jr: N1ether do I. 

Mr. 8eltzer: The reaeon tor the discrepancy wae 
the lt point premiva againet the 7/8the point. Both the 
note and short bond you gave 7/8the ot a point; on the 
long bond, lt• And we figured that wae too great tor 
people to take the ehort bond, 

Mr. Taxlor: The at one figured that? 

Kr• Seltzer: On the at , o. k, 

ga'·tr: Well, I lUll not going to eweat between now 
and 9:3 , oaute on our announcement I am all right, 

thle. 
Kr. Seltser: You don't ooamit 7ourtelt on an1 ot 

HK,Jr: I lUll not oomllitti~ IIQ'IIlt ae to the 
length ot the new bond and to 1ou tellowt have cot to 
get together. We can't be teoo,ooo,ooo ott, I aean, •• 
between th1t ott ice, tha Federal llet!rve ott1 oe here and 
t he one in New York. The7 have cot to cet together. 

Kr, Rantom: I thould think they could. 

. • 
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Mr. Sel~r: I wonder it you would conaider one 
othAr point:ing your note a little sweeter by ci•ing 
overlapping innreat on the refunding, You want eoae 
pretty good note aubacr1ptions on the retundings. 

HK.Jr: You aean pay double intereet? 

Kr. S!ltzer: Amount to about ll/32nds. 
ie only 1- 1/ th. 

Mr. Bell: lt• 

The coupon 

HK,Jr: I don ' t think s o, but that alao would not 
in any way interfere with my announcement . That's are­
finement that oould go in. 

The main thing I am trying to get ia this: the 
Federal Reserve would rather not see more than three­
quarters ot a billion ot this long bond out. I have got 
to rely on this man (Ransom) to help me. Therefore , I 
want to keep it as near three-quarters ot a billion ae the 
human brain can toreoaat. Right, Ronald? 

Mr. Ransom: Yea. 

HK.Jr: ~nowing the pi oture , see what this doe• 
to the market, we oan oome baok tomorrow morning and get 
our pencils out between 10 and 11 and take another look 
at it, but knowing what the picture ie we oan all do aoae 
t1gur1ng. Somebody 1e wrong. Somebody 1e ott. Be­
cause here 's t he Diaoount tallows figure on the 9-year 
bond the bulk will go 1nto the ~ • You tallows tigu.re 
on the 9-year note, the bulk will go into the long bond. 
Somebody is wrong. 

Mr. Haae: We think the 9-year makes 1 t too narrow 
in the premium. 

Kr. Harr1t: I think the -rket, attar thie an-
nouncement, ought to help ue.get the answer. 

HK.Jr; Herbert, · see it I oan word it properly. 

Mr· Gaston: Do you want ae to say it? 

BK.Jr: Plsaee. 

Mr. Gaaton: You want to announce that the ottering 
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for cub will be divided between a long term bond and 
a t i•e year note. t.oo,ooo ,ooo oa1h •••• • 

HK.Jr: Herbert, will you wait a minute, pleaae. 
I want t o giYe the coupon. 

Mr. Gatton: Ye1. I wae going to add that. You 
want to giYe them the coupon rate on the l ong • ond, which 
ia 2/34e. You don't want to g iYe the• the coupon on th1 
5- year note. There will be three way1. They will ha•e 
the opportunity to take th1e long bond, aleo the opportun­
ity t o take t h1e note and allo the opportunity t o talte a 
abortern term bond , at or 9, 

HK.Jr: No. No. 

Mr. Gaeton: A 2% bond a nd you don' t want to eay 
any t hing about the termt 

Mr. Bell: 1A ~new abort bond.' 

HK,Jr: It'e a new~ bond. 

Mr. H&nee: 1 l hort 1 bond. 

KK .Jr: A new ~ ehort bond. 

Mr . Gaaton: Ot couree, a bond can be 5 yeara. 

HK.Jr: .I new. 

Kr. Bell: We ea1d new ehort bond. 

Mr. Gaston: What I aaid -- a ehorter term. You 
haYe already talked abollt long term. 

HK.Jr: I want to eay ~. 

Mr . Belt' I think that' • tine when th1nge are 
normal. B•t would like t o take you baok to September 
when we were afraid to let loo•e eYerything on Saturday 
and han it He in the aa1l1 Monday and announoe 'fue•d&J, 
eo we f.eferroed our announcement. Here TOll are in etteot 
announcing Frida7 morning and 70U h&Ye Saturd8J and Sun­
day and you a nnounce it otficiall7 Konda7 and you are 
tying your111t to J01lr rat... I aa atre1d ot girt~ 
the •rket eyeryth1ng we oan in nor.al. oond1 tione , but 

• • 
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I all afraid eoaeth1~ Jl18ht happen oTer the weelt-end 
and you llight want t o ohange 1t. 

2t· 

ot the 

Hll.Jr: SuppOse I ·~ 21o and we go an a ;rear. 

Kr· 8tll: Yee, but you ea;r a long 2-3/4e. 

Hll.Jr: Right. 

Mr. Tlll.Slr: That ' s all right . 

!!£. !tn: Suppoe1ng you wanted to oo•e down to 

a .Jr: I don't . 

Kt• Bt:Ll: Of oourse 
worat. 

you don't . I am th1nk1ng 

j ... 1 _, 

Hll,Jr: 'l'he reason I u doi ng thh h llntortunatel;r \ 
there waa a l eak and I want to g1Te the market the moat 
accurate intormat1on I aan. 

Mr. Bell: I realh.e that. 

Hll ,Jr: 0~ a ooount of the leak. That ' s whJ, It 
was all over the Street 1t wae to be 300, 200, 200, I 
am w1ll1ng , with the way it 11 now, to s~ th1a , Herbert: 
that we are going to otter 1400,000,000 long 2-3/4a bond 
tor oaah; we are going to otter 1300,000 ,000 5-year note 
t or oaeh •••. 

Mr. Gatton: Not naming t he ooupon. 

Hll ,Jr: ,,, not naming t he ooupon. And on con­
version the;r wi l l haTe the right t o oonTert i nto t he lone 
8-3/4 bond, the right tO eonTert into the fiTe-year note 
and t he right to oonYert into a new 21o abort bond. Do 
you have to put in 1 ehort1 T 

air . G11ton: · It' a a aborter bond. 

IIII .Jf: I all ••r:r DNoh annoyed oTer ~ie l ealt and, 
therefore, want to get t hia th1nc out and I all no t 
worried about th1e weelt-end, beoa••• if the aarket goee 
to pot t~ or tomorrow, I oan aalte it a 7 year or -.Jte 
1t 55-&0, an;rthing with1n that range , at 2-3/4e. 
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Kr. Gaston: ~here is no ~ ieeue. 
the word new. 

LeaYe out 

HM.Jr: LeaYe i t out. Ie that all right with 
you? 

Mr. Ransom: Leave out the word new? That's all 
right . 

!Ui.Jr: Do you th1nlt I am taking an undue rhlt 
by naming the coupon? 

Mr. R&neom: I don't th1nlt so. 
t hat you are talt1ng a needless riek. 

I don't see wh,y 

HK ,Jr: You see, the rea eon Dan ie aelt1ng -- last 
night we all agreed we shouldn't, but on sleeping on 
t his over night I want to give the market all the infor­
mation we had l a st night because when the Discount fellows 
go up they don' t know anything we don ' t know and the other 
way round, everybody knows what they know. The Discount 
boys were t here until 10 o 1 olook. Haven't got an ad­
vantage over anybody. I want t o kill any advantage tor 
them. 

Kr. Ransom: I want to ask one question. When 
we met, the other morning,' before the Committee came OYer 
here there was dis cussion as to whether there would be a 
three-way choi ce or not and I don't recall anything that 
was ea1d at our meeting particularly on that subJect. 
Wy impression was that the weight ot op1n1on favored 
only two ieauea aa a cho1oe rather than three, eo I don ' t 
know what took place over here 1n your conference with the 
Committee. 

phone. 
h1m. 

IGI. Jr: I am going to get Allan Aproul on the 
t&at night he wae at t he house and you oan hear 

At 9:30 the next Yoice will be Allan Sproul! 

Mr. Bell : I raise one question. On the note 
you are going t o giYe the 5 year note with ndrata; in 
the ot her oaeee , you are going to give them dUt wi th no 
rate? 

HM,Jr: 
I am a little 
tlenbUity. 

I t hought that through purposely , becauee 
doubtful about 1·1/8. I want that 11\loh 

I can put it up to 1-1/t. Unfortunately 
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111 brain haa been worltlnc all nS.Cht. When th1a 1a 
on the t1okar, the tellowa in the atreet w111 know 
just aa llllloh as the Dhoount 'ooye. 

Kr • Bell: That'• right. That' a Tery good. 

llli,Jr: And I am not Mnt1on1ng the rate on the 
note beoauee 1t ia J~st a poaaib111ty I .tght aake 1t 
1-1/4. 

Mr. H&aa : That'• right. 

llli,Jr: You fellowe sot aey doubtaf 

Mr. Hanea: All right w1th ••· 

Mr. T&Ylor: I think 1t1 a Juat rirht . 

(At th1e point, HK,Jr .and Mr. Ranaoa epoke to 
Sproul and copy of tbair oonTeraat1on ie attached. 

HI(,Jr: AD¥body got aft7 t l&e11 do~btef 

Mr, R&neom: I haTe none, Sir. 

ay~: Aa I aay, ay tell owe don't agree and tha7 
baTt to re, and will JOU h&Ye 1our peo)lle figure? 

Kr· Ran•O!= Yea, I will. 

HK.Jr: But you are perfectly aatiaf1edf 

Mr. Rantom: Yet. 

HI( .Jr: It he (Sproul) 11 right, $750,000 ,000 or 
laoo ,ooo,ooo, it will ret 7ou J~•t about what 1ou want . 
Laet oall ae tar ae the announcement goee. 

but 
but 

Mr. Oe.aton: 
not the term. 
not the coupon. 

We are g1T1ng the ooupon on both bonde, 
We are giT1ng the term on the note, 

RK.Jr: That ' a right. 

Mr• Ranao.: Do JOU -nt a oonterenoa to~wf 

~· I th1nlt if 7011 w1ll oOM OYer hC'8 toaorrow 
abo~t lOtio.· 

Mr• RaneO!Itl I will. 

oOo-oOo 

\ 
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Operator: Operator. 

HWJr: Allan Sproul, Fed. New York please. 

0: Ri ght. 

HIIJr: Hello. 

O: 

HllJr: 
Allan 
Sproul: 

HliJr: 

S: 

l!Wr: 

S: 

Hl!Jr: 

S: 

HliJr: 

S: 
Ronald 
Ransom: 

S: 

R: 

S: 

R: 

Kr. Sproul . Go ahead . 

Hello. 

Good mC?rning !.lr. Secretary. 

Good. morning. You have an audience here . 

Yea. 

Including Ur. Ronald Ransom. 

Yea. 

How do you feel this morning on wha~ we di d laet -
talked about laet night? 

I t sel a ll right about it. 

Now, I tell you what I 'd like you to do a minute, 
eupposing you talk w Mr. Raneom, will you? I think 
he'd like t o talk to you. 

Yes. 

\ 

Allan, I Juet raieed a question with the Secretary as 
to t he three way plan a s being somewhat different trom 
what we were disoueeing in t he Board room, when we were 
there a day or t wo ago. 

Yea. 

He eays that you think the thr ee-way plan ie entirely 
satisfactory. 

That' e r ight. 

ADA you ehal•e Wayne Taylor ' s view that he' a Juat 
expreseed that it'a Juet right. 
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R: 

S: 

R: 

S: 

R: 

S: 

R: 

S: 

R: 
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The •eJ •e tigured out the prioea again th1e 110rn1ng, 
and i t loolte ae it it 'JIOuld be Juet. about right . 

I eee. 

The t•o and three-quart ere, the long t•o and three­
quart ers and the nine year too, on the baeia ot present 
markets • ould eell tor about t he same premiums, the 
trading arrangements could be about 101.8 to 101 .20. 

Yea. 

But. on both ot them. 

Yes. 

And ao that there • ould be no great advantage in going 
into either one trom a speculative standpoint. 

Yea. 

With tour hundred caeh on the long bond, but conversi on 
there ot anything up to eay t our hundred million, you \ 
• ouldn ' t. get an unwieldy amount ot long bonds in the 
market and yet you'd aohieve the obJective ot putting 
out a substantial amount tor as long a period aa possible 
ot this good market. 

Yea. 

The t • o per cent nine-year bond on that baaie • ould be 
around tive hundred million, a little more, eatiety1ng 
•hat all our cheoke indicate ia a strong bank demand 
tor that aort ot obli gation. 

Yea. 

And the tive year note 'Jiith three hundred oaeh, ?Birhaps 
titt.y conversion 'JIOuld give you a decent size i eaue 1n 
the t1ve year note and it l ooks aa it the prioee there 
'JIOUld be arouna - the price there 'JIOUld be around 101. 

Yea. 

So that the • hole thing eeeme to tit together pretty •ell. 

Yea . The secretary • ante to ltnO'JI ho• many long bonds 
in all you t.hl.nlt you would have on th.ie. 
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- " -
Well, 1t looks to 11e ae 1t you'd haTe about three­
quarter• or a billion to eight hundred million on it. 

Uh-huh. Seven fifty to eight. 

'fbat 1 a that? 

From seven hundred and fifty t o eight. 

Yea. 

(aaide)(Doea that anewer your question. Ia there anything 
elee you want to eay. ) The Secretary aaye he 1B 
going to put thle right on the tiolter. Now did you 
haTe anything else Allan? 

Not a thing. 

0 ,IC. The Secretary a aye many thanks. 

All right. 

All right . 
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TREASU RY DEPARTMENT 

11!¥0. TO IIR, IIC REYNOLDS: 

PROCUREMENT DIVISION 

WASHINGTON 

Dec•ber 2, 19.38 

SllbJectl Meeting or T•porary lational l!conomie 
eo-ittee 

177 

Tbe first public .. eting or tM T•por&r)' llational !conotlio 
Coaaittee was held at 10•30 A.M. in the caucus room, Senate Office 
Building , December 1 , 19)8, TM meeting adJourned about 4•00 P.M. 

Tbe entire day was taken up in the presentation by Dr. Lubin.or 
the economic ai tuation as presented in the acc011p8117ing minutea. 

The Couittaa adjourned to meat at 10130 J., JI, toda7 and 
adJourned at 5•15 P.ll. to meet again to110rrow, Saturday, Dec•ber ) , 

The entire day waa devoted to a testiiiOny or Dr. Iillard L. 
Thorpe, Advisor on lc4lloaie studies in the Deperteent of Co••rc• 
as sham in the accoapo.eying llinutaa or the pooeeedinga. 

~::.;ec:.;W::;!..;:~::_:..:;c,:.::.::!=:an:_:t:._-_ _ _ _.. 
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Verbatim Record 
of the Proceedings of the 

Temporary National Economic Committee 
~ ;-: ... L- S<·cl iuu_·, _. ___ w_A_s_m_ N_'G_T_O_N_,_o_. _c_. _____ o_c_·c_._I...:'_l_9_:_~a ______ ~l 

THURSDAY, DECEMBER. I, 1938. I 
tHE TEMPORARY NATIONAL ECONOMI C COMMITTEE M ET AT 10:30 

A. II.. PURSUANT TO CALL ON THURSDAY. DEC. I, 19ll, IN THE OLD 
CAUCUS ROOM. SENATE OFFICE BUILDI NG, WASHINGTON. D. C. 
SENATOR JOSEPH C. O'MAHON&Y, PRESIDING. COMMITTEE ME N· 
BERS PRESENT 

SENATOR JOSEPH C. O'MAHONEY, OF WYOMING. CII AIRMAN. 
lEPRESENTATIV& HATTON W. SUMNERS, VICE-CHAIRMAN. 

111 THURMAN W. ARNOLD. ASSISTANT ATTORNEY GENERAL, RBP· 
RESENTING TilE DEPARTMENT OF jUSTICE; ALTERNATE: MR. 
WENDELL BKRO£. SPECIAL ASSISTANT TO THE ATTORNEY 
GENERAL 

WILLIAN E. BORAH, OF IDAHO. 
0 . DOUGLAS. CHAIRMAN, SEC. REPRESENTING THE 

EXCHANGE COMMISSION : ALTERNATE : JEROME N. 
ISSIONER, SEC. 

IR£1>RESE~ITA.TI''E EDWARD c. E ICHER, OF IOWA. 

[~~~::\:~~~:~f:~~PRRO U SON. CHAIRMAN, PTC, REPRESENTING THE E CO MMISSION : ALTERNATE: MR. EWI N L. DAVIS, 
FTC. 

KING, OF UTAH. 
ER OF LABOR STATISTICS, REPRE· 

OF LABOR: ALTERNATE: A. FORD 

~~~~E~~~l··l~~~:i:;'tJill~"eii~~~EIO,·E;.~~~~1t£~~~ SECRETARY OF COM· I : OF COMMERCE. 
<EPIR£S£N'TA1riV£ 8. CARROLL REECE. OF TENNESSEE. 

LEON HENDERSO N. E XECUTIVE SECRETARY. 

ALSO PRESENT 
JOHN 0. TOWNSE ND, J R., OF DELAWARE. 

~~~!r£T,:O~S OP STUDIES: DR. WILLARD THORP-COMMERCE: MR. 
COX- JUSTICE: MR. WILLIS J, BALLINGBR-P.T.C. : MR. 

C. BLAISD ELL-S. E.C.: MR. J. J, O'CONNELL-TREASURY. 

~T\TI·:m:NT llY 
$f:'l' \TOll O')lt\llOL'iEY, 

ur 1he Commiuee 
CltAlR.\J.\N I wUl tall Che met\-.. 

!o lll"d!of 

denl. rt'COnunendlns lhe at..l.ady • •hlcll 1.1 
now In progreJS, and J~tCond, ' he w et or 
the resolution 11.Stlf. 

1 ofl'er lhHt' document. .o that there 
may be, at tbe ouuet" a clear underatand· 
Inc of the nature and l.be runc:Uon ot thll 
Commlttn u wdl as of tl'lt purpoee fot 
whleh 11. wu called tn\0 exta:knet. 

t'lbl! ~e.nl.'3 JnHUifl . .. re-­
Mftd 1n ~ and marUd '·b· 

See Last Pace For 
INDEX OF CONTENTS 

, 

h.lblt No, I" and b lnduded In the 
appendix to lhls ISIU: • .) 

tThe rnoluUon was rue:ind in evt. 
denee and ma.rlted "'&hiblt No. r 
and b lndu.dl!!d tn tbe appendix to 
&hla ial,M.) 
Tbe PresSdtnl. 1n his meuatt. dtd&rf\1 

Lh.a&: 

~ o"ft' me tltld ot IDdw.\17 
and Anance n muu rntve &Dd 
·~ oompeUUon tt we 1L'bl\ 10 pirelt,.,..,. and mate workable OW' U'a• 
dJUont.t mtt:m ot trert. Sri'tl.te aU.tt· ........ 

TWO METHODS 
To acoompll&h th.l$ purpose, t.be PI'MI­

Gent, In h.lS mt&Sale. r«<mmen4td : Firat. 
an Increased a ppropriatJon to enllb1e the 
Department ot Jw.\k::e to enforce more 
tfTettlveJy cxtattng anU-tnat. ln·a; and. 
monel. a c:ompn:hcn.slve ttucty or conun"" 
t.ratlon In hldu.st.ry, of indwlrta1 price pol· • 
lclea and or exlst.tn.g Oo,•emmenl poUctu. 
a nd t.he e ft'ect or both ol the.e poUc:lea 
upon Lrade a nd commerce. 

With the 1\r.st of the&e r~ommendJUont 
- the better enrorcemt:nr. of exLaUnr anU­
&1Uil lun-thll COmmittee h.u nolhtnl 
to do. Law tnloreeD"".tnt. la the f\antUoa 
ol the Otpo.nment of Jus.t&c:e, not ot thil 
Cornmltttt, tbou&h w.-e are authortl:ed t¥ 
mate ~mtnc~auona with rupee& to 
anU·trust policy and proceci.Urt. Tbe 
tunc:UOn of the Ccmmll.c.H b: nw:n:I.J w 
a:ucty ta.eu and to mab 1f:POrt &tMnoa 
wtth ita ftl'ld.tnp 2!ld recommendai.IOaa. 

n.c CommJttee && eompriaed 01 lftl'Yt 
mt:mbtn. atx from the lf'l,i&li.Un: and m 
trcm t.M neeuUft brant.h 01 &be <Jo\'tra .. 
mmL '1be £xec:uth~ De-p~n.menta and 
Oommla&!OC\5 rtprta:n;.ed on the Commlt..­
tM •re. by tht resolution. dilu~ 10 a~ 
p!JT before the Commlttte, or Its dtaJtnet, 
11nd preat:nl evidf':not or report.a on m•t.­
len within ;heir Jurl.5dlc:tlon undrr abt-• 
h'l law. 

Jt l.s th.b ph:.se or the work which It 
now b~lnnlna. 

SOURCES OP' EVIDENCE 
Tile l)rt:&t"niiiiUon of a ny e\1dence or ~· 

port. by any ftgeoey or Ut11 OOvtrnmtnl 
doea not, of cour~. exhau.u lbe powtr 
of the full c:omm.ltttt. 1l maJ' rectln 
e•tcknee on the aamt .subjtcLI rrom anJ 
ocher IOUrce o. from any other wun-. 
In due eourw. that WUI bt dorle • 

ln W m.n.nUme, U abouJd be deartJ 
undtenloocl tba' DO Dtpar\I:Qmt or eocn... 
mlWon. no me-mber of W Ooau:aUtM. DO 
t~e or aatnt.. no wttota apnb ror 
lbt eo.nmttlft. 8Ueh ~ u b; ....... 
ttnttd 1J' et1btr on Uw aulhorl;J ot tbt 
acmer whkh otfen it or b reccJY'td be-• 
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cataV tht eommuu-r btiJr\u It wtU bt: '*'"' I ket.lnC omd&l tnfonnac.kln w1t.b f'f.IIPtd D'lN.IUJ"ed ln tftm1 ot our-:::-
tulln dt'W'f'tocltrtl uw fltU. whkfl art lar.t:r W our f'ClOOOmk JU'U(tUrt. comt., 70U wUI DOte lhlt oar .. -....... 
to bot an~l)'ltlt •hta tht commJtkt undtr- "'bt quesdon. whld\ t\. » now &o be come lncrta.sed froa'l d .oooooe - ... 
ta.tn 10 ~~Mtf u .. tf'pOrt. a ndert&km ~ annru wllh Lht &8UmOD.7 to SSI.SOO.OOO.OOO, Which .. - ~ '-

WhtiWr thlil Jtucb' W'lD bt tndUul of fln1 ot Dr. Lubin and ~ben or ~ otbu tor- lhe rear lhl. But. ... ~ .. ::: 
btntftt to M:'tioftJ or aUoctUwr fuUlt d~t- pnllt:men II: "'Wb.ll t xatUJ' hu bee-n .the Lblng thtre •cam • that"~ 
Ptndl tlrttlJ' upon t • o fa«on: dlec:t of out lndual.l1a1 aDd tcOnOmJc ..,... ancl 1818 t"'- un._ • 

I. Tht mtnntr In • hkh I& ll CJOr'ldi)(U(L ttm upoa. lM communll,J lJle ol the . u~ ''""• l ftftuaJ ~ 
t nd nation?"" come .,.... $42.$GO.OOOJIOO. Btt"ttt ~ 

2. 'f'blo miiMtr ln whlth It lw rtetlvtd I now Introduce Dr. Lubin u the ftraL and tnt, howeYu, the n.alloftal .._. 
- the publk. wttntM of this public htarhlf , avtrapct • .000.000.000 Per )'tt.r " 
"I lnCI"f'a.M In that Pft1od of \tn .. 

approxlmat.tly 55 Ptr etnL. 7"" • 
TESTIMONY OF DR. ISAOOR 

LUBI N, COMMISSIONER Ot' 
LA BOR STATISTIC$, DEPART­
MENT OF I..AUOR, WASIIING­
·roN, o. c. 
Dr. LUBIN. Mr . Ohalrman. N:embtn 

ot the eommtttf'e: A.n.)' autmpl to mtN­
urt l.bt ptrlonnance Of our l'OOOOM1 
mUll be t:n ttnN Of mMtJnt the re .. 
quit'f'mmta or our dUar:na. 1"o maintain 
our a&ndlf'!U N our populiiUOn arows 
n mwt lntrrur Lhe output ot Uw tooc1J 
&ocl Jft'Yicft l)f'Oduetd . , ........ propot-

........ , wilh !he """""""' ---1 wn au~pc to por1.r'lJ the powt.b 
of our populaUcm and a tttmpt to meu­
u:re tht amount Of I'()OCLI and .~~ervka 

t.hat tLan bttn anl,.ble to thlt popula• 
lion 0\'er a ptriod ot yea ra. for wbteh 
otrlclal and unom.ctal buL authorltatln 
data are avalablt, 

POPVLATIOH OROWTH 
I 1l'ant t.o 1\Rt. l UI'n L0 th.la ~'hl.rt, which 

dtl~ with the popu11t1on of ~h.e United 
St.Mf:ll, and 1 w1nt. to point out· a re•• 
&lgnil\cant fltl4 

(The ehart reft:rrtd to Wl l rec.e.h·ed 
ln rvldtnee lnd marktd ''E:xhtblt No. 
4."' a.nd It prlntd on Pate ) .• 
U rou fO bt.cllt 1.0 11$0, Lht middle of 

the lut oentury, you wiU note \hal lhe 
lnc::no:u.e tn populaUon rrom l.hen: 1.0 11». 
the ta.M rnr for ,..hk-h oft\etll ttltmata 
ot the DtP&rtmtnt o1 lht em... an 
... ~~. ..... f'rOm 21.000.000 people ., 
lhu point &o 121,100.000 tn ltsS, &ad mr.h 
ttU!Mtlf'& as .,.. uallabat pUd: ~~ pop­
Ulltion ttl ltto, two J tl.f'l htnct. aL ap­
)N"'Xim;atelr IJ2JXlO,ooo people. 

Tbt attn.U\nnt fact thi L loboukl be 
btoucht out t.s tMt betw-ttn lt$0 and 1110 
our P'OPlllaUon doubled.. 8el"ftn 1110 
and 1910. lhlrt' .run l•ttr, lKII>UlaLioo 

- by .. .,.. -· 
PUTURF. TRF.I'I1)8 

Bet'A'L~n 1810 Rnd eaUmattcl 1040 a 
ahnllar Ptr10CI ot thlrLy yeart. IL 11 t'Atl­
ftl.flted our populaUon will have lnortt.aed 
43 per oent lind the utnlalt:d lncrta.'ft 
in populallon from 18~ to 1880 wtu be 
lf\81 than ten Pfr otnf .. Jn othC'.r wotd.l 
~he rl tf' of tncttaae or our popu\atlo~ t::t ~~Hott~dllr tolna downward. ao 
• iU l 11 Htlmaterd tha L U\tre 

bt but ~n Ptr cent more J)e('ple In 
~ Un!!tct Statu: tha.n U~re will be tn 

t~t ~ CltpkU.ua: JfOWLb la na-

~.~~fd ~h~1~ ~~ .. e=rw: ....... _on ~r ,. , 
.... -. ~lJ\1 lhlt rrowtb ol population 

lnot" IOOcb and -........... 
&t'J,Ua.b&e for ... _ - • ·-"'• &bat are 

w~l - lion, trhlch le 

lNCO!IlE DEPINlll) 
The CHAIRMAN, Dr Lubin fi'OO' 

for the bentnt. or all ·-..ho m., """' 
rud ••hat. is tuUtled htre tl'l't r • 
de.flniUon ot the national ln~mtt t: 
aom.eUmea that that phta.te 11 eonr... 
wtt.b the income of the a:-:~~~'.'~ DT. LtJBlN, 'nlt ,.;, 
total amowa ot too4t. 
automobJlec, fOOd, houaH, 
tha' tort, UJe total tum ot au 
phaa U. total wm o! au 
wbkb 1aftlls laundries. 
uuuu-. &Dd "'f'll' 
loW o1 all !he -
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DEPARTMENT OF THE INTERIOR 

UNITED STATES HOUSING AUTHORITY 

WASHINGTON 

December 2 , 1938 

v"' ~t:;j~·~ '':it:'JI 
!ly dear Ur. Secretary: t,. l.., /"-j ... ~. " !.·...,..~/" 

At aiy cmf'erence 1·:ith you on November 15 regarding t~,./._,.1.. 
procedure by r;bich this Authori ty proposes, as intended by r· I 
the Statute under which we operate, to enlist priva te capital 

for a l arger participation in the public housing program, i t 

w s understood tha t l'ie would submit to you our r ough draft 

of the Agr eement providing f or the payment of the annual con­

tributions authorized by t he United States Housing Ac t . I am 

enclosing tr:o copies of this Agreement and of a local housing 

authority bond f orm, together 1.-ith a memorandum v.hich I 

r eceived from my General Counsel describing some of the s e­

curity arrangements which will be made for the protection of 

the holder s of local authority bonds . 

These documents are being submitted to you so that the 

Treasury Department may have the same basi s for determining 

the value of these securities as the private purchasers Ylho 

are ready to buy the local housing authority bonds a t an 

average interest cost to the local authority of less than 3 

per centum. As you knon , at least 1~ of each local authority 

bond i ssue must be sold to pr i vate purchasers and our Act 

requires that these bonds be secured by a pledge of the pay­

ments under the Annual Contributions Agreement. In view of 

our Act and its history and in view of the consistent policy 

of othe.r Government l ending agencies, this Authority has a t 

all times emphasized its determination to follow a poli cy of 

permitting local authoriti es to raise as much more of the--

9roject cost as is possible by the sale of their bonds to 

others , provided that private capital could be obtained a t an 

i nteres t cos t to the borrower as l ov: or l ower than the minimum 

rates we can charge . 

It now appears tha t it w1l1 be possible for local au-

1:horities to sell (at public sale with full opportunity f or 

competit ive bidding) their bond i ssues to private purchasers 

at less than this minimum interest rate r:hich we can charge. 

Certain prospective purchasers, who have had wide and exten­

• ive experience 1n dealing vdth securities , have evaluated 

the risks involved in the proposed local authority bonds and 
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ere convinced that these bonds are worth the price reflected 

by the contemplated lou inter est rates . In the marketing of 

these bonds, v1e have every assurance that their true nature 

r ill be fully and fa irl y represented . We are advised that 

the orospectus v.Hl call attention to the conditions in the 

Annual Contribution Agreements and to the provisions made to 

protect the bondholders r1ith respect to these conditions . 

I.e are ~:greeable to obtaining and submittine for your aunroval , 

a copy of the proposed prospectus . From the enclosed drift of 

a local hous ing authority bond, you v.ill see that the bond ex­

"ressly sta tes that it is not an obligation of the Unit ed States 

Government or any of its agencies . 

In vier; of a ll of these f a cts, we sea no reason to 

asswne tha t the truth about these securities vti ll not be told, 

nor do we feel th;;.t it i s fair t o assume that these securities 

cannot be sold a t the inter est r ates which resnonsible 

~rospective 7rivate purchaser s &re offering . in fact ther e 

is no justification f or any such assumpti on or misrepresenta­

tion, particule.rly s ince this Authority ,,111 exer c i se the 

closest scrutiny over all matter s relating t o the sale and 

description of the bonds , including the prospectus , the bond 

~oro, and other relevant documents . Ther e is no r eason to 

feel that the Gover nment ' s financial pr ogr am r.i l l be prejudiced 

because of an assumption that these local authori ty bonds can­

not be sold at the contemplated low interest r ates . These 

l ocal authority bonds are to be offered at public sal e under 

~rovisions f or alternate biddi ng on 10 percent or the issue 

or on subs tantial ly the entire i s sue . If the expected l ow 

interest rates are not offered for the larger block of bonds , 

tile alter nate bids wi l l be acce"Oted for the smaller part of 

t he i s sue . Since these local authorit y bonds ar e i n no r1ay 

~n obligation of the Government, the failure to receive the 

ant1cip<. t;ed l ov: bids for subst antially the entire issue can­

not possi bly be construed as a reflection on Government credit . 

l. ith respect to the question of t rue exemption of the bonds 

of public housing authorities, these bonds are in the same 

category as t o t ax- exemption as municipal and other local 

~overnment bonds, and 1n aduition have been made expressly 

~xempt f rom Feder al taxes· by a provision in the United St ates 

Housing Act. I t r:as suggested that since the President looked 

· i th disfavor on tax exemption of the bonds contempl ated by 

the so-called Lamber t Housing Plan, a s imilar view should be 

taken 11ith respect to t he bonds or local public housing au­

thorities. Bov:ever , there i s no s~.milarity whatsoever bety;een 
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the bonds contemplated by the Lambert Plan and those to be 

sold to finance pro jects aided under the United States Housing 

Ac t . Under the Lambert Plan, the bonds would be those of a ( ..., 

'.lrivate limited-dividend corporation and their exemntion ·''~ ;.. 

~ould represent an extension of ex,st!ng exemntions· and would ~ · 

necessitate Congres~ional action a a session Phen repeal of _xr 
tax exemptions o p blic secur\ties is contemplated. On the ~}!/ 

other hand, the bonds sold to finance projects aided under 

the United States Housing Act would be issued by local hous-

ing authorities l'thich have been declared by state legisla-
tures and courts to be public bodies in every respect. 

t hile it is desirable to remove tax exemption frPID all 

municipal and Federal securities, there does not seem to be any 

r eason v.hy the Government should, through administrative policy, 

discriminate against the sale to private purchasers of local 

housing authorities bonds. No such policy has been in effect 

to discourage the outside sale of public obligati6ns nhich 

v ould otherwise be purchased by the Public \lorks Admini stra-

tion or the Reconstruction Finance Corporation . If it is 
arcued that the private financing of public housing projects 

should be held up because of anticipated Congressional removal 

of tax exemptioni then the Government should logically dis-

courage all loca government and other financing involVing 

tax exempt securities . This is clearly not the policy v.hich 

the Government is pursuing, for public v1orks and other projects 

involving such f inancing continue to be undertaken daily l':ith 

Government assistance and encouragement . The bonds of local 

public housing authorities noT! have the same tax exemption as 

other local government bonds and, therefore, are in no way 

compc.rable to the private securities involved in the Lambert 

Plan. 

In accordance with the discussion at our conference, it 

is IDY understanding that you now propose to refer the enclosed 

material to llr . Foley, so that IDY Ge.neral Counsel may continue 

his conferences vtith him. I am confident that v:hen this matter 

has been tully studied by the Treasury Department you will 

agr ee with the procedure which I am proposing to follow. 

The Honorable, 

NATHAN STRAUS 1 

Administrator . 

The Secretary of the Treasury. 

• • 

Regraded Uclassified



0 
DEPARTMENT OF THE INTERIOR 

UNITED STATES HOUSING AUTHORITY 

WASHINGtoN 

December 2 , 1938 . 

UEUO~~UM to the Administrator: 

Subjec t : Attached rough draft of Proposed Annual 

Contributi ons Agreement and suggested 

Terms, Covenants and Conditions to ac­

company such Agreement. 

· Int r oducti on 

In our discuss i ons of the financing of loca l housing 

programs through the sale to private purchasers by local \ 

hous ing authorit ies of their bonds in the amount of 95% 

(instead of 10~) of the cost of their projects, the Treasury 

Department r a ised some questions regarding t he possi bility 

of a sale of such bonds (if the true nature of the bonds 

~ere full y represented t o t he purcha sers) a t an average 

interest r a te of l ess than J% per annum. These questions _......, ~-

1 v·er e apparent l y based upon a feeling tha t the local housing - i I.J 

author i t y bonds could not be made sUff iciently a ttractive , _,J ··~ 

to j ustify such an interest rate . In order that the Treasury ~ 1 

Department might have the same basis f or determining the 

value of these securities as the private purchasers t~ho are -:.-;.,;? 
reaay to buy t hese bonds a t the above low interest r a tes , ~·1. . ...­

you are submitting to tha t Department a rough draft of the r· -~ 
proposed Annual Cont ributions Agreement the payments under ~,_. 

1
._.1 

whi ch are pledged as security for the local authority bonds . 

It i s also recommended tha t you submit this memorandum to 

that Department as it describes various ar r angements which 

Will be made for the protection of the bondholders . 

Before entering upon a considera tion of the details of 

the attached Agreement, we should consider this matter in 

rel ation to the functions and duties of this Authority under 

the United States Housing Act. That Act requires the 

financing of part of the development cost of projects by 

others t han the Government . This Author ity is limited to a 

~ l oan of 90 percent of the development cos t of projects 

nided by annual contributions. (Sec . 9). The local authorities 
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are proP,Osing to raise all or pa.rt of the remaining 
10 percent by the sale or their bonds to private pur­
chasers or other investors . )(any or the local author! ties 
have indicated their intention to raise as much more or 
this cost as is possible by the sale or their bonds to 
others t han the Government. 

Congress was anxious to assure that all local author­
ity bonds , whether sold to private purchasers or the 
Government, would be sufficiently attractive investments j -i 
to induce the low interest ~ whic.h are necessary to ~.,, lrv ~­
achieve projects or a low ren'tcharacter. In 1938, the ..1 IJ:i. 
United St ates Housing Act was amended for the purpose or 
improving the attractiveness and marketability of these 
bonds, t he following provisions having been inserted in 
the Act for that purpose: 

"payments under annual contributions contracts 
shall be pledged a s security tor any loans ob­
tained by a public-housing agency to assist the 
development of the housing project to which the 
annual contributions relate ••• 11 (Sec. lO(f), 
Underscoring added) . 

It should be noted that this amendment makes it 
mandatory that payments under annual contributions con­
tracts be pledged as security for local housing authority 
bonds. The desire ot Congress to assure that the Govern­
ment loan participation in housing projects be reduced 
as quickly as possible is evidenced by the following 
statements in the report of the Senate Committee on Educa­
tion and Labor which considered and approved the 1938 amend­
ments: 

"The proposed amendment •••.• also contains 
provisions which would aid t he resale and 
marketability or bonds purchased by the OSHA 
from l ocal housing agencies . This follows !rom 
the t ac t that the addition or the new sub-
section (t) t o section 10 ot the act aakes i t 
clear that payments under the annual contributions 
contract may be pledged as security tor any loan 
obt ained by a public housing agency to assist the 
development or the housing pr oject to which the 
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annual contributions r elate; also br 
providing that when bonds or local public 
housing agenc.ies are resold by the Author! ty, 
they do not lose the pledge or the annual 
contributions but continue to have the benefit 
of this pledge on a parity with t he bonds re­
tained by the OSHA. Such a pledge ot annual 
contribut ions Will substantially aid the market­
ability of the bonds purchased by the OSBA1 because 
under t he act the faith ot the Government 1s now 
solemnly pledged t o the payment of all annual 
contributions contracted tor • · · " (Page 5, Report 
of Above Committee, Dated April 20, 1938) . 

From the foregoing it is clear that at least 10 per­
cent of the local authority bond issues must be sold to 
private purchasers and that these bonds must be secured 
by a pledge of the payments under the annual contributions 
contracts . This Authority has no discretion to waive this 
r equirement of at least 10 percent outside par t icipation 
or to waive the requirements regarding the pledge of pay­
ments under t he annual contributions contracts as security 
tor local author! ty loans . It also seems evident from the 
Act and its history that this Authority should take those 
steps (consistent with the Act and ot her Federal laws) which 

are necessary to make it possible to reduce the USRA loan 
participation 1n t he development of projects. It is 
signifi cant that most ot the Congressional discussion con­
cerned the OSHA loans in the amount of $800,000, 000 and that 

many provisions were included in the Act to protect the 
Government against loss on such loans. It is certainly 
clear that Congress wa s most anxious to r educe the Govern­
ment ' s loan participation to the smallest possible per­
centage of the project cost . The 90 percent maximum was 
allowed only because Congress was led to believe that the 
localities would be unable to r aise more than 10 percent of 

the project cost. Congress refused to increase the maximum 
IJSHA loan to 100% by expressly r ejecting a proposed amend­
ment to that effect. 

It has always been the policy of Government agencies 
lending money to public agencies to encourage borroWing of 
priVate capital on reasonable terms. Tbua, PYlA and the 
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RFC (even though they bad binding contracts tor the 

~urchase of bonds) have never insisted that public agencies 
; ell their bonds to the Government when they could find 
a private purchaser at the same or a lower interest rate. 
on t he contr ary 1 these and otbar government lending 
agencies have always been glad to step out of the lendin& 
picture when private capital was w1111ng t o come in. Again 
and again, this Authority has emphasized its deterlllination 
to follow a similar pol icy and to make every effort to en-
list private capital at even lower interest rates than the T 

ainilllum which we can charge. Lower interest r ates on locafL .,­

authority bonds will mean lower rentals and lower incoM ~- ~J.- ~, 

tenants . 

,, In view of the provisi ons of the Act and its history 
t' and in view of the practice of other Government lending 

(

agencies, this Authority can hardly r efuse to permit 
'' : local authorities to sell 95 percent (instead of 10 percent ) 
~ ot their bond issues to orivate ourchasers at a lower 
,li'' interest rate than t hat which we can cba.r ge . There i s 

~~1 , certainly nothing in the Act which expressly or impliedly 
t JJA requires the USHA to lend 90 percent; rather, the whole 

tenor of the Act and of Government policy has been to 
r educe Federal loan participa t i on in f avor of private loan 

participation . 
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Annual Contributions as Security Upon Which 

Bondholders Kay Rely 

' 'o -t\ 

As explained above, the annual contributions must be 

fled&ed as security for the payment of local authority bonds 
3sued to assist the davelopaent of the housinc projects to 

•~ich tbe annual contributions relate. (Sec. lO(f)). With 
r espect t o the risk taken by pr ospective purchasers or the 
tonds of local housinc authorities, it is, of course, evident 
that there ar e no risks so long as the annual contributions 
*re sufficient to cover debt- service r equirement s on bonds 
of the local authorities and so lone as such annual contri­
t.utions are paid. Fir st, let us consider the question of the 
ru!!l ei ency of the annual contributions to cover completely 
abe debt-s; r vice requirements on a bond issue to finance 
l~ of the cost of a project. If 95~ of the bond issue is 
1old to private purchasers, the average proposed interest 
rat e on t!Je loca1 authority bonds Will be low enough to permit 
'.he debt service to be tully covered by the Federal annual 
contr ibutions. In fact, it is expected t hat a small part of 
•·•ch annual contribution will not be needed for debt service 
nd ~ay be applied to the payment of par t of the operating 

nxpenses which would otherwise, together with part of debt­
•er vice requirements , have to be met from rentals . 

Ynis brings us to the question as to whether the annual 
:ontributions Will be paid. Sec . lO(e) of the United States 
iousL'l8 Act Alllendaents of 1938, provides 1n part that: 

•!he faith of the United ~tates is solemnly 
pledged to the payment of a11 annual con­
t r ibutions contracted for pursuant to this 
Section, and there is hereby authorized to 
be appropriated in each fiscal year , out of 
any money in the Treasury not otherwise 
appropriated, the amounts necessary to pro-
vide for such payments." 

This language was apparently modeled after tbe provisions 
or tt~at act relat i n& to obligations of the United States which 
proYides t hat • the faith of the United ~>tates is solelll117 
pledced to the payment • •• • of such obligations. (Sec. 731, 
Chapter 12, Ti tle 31, u.s. c . A. ) . The r eport of the Senate 
COt!llit tee on Educat i on and Labor tReport No. 1944, Seventy­
Fif th Conaress Third session) with reference to t;he United 
~ta tes Housing ' Act Amendments of 1938 contai ns at the top 
ot page 6 a s t atement to the effect that: 

\ 
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• • •• the faith of the Government is now 
solemnly pledged to the payment of all 
annual contributions contract ed for, and 
appropriations are authorized in each year 
to meet such payments (thus recognizing 
t hat the Government' s obligation under an 
Annual Contributions Contract is the same 
as the direct obligation of the Government 
on its o~n bonds)." 

ud, as mentioned above, Sec. lO(f) requires that such annual 
contr ibutions be pledged to the payment of the local authorities • 
bonds. Because of the foregoi ng provisions in the United States 
Housing Act and the Commi ttee Report on the 1938 Amendments 
thereto, no prospective purchaser of bonds of local authorities 
has questioned the obligation or t he Government to pay annually 
the amount due to a local autbori ty under an Annual Contribu­
tions Agr eement, nor has any such prospective investor question­
ed ~nether such amount would be paid when due under such an 
Agreement. From a study of t his matter it is our opi nion 
that a local aut hority (and pr esumably the bondholders to whom 
the Annual Contr ibutions Agreement is pledged as security f or 

the bonds) may obt ain a jud~ent against the United States if 
annual contributions are not paid when due under the Agreement. 
I t is true that payment of the jud~ent will depend upon an 
appropriati on by Congress, but this is true of all claims 
against the Government including claims representing principal 
or inter est on direct obligations issued by the Treasury in 
the form of bonds or notes. 

II 

Annual Contributions Agreement and 

Conditions Therein 

The Annual Contributions Agreement contains provisions 
permitting the termination of the Agr eement under certain 
conditions or the withholding or reduction of annual contri­
butions under other conditions . It is t he primary purpose 
of this memorand1.111 to discuss and analyze t hese conditions 
and the provisions relating thereto 1n the Agreement or 
collateral documents . 

The attached Annual Contributions Agreement has been 
drafted 1n a manner which is designed to achieve the Congress­
ional objective of maintaining the low-rent character of proJ­
ects. It is clear that the continuance of annual contributions 
is essential to the maintenance of the low-rent character of 

Regraded Uclassified



- 7- ) 

a project, f or the termination of such contributions would 
aake it necessary to increase the r entals to an amount suffi­

cient to meet debt service and operating expenses with the 
r esult that the proj ect would ser ve the higher income groups 

•:hich private enterprise noll ser ves . It is, therefore , 
erroneous t o assume that the continuance of the lov:- rent 

chracter of projects can best be assured by a contract wh.icb 

v:ould permit USHA to t er minate l!ll. annual contributions on 
lDY breach - - for if we are to have and use this threat of 
t erlllination, we must be pr epared to exercise the threat; yet 

t he very exerciae of the r ight would result in the complete 
defeat of the lov1- r ent character of a project and its loss 

j to t he low-income gr oup intended to be served. 

1 u 

The attached Agreement provides methods of payment, I ~ ~ 
r emedi es , and controls which this Authority has determined (" ,..JI 
\\ill achieve the greatest degree of maintenance of the low- """, ........ ' ' 

rent charact er of projects. Under this Agreement, the USHA ~. 
ret ains at all t imes ef fective controls to assure the continu- J 

ance of the loYI-rent character of housing projects. At t he 

same time , t~s Agr eement reduces t he possibilities of l oss 

to prospective purchasers of l ocal authority bonds to the 

extent that the interest r ate on such bonds will be low enough • 

to aid in achieving the low rents contemplated by the Act. 

While we are fully convinced of the valid! ty of t he 

attached draft of the Agreement, there are certain legal 1 ;
-

questions concerning its provisions which lbecause of the 
import ance of t his matter) are being r eferred to the Attorney 

General for his opinion and which it is t herefcn•e not nec-
essary to discuss in this memorandum. 

As explained above there are certain conditions in the 
Annual Contribution Agreement permltting t he t ermination of 

the Agreement or the withholding or the r eduction of the 
annual contributions . It is to t hese conditions that \<e must 

turn our attention in order to determine whether they present 

any real risks to t he bondholders for which adequate protection 

will not be provid ed. 

The conditions to which the annual contributions are 

subject are contai ned in Part III of the attached Terms , 

Covenants and Conditi ons . These conditi ons ere: f ailure to 

let contracts· failure to complete project; failure to eliminate 
unsafe or ins~nitary dwellings; destruction of project; failure 

of local contributions· breach of covenant; substantial breach 

of l ow-rent charact er;
1
and acquisiti on of project by third 

party. These conditions will be discussed in the order mentioned. 

j 
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1. [ ai l Yf£ato let contracts !Set. l·e;!• The Agree­
aent prov des t t it may be complete y e nated b.Y the 
USHA in the event all the contracts necessary (as determined 
by the OSHA) for the substantiaJ.. completion of the buildings 
in the project have not been let to such contractors, in such 
forms and with such security, as shall be approved by the 
USHA ,,1.t l:!_iil Q!le :year !rom the date of the bonds or within 
such l onger periOO' as the OSHA shall have approved. In the 
Agreement, the local authority makes an enforceable covenant 
that it will proceed promptly With the letting of these 
construction contracts and the construction of the project. 

It is proposed that the pr ospective purchasers of the 
local aut hority ' s bonds will deposit the purchase price of 
the bonds i n escrow, and that none of these fund s will be 
released until such· time as the OSHA has actually given the 
approval of construction contracts provided for in ~ec . 2.01. 
During the period prior to the release of such funds f r om es­
crow, the OSHA will finance the development of the project 
b:y the purcha se of notes, which are exchangeable for definitive 
bonds or payable in cash at the option or the USBA, Interest 

on the bonds •1.11 be t reated as other interest during construe­
, . tion and will be paid as a development cost from the proceeds 

.

1

of the loan, Thus, the bondholders will be fully protected, 
ss they ~"ill r eceive interest on their money while it is in 

escrow and, in the event that the proj ect should be abandoned 
for any reason after t he bonds have been sold, but before 
the money in escrow has been released, the principal amount 
of the bonds will be returned to the holders thereof. Based 
U!IOn the experience of PWA, we are confident t hat there Will 
be no projects abandoned after the bonds are sold, particularly 
since the sale of bonds will be approved b:y the OSHA only at 
such time as a project has progressed sufficiently (through 
optioning of land and prepar ation of plans and specifications) 
so that no difficulties are anticipated, 

2. Failure to compiett proJect (Sec . 3 ,~~! , Under the 
Agreement, annual contribut ons may be withhe in case of 
t he failure to complete substantially the entire project within 
two years of the date of the release of the bond proceeds from 
escrow. The local authority wi.ll make an enfor ceable covenant 
to complete the project within this specified time. However, 
the actual completi on time whichbls been specified in construc­
tion contracts averages somewhat less than 12 months with respect 
to the contracts let under USHA' s decentralized program, aDd 
partial occupancy, at least, should be possible befor e that 
time. The average period specified for completion in construc­
t i on contr acts for PYlA Rousing Division Projects was 12 months. 
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In the ea se of some of the PWA Housing Divisi on Projects, 
extE:nsions were granted tot alli.ng about 3 months, These 
were l argelY due to stri.kes . On the miRA Projects, the 
bazard of strikes has been very greatly reduced because ot 
the agreements we have s ponsored between local authorities 
and l abor unions and building trades councils. Under these 
agreements l sueh agreements have been obtained to date in 
83 ci t ies) , l abor agrees to continue to work throughout the 
const r uct i on of a project a t the same wage rate as the one 
in effect v.:hen contracts are let; al.so to submit all juris­
dictional disputes to arbi tration and to avoid strikes or 
other work interruption. 

The two-year compl etion period allowed in the Agreement 
is, as a matter of safety, automatical l y extended 1n the event 
of del ays beyond t he contr~ and without the f ault or negl i ­
gence of , the local authority (the reasons f or s uch extensions 
being the same a s t hose provided for in the construction 
contr act s ) . In addi tion, t he complet i on time may be extended 
in the discr etion of the USHA for a longer peri od. In the 
event the proj ect is not subst antia l l y completed within the 
time l i mi t s permitted, even with al.l t he assurances mentioned 
above, and the UtiBA withholds annual contributions as provi ded 

' by t he Agreement, it neverthel ess agr ees that when the project 
becomes subst ant ial l y completed ±n its determi na t i on, the 
annual contri butions which have been withheld will be r estored 
to the l ocal author! ty. 

The bondholders will be fully protected against this 
cont ingency of failure t o complete wi thin the period permitted 
under t he Agreement. The contractor will be under a contractual 
obligat i on to build within about one-halt the time specif ied 1n 

the Agreement. This obligation will be secured by a performance 
bond of a surety company guaranteeing performance of the contract , 
The perfor mance bond will be i n an amount at l east sufficient, 
i n the opinion of the OSHA, to a ssure completion of the pr oject 
in any event, and the surety company will doubtless be one of 
those appearing on Treasury Lis t No , 356 (List of companies 
acceptabl e as sureties on Federal bonds) , Moreover , the bond 
proceeds will be held intact and r eleased from time to time 
only as funds are needed to pay for work already done. These 
bond proceeds will be relea sed trom the Bond Fund into the 
Development Fund only as r equisitions are appro• ed by the USHA. 
Ftoods will be paid out of the Development Fund only for work 
done, and there will always be a r et ained percentage of contrac­
tors • estimates . r n view of these facts and the further fact 
t hat t he contractor' s work will always be approximately 30 days 
ahead ot his estimates, the amount remaining in the Bond and 

Development Fund at any tiae should be ample to complete the 
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project enn 1! a new contractor haa to talte OTer the job. 
1n ease a1Q' deticit should arise due to the tailwe ot a 
contractor, the auref;J COIIIJMUI7 would be obllcated to 111eet 
this deticit and cause the project t o be coapleted. Aa a 
practical llllltter, there 11 no rhll: to the bondholder. OJl 
no PWA Houa1118 Dlviaion Project haa it been necesa&rJ to 
call upon the surety comp&nT, even in the case ot the 
Indianapolis project Which i~olved certain work the Govern­
ment claiu to be detective. 
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3, F,~;~e ~g ':im1nate unsafe and inSanitary 

dwellings 3 3 Under the Agreement, annual 

contributions may be withheld in the event the demoli tion, 

condemnation, vacation, compulsory repai r, etc. , required 

by the Act is not completed within the time (which is 

usuall y one year a fter the completion of the project, but 

is sometimes two or three years after such completi on) 

prescr ibed in the Equivalent Elimina t i on Contract 

between the local authority and the city in which the 

local authority is located. In the Agreement, the local 

authority makes an enfor cea ble covenant to accomplish 

this elimination within the prescri bed period . 

In some cases, the requisite equivalent el imination 

has been accomplished off t he site prior to the execution 

of the Agreement or will be accomplished on the s ite or 

si tes in the course of the development of t he pro ject . In 

t he other ca ses where the elimination will not be fully 

accompl ished in this manner, the Equivalent Elimination 

Contract described in the attached Agreement wi ll be re­

quired a s a condition precedent to the purchase of bonds 

or t he payment of annual contributions by the OSHA. Under 

the t erms of this contract between the local authority and 

the city, the city will agree to accomplish the necessary 

elicination within the time pr escr ibed t herein, which period 

will be satisfactory to the OSHA and will be consistent with / 

tile per i od perm1 tted in the Agreement. The bondholder s may 

properly rely on the Equivalent Elimination Contract . In ./ 

the event of a threatened breach or such contract, the bond­

holders may force the local authority to compel the city 

to comply with its contract . The val idity of such a ' 

contract has been sustained by the highes t courts of Florida 

and South Carolina (¥arvin v. Housing Authority 2i Jackson­

Yill&, et al, 183 So. 145 , July 27, 1938, and ¥cNu1tv v . 

~. et 81 , 199 S.E. , October 13, 1938, r espectively) . 

These Equivalent Elimination Contracts have been made 

only after a careful s t udy of the local situation. A 

survey has frequent ly been made by the WPA or some other 

f act-finding agency to determine t he existence of a suf­

f i cient number of unsafe or insanitary dwellings which 

would permit t he accomplishment of the r equir ed equivalent 

eliminati on within the prescri bed period. Moreover, a 

study of the city' s past record of demolition or other 

eliminat i on is freque.ntly ~USed to help us make an accurate 

forecast of the t ime when the city may be expected to per-

form the necessary eqtuvalent elimination obligations . 

, 
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statistics or past demolition and slum elimination are 

usually available in the office of the city building 

inspector or some other city official. These statistics, 

together With other data regarding existing housing condi­

tions and shortages, must be furnished to us in connection 

llitb the application for financial assistance . Since the 

Equivalent Elimination Contracts are based upon a careful 

analysis of the problems of the particular community, we 7 

are confident that it will not be necessary for us to resort 

to t he remedy of reducing or lfithholding annual contribu-

tions in order to compel the performance of those contracts, 

pa.rticularl y since those contracts and the Annual Contribu­

tions Agreements have been made sufficiently flexible to 

enable adjustments to meet any changing circumstances . If 

there is a substantial change in conditions in a city to the 

extent that deferment of elimination becomes necessary 

because of a sudden growth in population, a major fire or 

other unforeseeable circumst~~ces, the OSHA is authorized 

to extend the time specified in the Annual Contributions 

Agreement within which the local authority must accomplish 

such elimination and, in turn, the local authority may 

then extend the time in their Equivalent Elimination Contract. 

ll'ith the city. 

If for any reason the equivalent elimination is not .I 

accomplished within the time fixed by the OSHA, the OSHA 

may withhold future contributions until such time as the 

elimination has been accomplished, at which time the 

contributions to withheld will be restored. 

4• Destruction of pro1ect (Sec . 3.Q4). Under the 

Agreement, annual contributions may be withheld in the 

event t hat more than half the dwelling units originally 

in the project are destroyed or rendered untenantable, and 

are not restored within two years after all insurance 

claims have been established by litigation or by s ettlement 

approved by the OSHA . In the Agreement, the local authority 

makes an enforceable covenant to ca.rry insurance to the 

full insurable value of the project against all losses 

which 1 t is customary to insure in the vicinity of the 

project . If such insurance is not carried, the OSHA or the 

bondholders may place it. The local authority also makes 

an enforceable covenant to proceed promptly with the r epair 

or r estoration of any dwellings destroyed or rendered un­

tenantable. 
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Because most of the low-rent housing projects are 

designed with one or two-story buildings, "'i th la.rge 

ooen areas in-between, With t ire- proof or semi- tire- proof 

constructi on, and with ample fire protection, it is 

extremely doubtful whet her a major tire or other catastrophe 

is likely to occur . In addition, the extent of such 

projects over several city blocks and the presence at all 

times of a l arge number of tenants and of janitors or watch­

men should prevent the spread of any fire . I f any loss 

should occur from fire or other hazards , i t will be fully 

covered by insurance. The insurance companies are t o be 

sa t i sfactory to the USHA, and the OSHA will make a review 

of insurance coverage at l east once a year. As you know, . 

the USHA has just executed a contract with an association 

composed of practicall y all the stock fire-insurance 

companies in the United States, by the terms of which 

contract local authorities will be able to obtain complete 

fire and supplemental insurance polici es under which all 

these companies will be jointly and severally liable . In 

view ot the joint liability of all these companies, there 

is no risk of inability to collect insurance claims due to 

the f inancial condition of any particular insurance company 

or companies . Each insurance policy will carry an endorse­

ment for the benefit of the bondholders. 

A neriod of two years after settlement of insurance 
1claims should be am~le time for r estoration of the project 

to the extent of 51% of the dwelling units originally 

constr uc ted . However, i t such time should prove insufficient 

for some un.t oreseeable reason, the annua l contributions 

withheld for f ailure so to res tore would be paid to the 

local authority if the project is subsequently restored . 

In the meantime, the bondholders and the OSHA would be ,/ 

exercising their right s to force the local authority to 

com, l y with t he l ocal authority' s covenants to res tore and 

render safe and sanitary any dwelling units whatsoever 

whi~ are destroyed or rendered untenantable . 

· 5, Failure of l ocal contributions (Sec . 3 . 05) , Under 

the Agreement, annual contributions lllllY be withheld to 

the extent t hat the State and its politica.l subdivisions 

have not contributed 20% of the Federal annual contribution, 

such 2~ to be in the form ot cash or tax exemptions or 

remi ssions. In order to achieve the necessary low rentals, 

it is the policy of the OSHA never to enter into an ./ 

Agreement With reference to a pr oject unless the project 
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will be entitled to tax exemption under the State Statutes 
or a selr- executing provision in a State constitution. Thus 
no bonds will be sold except on pr ojects which are exempt 
from taxation. These exemptions are based upon a well - r ecog­
nized custom to grant such exemption to public property used 
for public purposes--a policy which has been expressly adooted 
with respect to public housin~ projects by 31 of the 33 states 
having housing legislation. ~No pro jects are being under­
taken in the two states lacking tax exemption legislat ion) . 
In addition, such tax exemption provisions have been considered 
and upheld by the courts or last resort of 8 of the 31 states 
mentioned above . 

(Spahn. et al v . Stewart et al, 103 S.W. (2d) 651, 
Kentucky, 1937; In re Opinions of the Justi ces, 
179 So. 535, Alabama, 1938; Kervin v. Housing Au­
thority of Jacksonville. et al, supra; Y/illiamson 
v. Housing Authority or Au~ygta . et al, 199 s .E. 
43, Georgia 1938; State ex rel. Porterie. AttorneY 
Gener al v . Housing Authority of New Orleans . et al, 
182 So. 725, Louisiana 1938; Wells v. Housing Au­
thority of Wilmi ngtgn. et al, 197 S. E. 693, North 
Carol ina 1938; Dor~an v. Ph1 l adelfibia Housing Au­
thority, 200 Atl. 34, Penna. 193 ; and McNu1tv v . 
Qwens. et al, supra.) 

There have been no adverse decisions on the constitutionality 
of local t ax exemption of public housing projects . 

In addition to the statutory or constituti onal provi-
sions under which tax exemption is granted to public housing 
projects , the USHA obtains a cooperation contract between the 
local author! ty and the city in which the pr oject is located. 
Under this Cooperation Contract, the city recognizes the tax­
exempt character of the pr oject and agrees to furnish, Without 
cost or charge (or , for a relativelY small service charge) , 
to the project and the tenant s thereof municipal s ervices and 
facilities of the same type ordinari ly furnished to other 
dr.ellings and inhabitants of the city. The cooperat ion Contract 
extends over the life ot the bond issue and is expressly au­
thorized by the provisions ot state enabling l egislation. 

With respect to t he am01.mt of the contribution represented 
by this local. real. estate tax exemption, we have found that 
it averages about 62% of the Federal annual. contribution. In 
other words the local contributions represented by real estate 
tax exempti on (apart from the local contribution represented 
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by cash capital ' donations , and exemptions from sales taxes, 
special assessments and other local taxes) is generally about 

three ti=es the 20~ statutory requirement. The attached 

Agreement provides tor an accumulation of this excess over 
20~ and a subsequent credit in later years so long as no other 

burdensome taxes are substituted. This provision is designed 

to take care of situations where the amount of real-estate 
taxes may be reduced or where such taxes are replaced by other 

taxes . In such cases, the local authority will be able to 
apply t he accumulated surplus of local contributions (as weli 

as the exemption f rom the new taxes) to match fUture Federal 

contrlbutions so long as the total taxes and service charges 

collected from the project do not exceed 5% of the total rentals 

collected fo r dwellings in the project during the preceding year. 

t ?rom the foregoing explanation it is evident that ade­
qua t e provisions are made to assure that local annual contribu­

t ions wi l l be available 1n an amount sufficient to mee t the 

20% requirements of the Act. If for any reason s uch contribu­

tions are not avai lable on an annual contribution payment date, 

the sole remedy of the OSHA is to withhold future contributions 

1n pr oportion to the insufficiency of t he local contribution. 

~nen t he deficit in the local cont ribut ion is cured, the Federal 

rl annual contri butions so withheld will be restored. 

6. Breach of Covenant (Sec . 3 . 06) . Under the Agreement, 

annual contributions may be redUcea t or a breach of any cov­

enants in the Agreement , but such a r eduction will not be made 

bel oiT the amount of the Allotted Annual Contribution. Since 

the Allotted Annual Contribution is the level amount necessary 

to mee t principal and interest requirements as the same become 

due and payable, it is clear that this provision cannot affect 

the bondholders in any way. This provision ia designed to en­

courage compliance by the local au thority with all the covenants 

of the Agreement, no matter how minor. The eount of the penalt)' 

f or these minor breaches of covenant has properly been fixed 

at a small sum--small enough so that the exeroise of this r1ght 

will not change the nature of the l ow- rent character or the 
project by neoeseitat1ng a substantial incr ease in rentals and 

a consequent change in the tenancy. 
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7• Subatantial Breach of Lov1-Rent Character under the 

reement eo. ua con r u ons may a re uoe 

or erm na e or a substantial breach of the low-rent char­

ac t er of the project, the amount or the penalty being related 

to the severity of the breach. If the local authority violates 

its covenant t o operate the project without profit, the re­

sulting available profit from excess rentals is deducted from 

the annual contribution next payable. This provision, although 

involving a real penalty upon the local authority which is 

well adjusted to the severity of the breach, will not harm 

the bondholders , since the available amount of profits will 

be required to be applied first to the debt service on the 

bonds . To the extent that such profits are applied to debt ser­

vice, the annual contributions will not be necessary for that 

purpose. As an additional assurance that such profits will be 

applied t o debt ·service on the bonds, the USRl and the bond­

holders will be authorized to withdraw an amount equal to such 

prof its from any funds or reserve accounts of the local author­

ity and to deposit such amounts with the local authority's 

fiscal agent for application to debt service on the bonds, 

Substantially s1milar provisions are made so far as 

Inel igible Tenants are concerned. If the local authority 

violates ita covenant to exclude Ineligible Tenants from the 

project and more than 5~ of the tenants in the project are 

ineligible , annual contributions may be reduced or terminated 

by an amount equal to the Available Ineligible Tenancy Refunds , 

As in th~ case of available profits from excess rentals, this 

pr ovillion (which provides for a penalty similarly adju.eted to 

the sever! ty of the breach) will not harm the bondholders since 

the Available Ineligible Tenancy RefUnds will be required to 

be applied first t o the debt service on the bonds. Various 

provisions are to be included in the documents as an assurance 

that the Ineligible Tenancy Refunds will be collected and 

availabl e , The USRl and the bondholders will be authorized to 

withdraw an amount equal to such Refunds from any fUnds or 

reserve accounts of the local authority and to deposit such 

~ounta with the Fiscal Agent tor application to debt service 

on the bonds; also, the USRl and the bondholders will have all 

of the affirmative remedies in the Agreement to effect the 

collection and deposit of such Refunds . Furthermore, the local 

authority will be required to obtain a l•se from eao.h pros­

pective tenant containing a covenant to the effect that such 

tenant is eligible and that i f subsequent events discloae auoh 

tenant to be ineligible, the tenant will be liable to repay to 

the local authority the proportionate share of the annual con­

tributions which was applied to the reduction of hie rent. 
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In other words, the tenant will be obligated to restore the 

part of the Annual Contributions which was diverted from ita 

purpose of benefitting el1.gible low i ncome families; such pro­

visions in tenant leases will • take the profit out of Ineligible 

Tenancy" and thus help remove any moti ve tor ineligible fami­

lies to seek admission to the project. The collection ot such 

daaages from ineligible tenants will be required and such 

monies (along with the other monies mentioned above) will be 

the source or the Ineligible Tenancy Refunds to be made by 

the local authority. 

If i n any year the total amount or Excess Rentals plus 

Ineligible Tenancy Refunds then available exceeds the amount 

or the annual contribution in such year, the USHA is author­

ized to terminate the annual contribution in any such year 

because, in such event, the project will have lost entirely 

its low-rent character for such year. Thin provision, like 

those described above , will not harm the bondholders, since 

the Excess Rentals and Ineligible Tenancy Refunds must first 

be available for application to the debt service on the bonds. 

It should be noted that in addition to these remedies 

(and the remedy described in 6) for mai ntaini ng the low-rent 

character or the project, t he USHA tdl l have ample affirmative 

remedies under the Agreement to enforce the covenants ot the 

local authority to operate the project without profit or excess 

rentals and to exclude ineligible tenants. 

a. 
>. 

Under the" greemen , annua con r ons w e e nated 

in the event the project i e acquired in any manner (including 

a bona fide foreclosure or other lien held by a third party) 

by any third party ot her than a public housing agency as such 

agency is defined 1n the Act. 

This provision does not involve any risk to the bondholders 

because or the steps taken to aesure that the project will 

continue in the ownership of the public housing agency. ·the 

resolution providing tor the issuance of the bonds will contain 

a covenant by the local authori ty that it will not convey or 

mortgage the property so lang as t he bonds are outstanding. 

Sucb a covenant is expressly authorized by the state enabling 

housing legis lati on. The paesage or such a resolution con­

stitutes public noti ce of such a covenant but, in addition, the 

covenant wil l be placed on record in the usual offi ce for the 

recording of conveyanoee or incumbrances rel ating to real estate. 

f 
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Por a breach of such covenant, the bondholders wil l have a 

r i ght to force an immediate re-conveyance. 

In view of the fact that t he project will be owned by 

a public agency and that these noti ces will be made a matter 

of public record, it see~ inconceivable that any third party 

would purchase or otherwise acquire the property from a hous-

i ng authority. Aa you know, no bonda of the housing authority 

are to be secured by a mortgage or other foreclosable i nstrument . 

With respect to ecch of the eight conditione listed above, 

the local authority will covenant to comply wi th suoh condi­

t ions precedent to the payment of the annual contributi ons. 

In accordance with the objective of the Aot to assure the con­

tinuance of the low-rent character of projects, the USHA has 

retained many affirmative remedies which will make it possible 

to compel the continued maintenance of such l ow-rent character, 

including the r emedies of mandamus, in junction, appointment 

of a receiver, taking of possession , etc. These remedies are 

cumulative and not in substitution tor the remedies relating 

to the reduction or withholding of the annual contributions. 

Our experience with local housing authorities to date 

lends us to feel confident that these authori ties will be con­

scientious in the observance of their duties, particularly 

since t he state laws almost invariably impose duties similar 

t o those contained in the Annual Contributions Agreement. We 

merely wish to menti on this 1n passing, since it is our beli ef 

tha t as a practical ma t ter there are likely to be few occasions 

for using remedies t o compel observance of the statutory and 

contractual duti es of local authorities in ths operation of 

their pro j eo ts . 

CONCLUSION 

Fr om the foregoing discussion, it ia evident that although 

t he payment of the annual contributi ons is subject to various 

conditions in the Annual Contributions Agreement, adequate pro­

Visions are to be made either 1n that Agreement or 1n collateral 

documents to elimina te any material risks or otherwi se to pro­

tect t he bondholders . Private purchasers who have had wide 

and extend ve experience 1n d.ealing with securities have evalu­

a t ed the risks involved in the proposed bonds of the local au­

t horities and are ready to buy these bonds at the low interest 

rates mentioned above. 

I 
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It i s , of course, contemplated that any prospectus will 

call attention to the conditions 1n the Annual Contributions 

Agl'eement and to the provisions therein or elsewhere made to 
prot ect t he bondholders wi th respect to suoh conditions. In 

our conferences with t ho Treasury Department, we have indi­
cated that we are agreeable to obtaining and submitting for 
thei r approval the proposed prospeotus. A rough draft of the 

pr oposed local housing authority bond form ie being submitted 

t o the Treasury Depart ment. From the face of this bond, it 
appears t hat t h11ro i s an express s t atement that the bonda are 

not an obligation of the United States Government, or any of 

its agencies; . · 

Certainly this Au thority is i n t erested 1n taking every 

s tep necessary to assure that tbe prospective purchasers or 

r epurcbaaers of bonds of local housing authori t i es will be 
tully advised of the facts regarding euch securities . We see 

no r eason to assume t hat the true nature of these securit1oe \ 

will not be fully and accurately r epresented, and we are pre­
pared t o take every step neceesary to assure that thia will 

be the case. 
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