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Acriculture 
Babcock (B.A.) ae~~orand~a~ on future prograa -

12/6/)8 . . . . . .. ..... . . . ........... . .............. . ... 155 l 
Aleop, Joseph 

Oliphant memorandum on •Korgenthau the Innovator• 
aatarial given Alsop- 12/7/38 •• • ••••.•••••••• . .•.• 67 

Angl.o-Oali!ornie NationaJ. Bank (San P're.ncieco) 
Reduction in stock !rom $10 million to $5 million: 

OpiniODs of individual members of Treas11r7 banking 
group- 12/10/JS •• •• ••••••••••• • ••••••••••••••••. 300 

- B-

Babcock, E. A. 
See .llriculture 

Bank of .A.erica 
IIMJ'r tells Banes o! call free FDR asking that he see 

•young C1annl nl •; li!.!Jr tells FOR Comptroller of 
Currency is handling metter very well and that he 
(HKJr) is being kept •as an ace in the hole" -

\ 12/8/38 •••••••••••• • •• • •• •••••••.•.••••••.• 0 0 0 •• 0 0 0 • 1.45 
Folger (Comptroller o! Currency) t ells Giannini people c he has followed bank for ten years and knows as much 

about it as the Gianninis themselves- 12/10/J8 . ••• • 224 
Crowley feels Delano end Jones "lett him on a limb" 

before conference- ~10/JS • •••••••••••• • •• • ••.••.• 224 
Defaaetory remarks of IIMJ'r, at cetera, dieoua&ed at 

9a30 .. eting- 12/12/)8 ••••••••• , ••• •• •••••••.•••••• 289 
Banking LegialatiOD 

O&st011 a..arand~a~ on Eccles ' plan as presented to l'DR -
12/8/38 •• •• ••••• •••.••••••.•••••• 0. 0 ••••••• 0 •• 0 0 0 0 0 • • 81 

B-, Iaaiah 
See RefUCeea 

Bucl&et 
See Bu.oiness Conditions 

BUdget, Bureau of 
B11Sines~ ' s budget 1 Bell aeaorandwo Olt 1 d by IIMJ'r 

&ZIId. J"DR - 12/12/38 • • • ••••••••••••••••• • • • • • • • • • • • • • • • 343 
Ac1ainistrative expenses of oorpcratioos1 to be approved 

by Bucl&et Bureau: Bell ••orandum OK'd b:Y IIIIJr and 

l"DR - 1.2/12/38. • ••• • • • • • • • • • • • • • • • • • • • • • • • • • • · • • • • • • • 343 
Buainaas CODditiODe 

Contarenoe at IIMJ'r' e hoee 011 recovery and Federal budget; 
preset• Banes, T~lor, Ball, 'lbita, Stewart, Williaaa, 
V1Dar, aad Currie- 12/~38, 5•15 P.M • • •••• • • • •••• • • •• • 150 

S.Ooad oODtereaoe- lz/10 )8 •••••••••••• ••• • ••••••••••••• 238 
Baaa ~ 011 aituatiOD for weak ending 12/10/)8 •••• 351 
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China 
Tq Oilo 

Oliphant 11811orand1111 on conference between Treasury 
and State Departmen~ - 12/6/38........... . .. . ..... lSS 47 

ll'ellea telle H!J.Tr he rlll proceed since FDR has 
giveD word to Ciliang lai-shelc in face of !lUll's 
disapproval- 12/7/38 •••.••••••••••••••••••..•.••• 

Oliphant •emorendum on conference with State 
Department representatives- 12/7/38 .•.••.•.•••••• 

a} Really feels tbat in order to ovorco•e 
their objection, it may be necessary to 
remove Chinese Government entirely from 
picture 

Oliphant memorandum of changes providing that title 
· pass to b~er in United States, et cetera; 
agreemen~ satisfactory to State Departcent -
12/12/38 . ........... . .. 0 • • ••• 0 ••••••• 0 ••• 0 • 0 •••••• 

Buck memoranda: Central llrcraft Company, incClllle tax, 
etcetera- 12/8/38 ••.•••••••••••••••••••••• • ••••••• 

Navy Department report& on completed arrangements for 
inspection of road from Chungkine to Burma -
12/7/38 and 12/9/38 ••...•••••••.••••••..•••••••• . • • . 

Wood Oil: Oliphant memorandum attaching cop,y of 
letter to Welles- 12/9/38 . • ••••••..••• •.••••••••••• 

a) Various memoranda attached 
Civil Service 

Governmental corporatitll employees to be placed under 
Civil Service: Bell meaorandulll OK 1d by IW.Tr and FDR-
1.2/1.2/38 .. ......................•...... 0 ••••• 0 • 0 0 • 0 0 0 

Coast Guard 
Waescbe ma.orandu.: •United States ~it~ Service -

68 

76,ll6 

387 

122 

189,191 

202 

343 

training" - 12/6/)8. . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 22 
ll'aesche memorandum on cost of additional facilities -

12/12/).8 ... .. 0 •••• 0 ••• 0 0 •••••• • •••• 0 ••• 0. 0. 0 •• 0 0. 0 . 0 0 0 365 
a) Talk 7rith Waoacbe aft er return fr m llbite Hou&e.. 362 

Countervailing Duties 
See Geroany 

- D-

DiUs, ltarshall 
Provides II!JJr with plan for consolidating bank 

supervisory agencies- 12/8/38............. . .......... 224 
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.rtuaol.Ac, Oo•erna•t 
Yilki.aooa (J. l&r'l'ie ), Tice Preeidea\ , State-Plaa\ere 

laalt and !rue\ Co!lp&IIT, co-d• !reaRr)' oa 

tiaanelac - 12/6/M............. ... .. ..... ... ....... . 1156 

Bare••• &leo co .. •d• s.Jr - 12/9/31 .... ••...••••.••.•• 

12/ 16/a: 
Oloelac of .ubecrlptloa book•- 12/6/38 .......•.•.... 

a ) SGbecrlptloa flcar•• aad baeee ot allotaeet -
12/9/31 ...........•...•...•.•••.....•..•..... . . . 

"~'~'•• ll!dtac• 
Barrieoa and BMJr dietr uet oYereubeorip\loa of 

$1000 boab ae a r .. ul\ ot 0 r&ke-ott• pllbllol\r 

la Scrl baer ' • - 12/6/31 .•..... ...... .. ...... •.• •• 

(lor nuaber ••• Book ,1M, pace 296) 

a ) Scr1baer ' e article •..• . •. . . .. .•... .•• . • . • .• . 

rtocal aad 11o11etarr ""-•loo17 Board 
lleettac - 12/12/38 .................................... . 

a ) CUrrle-llbi te aaaorandua ehovillc A«f .... , 011 

yaz-loue polllte 111 plan .... . .. ... ... ...... . ... . ... . 

•rree R14t nc • of Go•er~~&eat Securlt1ee 
Soe F1naneinc, Oonr~~&ant 

- G -

Geraaar 
Welle• tell• HMJr of iatercoYerna•t&l aeetinc ( oeoret) 

with Ger.Me at Brue .. lo; hopoe ac tion on countenalliDC 

dutlee can be dele¥•d until after aeetlnc- 12/7/38 .. .•. 

Maaorand• froa .Yerlean •baoe7, Berllll, recar41Ac 
crorlac concern ot llelch Oo•ernaeat onr export and 

tore1~ ezchance oltuatlon - 12/8/38 ......••.•••.•• .. ..• 

GoTeraaeat Corpora tion• 
See Bu4&et, BGr~ of 

• 01'1'11 Ser'l'ice 
Great llri taia 

See Stabi1ieatloa 
• ! uaUon 

.J .... 

- J -

Welle• eend e to BIIJr unoftlc1al Brl\lah Alde ll~ire 

concern1ac Joint action with 11Dl\ed Statee ln tace 

of dbcrlalaatloa br J ........ 0o'l'ern&8Dt - 12/8/31 .. .. •. 

-. -
llorc•tlaaa., learr, Jaalor 

"Broken toe• conYereatlon with rDI - 12/7/38 •. . . . .•.• ·· · ·•· 

-- ~ ----------

3 
l N 

4- A 

149-A 

30 

\ 

Regraded Unclassified



-II-

Book Pa.ge 

National Incoll8 
Baas estimat e tor 1939- 12/7/38........... .. ........ 155 69 

- p -

Post <lrtice - Staatord, Connecticut 
Oliphant m""'orandua on land tor aclcli tion - 12/6/38 .... 35 

-R -

Retugees 
IBIJ'r tells Bolllll&n be (HMJ r) will have to pay out of 

his own pocket tor expert brought from West Coast 
ancl not an American citizen - 12/6/38............... 27 

FDR and IDIJr di acuas entire problem - 12/6/38......... 41 
Welles tells RIIJr of intergovernmental aeeting (secret) 

with Germane at Brussels; hopes action on countervai.lina 
duties can be clelqecl until after Cl8et 1ng - 12/7/)8..... 68 

Bowman sends to FDR memorandum (copy to IUlJr) concerning 
possibilities ot white settlement 1n Africa -
12/10/38 •. • ••••.•.. 0 ••• 0 ••••••••••• • •••••••••• 0 • • 0 • 0 • • • • 2.25 

Revenue Revision 
l!sJles 1 memorandum on recommendation of \lb! te House that 

Congress be aakecl for a $1 billion ino.rease 1n taxes -
12/12/38 . ............ . . . .... . .... . ....... . ...... 0 ••••• 0 • 0 342 

Robbins , \'lilli am flellea 
Oliphant diacuaaea qualifications 'Wi th Bullitt -

12/7/JS.. .. . ................................... . ........ 74 
Roosevelt, Jaaea 

II!IJr overhaars FDR discuss with Jamea h.ia duties 1n 
motion picture field - 12/6/)8 ••• •••••••••••• • •••.•...•• 

- s -

Silnr 
Oliphant meaoranclua: Newl}' minecl d011estio silver proclamation 

clue to expire oa 12/31/38- 12/7/38 •••.••••• . •••••••••••. 
StahUization 

Creat Br itain• Tqlor aemoranclua on talk with Bewl ey and 
request that Sir John Simon provide Treasury with his 
opinioa ot d evelopaents of put week - 12/9/)8 ............ . 

63 

218 
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Book Pap 

TaxatiOD 
Corresp<>edence between State and TreaaU%7, and 

Trea1NZ7 and I.lltenl&l JleTenue, cODcernin& Britiab 
Illbaa8)' 1 a note illrltillg tbited Stat .. to perticipate 
ill an illtemat10D&l ooa.tereoce ill LCDdoo, looJdD& 
to the adoptioo or a cooTentiOD tor the ue.ptico 
1'r<a taxation or liquid tuel ADd lubrioaJita Wled 
in international air trattic. . .................... . . l'S 

Tyler, !loyall 
IIIIJ'r requests trip throUj!b Ita.q ill Dear ruture -

12/6/38 ... : .................................... . . . . . 

-U-

Ull811ployment Reller 

12,1.4 

49 

Lonigan aeeoraDdiD: Report oo Works Progreaa Adainl.stra tJtm 
workers as or 12/J/38- 12/10/JS........................ 228 

United Statea ll&ritiAe Service 
See Coast Guard 

Works Progress Adm.illiatratioo 
Sea ODeaplO)'UDt Reller 
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1 
EstabliBb cooperative relationships with Land Grant Colleges and 

Extension Service - tree from suspicion or domination. 

Use government tinanoing and handling or agricultural oommoditiea 

so as to strengthen our permanent system or cooperative service 

for agriculture (rather than supplant or weaken it.) 

Continue agricultural conservation program , redrafted to simplify, 

to reduce irritations and to provide for sound farm manage­

ment and permanent agriculture. (Permit adaptation to local 

condi t i ons.) 

Continue machinery ·r or establishing and operating marketing agree!Dent 

Continue services of F.S.C.C. but on an emergency basis and with 

mi ni mum or publ i city. 

Expand purchase of submarginal land and studies of land claaei­

ficat ion to provide basic information for eound land uae programs. 

Provide government leader shi p for r e search a nd educati on and ex­

tension program through agricultural colleges designed to 

promote rural health and bett er standards or liVing on farms. 

Reemphasize !arming ae a safe and desirable way or living 

through home-raised rood and teed, roads, electrification, 

refrigeration, etc. 

Stimulate program or research tor development of new uses tor 

agricultural commodities - utilizing exi sting facilities of 

agricultural colleges. 

A statement on prices to be formulated carefully. 

- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -
Do not permit pressure groupe to formulate national policies -

listen to them, 
Stop premature publicity on poorly developed plana, 
Eliminate O. C.C. loans, liquidate present stocks as rapidly as 

possible and take losses. 
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STATE~PLANTERS 
BANK~:rR.usT @. 

RICHMOND. VIRO tNIA. 

December 5, 1938 

Hon. Henry 0 . L!orgenthau, Jr . , 
Secretary or the Treasury 
Traasury Department 
leshlngton , D. c . 

Dear L!r . L!orgenthau: 

( -. 

I want to tal<e thla oeeas1on to eOI!IIlOnd t he a0111ld­
ness or the Treesury1a December fin&nelng, the complete terms Of Which 
have Just been announced. It seems to me to give adequate cona1dere­
t1on to the various absorptive channels 1n the market end likewise to 
g1ve the neceseery weight to the Government ' s desire to borrow on the 
cheapest terms possible. 

The great problem racing banks is, or course, to 
avoid the shock or gyretlona in the governll<!lnt bOnd !!llrl<et. To a very 
s ubstantial degree I believe t his elm can be attained by the banks 
hev1ng thelr maturi ties careful l y speeed, with the • eight in the seale 
betng assigned in accordance with t he cond1t1on or each insti tution's 
capital account, deposita and assets. 

In vie• or the above, the offering or a a nine-yeer 
bOnd ne, I think , rrom t he standpoint or the banking system, a •star 
stroke. I would like to urge that in any future government financing 
yOU'giVa scae consideration to this raet and allo• the banking ayateo to 
acquire at the 1118?ket level interll8dlate aturities ru1 • ell es long teru 
maturities. It will not be necessary to orrer thie intermediate maturitY 
for ne• money and the procedure adopted thia t i me can be carried out in 
tne ruture , varying the maturity date or th ls intermediate iesue eore 
leas in accordance With your own wiahes . 

If the banking ayatea cont inues to be afforded 
opportunity which you have given in thi s Dec•ber financing, it should 
be able to protect itself as-inst anything other than a oataatropbe and 
it should be able to develop the neoeuary alae tiel u .. t o Met oraryins 
conditione. 1 cone tent ding-4ong1ns by t he auparviaory author! t1ea 
apinet too aetlve tredlng or bonds is aound i f the banking ayatn 1s 
red bonda Wh1oh 1t can, wi th Juatifieetlon, hold. Thia, I reel, you 
have shown an a.areneaa or for the riret tiaa and I want t o acain oaa.end 
t he po11oy. 

Regraded Unclassified



SrA'I1!-PI.UmiU ~ o!!b n.usr Co. 
'• ._v_... 

1111 you kindly ahow thla to the under-secretary 
or whlchenr or the asalatent aecretarlea handlea t he sove,...nt 
rlnenclns. 

JHll/ke 

Very truly youra, 

Harvle lllklnaon , Jr., 
Vlce rrealdent 

-

3 

... 
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Da 2 r :ao. llaa. 

Jlr. J. llarrie WU"'-• Jr., 
n. hwlo~et, a--.Pl.uioen lluk _. twn eo.. 
11' '·~ 
Diu' ... WUkt= oua 

··==bu7 ... .., .... , .... NUll wltll cr-t lAt '"' ,..., 
l8tter or Da .. r ftll • tbu uu!ljuut ot h a •17 n ·••c. 
art~~, pu.rtt•lar refit- to 1lbu p uallt o~ • h 
aluo .w-latilll lt to otMn in tbu trea.a&J7 wbo ~pate 
1D tho t••nainl etu41M. 

Bt wl.:.te • Ql tell )'W t!.et I.e 11pp...S...11M way pMU7 
pttllll yoou Yl- -.4 u wiebN t!.et oUiun -14 write tu liJa 
.. tl'ukl7 u4 .. llelpflal}T. .. muU be cla4 to ...... ,.. :run 
at e~q tt. -.buD 7W ..,.,. 1 "' or JIIAUH\1o. to .... . 

r r. 

wa. ... aa 
ANte'-' tu tM I ulw7• 

.. ,.., 

4 
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llaahin&ton 

FOR R!:LEASI, IIORNlNG NE'IISP .APEI!S, 
Tueada3, DocoQber 6, 1938. 
l'J/5/38. 

Press Service 
No . 15-56 

Socret Ar,y of the Treasurr llorgent bau announced l ast night that tho 

subscription books for tho currant offor inc of 2-3/4 poreont Tree~ Bonds 

of 1960-55 end of 1- 1/6 percent Trc~•url llotoa of ~orico D-1943 closed nt 

the cloao of businooa l'onday, Docoobor 5 , for tho r eceipt of c"sh subacri p-

tiona . 

Ceoh aubecriptiono fer oi t hor iaauo nddr csaud t o a Foncrp~ Roaor•o 

br nk o r brMch, or to tho Tr>asury Dopnrtmont, ond p l ncod in tho mc.1l bofo r o 

12 o ' clock midnight, Monday, Docombor 5 , will bo conaidorod ns having boen " 

ont ored bofor o tho clooo of the subocription books. 

Tho subscri p tion bcoks f or bot h 1sauoa , nnd nlso fer tho iasuo of 2 

percent Trc~.ourr Bonds of 1947, will cloao nt tho clooc of business lfodneada;r, 

Docombor ? , for tho r eceipt of eubacriptiona i n ~rcoo t or which Tr onsury 

Notoa of Series 0..1939, C>aturil1!; llnrch 15, 1939, arc tender ed. 

Bxchllnf;o subscrip t ions for nny of tho t hroe isouos acldrcesod to a 

Fodoral. Roaervo bonk or branch, or to t ho Tr caour-.r Dcpartocnt, l'nd plPcod 

in the moil before 12 o'clock midnight, Wodnoadn~. Docombor ?, will be con-

aidorod c a hr.vi"6 boen e::>terod boforo the oloee of tho subscription books, 

.Annowtcomont of t ho nmount of cneh aubaeript1one &n~ t ho bases of 

Allot ment will pr obn.bly bo OC(lo on Frid-w. Doc0111bor 9, 

- cOo-
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St250 GROUP URfUIHG December 6 , 1938. 

Preaent; 

B.K.Jr: 

Group: 

R.I4.Jr : 

Mrs. notz 
Mr. Duffield 
Kr. McReynolds 
Mr. Baas 
Mr. Bell 
Kr . Lochhead 
Dr. White 
Mr. Gaston 
Mr. Gibbons 
Mr. Banes 
Mr . Oliphant 
Mr. Taylor 

The funniest thing - I looked at Dut!ield and 
saw him tal!dng and I was 110ndering bow they 
let a reporter get in here . 

(Laughter) 

I have nothing except you (McReynolds) aight 
have someone look at the pump 1n the garace. 
It has everything 1n it except gasoline -
sand, gravel and water. 

McReynolds : They put 1n a new pwap last week. 

What happens to the Judge? B.M.Jr : 

Gibbons: 

B.loi.Jr: 

It goes to the Grand Jury now. We have noth­
ing further to do with i t . 

I see. 

5 

Gibbons: I !eel sorry t or hia. I think he i s just a ••• • •• • 

B,M.Jr: 

Gibbons : I have no information . 

B.JI .Jr: You have nothing, he, I take it. 

McReynolds: Xo. You have your friend Griffith back on 
hand here. 

B.K.Jrl Griffith? 

Regraded Unclassified



lleReynolda: 

B,M.Jr: 

llcReynolds : 

B. w.Jr: 

llcReynolds 1 

B.K.Jr: 

Duffi el d: 

B.M.Jr: 

Taylor: 

H.M.Jr: 

Banes: 

B.M.Jr: 

Banes: 

B.M.Jr: 

Banes: 

-2-

Yea, the Touhey case in Seattle - the one that 
complained about the Receiver here . 

What do I do about it? 

I don't know. Be is reviving the bank now 
on Gi annini. 

Well I have a Banking C~mmittee. 

I know - I turned it over to them. 

Incidentally, Preston Delano asked to see me 
this afternoon. Is there 8Jl)"th1ng - do you 
know why? 

Be i s working on something to talk to Gianni n1 
about. 

Do you think I ought to wait till I see you 
gentlemen or what? 

I think h e has been talking to everybody on 
the Committee and so on as to the main points 
that should be discussed with Giann~. That ' s 
what i t t s about. I gather he has an agreement 
on it . 

(To Krs . Klotz) Tel l him 3 o ' clock. 

(Note: llrs. Klotz told the Operator the Sec.retary 
would see Preston Delano at 3 o ' clock. She also 
wrote it on the Secr etary' s calendar. ) 

Be had dinner last ni ght with llarriner (Eccles) . 
llaybe he wants to tell you about that . 

Be had dinner with llarriner? 

Yes . 

Should I worry? 

No, I don't think so at all. I suggested that 
he might want to tell you or his conversation 
with llarriner. I don't think. there is BI17thing 
in the han!dng group. 

6 

' 
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B.M.Jr: 

R.M.Jr: 

Group: 

B.K. Jr: 

R. M.Jr: 

Gibbons: 

B.K.Jr: 

Gibbons: 

H.M.Jr: 

Duffield: 

Gibbons: 

McReynolds: 

Group: 

H. M.Jr : 

Taylor: 

B.K.Jr: 

Taylor : 

B. U.Jr : 

Gibbons: 

- s -

Well I will see hill - see what he has to say. 

You know rrrr f'tmllY story about tbe IIIIIJl that 
returned on the steaaer. Be saw his son on 
tbe dock and he yells out, •Bello Jake. Bow 
is business? Should I worry?• 

(Hearty l augbter) 

I should say, •Bello Preston. Should I worry?• 

That's one way of announcing that rrrr financing 
i s a success. 

On tbe front page of the Star - tbe sour note -
Marriner playing the •• •••• • 

lfo. 

You were playing the two billion born and 
Karriner ••••. • •• 

No, we don ' t t ake that. 

The Enning Star - Sunday. 

Merril y we must spend, we must spend. 

The boss i s playing this big bass born back 
there and coming out of that (tbe born) is, 
•the deficit is getting bigger -: bigger • . 

(Laughter) 

I didn ' t see that. 

There was a good one in there the a.y before 
on Tydings and Glass in giving their announce­
ment on Chi~ago - Ickes ran for Kayor. 

o .~. , Taylor, got &n7thing else? 

No, I have nothing . 

Stay behind a minute, ! would like to talk 
to you. 

Nothing . 

7 
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Lochhead: 

R.K.Jr a 

Taylor: 

a .K.Jr: 

Taylor: 

H.M.Jr: 

Taylor: 

Taylor : 

B.M.Jr: 

Gibbons: 

H, M. Jr: 

Taylor: 

a .K.Jra 

H.K,Jr: 

-4-

Sterling is being supported around 4.69. 

O.IC. Wonderful., 

If agreeable to you, Mr. Gibbons and llr. Hanes , 
I woul.d like to appoint llr. Waite, on the other 
side, to be one of two negotiators for this 
international aviation thing, instead or sending 
somebody OYer trom here. 

I don' t know what it i s about. 

This is an international convention h.aving to 
do with aviati on. 

Why aren't we in on it? 

Because it has to do with Customs and so on. 

(~ote: Kr. Taylor then read the last par~raph 
on Page 2, of the letter f rom the Special 
Deputy Commissioner. A photostat is attached. ) 

(Exhibit l) 

Rather than sending someone from over here I 
took it, knowing about it, and I think they can 
do it on the ground there. 

Fix it up - it is all right with me. 

It is a matter of this international aviation. 
Under the Custoas Laws ••••• •• 

Waite i s a good man . All right, anything else? 

Ran into Aubrey Williams last night in a railroad 
station and he expressed thanks and practically 
everything else possible about the action o:t' your 
committee without a n8111e, He l!aid that the 
President was overjoyed to receive it and so on 
and thought it woul.d be interesting. 

I am very much interested in seeing him. P'roa 
that day to this I haven't heard a peep out of 
anybody. 

The President was pleased? 

8 
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Tqlor: 

H.M.Jr: 

Bell: 

Taylor: 

H.J.I .Jr : 

KcReynolds: 

B.M.Jr: 

Taylor: 

B.K.Jr: 

Du!field: 

H.M. Jr: 

Duffield: 

H.Y.Jr: 

Hanes: 

H,K,Jr: 

Hanes: 

- 5-

Bot only p~eased but tb1nks,in the aa.o 
about its errect on econo1117 and so o~ ·it Will 
open up a new field o! thought, etc., etc 

Well I aa glad to get the message. I t is Yery 
interesting. 

I didn' t think that was new. 

Well I am just being an honest reporter. 

I mean the thing that amazed me was that,once 
it came through, Hopkins didn't get on the phone 
at once and say something. I certainly would 
have if I was in his position. 

He certainly tried to get the President to do 
it !or him and be wouldn't. 

Aubrey Williams did too. 

It was quite a conversation in view o! the 
meeting yesterday. That was the type o! thing 

that bad impressed the President so much. 

(At this point the White House telephone rang . 
The Secretary asked Mrs. Klotz to take the 
message.) 

What have you got? 

The request to the RFC !or the preferred stock 
in the Anglo-California is ready !or your 
signature. 

Now? 

Yep. 

Well aren't you fellows going to prepare me? 

Anytime you are ready. 

How about a quarter to twelve? 

Fine . 

9 
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B.M.J'r: 

Duffi eld: 

B.M.Jr: 

Gaston: 

White: 

Gaston: 

Taylor: 

H.ll . J'r: 

Taylor : 

H.M.J'r: 

Oliphant: 

H. ll.J'r : 

Haas: 

Gaston: 

Oliphant : 

Oliphant: 

- 6-

An7bod7 who 1s 1n on the Banking C~ttee, 
will :rou please be here? • ow I think Preston 
Delano should be here. 

I will tell h1lll. 

Right. 

I suppose you noticed this i tem 1n the papers 
this morning that Martinez Fraga announced i n 
Cuba that the Export-Import Bank had granted 
a fifty million dollar credit to Cuba. 

We have no information about that here, except 
that they were considering a loan to Cuba. 

They called me up late last night. 

I can give you some highli ghts on it, which is 
that Pierson and Welles haYe been working on it 
for three or four weeks. 

Will you get it for me? Maybe you could tell 
me at a quarter to twelYe. 

It is supposedly a public works loan. 

Fifty million i s a l ot of money. 

When i s it to be disbursed? 

George? (Baas) 

I haYe nothing . 

Nothing. 

I have here a t hree page me810randum on the 

10 

Post Office site, giY1ng you what the defenses 
are. (Bands memorandum to Secr et ary Morgenthau.) 
(Note: A copy of thi s a emorandum is attached -
marked "Exhibit No. 2•.1. 
I u giving you a copy Mac (McReynolds) along 
with the file. 
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a.M.Jr1 

White I 

B.)(.Jrl 

_., _ 

I will read 1t. Azl71;h1nc el .. f 

I dontt propose to use 1t until before 110011. 
After TOU aee 1t, I shall chance eo• ot the 
appendU: aa written. 

Well, 1t 1s up at the houae. 

11 
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DEC li , 1938 

Tban hu been ellboa1tte.! t o ws tor •pj)ronl a ,...PMed uoept.­
• nca or AD orrer Mda b7 llooMr S, O••l~~t~a t o MU to tbe lfldte4 Stllt.e1 
tor t.1ut aua or t5o,ooo, a t.nct or land to be ua..S aa a11 a441t1"" to t11e 
:lt...at'ord , eo..n..u .. t, !'oat Office eit.. 

YitA<Nt •lti"C aq t.aYeaUcatiOII ot tM cir-~ 1a tM 
Mtter, oortilla of • bet apl)Urll 111 tboe fU.t t."- fou-iJic wwJ.d - to 
be tM tact.a 

llr, l)•=•••e ~- ollfted tM ;>roper\7 .. t leut e.ta. 1929. The 

1~ 

H.O.L.C. baa appra1•w.l tM }I'OpertJ a t $500000. TIM ;>ro;>art:y ~- 111 \ 
approxlalta frontAl• or !32 r .. t. Tbe ;>ropertJ bet ...... tbe preaant elte 
and Jfr, o-••••' pr opo>rtJ b alto baiJII piU'IIIIaa..S. TIM price propoa..S 
to be paid to llr. ~aaa per h'o11t root 1a we tben t.b>lt propoa..S to 
be po..ld to tM OWIIN' or tM iat.rY..U.., ~. The uoee•..S nlue ot 
11r . o-·"•• • pnpert7 u $24,200. 

'!be pntaDt Poet Oftl• dta 1a 1JI tile e!Mle ot tbe bJ.oc1c eo4 
t.1ut onl.7 otMr pro,.rl.J a'l'll~l.a tor \M ut.auJ.oa u the propart7 oa 
tbe otbel- aide or tM Poot ortice u;>~~~~ wiiUb it loo.•te4 a I ... c .A. lNil.do­
iJII, ao4 tM pVCibooM ot tha i)roper\J w...U ntall a IUcll l.arpr u;l ' 
iture tb&a tM i)ropt.rt7 ollfteCI b7 llr. ,.,,,, ... &lid tbe .-!Joiallll IJI'O,.rt)' 
o•Aer. 

Tbare doaa oot - to Ita IUIT atatutor;r ..,-ob1b1t1oD •1aiaat 
tbie t.tauactloa. Section 4l or tM Cri.aiaal Cede (aet o! -.reb 4, 1909, 
J 5 Sta t • .10118, 1097) (U. s .c. Uta l ll, -· 9J) , ellicll b tile onl.7 etat­
ute ep;>~l• to aal.aa to tbe ao..r-t 117 otr1o1ala en-s. oal7 to 
-~lObo are ortlaan or ...,.tot ot tile ..UU &lid Dot to priaalpal.. 
TIM ~tnllar o.n.r.J., 1• ,_.u laJI&Il& .. , ue 1o41 .. t..s tlut ~ 
act appltae &1M to priacipala. .. . .. .,., ...- laacuaa• -., lie dlanp...s.d 
ill Yl• ot tile •.,r••• t- ot tM n.tute, •"1• u ~. ud Ilea to 
be etr1atl.7 -t.n..s. '!be Attoi'MJ C n~ M8 llal.d ~t .... a\etlata 
ai>Pll" ~ to • 1•nta aaj Mt to prlMI.pele. 

Aalda tr. .., at••torT ~1Uoa, lleos¥n, \IIM'e le ...­
to be11eft tut \M Col!p\roU... llsMftl0 toUAisilll cl•••••• befttot­
Mcle, -tU 111a1c1 t!let \1M V.naeUo. 1a .,.,l.cl oa tile 1/t • •r ot ~U• 

Regraded Unclassified



16 

- 'I -

)>OllC)'e B.t'ore tb4o &1te 061\ be •oot..u.d and \lw cbeclt <Va"'1 for tM 
.,..rcb&u pr1M1 tbo WUT&Ilt bu \o be cCNateralped b7 tM Coaptrollere 
Bacawoe of ~1& tbe Mtt&r dll be befon tM CoepVoller 1'1'1.,.. \c ~ 
cloat.c or \be tranaoo\loa. 

Tile Coll;>\rollu baa -~ that the roU.Winc tTaua.Ucu aft 
'fold on t bo rrOIJIOIIa or !)Ubl1c pollql 

l. Cootracta b7 ~n~t • Plo7"• \o rent 811ta.ob11N to 
tba OOn J"I'IINC\t 1 ..,.n t houch tbe eeplO)'M b oot tbe ue,otia Uq or 
controct1q orrtcar. 

2. Colltraott bat"••n .. Public ileftl.tb eureeon, wbo 1a the -­
trnctillll otricar, llDd IU&aalt' ,. . pr oprie\cr or • prl .. ta boep1tel, ....... 
t llouch t he lloaplta.J. ••• tba onl ;r one sn 1l.abl.e ill tba Y1oiait7• 

J . S.lea or tr .. ctcr s br lln u ;.l.o7" or tba Vir1in IalllD<I 
GoYe"-t• a ttar public a dYertie-t, eYn tllo~~&b tba •~>l•J&• wu not 
t he CODtrMitiJic offic:.r a nd bad notbina t o do dtb tb8 mnea ot1oo 1D 
&n otrtcial. oap.citT• 

A &WdJ baa bean Md& of tba i "RU &l law ot public pol1c7 1D 
a o t or •• it 1a e.p~Ucable t o tbia t1J)a of tT• na" nion. llo' t or \be all­
tbor i tiaa d .. l •1\b tba aitll&tion cbera tbe OoYernaaat .nplo7 .. .. oretl71 
or otbarwba, acta u •caot for the contl'bc\cr and wb1l• tbe)' do not 
cOYer cur dtuat10ft1 tba;r do oonb 1D l&nar&.L laftCil•l• u to tba aup1c1on 
'Oith wbicb tu law toolca llj)OD tran .. ctiona bat- • plo;r- 1D tbeir of­
fic ial C..IP'\eit;r IIDi &C\11111 1n their own par.onal. 1Dtar.at. 

!he -t cue t o our dtwo\ion ta fOIIIId 1n !e.J9r ep4 rmcoU 
of Citr oC ltp !• lllltf• 60 0.. 22le 1n tbo.t c..aa tbe CU7 Couoll 
l.,.• ed a ph&& or propart)' t o tbe then •:ror tor " oarttia tara or 1&!\ft 
al\il tbe lla;ror aa part o.r the coaatdaratlan for tbo l••• a.,.._.: w do 
certain tb1a1a ellOh as Clltti"' wood and diatrlbllti"' it t o the poor. After 
the execution of t he laaee there •aa k ~"'• in ~raonnel 1n th• Ctt;r 
CollDcil a ltbou&b the lle.Tor ~u r..,l.acted. '" o.otion waa ~bt b)' tbe 
Cit7 • calllllt the • ror to void tba l• ... •• Tile Court b&la ti!At, even 
t bo\llh tba Ka7or did not baYo the dllty or necottstift& and &XMo~ttnc lea aea, 
!111 did ~»•• tbe pnaral d\ltJ u •1or or tbe Cit)' t o aM tb&t &£re080nta 
on l>abtil f of tb& Cit)' .. we taithrllllJ ......,.ted b7 the eUler perth& t o the 
·•l(r e- t and tbo t .. i)l'lrt or bia ,_l dllt1 be ... r.q-ar&d to ••• tbnt 
t he leaao na pro;>er l.J' perforud. ••- ot tbi• relati011111ltp 1 the Court 
ba ld t he le .. e wold on tbe rrowuta of jNIIllo ~>&l1&7• 

ln our cue lllr. c.&..iDaa baa notbinc to do ott1c1all7 wttb tba 
nat otittioa or exaclltion or tb& con~ct. Be baa ~ dut7, bo<a•ar, ot 
cert1t)'tq to tb• title llndar Soct10D J" ot tba lio'fla&d Statllt&l, u 
. .. nd&d (u.s.c. title 40, aoc. 25'), and no ..... , oan Ito apanct&d llj)Oil 
• 111 alta •til the written opinioo or tba .Attomo:r Gon&lhl IIII&.U be bed 
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TO 

,.ROM 

TREASURY DEPARTMENT 

INTO Ol'l'1CIE COMMUNICATION 

Seoretaey llorgentbau 

HeniiiUl Oliphant 

For xour lntotptiop 

DAft -·--

Judge rcnruselld in tba opinion section of the Depert.ent of 

Justice celled Caima t.odq and said be 1I'U preparing an opinioo CD 

tbe Oenwu> utter and was inclined to acree witb the 'l'reuu.,. ' s poaitioll, 

He wanted to 888 tbe press release of Dece11ber 23, 1936 eDd our letter 

to the State Deportment of Dece11ber 5, 1936, of wbicb the press release 

was a condensation. 

Cairns will take these docuaente to him in the morning and 

answer aQT questiODS be ~ ask. 

opinion can be expected, 

He will tey to leam ebout when the 
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EDA 

SEcrEtary of StatE 

Washington 

DEcEmbE.r G, 9 a. m. 

HANKOW VIA N, R, 

DatEd DECEmbEr 6 1 1938 

RECEiVEd 7 a , m, 7th 

Hong Kong ' s DEcEmbEr 3, noon, asking for commEnts on 

UnitEd Statts GovErtUI!Ent rEport that YangtzE RivEr opEn 

t o commErcE and wood oil now on thE way f rom Rankow. 

Similar inquiriEs havE bEEn rECEiVEd from thE UnitEd 

Statts by two lEading AmErican woou oil exportErs hErE . 

ThE sourcE ot thE rEport is attributEd to thE Dtpartmtnt 

or CommErcE by onE or thEm, 

Tht YangtzE RivEr is not (rtptat not) opEn to 

commercE. InquiriEs among wood oil firms rEVEal that thE 

JapanEsE havE not acquirEd any stocks of wood oil at 

Hankow EithEr by purchase or b'J confiscation. No forEign 

commErcial VESstls and no lightErs with wood oil haTE 

lEft Hankow tor down rivtr sinct thE JapanESE occupiEd 

this cEntEr. WhilE it is concEivablE that a fEw tons 

wood oil may have bEEn found and confiscatEd by thE 

JapanESE military forces as thEy advancEd along t hE Cantcn­

Han!~ow Railway i t is doubtful whEthEr total could bt mort 

tbatl 
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EDA - 2 - DECEmbEr 6 , 9 a . mo from HankO\~ 

than 50 or 60 tons, 1t that much. No poaitivE 1.ntormation 

on this last ia availablE yEt. 

REpEatEd to Hong Kong, Sbanghaio 

JOSSELYN 

DDM :WWC 
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A confidential telegraa (No, 579) ot December s, 

1938, troa the .AIIIerican Ambassador at Cbllllg)t1Jl8 reada 

substantially aa tollows: 

On December 4 a member ot the Embassy statt was in­

torm.ed by the Actina Director General ot the Foreign 

Trade Commission that the exportation ot bristles is pro­

ceedina normally by truck to Yunnantu, With reterence to 

the wool trade in the northwest, be stated that more than 

tive tboueand tone ot wool bad been carried to SoTiet 

Russia by camel durina the past year and that stepa bad 

been taken also to prevent shipments ot wool trom goina 

into territories controlled by the Japanese. This otti­

cial stated also that an average ot twenty tons ot tuna 

oil is beina carried each day by means ot Ella and coolie 

transport to Yunnantu Tia Suitu, Re declared tba\ al­

though, ot course, treigbt rates will be consider ably 

higher, this means ot transportation is beina eo enlarged 

as to preclude a shortage ot tung oil in the coneumina 

markets ot the world, 

The above--ntioned Foreign Trade COIIIIlisa1on is an 

otticial organization wbicb controls DOW alaoet all ot 

the export trade or that part or China controlled by the 

National Government, 

SOOH39/2Sl 
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Qa lblldq &t'ter-a, II Deolaber lr.le, .Aaehhat 
Secretary G1 bbou oall.ed • colltereace 1a Ilia ottioe, at *ioll 
wre preMilt, ill &441U ou to tlae .Aa&ietut Secretary: .Aa.eietut 
to ttae S.o:retary Herbert lio O.eton ( Wbo 1 hed Olll7 4ur1DC tlae 
earl7 part or tba oo..terenoe); Mr. O&rdaotr 1aoll:eoa, u Mrteor 
to t ile N&Uoll&lllarlt~ lhloa; Rear MlliNl R. R, lueolla, 
v.s.c.o; Lillllt&ll&llt Co-der o. li. Moeaba, oa-Adillc Officer, 
Mt.rlt~ Serrloe Tra1D1Ds Stolon at BoU.U Ielud, Haw Torlt; \ 
Llwtell&llt Co~der 0. B, 0.117, V, S,O, O; Mro 1al'Oile lilac, 
Secretary or tlaa National Mt.rltble 11n1on; 11114 Mr. R&lplliiiMreoa, 
Leslelatlw Rllpre..,t&tlw or tile lf&tlouel llarlt~ Ulllon. 

'Die co..tarenoe -• called to 41eou .. oartaill Oll&II&U 
1D ttae recul&Uou tor t ba balalq o r -.rit~ per1101111el, pro­
po•d b7 repre..,taUwe or 1be lf&Uoll&l Mt.rlt~ 11n1oa, llo 
41tt1ault7 *•tner -- 81100UJltare4 ill oca1Jia to &ll acre-•t 
OD tile propo .. d cb811&8•• 

Upon ..-pleUOD or tll.le ooatereaoe, llt>o ~ 11114 
llt>o ... reon or tba N&UoD&l llarl\l.aa UDion, cd tlaa repre•nt&tine 
or tile Coe&t Clla&rd, -t 1a oo..teranoa a\ Ooaet Qa&rd JIM4qD&rtare, 
11114 ~iDeeS toset llar 111ltil 4etaUe4 -~uta to tba reculat1oue 
wre Wrlttn, &&t1ataotorT to both the oout OR&rd 11114 t il• 
•atloll&l llar1t~ UD10Do 'lila• -~ta, &1pad b7 tla.e c--
Ulld&llt or the Coe.&t <lllard, Wr& truaitted rta J'tl8i&tere4 Mil 
to4q, to llro 1- naa, Secretary ot tile Jlatloa&l llar1t~ 
Ull1on at !law Torlt, &Jill 1 t 1• oollt14enU7 • ...,.ota4 tllat till& will 
r .. ult ftrT llllortl7 1D tile ottlure or the llaUoll&l llarlt~ 
UDioD a1rlll8 their approY&l to tile tr&laillc &Tat- or arollut 
Mt.rl .. pereCIUlal now 'belq ooa4uota4 b7 tll.e Oout OliU'd • 

.urar u 1a aow ltlloom, eY&rT obJeot lon ad• b7 the 
llatloD&l llarit~ 11n1on t o tile treiDl.D& .,~ u.a bHD aatle­
raotor117 -t, ud tu1l ooopenUoa bet wea tba aaioa &ad tlae 
Cout <lll&rd 1• e:q~eeted la tile tlature. 
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'!'be 0 .... , h lla•llll laoll oa ftar.aq, 8 

Deo•ber lt:!e, wUilllr. OarU.r 1aokoc., •d wtll, ~el'Mfter, 
oOilter wUil •• 11101t.,a tt- tiM to \1M, u -., be d~ 
zwoe .. u7, \o luure hll ooaftdeDoe aad 1111derotaadiac 1a 
til• \rtilllllc or Jlerollaa\ Jlt.riae ,ero-1. 

L L DJ!!QII 
Btar Adairal, v.s. CoeR Oaart, 

0 •d•t. 

' 
" 

·~ l'fC 
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. December C, 19~8. 
10:10 &,Ill, 

24 

W1111ame: Hello. 

HMJr: Proffesor Williams. 

w: Yes . 

KUJr: Uorgenthau. 

W: Oh, yes, Ur. Uorgenthau. 
HMJr: How are you? 

HUJr: 

W: 

H'..!Jr: 

W: 

IDJJr: 

W: 

HUJr: 

W: 

HUJr: 

W: 

!UdJr: 

W· 

Fine. How are you? 

Well, I reel pretty good after yesterday!! t1nancing. 
Yes, I should think you would. 

and Mr. Williams, this eo- called Fiscal/ Monetary Committee. 
Yes. 

\ They put. up something t o me yesterday which wae prepared by t he economists or the National Resources Board. 
Yea. 

They set up this budget in a new way. It shows the inflation and deflation are the effects of -- on collec­tion o~ taxes and on our spendi.ng. 
Yes. 

Now, on the surface it l ooks awful good. 
Yes . 

But it may be ga- ga, see? Now what I'm doing and what I'm trying to get -- it ' s a very complicated thing and they've got a l ot of things - - t hese multiples which they use, and I'm trying to get you and Stewart and Viner to oome down here Fride.y and Saturday, and to see whether this thing will stand up; because I don't want to show it to the President unless what I call ~ senior economlete have looked at it, you see? 
Well, I know something about i t 1n a gener al way . I mean I know ot thoae who have been intereeted i .n that point ot view and some ot their 1deae, and I would like very much to go over it. 
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HVJ'r: 

W: 

HUJr: 

!!L!Jr: 

W: 

HJ.IJr: 

W: 

H!.!J'r : 

IV: 

Hl.!Jr: 

II': 

Hl!Jr: 

W: 

HJ.!Jr: 

W: 

Hl!Jr: 

W: 

25 

- 2 -

Well, I'm really interested and bothered, and I've 
gotten ahold ot Viner , he's coming. 

Yes. 

It's really a t wo day's Job, I think, and it you could 
spend Fri day and Saturday here I ' d appreciate i t 
tremendously. 

I think I could. 
because we have a 
but I think I can 

I have to change my program around 
Seminar and we have a olass on Friday, 
arrange that. 

Well I ' m going t o try to get aanson to. 

Well, he's 1n the same tix ae me . He's running a Seminar . 
We run it together. 

Would you ask him whether he could come also? 

IVell, it we are both away from that Seminar I don't. know 
quite what we'll do. 

\ 
Gosh ! 

Suppose I talk it over with him and see what the possi ­
bilities are? He'd be free on Saturday, I think. The 
question is about Friday. 

What. I was thinking was t hat you people could get these 
men. I told them -- I told Whitt> and Curry who are 
going to present this that they are going to be put on 
the spot and they say "Fine • . What I thought ie that 
if you fellows could Just try to rip thie apart, l ook 
at it and then I'd like to eit down with you Saturday, 
but I can't go into all the technical details behind it. 

No. 

You see? 

It wouldn't be possible tor us to have a copy ot it 1n 
advance? 

!fell, no. 

Ther e ie Just one copy? 

There i a Juet one copy and I'd eend it up 1n a minute, 
but talk it over, and maybe one ot y~u could come 
Friday and both of you be here Saturday. 

I think that ia poeeible, 
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HllJr: 

W: 

KLI.Tr: 

W: 

HUJr: 

W: 

KJJJr: 

W: 

P.UJr: 

W: 

1:!11Jr: 

if: 

H!!Jr: 

'If: 

HLIJr: 

W: 

HW'r: 

W: 

HUJr: 

- :5 -

Wi l l you oall me baok later on? 

Yes , I ' ll oall you baok later in the day. 

Call me collect. 

Alright. 

lUll you? 

Alright, I wlll. 

And then, will you speak to Kanson? 

I'll talk to hi m right now. 

Thank you. 

Alright. 

26 

I make great importance on it because if i t's alright 
then I want the President to use that philosophY and 
mention i t in hie budget message, but I don't want to \ 
present it t o him until you fellows have used a can­
opener. 

Well, I ' m awfully glad to be called on, because, as I 
say, I've been aware or some or the ideas and pl ane 
and I think i t is awfully important. 

Well, I do too. 

Thet we go into it thoroughly. 

Right! 

Yes. 

Thank you. 

Alright, good bye. 

Good bye. 
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H11Jr1 Hello. 

December e, 1038. 
lo:ae p.a. 

27 

Operator: Dr. Bowman. Go ahead. 

HJIJr: 

Bowman: 

HUJr: 

8: 

HUJr: 

B: 

HUJr: 

B: 

I!I.IJr: 

B: 

HUJr: 

B: 

HUJr: 

B: 

HUJr: 

B: 

Bello. 

Good morning, llr. Morgent.hau. 

How are you? 

First. rat.e. 

Dr. Bowman, I got your letter and the statement t or the 
money, and there i s Just thie thing which hae cropped 
up -- the !1ret statement or a hundred odd dollare tor 
work done by the National Geographic. 

Alaerioan. 

American -- yee, I haven't got the letter right betore 
me. Well now that -- I don't -- there won't be any 
trouble about. the Treasury paying tor that. It 110' man 
may want. t.o get 1n touch directly with t.hem to have 
break it. down in the we.y the Treasury's red tape oalle 
tor, you eee? 

Yee. 

Another thing I tlnd - - this man t.hat you brought. on at 
110' request or the west coast. -- he's not an American 
citizen, ie he? 

That' e right. 

Well, then I'll have to -- I rind I can't pay hi.m on t.he 
Treasury eo I'll have to pay him out or my own pocket. 

Oh, you don't want to do that. . Isn't. it possible to 
ehitt t hat t.o some or t.he rest or the organizational 

Well, I don't like t.o do that.. So what I thought would 
be thie -- i t you could have him make out. a bill, and I 
hate t.o bother you w1t.h this et.urr.--

Well, I'll be eeeing him day arter tomorrow anyway. 

What his railroad rare was, and oh, we' ll pay him tor a 
couple or weeks or eomething like that, you eee? 

Yee. 
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HJJJr: 

B: 

H'.4rr: 

B: 

!!1!Jr: 

B: 

HL!Jr: 

B: 

HIAJr: 

B: 

HWr: 

8 : 

HMJ'r: 

B: 

P.l!Jr: 

B: 

HUJ'r: 

B: 

H!JJ'r: 

28 
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And then I'll make out a oheok to the U.livera1ty and the 
University can pay him. 

Yes. 

Then you might give me a little estimate ae t o how long 
it will last. 

That t o I'll be able to learn from him day ai'ter tomorrow. 

Because I had forgotten all about this rule which was 
passed that you could only hire American citizens , and 
so - - I' d like to pay him hie railroad fare and hie work 
for oh, say, through -- up to maybe the fifteenth-- so­
I mean that he will be paid . Then let's figure how much 
l onger attar that he'd have to stay, you see? 

Yes, yea, first rate. 

Pardon? And I've got ~cRaynolds here , my administrative 
a s sis tant. Do you -- he is just raising a thumb -- what 
do you say Uac? (Talks aside to McRaynolds} -- Well , 
McReynolds says he thinks we can pay his railroad fare. ' 

Yes. 

The Treasury Can. 

I see -- yea. 

So that may help, but if the check could be made out, 
but I hate to bother you. 

That's alright. 

Up t o the f i f t eenth. 

Yes. 

And then, let ' s find out how much longer it wil l take 

Yes. 

That would be helpful . 

That will be fine. If you want to send that bill back 
I ' ll send it up to the Society and have them break it 
down any way --

Well, I won't bother you. I ' ll have McReynolds -- I 'll 
turn the bill over t o him, and just let him deal direct ly 
with the Societ y, 1f that'• agreeable t o you. Ie that 
alr ight? 
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Yee, tha~ will be fiDe. 

D14 70u s•~ any~h1ng ou~ of RoeenT 

Well, he wrote ae abou~ Br1t1eh OW.ana - tha~ wae at~ar 
he oalled. He aeltld a nuear of queet1one. I foiiDd he 
wae 1n poeeeee1on of a oop7 of ., le~ter ~o ~he Pree14en~ 
and the KoB17an~ Telegraph . 

Yee, well, I wan~ to explain tha~ and t.hat' 1 one of ~~ 
reaaonl I 
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llliJ'r: Hello . 

Harrison: Good morning, Henry. 

llliJr: Hello, George. 

December &, 1Q38, 
l.l.:04 a.m. 

!1: lfenry, this thing 1s boiling down here still. 

Hl!Jr: Yes? 

30 

H: And it'e going over tremendouely. One thing is worrying 
ue qu1te a bit -- it ie the number ot these thousand 
dollar subeoript1one . 

Hlo!Jr: Yes? 

H: Which are being dreadfully abused in every w~ -- I mean, 
famil ies, and clerks, and eervante, all put in -- the boes 
putting 1n one check, h1s own check, and then indivi dual 
subscript ions tor all ot hie taa11y, relativee and 
friends. 

HUJr : That's the way they are doing it, eh? 

H: Yee, and -- ot course, there are a number who 
subscribers tor a thousand dollar bond, but I think that 
ln vlew ot the publioity in Scribners and elsewhere, about 
telling people how they can make a rake- ott on th18 thing 

HUJr: In Scribners? 

H: lfhat 7 

Ht!Jr: In Scribners? 

H: Yea. 

HUJr: Oh, I didn 't see it. 

R: 

llliJr: 

H: 

HUJr: 

H: 

OH -- it pointed out the whole way whereby you oould by 
subaoribing tor five thouean~ dol l.are, how you could make 
eeventy-tive dol.l.ars 1n one da7. 

I didn't know that. In scribners? 

Yea. 

I eee. 

And there has been a lot in the papers to eo that we have 

al.ready here about ten timee as many one thoueand dollar 
eubeoriptlone as we ever get, and you will f1n4 

probably 
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H: 
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H: 

HUJr: 

H: 

HUJr: 

H: 

HUJ'r: 

H: 

HllJr: 
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that it ie more true in other districts where the7 haTe 
more thousand-dollar subeoriptione than we do anyway, 
and what I was thinking wae that you might get the Board, 
or you yourself , to aek the other ReeerTe Banke to compile 
tcr you the number ot thoueand-dollar subecriptione you 
are getting and keep you posted eo that when you come to 
make your allotment you oan determine what to do about 
that. 

Yes. 

I t eel -- frankly, ae I eee it now, I think the only way 
you are going to lick this thing is perhaps not to make 
any exempt ion at all, but to give these fellows their 
ten percent -- give them the hundred minimum tor their 
hundred dollars. 

Well, not this time though. 

Well, I t hink I did this ti.me. 

Have we the authority? 

What? 

Have we the authority? 

Well, they tell me downstairs you have. You haven't 
committed yourself to allot up t o a thousand. 

Yes. 
to you 

Alright, now -- ah, I'm mentioning that~o think about, 
but that ' s the way we all teel at ~he moment here, and 
if you talk t o your men about it there and eee whether 
you are eure about this , author1t~- andi'm sure you have 
got it. It is on this t heory that while you were cut 
out, some legiti.mate investor tor a thousand -- you could 
at t he same time announce that those tellowe that want to 
lsgit1mately invest a thousand dollars can do better on a 
Baby Bond. 

That'e right. 

Because they get a better yield on a Baby Bond. 

That's right. 

And the whole thing ie th~t it ie Just a racket to try to 
make a rake-ott, and you will find all these fellows 
spending their bonds again t o take the premiuae. 

You think we ought to have the other 'hde figure up how 
many one-thousand dollar onee7 
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H: 
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32 

Yea, Just make a special report to you -~nter~report -­
on the volume ot thousand-dollnr aubeoript1ona as compared 
with previous issues. 

I ' ll do that right away. 

I think it would be worth while and I thtnk it would be 
interesting to you, becauee here, ae I say, we are getting 
about ten times a& many and it ie due to all this tool 
publicity about how a fellow can make ten, or fifteen, or 
twenty dollars profit over-night. 

O. K. 

O.K. 

Thank you very much. 
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SC:RIDU'I IIAGI.IlD 
D•c•ber 1938 Yol. 104, l o, S 

Gambling in Governments 
S. F. PORTER 

IJ\QUIRY into ft"u ridiug itt Government lxmds ... $80,()()(),()(}() profits in lt.alj a 

•.. JSo/o i11 a week ___ the world's simplest, safest way io double 11WUI::J 

,uv 10 oh~ the financiaJ pages 
mb- c.a.w;a.l rd tl"t1\tt to ~ prxtice 
"'It« riding." To the uninitUtcd, 

n'IC';.n anything from hitch·· 
snatching the bran ring on a 

nen·y.go-rc>unoj. To those in the know, 
(or a ~mpk:. quick, and a.m,u. 

saft ~Y to make monty. 
frtt rkk-r it ;a. penon Of institution 

subscribts for ;a. b loc.k of new Gov· 
bond\ and sd i.J them at a profit 

date when full payment for 

iJ dut'. In tM ~ll six ~n 
h,a,~ bttn opportunitioel few thirty· 

rides In thr Covtmment ~r· 
reflo:c:ti>1R the: pie of nearly $ts,ooo,­

in ntw Treasury JCCuritit:s. The 
lmpoi)ibae to caleul.att ~ccu· 

seonewh<re •round SSo,ooo,­
rUkl? lnfinit~inul, !Of' each 

thirty-four flotationJ wu man-
by the CO\-·em~nt in tuch a way 
:usure profits for the frtt rider. 

is how it worh. The Treasury 
~nJ its pt't'p3r.uions for a 

five or six ~u before it 
••noun'"" the tel'fn.l of the new offering. 

it it prcp:1ring to bonow 
A nun approaching hit bank for 

puts up a sood front ; he atraigtu. 
hi• financial ,..ord., t>lh bi3 

(Onfidendy. The United Statts 
does the same thing on :a 

""<1 1~. h releases some chec.ring 
to nimulate the priea o( prime· 
bond •• Both the Trusury and the 

R•..-rve Banks are Ukely 10 bo.-
a ft'w million dollan' worth o( 

botlds to lift price:s llnd give 
C'OIM and rip. Secrt:t.llry Mor· 

con(t.n with bcting IN.nken 

bond ckaltn to d~r what inter· 
l.nd maturities would be best. 

•hon, the market is "dreued" and 
pre,to! OOmts the announcement. 

8. '938) "The Secretary o( 
• • • invites tubecriptions.. 

par and .ccrurcl interest, (rom the 
pt'tlpk• o( the United Statts for g}4 pe:r 
<'C'nt bond.s or the Unittd States, desig· 

nated Treasury bonds or •9~5•· The 
amown ol tht oft't.rinl: is $4oo,ooo,ooo 
or ~u.. ... " 

pf'OCl«CC. He '"<'nl to the New York 
F<deral Ret<rw &nk and obtained the 
blank r.. cash ... bocripciant to the 

Abo in the announcement are details 

on lht method• of aubs.cribin3; on the 
f'isht or the Treasury to r<j<ct subocrip­
tioru; on the fact that bankinc institu· 
tM>nt -lly may submit for account 
o( CW:IOI'tlen UJh subscriptioN without 
deposit. And thtrt: i..s one senttnec which 
J)Q~I the way (Or tht" (J'ft rider: "Cash 

subtcriptions (rom :all othcn mw.t be 

•ocomJ"'nied by payment or 10 ""cent 
o( the amount o( bonds applied r ...... ~ 

\Vbtn the Trt:asury offt'n new bonds 
it alw11ys allows a Wttlc: to ten days to 
dllpsc ~tween the date of offering and 
the date when pur<h:um or the oblip­
tionJ muse pay up and ta.lc:e 1.ht.ir bonds 

ho.ne. It i• durin& this pert"c!d that the 
frte rider ope:mtes-a w«lc: during 
which, (or all intents and pUI"ppOee, he 
owns the obligatKK\J on a 10 pu cent 

marzin and durin& w!Uch they an: bein« 
traded in the market jwt as thouBh they 
Md betn outstanding for many yean. 
o.ro .. that period is ended, th< rn:e 
ridt.r tt:lls hls Ocwcmment bondJ to buy· 
en who had wanted them aU aJOI\I. 

II 

HuE was the routine followed by a 
fn"<! rider-all him John B,...dotn:et­
durif\11 the past Sept<mber flotatM>n. 

lmmed~tely aft<r the ditdooun: o( 

the 1erms ol 6:n.ancan.,, Broadstreet (with 
funds and J<Qintia on which he could 
rnbe $roo,ooo in caah for aeven da.YJ) 
telephoned a dcal<r in United States 
~mmeot J<C\lritiet and uked wheth­
<r the bonds ...,,.. worth more than the 
( oml>l <>«orin« price or tOO. H• was told 
that the Tre&~ury had been u aenercw 
aa -.su.al and that, according to the p~ 
at which comparable outstanding Cov:. 
emment obliptions ...,.. t<llinc. the 
• ~ per «nl bonds ...,.. worth ....... 

101~, or $1 015, thus makinc the iJn.. 
mediat• profit to a.ny buyer $15 a bond. 

Br<Mdstrttt, thert:(Oft:, wu rudy to 

United Statu Tr ... sury •l-4 pu cent 
bonch due in 195•· On the blank, he 
filled in the date, the apact oudln« 
" Pleueentumytubocription (O< $ •..••••• " 

with the fiswe $r ,ooo,ooo, and liped 
his na.me and add~ He then turned iD 
the blank with his chcclt r .. $too,ooo­
t0 per cent of hb total subte.ripcion-got 

• ,_;pi (ot hit money and '"""' badt 
10 h.is busints&. 

The lint ~n o( the r...e-ridin« ...,._ 
Action was finished. 

Broadtu..et had the entire day o( 

Sept<mber 8 to plaoe this otder. He 
mi3ht have Wi1ited until late evenin« 
•nd mailed hit subocription clireetly to 
the TtUtUry D<panm<nt. IC he bad 
lived in another city, be could have sone 
to the fed~ral Retcrve Bank in hla d• 
trict, or, wherever be liwd, he could 
have wed hit bank ot broCer to place 
the subocriptM>n for him. And, o( coune, 

he misht ha .. ordered r....,r boncb. de­
pending upon the amount o( cash he 
could raiae. 

At midnight, the Treasury dooed the 
boob on IUbocriptiont 10 the new boncb. 
r<ftocting the raet that orden bad been 

so 0\-trwhelminJ that it w.u unfK'ttiUJ"Y 
to aolkit funher otdcn.. Two days latn 
the T re&sury rew:altd that it had re­
eeived subocripdant o( mote than $4.-
487,000,000 r .. its ·...,.,ooo,ooo <>«•rin« 
o( bonds and that, thererO<e, subocrib<n 
would be allotted only 10 per cent o( 

the total they had ordered. (Seen:L'ry 
Morwen~u added, howevt.r, that aU 
subocriptions (or . .... would be allotted 

in full and that the .....U... allotment on 

any subocrip!M>n would be one So ooo 
bond. This, naturally, was a bn:ak (or 

the smaller in..,ton.) 
N-cames the ..-><I~ o( the fn:e 

rick . .... _,., .. --.... nocilied 
by the F<deral Ret<rw 8an1t that he bad 
bHft awa.nkd 100 bonds-to Pft' cent 
of a $1 ,ooo,ooo Of'der-he ptepared to ., Regraded Unclassified



..-11 dil m " ' the rn:arkt't price. He: tcloc· 
Jll-..1 hu d<alu •&>in. lo•l"!l<d th:u 
W 01 "' l' 't ptr ttnt bonds Wf"te trUing 
.. , 1 1.,111nh 0\ff his purctu.Jt pritt and 
lhi'n '"' r 1h<' tdrphoM. ~ thnn. H e: 
1,Jd dw ck.•k-r dut the Nrw York Rc· 
"',,1. l l.tr~k "A·ould dcli\'er the boncb to 
Ju111 .. u ~ ~lwmlx-r • ~. :~.nd he .:uked the 
Jj,ll!~ til d••li\'C'f hh bonds lO the dc<11Cr 

•llntht•d . 
( )n S.lu•·mhtr 15. the dcal('r goc 

fhrt,t<l•t rf't•t'~ honds from the Bank and 
,.. ·11t h.nt .1 ch4."Ck (or his $100.000 plus .l 
pnof1t n( 1 111 ptr ttnt on r.tch bond-ot 
• ,..,.1 prolio ol $r;oo. Ahhough Brood· 
.. tnT_. .. dtpt"it w.l\ tin:l up (or K'\Tn 
cl.o)•· hr a(lually m>d< hu prolio in 1m 
1h .. n .tn hour. Jfr rw'\'ff had :tO)' intm· 
tiM nl ht~kfing hi1 ix»ndJ.. He: h3d be-t on 
" 'un• thin~. 

Ju•l en hrin~e m.attC'rJ down Cmm thr 
Suw•,••>O C'f,,.,,, I C':ln C'ilc my own c:x· 
~~·rw•nn·. \\'hh only .Ssoo. I took ~~ frt•e 
ridt· "" chc• Sc.•ptcombc:-r ofTC'ring. Know· 
in~ th.t l cht• Tw;uut)' "''OOid not allot 
~' thom OM bond on a su.tMcription, I 
pl.tt1-d my ordtr for one bond on a 
ckP""'' ol $too :and u~ my rt'l'l\:lini"­
$-4un to pi""' "-U~riptioru for onr bond 
r.Mh tn the- nArnt'4 of my :tun I. my unclt. 
nt)' rooUn, 3nd my brothrr. I " 'mt 
thrflu1th thf' ~mr p~urt' Bro;adstrt't't 
did dk'<"Lc·d tht" profit ~ibilitlrs with 
·' hond dt".1lc•r ; \\'Cnt with my .. proxtrs•• 
In lh1• f't'Cirr:ll ReK-I"Yt' 8 3nk :md placed 
tht· c,nk11; th<'n sold my fiVi• .Stooo 
bond ... ,I,IJ>rofit or S•s each. AhO;Rt•thc·r 
hi\' rn··· ridt' took about 3 h;aJr.hour. 
~h fir(llfit " ';U $]~ on an invettmtnt Of 
$~ (Of \C"\~n d~ys. 

I hnr art" no d:u..' d~tinctKJns in the 
r,,,.. tl(&.•r,• lr.attmity. Sprculaton. hilt 
m~htuhorul in\"<"tOn.. ~nd jujt ptOplt 
\o\1lh c .. ~ rub dhow' at 1M ftdtnl Rc· 
"n r IJ.u1k .. on ~ubieript~n d;ay. I know 
•'( ·~ll' m.m '' hn fi,~tun'S that he h.u 
~~~~~~~hl•'<l J.j, mnnry by frc'C ridinA:. Ern-ly 
111 "' t 1 lw inlwritC'd $:;o.ooo nnd c1uit 
" ••rl.mJ.I '" 1h.1t hc cnuld man:.gt< his m:w 
!n•huw, j i11rry ahout thC" nnrm:1l rhlo 
m ' '"' l. 'l"'<'ubtinn. ht- Jptnt most o( 
h, .. """ \\flrryin~. Fin.•lly ~ tokl 
h., ·'"•ut h~ ridiru::. Ht- h;u; to.lktn a 
r-t. nrry c;:uh k\UC" of CrO\'t"mmMt 
"" ''·1 ""1ntt' ltllf :tnd tocby i~ WOf1h 
fl\•• '•oo.ooo. 

\ t)I•I IM'1' acquaintantt bo::~t' :"1 26; 
flll 't • • nt tapit.&l app~Tebtion through 
llu. 111 '"' 11\f't', .'\ third ~"ly<~ he h;a' in­
rt·• ·•o~ tl hi' r.•pit:~.l 46o ptr C't'nt by fi'C'C' 
ntlmc: •i11re• HlJ". And a wcll-ltno~·n 
II II ' " ' 1 Str, .. t hou1o4• h:" mf't :m rx:prn'livt' 
.. , .. 1 •tmt: t'l\t•rht•.td from profits rtOlli:zc-d 
•luuut frf'r·ridin,l!; prrioc:I.J. 

I_, •I ''">fiN' '-'Y tht- ~"C"tntnMU Jtifk-t 
con,ickr tlw- t~··o young ~-

uLuon who,...,., "' dutm<d by ohe orick 
th;.t they '-"ml into frff' ridi.ns :u." buii­
ftC'M.. 11wy put out a sh.in&k- annouft(';n• 
tht-m.<lvn .. romg.,..,..,~u"A" c~co .. ~on, 
ohhou~h !hey ludn'o lhr "'moON idr> 
of how tO tr.m~btc pound~ intO (~n<'JM 
rnarkJ into pNOS. TI•ry s,.imply ktM'\\' how 
to e:uch a ride on nr"' M.'Curity j,,,..,, 
:tnd th•·y u't'd t'\~ry doll.~r thC"y coold ~tc• t 
ror thi~ 011(' purpmc-. l..llt'r. wh~·n th,•y 
d•·cid(•d tht·y h:td ud the (ol'f'iRn·t'X· 
ch.m~tc blind long t:nough. thc.'Y rtlO\-rd 
to a nt'W officco. printc.-d new ,t.&tioorry. 
.lfld contin\K'd tht-ir opt"r .. tlons. k br aJ 
I know 1hry aft' still tz;oing •trong. 

h't alto possible- to br- 0\'riTnthu~uic.. 
for tarnr timr lx-fOft' 1M Oc-ttmt..r. 
I!)J6. bond i~ w;u announ«d a (("r· 
t.1in bmkrr h.td lx"'('n bu')' C'OI It-ctin~~t thc­
rMHK"li or frit"nds and rd:ui'""" th.tt he 
C'OuJd u-.r tO rna$k thC" t"XtC'nt or hlf. 01'"' 
c·r-.ttions. On subscription d.,y he m:'lilt"<< 
to thr Ft'(h·r:-~1 R('~"·c.· B:mk ord er rorm<~ 
in tht• n:mM.'!I o( twt"nty-ninr prr~n8. Jn 
hh ha~tt• :and cx:citt'ment. howt"\'tr, he 
rn.td.- a ~d error; he M'nt .::111 thr rorrm 
in tm"t'loprs lrarin,F hi~ firm•s n.mw-. 
And an :ak-rt J«rt'Liry :at 1.ht- O...nk no­
ok«~ thr phenomrnol dupli<•rion. 111<' 
brokrr was e3Urd 10 tht- &Ink, qU("\.o 
tiont'd. and !O('Ot aw:.)' 'ln.trtin,:: und.-r 
oftlri:al ITprim::tnd. E''<'" 50. ht w;u ptr· 
miut-d to rntrr .subscription' ror hirn· 
!('lr ttnd h iJ wifr. Ourin~: the· 1u•x:t T~:•s.­
ury i;;sue. hC" u~ blank t'f\\'ciOJX'~. 

III 
L.~ quNtion or rida invol\.·rd in frf'<' 
ridin~ i,.: tiro up with rtttnt ~lop­
nlt"nt\ in dlt' hhtory of th<> Unittd St.ltN 
Co\~mmtnt bond rn..3rUt. 

I n r8:J6. ot.- !<""" publi< d<bt ol thr­
Unitf'd St..1tN .unountt"d to only S38.ooo. 
Toc.by it i) mort' th;an $38.000.000.000, 
nn inert<;,~ of onc- hundrt"d millinn per 
tc•nt. From 1836 10 I!U 8. thrl'f' w~• no 
:•pprrC'i:•hlr Ccl\·t•mnwnt bond m.t rkc•l, It 
n'lllly r.tnw into be-in.~: wich tilt' World 
W..r, wht•n the L'nitcd St:llt'\ bt'C".,mc n 
m.:1jor n;acion. and 01 borro"·rr "'ith " 
S·J6.ooo.ooo.ooo ckbt. TIM· pNl<lp-rout 
ptriod betwttn 1918 and 1930. ho\\'("\'('f. 

j.•d.t"d up 1M T f'(':»QJr)'"s )Urphu a.nd 
<rubl<d io to poy off all buo $16.000,· 
000.000. And thm, in •93.3· :r. fW'"' ron· 
C"f'pt of gM"f'mfllMll '-'a~ bom-ont "hich 
hdd that thr Co,o't"mflX'nt had a ri~hl 
.~nd :m obli~;ation to fN'd und clo1hr it .. 
nt.-d)'. to stimulate"' its indu,trir"' Th.1t 
mNnt horrowin.~t again on a trrmrndouc 
M'illl•. nnd !u~utnt JtMWth in thr 
CM·rmmt•nt bond m.trlu-1 " 'hirh h.t, 
m.1d.:• otM-1' C'"X(h.•ngrc led inci~rnifi(,tOI. 
To rnn-t thr \'a~t ckli'-"it' in.ruN'f'd in il' 
'prndin~ pt't'lf(l'am. tN ROC':W"\-.-It Ad· 
minhtPtion had to tu,~ a. .. prci;~l pl;1tt 

to bonow. II "'"'' to tht banh-Yia its 
own nurlrt. 

1bc JUC'ttu of tht Administr.nion.'s 
~m durins thto pa).t .Wx )To.l.n h:a, de­
pcond<d ooruidnobly upon OMjtood con. 
dition of t..hr nurkrl. The- Trr=:~,ury ha, 
i1 complc.·lrl)• in h.md. With cfll.~ blllions 
or doll •• rs ~·· it.s di'l~'11 nnd with the 
hl'lp of llK· Ft--dt'r.'l Rr~n.'t' S)•.strm it 
rnJ)" w hc•n prin•!l Wt',lkN,, ~Its whtn 
prict's :•dvantt. In M:urh, 19:\7· for in. 
sl.•ntt. w~·n th.• bu· irK'"-• ,_lump W3$ 

~tting ofT to :r. finr \I.Ht, tht TtT;uury 
th~· ib ,.upport brhind thr- CO\oem. 
mtnt markct and picW up St '9-M3·· 
000 of i~ own bond:\. In ont "'-'"l"C'k dur • 
in~: .-.t.«UsL 1934-. -.:hrn all world tn;)r. 
kC'l,: """"' "~>uffrrin~t rmm thr d.ock o( 
Au~trian Chan<'t"II01' Oollrus..~· hsaMiru. 
tion. th<! Trt".ts:ury bought $.f,S.OOO;OOO 
"'its own M.'<'uritirs ror tht" "inv<·s:'tmcnt 
:l('('ouru,." undrr ib SUjloCI"' i' ion. Th::n·~ 
control nn =• sc::.le tt tock m:1nipul;nors 
don't d rt"3m or. 

Frff ridr-n «'~nitC' thi• fa.C'tor of 
C-0\'t"mmcnt 5upport o( the m.arlctou a,, 

funcblY'It'.nt:a.l. Th..-y know that ru('('(•tsful 
financing dt-als 3~ ~nti.al to thr Ad­
ministr.uion ~nd th.tt. thriTrOIT. tht 
Trnsury '"-in do itJ ~~to put them.,,.~. 
kC"t in attr.t.rti\'t" .,.h.,~pr ju"' brfOff !itt"uri­
ty offerin~. And. what j, ju~t .t <~ impor­
tant. they know lhnt Jincc ltM' T,...;,sury 
"inrun-s" tht' .!iUCC't'M of ih olf't•rings, 
th(~re \\'ill ~h~·'-')'J bt.• hundrc•dJ or bona 
fidr i m't"!IIOr;o~-b;Ulb, hl,u r.•nrr ("()mpa· 
ni«, l.ru.sl fundi-th.lt will w;tnt mo~ 
S('Curitics th:m 1hry art :.hk lfl abt:ain 
rrom the- Trt"~ury in the-ir own n.trnt'l, 
Tbnr bond-hunltfY im'\"\ton ( 'ff';ltt' thc­
(tff' riclrr•s mark~t. for lhry a~ "-iUinJ: 
to gi'-e him hiJ profit in ordtr to ~t hold 
or his bonds. 

Not OllC<': in t~ p.l~l .»x )'f':Jn h:t''t' 
frff ridC"rs faik-d to "-ln. £\Try C~"f'm­
mt"nt ~C'urity ~d h,J, jump.od .tho\~· it.. 
origin~ I i~ue pritt immrdi.ttr ly .1f1rr d~o~• 
(orm~l offl·rinA:, Some· of tlw i"ut'!l h:,,,.. 
rC"'umcd rrl;Hivcl)' l.•ilt'' J)rflfitt- $t7 and 
$20 a bond-and 50rTW, t(•ndt:-n'<l durinJt 
unjl!'uft'd prriod ... h:wr .tllnwf'd only ;t 
frw doll.u~ ptr bond. But r .u·h i"ut> ~ 
brrn a succn..\. for rht Co\'f'rnmM\t un· 
ckf't~rKI( full "'--c-11 the- impott~nc't' ol 
k"'J)ing tb.:n m.ulc:N allurinc::. . 

Of COUDC'. il j,. J)0\.'1hlr tO f'MCT1\"f' of 
things "·hirh mi~tht .....,.I ttw- J>rrll)' pi<'· 
turf'. A wn•'ld "..r: .1 "'holc•,,lc• Oi~:l11 of 
c.&pit:al from the.• roontr)': thr :t'"'''ina­
tion or thr Pno-,idNlt; •• llC'\\' \ .. , ,\'(: flf 
('urwncy d(•\•ttluntJon,: .111 C'!,,..mi1tht no· 
vt"no:tl in CIO\·c-rnnwnt finanti.tl policy 
df',.i&rnc-d 10 lift tht" C'fl\t nf nk)nry·hnr: 
to\lloin,g-dnT1opmco-nt .. .-.r thi• ~• miJCbt 
(Mt'f' CM'I'\Tmm('nt•ton"Uri:)' hmdr" to 
dump thti.r bonch on the nurkf'C.. And if 

SCR 111:00: ER 'S 
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thr 111 ,1 L.ll f'OIL,fht"d, tr .. dlng might be few monlht. In 193~ for imt:ul((', clotC 

..,.. ndo•I •IUlf!<the<, >nd the lrte r*r 10 ;o ptr e<nt ol the OUO>Undi.,. d.bt 

c.tVllht .hort. But i( J\ICh dWtp happm- W2> in the fonD ol >«vritirs due within 

td. h••'d p robobly be causht in one woy 1M: ~an. In the C.ll ol 1938, n<•rly 39 

or:au~>tht'r:t.nyway,and a frce·ridinglou ptt ctnl of the debt ft'9r'f"'mted oblig::t.· 

....,ld be the lcaot ol his hudad>tt. T o lions moturinc bel""' '944· The T,... ,. 

ritt .u<h ata>tn>phes N .. only prd>- ury O..,.rtmmu ol this >nd lutu,.. ad· 

obi< <>wet lor riolt in lrte ridjnc it no miniouabons, tba<lo..., arc facrd with 

w gg-cration. Even duril'\1 a li~on IU a ttriout problm\ ol ckbt rrfundinc. 

hot ., the M•rch, 1933, cNis, when ~he llor.-ill( 11 rqubr intervols by 1M 

"'"""'' b:onlts ~ the T ,....ury ..-w, country'• 6sal authori•"" to """'t the 

;a~o~t to oell .no-ol- that""" to .Dok cominc due >nd to rail< nrw c:uh 

a prrmium. The Jall'lle thine was tNC 

in the September, 1938, financins. made 
.at thr time or t.lx: Ctntral European 

mw ... 1be f tft riden ooukl lu.\"e tOld 
thti.r Sf'C\Iritin profitably at any mornmt 

d~o~rio« thotr P:'riods.. 
H > (Iff rl<kr did K<t «tusht by • 

m;.jor cat.'Htropbr, he '-''OUid hil\'t: thrtt 

.1h~t>nuti\'f't. : he could try to c.;m(:!f'l hi' 

.. wription. tluowinc hi.,..lf on lhr 
mrrcy of the f«krol R<><n.., Bank of. 
t;dals; he could :uk hiJ b:ank to c:1rry 

him on n 10 per crnt m.:.rgin ; o r he 

rouJd olflt'r hi• bonds (or wh.atn"Tr prier 

thty ""'Ukl bri.,, ~to gt'l out "'ith 
only :a minor lOY. 

Thr ~mmtnt's llltitude toward 

rn-c: riding it c.lt':ar, but not (righttnin~. 

h coruidrn it disturbin~ to the m:a.rUt, 

harmful 10 the prier ~1. In o.c.mb<., 
1936, ~fttr :l ynr in which free ridtn 
h.'ld run wild, Src~tary Morgt"nth.:au CX· 

plod('(( to rtoporttn: .. Frrc ridlt'rs are 

rhi,.Jt-n "'ho a~ trying to che;at thtir 
~~ ~'t'rnmmt." He c.ittd an instan« 
of .1 OOnlc whi(h wed iu tnti~ dcric;al 

,~;.IT «o aid in its free-riding opera lion", 

and told or a m:sn who had used the 

n.:.me. of 1\.lo"Mty-one mtmbrn o{ hiJ 

(.amit,· to diJ«UiJe hia l(livitin. ~ 
Ttt.uury h.;_, take-n .orne l lt"J'S to gtt rid 
o( fret riden. h has mil«~ the deposit 
noquitt"mtnta ror .wbtcripdons (rom ~ to 

•• 1'<1' ant, but that hat ""' br.n pro­
hibiti.-.. &nh .,.,.. br.n onJ.rnl to 

thttlc on the credit •~nding o( individ. 

~.l l buyers, but that iJ too big a job. h 
'-' doubtful th:at the authorities could 
nw eliminate a practice 10 euy to un,. 

dmund •nd oprraU! without doin3 the 
marl t t ~ h.um than ~. Inck«<, 

thC' .tctivities of the frre ridtn give the 

rrfi\'C'mmtnt marlctt .. stimulation and 

«'\ritnntnt it could obtain from no othN 

fl'lft"'C'rY.l 1 "~ .IOU.~ 
S.. much for the risks. n..y would 

nne loom 13r&e to anyone who h.aa the 
C'OUra.~ to rlde it\ .an. airplane rw CfOit 

rirda A\'mut" at noon. 

The fututt ol Cttt rid ill( loob sood· 
Sin«: millions o( dollan of the .eevritia 

del by the T rusury in recent yean 

ha.,. cam..! shon.tenn matvritieo. ...... 

blorb ol •he pvblic: d.bt maou.-. ~ 

46 

i~ vinu •• Uy .aM«n>d during tilt J'('Ol:lin<k-r 

ol thi-' dc.-ac:lr and II'KMt ol the next. 

Tod>y. thou"'nd' ol 'f"'<'Ubton .,. 
prq>:~rlns to r ..... rlde the T ....... .y, 1aa 
fin>n<ing of 1938, Alated for mid.o.cm,. 
be<. Another bor.-in« isandcipated Cor 
M•,...., •939-onother for Ju..., ~ 
bet, >nd a ~ from now. Thit shon. 
ttrm cltbt t.lx: Ccwtmmcnt tw ~•&td is 
burdentome, ~ if not 10 danKft'OUI as 
AdminiJtration ttitia insist. And few the 
(tee rid<n, that ;. • .,....Cect oetup. -- / 

Regraded Unclassified



December 6, 19~8. 
11:40 p.m. 

33 

HUJr: Hello. 

Operator: Kr. Sproul. 

HUJr: Hello. 

S: Hello, Ur. Secretary. 

HUJr: The President is very angry at me because I didn ' t get 
him any bonds. 

S: Who ie7 

HUJr: The President or the United States. He says he t h inks 
there is something the matter with a eetup where you 
can't buy five thousand tor your church. 

S: Well, maybe there is. 

HUJr: We l l, how did ehe go? 

S: 

H!.!Jr: 

S: 

Hl!Jr: 

s: 

HUJr: 

S: 

HYJr: 

S: 

Well, we've had -- after the firs t hour thie morning 
when there was acme eell1ng or subscriptions to the long 
bones of the whole long market was off, why, the mark~t 
hae gone very well. 

I eee. 

I ' m selling tied up until eleven o'clock and since then 
the market hae been strong all through, but parti cularly 
in the long bonds, and the gap which had developed be­
tween the rights, the new twos and the new two and three 
quarters bas been pretty well closed up now. 

Good! 

In the trading after t he close th1e at'ternoon a t tour 
o'clock, the rights were quoted. at one hundred and one 
twenty-tour twenty-six. 

I see . 

The new t woe at one hundred and one twenty-tour ~-·"1~v­
six, and the new two and three quarters at one hu~d:rer~ 
and one twent y - three twenty-five. 

Well, that ' s oloee enough, isn't it? 

So they are pretty close together now and it looks as 1t' 
either one mi ght go ahead tomorrow, and I think 1t is 1n 
as good shape, or better shape, than it has been at at17 
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HUJr: 

S: 

HL!Jr: 

S: 

HWr: 

S: 

HJ.IJ r: 

S: 

. 
HllJr: 

s: 

Hl!Jr: 

S: 

Hl!Jr: 

S: 

HUJr: 

s: 

34 
- 2 -

time , and it hae alway• been in pretty good shape. 

Well, it eounda very good. Now, baa the eyetem made 
up their mind what they are going to do? 

No, they haven't. They are going to have a meeting 
tomorrow morning and deoide . 

Yea, well, alright. I euppoae - - I don't know when I 
make the allotments. 

Well , I s uppose in the ordinary course you would probably 
make them about Friday night. 

Oh, DIY heavens ! Aa tar ott aa that? 

What? 

You fellows won 't be ready until then? 

No, to do even a halt-way policing Job I think we need 
until Friday night -- until Friday noon, say . 

Well , we ought to have it definitely by Friday night. \ 

Yea, I should say ao -- so that it would be out in the ~ 
hands ot the subscribers on Saturday, and they could 
begin -- they would gat back 1n here on - - we oould 
begin on Wonday on the actual operations with the bonds. 

O.K. 

Good bye. 

I am very much pleased. 

Well, it looks good. 

Yea. 

Alright. 
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TREASURY DEPARTMENT 

INTER Ol'l'lCE COMMUNICATION 

DATI! D(C 6 . : .. 
= 

TO Secretary llorgentbau 

Bel'JOilll Oliphant 

There has been submitted to us for approval a proposed accept­
ttnce of an offer made by l:lomer S. Cummings t o sell to t he United States, 
for the sum of $50,000, a tract of land to be used as an addition to t he 
Stamford , Connecticut , Post Office site. 

l'iithout making any iovesti&ation of tho circuastancea 1o the 
llfttt.er, outside of wbat appears 1o the rue, the followiog would aeell to 
be t he facts: 

25 

llr. CUmings has owned the property a t least sioce 1929. Th.e 
li .O. L. C. has appraised the property at $50,000. The property bas an 
approximate frontage of 132 feet. The property between the present site \ 
and Mr. CUmmings ' property 1a also beiog purchased . The price proposed 
to be paid to llr . Cullllliogs per front foot i s lese than that proposed to 
be paid to the owner of the ioterveniog parcel . The assessed vnlue of 
llr . CUmmings ' property i s $24 ,200. 

The present Post Office s ite is in the midd.le of the block and 
the only other property a.....uat>le for the &%tension 1a the property on 
the other side of t he Post Office upon which 1a located a Y.M. C .~. build­
ing, and the purchase of this property would entall a 011ch larger expend.-
1 ture than the property owned by l!r. eu.mi.nga and the adj oioiog property 
owner. 

There does not seem to be any atstutory prohibiti on against 
this transaction. Section 4l of the Criminal Code (act of March 4 , 1909, 
35 Stat. 1088, 1097) (u.s.c. title 18, sec. 93), which i s the only stat­
ute applicable to aalea to the Govenuoent by officials extends only to 
employees wbo are officers or agents of the seller and not to priocipals. 
The Comptroller General, in general language, baa indicated that this 
act applies also to princi pals . BoweYer, such language _,. be d1sregard.c! 
in view of the express teras of the statute, which i a penal, and baa to 
be s trictly construed. The Attorney General baa held that such statute 
applies only to agents and. not to principals. 

Aside from any statut ory prohibition, however, thore i s reason 
to believe that the Comptroller General , following decisions heretofore 
oade , will bold tbat the trsneaction ie Toid on the grounds of public 
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pol.J.c:y. Before the aite cen be acquired and the check drawn for the 
purchase price, the nrrant baa to be countersis;ned b:y the Comptroller, 
lleeauae of this the mtter w1l.l be before the Coolptroller prior to the 
eloaing of the trenaaction. 

The Collptroller has held thet the following transacti ona ere 
void on the grounds ot public policy: 

1 . Contracts b:y Government employees to rent automobiles to 
tho Government , even though the employee i a not the negotiating or 
contracting officer, 

2 . Contracte between a Public Hoalth surgeon, who i s the con­
tracting officer , and himaelf 1 a.s proprietor of a private hospital, even 
though the hospital 1raa the only one available in the vicinit 7 , 

3 . Sales or tractors b7 an e=ployee ot the Virgin Ialend 
Govenutent 1 sfter public advertise~~~e~~t, even though the enployee was not 
tho contracting officer and bed nothing t o do with the transaction in 
an offi cial capacity. 

A study baa been made of the general law of public policy 1n 

36 

so far as it 1a applicable to this type of transaction. llost of the au­
thorities deal with t he situation r;here the Govern~~ent 8l:lployee secretl71 

or otherwise, acta as agent for the contractor and while the7 do not 
cover our situation, they do contain general language as to the suspicion 
with which tho law looks upon transactions between employees in tbeir of­
ficial capacity and acting in their own personal interest. 

The ne&Nst case to our situation is found 1n ll&yor and Council 
or City of !lacon v . Hy.tt, 60 Ge . 221. In that ceae the C1t7 Council 
leased a pi ece of property to the then Mayor for a certain term ot ;yeors 
and the Mayor as part of the consi deration tor the lease agreed to do 
certain things such as cutting wood and distributing it to the poor. Aft er 
the executi on of tbe lease tbere was a change 1n personnel in tho City 
Council although tbs llayor To-as reelected. An action was brought by tbe 
Cit:y against the Mayor to voi d the laaae. Tbe Court beld tbat , even 
t bougb the 1/.ayar did not have the duty of negotiating and executing leases , 
he did bave the gener al duty aa lla.yor of the C1t7 to aee that agree11ente 
on behalf of the City were t e.1thf'uJ.l7 executed by the other parties to the 
agreement and thet aa part ot his general •ht7 be was required to see that 
tbo lease 1188 properl7 pertonoed, Beceuaa of this relationship, the Court 
beld the lease void on the grOIIDda of public policy. 

In our case 11r. CUmmings bee nothing t o do of f i cially witb the 
negotiation or execution at t be contract. He bas the duty, honver, ot 
certitpng to t be t i t le under Sect ion 355 ot tbs Revised Statut .. , aa 
amended (U,S ,C. title 1.0, aec . 255} 1 and no 1110ney can be expended upon 
an:v site until the written opinion or the Attorney General eball be bad 

• 

\ 
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in favor of the validity of the title. In the closing of title it h&a 
been the practice of the Procurement Division that the vendor, after 
acceptance or t he offer, turnieb evidence of title to the United States 
At torney or Special Attorney designated by the Departcent or Justi ce 

37 

who examines the tiUe &nd forwards his report to the Attorney General. 
The Depark:ent of J\1.3 tice then turnishes a prel! "' nuy opinion sisne<l by, 
or for, the Attorney Gener~l as to the state of the title. If t he title 
1s .._vketable the Procurement Division fOMllrds the prel1m1Mry opinion 
of the Attorney Genoral, the abstract, e.nd supporting paper s , to the 
Goner.~l Accounting Office Ttith the request th&t a check be issued for the 
purchase price and forTtarded to Justice. The Department or Justice , 
u.>on receipt of the check, transmits i t t o the United States Attorney tor 
the closing or the ti tle . 

If any suit b brought in the Court or Claims concerning the 
contr..ct, it ·~ be the duty of the Attorney General to defend the 
acti on and to usort any counter-claim avuilable to the Government. This 
ci~bt involve a breach of ~ty on the part of the grantor. The De­
? rtQent of Jus tice generally, under the OU?ervision of the Attorney 
General, also ~ill repreGent the United States in any other litigation in 
connection with the contract. 

I t is quit e possible that a Court, tollow1ng the decision in the 
Goor~il case , cited above , might hold th~t tho Attorney General hod such 
3n otri cial interest in the contract as to render it void . 

It is lilY jW1gliWint that the l!l!ltter should be forcally subaltted 
to the Co;:mtroller with n statement of all tho facta in the aatt.er , es­
;><:cially because it m a t be cle:u-ed nth him prior to closing. The 
court..; have p~rmitted trustees of estates to deal with themsel,,es in­
J ividU3lly upon e submission of all the facts to tbe Court for advance 
a,>,>rovnl . I t may be t hat this analogy m:~y be used in submitting tho 
matter to the Comptroller General . 

' 

Regraded Unclassified



MPJ!O. TO I!R I JIC REYNQLDS I 

TREASURY DEPARTMENT 

PROCUREMENT DIVISION 

WASHINGTON 
Deeeaber 6 , 19.38 

Subject• Public Bearing Te•porary Rati onal 
Ecooolllic Coui ttee 

The fifth public hearin& of the National Economic eo .. ittee waa 

held in the Senate Office ~lding today at lOtJO A.ll. and adjourned 

at 4•30 P.ll, 

Mr. llilton Tibbitts, Vice President and Patent Counsel of the 

Paclta.rcl Motor Car Comp&Q,)' of Detroit, llichigan waa on the stand with 

respect to various phases of the use of patents by thet cot~pan,y. 

Mr. w. S. Knudsen, President of the General Motors Corporation, 

and 11r. James llcA'1101, Director of the Patent Section ~ the saae 

corporation were on the stand with respect to n.rioua subjecta such 

as competitive use of patents; patents and progreaa; 1nfrin&ement 

suits; patent research; cross licenain&; royalty tees; exchange of 

patents; patents in field of newer industries; basic and non-basic 

practices, and possible effects of revolutionary patents. 

Next followed Mr. ChArles F. lettering, Heed of the Research 

Depart&ent of the General llotors Corporation who wea heard on n.rioua 

phases such as rewards for inventions; eollectiYe research; lnYention 

psychology; co11penaation patents; types of patents; patent licensing; 

technological problem; the patent eyatea, etc. 

Next followed llr. James llcAvoy, Patent Counsel of tba saae cor­

poration on the general subjects of General l otor royalties; patent 

applications; and tbe patent office. 

' 
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G O NFl:_:, =;~TIA~ 
C J.JL:I 

J'roal lalllcere frll.t Co. of I. T. 
LoDAoa Office 

Dat11 Deo .. ber 6, 1938 
'l'ueedq 

f4l8 . BBI!ISB COW!liOL lWll 71111 SWD J.8 BU'fDS or DOLUBI 

29 

A'l 4. 70. !IllS J'.t.C'RO!l COllPUD liTH DIS Sll.t.LL AJITI J'lli!ICB DIIIOWSTBATIOW 

Ill I!J.LT TOH!UiD WABD:'r WJ.IJDI) 'fiLL lU.R OJ' 4. 69 R tCJIK!l J.f EICB lAD 

COIIfalL 1WI SILLIJIO DOLL.UIS. J'OillWIDS AJ'ftll OPDIWO OJ'J'!IliiD TOllU11 

SLIGHTLY lf.A.IITZD. m:PJ.TBIJ.TION J'liiiiCB J'IJIIDS BMtiJ.n .&liD J'liiiiCB 

CON TalL OPUATiliO BO'DI 11US. J'Oll1WIDS SBIJlf. 

DeOJ.S\I'£U.tQ .IIZPORTS COJI!alL COII!IlfUJ:D IIIC:UVI UCIWIGI miS 

IIOiliiiWO ISTIIU.DD 1,000, 000 POUIID8. J'OJIBIOII lWII lOBS J.LSO BIIIIG 

SOLD BU'l LIHU IVl!IDCI ~ J'OI!EIG!f SICURITIIS BT IIDIVlDIW.S, 

BOtJ'ISI SfB)IO IICLIJDIIO OO'rUIOIDT BOlDS. B.t.fl !BIASUllf BILLS -'OttUI 

LOUI!ID fJ.1& J'Uid'lliR BIDUCTIOI lWII B.t.fl SOOI. CALL IIOIIT lAST 

TI!OUGB lW!DT LUGILT JJiftPICIJ.L. lWII D1 L 1 IIDO CBID BJLlll'D 

Sn:BLIBO lU.R IILL 00 TO 175 BOT DaCJ.STILWI DOIS BOT .AO!Id !Jil'CJOII 

OIDB.t.LLT BKLIIVID J'B.t.IIO 'UIID:IIIVJ.Lllm) II TDMS OJ' SDBLIWO. 101 

.AliTIOIPJ.'I!ID D.t.Ullllll 1ILL B.t.'B 6o VO!IS IUJOBITT POSSIBILITY 

IIIWISDII.f.L IDBUnLI AJ'!!D Y'OD, 
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.U 12: llo \hie aooa I apia apolt:a w1 \h II. CariCIIIl of \he Baalt of 

rraac• b7 lone diltaaoe telephone la order \hat Secret..,. llorpa\b.au 

aisbt b.&n \he lateet infonaaUoa froa Pule before luob.lDI wUh tile 

Pr .. 14eat. Cuipl \ol4 •• tb.at eo fu duriac tbit 4aT bit b.a4 

~qu1re4 well onr three aillloa poude. .U uo11114 oae-t.b.lr\7 P.ll. 

he b.a4 b .. a obl1pd to eell \edt a 11\tle eterllac to \he aerlt:a\ , 
t here b.artq been a ellpt re~Uoa, preeuaalllJ' bo w tile uU-hea-* 

4eaonetraUoDe 1D be. !hh aonaellt b.a4 leeted olllT a 11Ule while; 

4urilll the r ... 1a4er of \he otlerDOOil the Jreaoh Stab111sat1oll JUDd 

he4 ecalll ~qu1re4 forelcn uchuce. Carlpl rea1nde4 •• \hat tho 
rate on Jrenob. !reaeur,. bill• he4 aceta b ... lowered, \ hie u •• to 
1 &Dd J/'11. por cell\. Bi said Jrenob. reat .. u4 eb.uee were etroac, but 

thet Pub wu "ll1q laterD&Uoael Ncu.r1Uee , pUUcul&rly sol4 
a1a1ac eb.u••· Bo 1&14 \here ••• ellUre eonf14eaoe \b.a\ Dal&41er woul4 

ob talll a aejori\7 1a \he ••••loll of Pult ... a t which beet• • Dec.abar S. 
'!'he apirit oil \he Pula aarket wu quite cood. 

Ia eaenr t o .,. 1aqu117 u \o nether tile ,_1DI of .raa .. ea u 
the aew lllah\er of Jlauce tD Belpua he4 ceuee4 &DT reporou .. loae, 

Cartcuol said ho wae aot ....... of ...,. aarll:e4 c_..,t OD thh appo1Dt-

••••· !he belp hod been ... .-: \bit put few daTa. wi\h Bru .. eh loalac 

col4 t o Lon4oa, a 11\tle to Perla, aa4 prea.-.1117 aoae to tile 
U•Ue4 Stahe, b ut Ceripl could. aot in ...,. aeaner confina \bit preMat 

report which I aeaUoaed u aaaa&UDI froa Loll40D to the effect \bat 
:Belpua alp\ cut the belp looee froa pld. an4 follow e\erllac. 

~ 0 
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December 6, 1939 

Lunch with the President. 

I told t he President I wae having Dr. BoWII&n 
do some work on exploring South Africa ae a possible 
colony. He said that it was a waste of time to ex­
plore any country other than a British colony; that 
that territory wae controlled from London and any 
country belonging to the Union of South Africa wae 
out of the picture. 

He then sketched his plan to me, which le ae 
follows: 

He first asked me bow 111&1\)' people did I think 
there were to be taken care or. I said, I am not 
an expert, but , I said, GerJD&ny, 500 ,000; l'lou~~&nia 
and Poland another 250 ,000. He said, Well, that 
Just checks with the information he hae. He said \ 
he had figured that it would take 11,000 a person 
and I said I agreed nth tnat, or l bOO ,OOO,OOO. He 
kept saying, always, 1 Do you th1nk? 1 1Did I think if 
we could find a w.y to take care of 100,000 people 
for five years that that would be sufficient?• Would 
that answer the problem? 

Well, I said, it 1e eo much better than an7body 
has suggested that, I said, yea. He said, Well, what 
I am willing to propose is that, first, that of the 
1500,000,000, 1300,000,000 be outright grants; the 
other 1200,000,000 to be eubsoribed to through selling 
of bonds ae two-thirds ought to be recoverable. He 
said that he was ready to recommend that the United 
States Government contribute 120,000,000 a year for 
five years, provided that all tne other countriee of 
the world would eubecribe $20,000 ,000 and that the 
120,000,000 wae raised through private contribution. 
I told him $60,000,000 and that 140,000 ,000 should 
be ra1eed through the sale of boncl.l. 

He then outlined to me (and I thought be wae 
going to give me the memorandum, but be didn't) where 
he thought people could be placed. He eaid be ie 
w1111ng to recom1118nd that the UnUed State• take 
20,000 Jew• 11 year. I ea1d, Well, that · .1en~t the 
quotat He eaid, Mo, but the quota 1en't exclueively 
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for Jews. (Wbioh, of course, is right,) He then 
put down Palestine for 15,000. He said, What do 
you think of that? I said, I tbougllt that was low. 
And then he .. ntioned certain of the British colonies 
in South Africa and what he eaid was extra, extra 
secret: he hopes to get a few into the back country 
of Ethiopa, which he said h very good country. Al­
together he had worked out tllat outside of the United 
States there would be room f or 80,000 a year. 

So I said, Well, what are you going to do with 
the plan? He said, That' e whet th·e meeting is for 
that follow• you. There was Sumner Welles, Bullitt, 
Bi ll Phillips and Ambassador •iison. 

The President seemed very determined to do 
th1e and seemed to think, moreover , that it was pos­
sible. 

I told him about my plan: t hat in f1!J l etter 
to Jones, from now on that the management of any bank 
t o which we subscribe for preferred stock must be 
approved not only by Jones, but FDIC plus the Comp­
troller of the Currency and told him that for all 
the good banking reasons, the extra reason was I 
thought it was a m1etake to let Jones have the ex­
clusive right of going to the heads of these im­
portant banks during the next two years. He agreed. 

The President said , Write that letter to J ones. 
He said, He will go up through the ceiling and then, 
he said, he will coms and see me and I will say we 
won't do it the way Henry s uggested, but you write 
me a letter, Jesse, but before you talk to the head 
of any bank at all it will first have to be o. X'd 
by the President of the United States and the Secre­
tary of the Treasury and the Comptroller and the head 
of F. 0. I. c., and, he said, if you write me such a 
letter than I will get Henry to withdraw hie. But, 
eaid . the President, I would .uoh prefer to do it the 
w.:r I suggest. I eaid, o. X. 

I then had a minute to talk to him about Baeil 
Harris, but only a minute , and he said yee; we needed 
a aan like that. He said, 1A man who would be good 
enough to eell bed warming pane to the Indiana.• (That'• 
a bot country, you know.) 

' 
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He had a long telephone oo.nYeraation wh1le 
I ne there w1 th Ji.aie llooeenlt and I aued three 
t1~ee whether I ebould not go out, but he d1dn 1 t 
want me to. Meedleae to aa:t, I wae terribly en~­
barraaaed because it had to do with the position 
which he baa Juet taken. (Bee note at end of dictation.) 

I showed h1m the atory of the low rental 
houae at Fort Wayne left ae by Stwart MacDonald 
and he waa tremendously intereeted in it. 

The President aaid, How ia Hanee ge*~~ag 
alof1t wi tb thea a taxes T I ea1d, There ie nothing 
to get along on becauaa we are all wait ing on you. 
So I eaid, Mr. Preeidant, your new Fiscal and Mone­
tary A4Y1aory Co.aittaa have worked out eomething 
which locke Yary iiiPortant. I 811 haYing th1e 
group of aoonollll.ata come down Friday or Saturday 
to go oYer it to make aura it 1a sound. I named 
t he econollll.ate. (Magill, Hansen, Williams and 
Walter Stewart.) 

T~ President aaid, •can• t yoo. let aa have 
it before than? ' I said, Mo, Kr. Preaidant , ~t'a 
too import and and I want to make aura it' a all 
right. 'When can I haYe it?• Monday afternoon. 

He said, Well, be thinking oYer how we should hanclle 
it publicly. He said , Can you guarantee that there 

will be no leaks on it? I eaid Yea, I oan. He 
ea1d , Well, I will begin to aaa Jack Oarnar and the 

other laadere by the 17th of December and once I 
talk to them of oourae there will be leake. He 
aaid, Think it oYer wheth*r• I should spring it be­
fore than or whether I should aay nothing to them 
and keep it for 1111 .., .. age. Be said , rroa whet 
you tall me, this aounde ao important I may not put 

it in 1111 budget .. aaaga, but put it in mr •••••r 
to Cof1trees and make it the principal thing. 
aa1d, Well, M.r. Pree1dant, there ie nothing that 
baa come into my office that looke potantiallJ •• 
111P0rt&nt aa th1e. He asked • two or three t1aee, 
Do you think you can guarantee eecrecyt I eaid, 
Yea. (I hope I am right.) 

I gaYe the Pre81dent the report on Japanaee 
d1ecr1a1nat1on against Aller1can co-roa1 which •• 
prepared Jointly by Harry White and the 11enaral 
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Counsel 1 s Offioe. The Pree1JSent aa1d u wa1 •err 
interesting and that he will uae it it neoeeaary. 
The President aaid, 8 What will Hornbeok do it I uae 
th117 • and ., anner waa, •He w111 probablJ blow up 
and explode. 

(I overheard the President say that Jiamie1 a new 
duties are to dig up hietorioal aoenar1oa and to 
keep hie ears oloee to the ground to find out wh.J 
certain 1tare are un~opular. He also o•erheard 
him say t o hie eon, How oan you do thh thing w1 th -..... 
a suit pending? What is the difference between a ~ 
o1 rll and a or1111nal sui t7 All I know 1s that you 
are working t or a aan who ie fighting the United 
Statea Go•ernment.•) 
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fo : $o R .Nt . 45 
TREASURY DEPARTMENT 

INTDI OI'P'IC& COMWU NICATIO.. 

DAn. hoa'Mr •• liM 
To 

llr. m~ klh • '!Ia' \here will be 110 npor\ oa .u n'b­

aortpUoaa 'before t.ll.le atten10oa '1111.\ WOII14 be Cl•t w p\ a apeoial 

roper\ 1f 70'0. 00 ... tr • • 

!M J'e4eral B .. ene liDk of •• York llae reoel..t oo tar 1a 

the onl"''D14l>\ .all .UaortpUeaa ...... uac \o ttn• aUUoa for \lie 

3-3/141f. lloa4e a4 $300 aUliea for \be 1.-1/ef. ao\ea. !loa•• f1pree 

are 1a a441\1oa \o U.O•• Cina 7cro. ~ llr. Dl~ law TO•'Ol'UT· 

--. 

, 
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J!E'II TOJIX H!':IU!.D !R IBUliE - Dec !llllber 6 , 1938. 

m>UW)'·tUloc - · l'l\ -W aU Street Comment .==::;..~.:. "!l ~:: 
aoce ot knr prtcet tor PI'Oducu tn 
JanU&f7, Pttlnl&ry t .nd Nu-c.b, con· 

lfe,ordr~1 .. " lu 1,,,. HiJIHI IW'Mt tommltmtnta...., bt 10 luat 
'nle eont.rueuonal tncrn.ae ot+ I!Xun.lve prceautlom wtre t.aktndlll'tn,J thai. Ptrtod u to "'borrow .. 

111.000.000 jn Lbe rr))Ortfna Ne•1re~terday by the Tre:uuzy a nd lh~trom uU'ttty tn IUCCttdlna monl.hJ 
York blnk louu to commerce. 1n· hderaJ Racn-t bl.nb •la.l.n.l~ ftth;hl:n, U 11 hoped. mon profitable 
dt.A~U7 and a,rk:ultl.ll"t In tbe ••ttt rtcUnr on l.tlt new Trnawy ta.Jues.Jevel$ m.a,y be eata'blllhed. The Jtft• 
ended Ja~t. Wednesday wu not lute bUl U\Ja feature niYttlhelua &etm-'tral view, howevt.r, 11 that. prol'lta 
tnouah to otbet. the 111,000,000 ''"11.0 be-come ever mort prominent from are .eeoDdal')' to puu.lnr any ob,· 
ducuon In the other rtporunc eiUu,,quart.tr•d tt. ~ Quarter•dat.c!. AppU-ataclu Jn U1e way qt the etUI at.ruc­
wlth the reauJt. that total commer·tc:aLions from nnanc1at firma wer~aunr Jn4uatrlal recovery. 
dal JOAna tor the 101 cUIU declined teruUnJzed cattfuUy and pruned --
tJ.OOO.OOO. In other Umea t.han tvlaoroualy ln many lntt.neet. The1Tnt~rnot~nel Ntc.lul 
thtlt, when tr:rm loans are bealn· requeat wu ma4e that. wben-luUtd One Important c:on.SdtraUon to 
nlnr to cet a sood pl.ly with the tradtns be avoJded on the ntw notea~at.ockholders of IntemaUona1 Nlckt:l 
banb. l.be ad\'&noe that. formed the and lonl bonda. but. 1uc:h tradlns Co.. is the J)OI&SbW&.J that. the com· 
bulk or the tncrtue ln coau:nudat wu l)ttmJt.t.ed on Lhe new 2 1>U een1.P1nY wW n:mcwe h• ttoct from u~t­
)Oana ben would probabi)' havt'boncb, al.noe the Mt.teh note• aft'ord ina on th~ New York Stock ~­
ab09o•n up undu the bea4lnl of fn- \he only aoctu to that.1uue. lMCtt ehanre U the Seewitiet and ¥'.\: · 
\ atmtn\.1. HoJdlnp of d.1rcd. cov- dr:alt:n wert Wid 1'101. to trade b c.han&e CommllaJoo demand.~ Lh.at 
tmmtnt. RC.11J1\ka of the ff"porlln.( &Uotmtnc.t. a.nd th1a requut. wu Qb-. It ~ u.lana a.nd aks Arum 
banta 1n 101 dUes dtcr't'&lltd 523.• 5U1"ed where lll&dt. &ome or &he Jlill' u domtsUc eorporaUonJ an: 
100 000, but the amaliDe:SI ot Ute riie,IIQ&ller outfttl tn.)offd 100c1 1MmZioea nqulrfd to do. HowtTer. dft!Pit• Lbll 
l.n IO&n.a LO brotua and dtaltrs 1Di:fn &Uot:mt.nt.t. botrtYtr, a.od the u.. qultf, ob'rloua fae\. Lht company an· 
l«l..t·IUN kit It dOUbtlW wbttht.r ddtn\ eaUMCI much cUtc:ont.t.zn DOUD«d. r.unta, altt'r • tnttd:c; 
dHit,.. In sonmmmt •u• atot.~WJC unonc la.retr houtu,. New Yort tn. o1 the llca!'d ot d.trecW~n Wt • Ute 
up bt:ariiT ln Ule K ll'dl nota In t.tmtl wen: moWfttd. on &he othtr matter Of tM COG.Pltl7"a pof(Uon 
prrparaUon lor W quarter Mane:- hand. b1 wtrt lndkaUonl that u.e Ubd.u l.be United ltat.es ..cun&tta 
lnr clat~f n b poq!bk that loans to ratr1ctlons on &be local market. thisluc:h&.rtfe act wq not dtalt WlU\ at 
broken and dealtra;' lOI.na wtU M t.lm.e were aPI)Ued with ~u.a.l riaf_dltytll'le meetlnr ot U1& board LOdA,1."' 
up tbla week. for Lhe 2 ptr c:ent tn a ll other dl.tutc:U. Ptrbap.s aome p\Uilf. dlc:ta&td tht 
bond whlc.h the ntuury 1J otftr· - tta~ment. who tnttrprtted .. dtt.lt'' 
1nr . obt1lnJ1ble only throuah u- I'"""" C~ld to mean "dlii>Oitd c t" bec-aUH then 
change ct the March notes, hu a The torelrn txchanae markelb no doubt that tho maJor aub· 
apeclll apptaJ to lht b&nb, a.nd prJdu lt.telt on Itt power o! urulng Jcc:t of dbcuwon wu what. ac;uon 
dealera wUI be anxious to ret t.he'cll~hlrblna event.a a lone way oft'. to ta.lce with rtt:ard 'he c:ompa.uy'1 
larat.a' poutble a1lotment.. De-· One retent exa.mpte or 11.1 prog- reg13.tn.tlol\ ••lth the .8. E. 0. 
1nand drposlta a djusted or thelnoaUo cl1hn1 1.1 to bo found In thr: 
•·eelcly reporUnc banlta lncru.ted fact that. 'ht rorela:n exchanges, 
197.000.000. and 10 crossed the $16,- prior ~ the September cri&ls In Eu-
000.000.000 level for the nrat. time en rope, were thowtnr t.nx:tety O\'t.r the 
retord. c:oul'MI or even ... en the Cont.lncnl 

tor a lone white bdore tAe aeeurtU~ 
Tn•IUN'1' Flnu~:#l . martret.t btcame dltl\U'btd. The bco-

8.k1Ufull1 comblnlnJ the Invest- ha'lior cf tha fort11n ucll.ana:ts tn 
Mtnl.o and apeculaU,·e futures at- this pratnt. unpJtU&n\neu bt-tWMn 
fcrcltd b)' Federal 1s1uet of MCW'I• ll&J.J a nd Jf'r&noe 11. l.htnlore, au 
lk's. krrta..rr Morttnthau ruw-- the more tntt.rudns. 8Ctrl.ln& and 
di,J' wu ab3e to tbalk \ll) &nOC.btr I'Ttnt.h Ctantl ha.w-• btm &trona 
outtt.ndJna auc.ceu 1n ckftdt ft.nan- lhrolalh<na IN demonttratlon.l ta 
d n&: a nd rthmdlnc. With eaoea ItalY for brtnclnl '1'\&n.a... ConleL 
reen-ea at. neord lt'4"tls. u . wu no Saf'OJ' and Nlee u.ndu UaUan docnl· 
a.rtal trtc.• to ftca' the new tsaua. naUoo. '!'be prrr.....,.h ~_,.,.. )'u ~~tu, 
Tbe rtqulnmm.t. wu onl1 Uut the allr 1.mtc1 a t&Jr11 wblt&nUal 
ttrmt be: eo adJuat.ed u to aun« amount or s:okl In tbe lul W«t. It 
btnt . lruura.nec company and oU'ltr W'lU tatt a few wetb or alfOol 
\nMI\uUona1 appUeaUoos in valumt. franca. however. 1Mlore U can be 
Mr. Mortrnlbau attended. to thil•aald ddlnlttl1 that the tO'ffia;n t lC• 
•lth hl.t ua.ual aplomb, and tM mar. chance "'ariCet rtlt.td" I tal1'• eo~­
:Cet did the "-"· With & p:rem)um or n.lal ambiUcN u cont.alninl no lin· 
l ,.; to 1 "4. J)OinLa lnCUCattd on the mtntn' U\rtat of military aeUon. 
new 2'' per c.nt. bOnelS, 'hat. porUon 
of the notation wu ln extraordinary S'""' p,.oJ,c,lon 
demand. The new 1'~ per cent. n.ott1 The 11U1ht. drop tn t.he tlt.elmak­
atrOtd • premium or onl,y one polnt. Ina rate tor Lho third auooeaalve 
which mea ns lba~ appUcaUoru w1U week merely conl\rmt 'he oplnion 
be more Umlttd. The new 2 J)tJ' cen1. held by Informed obltrvera for aome 
bonda. a •aUabJe aloOC wiLl\ t t ther Ume--thal lt curTUit prtcea • 'ere at• 
c fU)e othtr new l&&UC6 to boldrr• ot nnned tor the nrat quarter or 1D3ll 
Ma.rc:b nota. wr:n1 quoted on a there would bt no lnduc:t.ment fOil' 
w'htn•la5ued bul.a a.t e\·en ftrurta oomumen 1.0 buy ln a.clva.nct. re­
W'II.h Lbl: ouc.t.incUna Dote&, or trom wlttnr ln • teveUna-otr ol produe~ 
JOI »·H earlY tn t.he c1a7 w 1Jon acht'dulu ftuout h the ln-
101 :IO..Jl at the c:lote. 
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•• TREASURY DEPARTMENT 

I NTER OI'J'ICE COMMUNICATION 

DATK ···-
TO SecretarJ llorgentbau 

'"ow Beman Olipbant 

for zoyr intongation 

lolr. Fole:r held a confe rence this a£ternoon in his office to diaouaa 

the Chinese tung oil proposal with representative• of t be State Depertaent. 

The conference was a ttanded b;r Kessrs. Whi ta 1 Fole:r 1 Jolmaon and. 

Tietjens for the TreaeurJ and b;r Kessrs. ilaJ'1Iond C. Kacta,y and Frank I. 

liard tor t he State Department . 

The background of the proposal and some of 1 t s det.ails were outlined 

for the benefit of the State Department representatives . No objections 

•~re developed at this conference which we had not considered when the 

obj ections of these officials of the State Department were first called to 

At~tf" t<• .,.. 
our attention. The;,. ,were rell taken. Nevertbaleaa, llr. Ward waa of the 

opinion tbat the proposal could reasonabl;r be obj ected to, under Article rl 

or the Treaty of 1844 between China and the United States , b;r powe1"11 

entl tled to most favored nation treatment by China, inasmuch as, in tlw 

a bsence of contrar;r endenca, 1t appea.ra that the proposal would result 

lo an excluaiTe agency being established b;r the Chinese Govenuoent which 

r ould have a nrtual a.onopol;r of the tung oil exporta f roao Chine. 

llethocls of ob'rl.a tina this objeet1011 were discussed. It wu auc­

geatcd tbat the diffi culty llligbt be oTerco•e if the oontract to be 

entered i nto between the Chinese Government and tbt tradiDC corporation 
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would provide for the pure hue of 1 eq, 10 per cent of the t1111g oU 

produced in China rather tban tor the preferential saJ.e ot a stipulated 

count of oU which aigbt result in a comer cn tbe uaUable supplJ'. 

It was also suggested tbet none ot the powers wbo aigbt object to the 

arrMgo:nent would be i n a position to object it t he Chinese first otter 

to cell tllllg oil to such powers upon the same terms as are being o!fered 

to the Oni ted States . 

At the concl118ion of the conference, lleasra . lolaclal,y and Ward stated 

t'>at tbey were not yet in a position to make 4111 defi .nite suggesUone, 

but th!.t tbe iniormaUon t hey now bed would afford a basis for further 

discwoaion of the proposal i n t he State Department. 
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P.lRAPHRJ.SE or TJ:LJOJU)( SD1' 

1'0: American Legation, Bern, Swi tserland 

DATE: Deoeaber 6, 193S, 1 p.m. 

BO.: 63 

STRICTLY OOBriDDTIAL. 

Reference ie made to Bo . ~1 of August 30, 6 p.m., 

from the Department. 

You are requested to see llr. Royal Tyler, and 

say that Secretary llorgenthau would appreciate it if he 

would in the near futu.re under take a trip around Italy 

similar to tl:le one he made around Germany early in 

September. On hie return t he Secretar y of the Treaeury 

requests that he aubali t a cip.he.r telegram throll8h the 

Bern Legation outlining hie appraiaal of eccmoaic and 

financial condi t ione in Italy. llr. Tyler would reoeiYe 

from the Treasur y ooarpeneation on the same baela ae 

preYiously. Authorization i s of oouree giYea to llr . 

Tyler to inform LoYeday in etriot confidence of the 

purpose of hia Yi ait. 

WELLES 

Acting. 

Note: See reply f1led under date of 1/24/39 

&.t.: L1'W 

49 
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DEPARTMENT OF STATE 

WASHINGTON 

lly dear llr . eeoretary: 

I enoloae herewith one oopy of p&raphraee of 

a telegram sent 4t your requeat on Deoeaber 8 to 

the American Legation at Bern aaking llr . Royal Tyler 

t o take a trip around Italy, and a oopy of parapbraae 

of telegram of January 24 froa Bern tranaaitting 

Mr. Tyler•a report. 

Sincerely your a, 

J:ncloeurea: 

.Jio. 83 of Deo•bar 8 
to Bern. 

Io. 7 of January 34 
f ro. Bern. 

The Honorable 

Herbert Feia, 
.ld't'iaer on International 

J:conoaic Affaire. 

Henry llorgent.bau, Jr., 

8eoretary of the 'l'reaaury. 

so 
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CreRECTION 

JR December 6 , 1938 

In telegram #1395, Dtotmbcr 5 , 6 p . m., from 

London "For Treasury'', l as t figure in f i rst l int should 

read "4. 68-1/8" . Delete "(*)" t here and nlso at 

end of message, 

DIVISION OF COM!iUNICATIO!TS Al!D RECORDS 

51 
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P.AJW>BIWII OJ' HLmJWI RIOIIVIII 
( 

PROM: Aaer1ou lllbuay, Paria, rruoe 

L l 
DJ.TI: Deo•ber 8, 1938, 5 p .a. 

IO.; aoeo \ 

FOR THI TR:UStllT. 

Today the exchange and aeouri t)' aarketa were encouraged 

by good repor'h fro. aoet part of :rruoe on the labor a1 t­

uation, as wel l as by the conciliatory tone of the reaolu­

tion which the general Confederation of Labor adopted 

yesterday to the etteot tl:a t the Oonfederauon wu prepared 

to take part in any discusaion wbiob wae likely to put an 

end to present difficultiea. 

rinanoial oiro~ea on the other band are awaiting with ' 

interest but with no appar ent miagi~ing the outcoae of 

deciaiona which will probably be r eached toaorrow on the 

queation of what part of the agenda 1a to b e taken up f irat 

when the Obaaber aeeta on Deo•ber e . Partiea of t be 

Extreme Left i naiat that the 1939 budget be taken up fir at; 

t hey apparently hope that in tbie •Y t hey can plaoe t he 

Government i n a difficult poaition on the decree l awa, 

whiob would neoeaearily be linked with any diacuaaion of 

the 1939 buqet. It the elotoral reton law 1a taken up 

fir at , and is ~oted befor e the deoree lawa are d1eouaae4, 

deputiea who aay otberwiae be willing to riak UDpopulariiy 

w1 tb their eleoton aigbt be w1111q to give the Governaent 

their suppor t reaardiq theee lawe. 

The d•and tor the h'ano ooDtiaued on en Ulportant 

scale i D a quiet aarkei , a1 t houp it 1a ou.r \1114eratan41nc 
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that a slight neryouen••• wae apparent on tba aarkst re­
garding the poeeible effeot of the Italian inoidant on 
the international politioal situation, 

53 

It was acatn possible for the tuJI4 to obtain a lar&• 
amount of eterling; at the opening it offered trance at 
177 . 58 and gradually reduced the peg to .40 , whioh 1e the 
rat • at preesnt . lo pr•iua was a sited for one month 
eterUng tod&:r. 4!5 centimes 11 the rats for three aon'th 
ster ling. Today the dollar wae a little stronger than it 
wae yesterday. There was pressure on t h e belp again today 
due, it seems, to an opinion that sooner or later the 
Belgian authorities will be o~liged to link the belga with 
ster l ing. 

On the security market there wae a firm uJidertone 
and an illpl'OY•snt in rentee and Prenoh Yariable reycue 
eaouritiea. 

There baa been another r eduction 1n the rats of in­
terest on 75 to 105 da:r ordinary treaeury bonds, the pr88snt 
rate beins 1.75 peroent (in yeeterday 1 a telegram I reported 
a rate of 3 peroent) . 

EJfD d88AGJ:. 

WILSOJ. 
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PAR!UL PARAPIIl.AU OJ' ULmRAK RKOKinD 

ntOill .Aaerioan Kabaeay, LODdOil, 

D.l'n: Dao•bu 8, 1938, 8 p.a. 

IO. l 1400 

Fell TRJ:ASIItT • 

54 

One. Dollar a opcecl offered at 4. '70 the Bri Uah fwd 

buying dollars heaYily until fixing when auoh rata waa 

4.89 !/8. 176 bare were sold at 148 ahillings 1 penny 

giving a two panoa prami1111. !he Brithh fund bought '75 

of the bare aold and 'llben t hia became known the rate went 

to 4.69 and later 4.88 3/ 4 with the British authoritiea 

selling aOIH dollar a at those lnala. !hi a afternoOil the 

dollar baa remained offered around 4.89 1/4, on a narrow 

market. 

It is the belief of an exchange market source that 

after the f ixing further small amounts of gold were bought 

by the BriUsh fUnd. 

The one month forward dollar was steady around 13/18 

premiua and the tbree months which opened at 1 '7/8 later 

went to 2-3/18. 

The Bank of rranoe boupt aterling h•Tily atartinc 

at 1??.83 and moYing to .58 at fixing tiaa. Later the 

French authorities eold aoae sterling but the franc waa 

again bid and the Bank of J'ranoa 111\a c ontillue4 aterling 

purohaaea oloaing at 1??.42. The one month forward franc 

went to a pr•11• of 1/'53 franc 'bu.t the tbree •~• 

r...Uaa 
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r ... ina around &-1/• d.iaooaat. 

Tlro. Salea bJ Frech hold.era ot rUt e4a" eel J:attir 

a took a turiher 4epreaae4 prioea, war loaD &-1/3 per cet 

being down 1/• to 98-7/18. 

Three. Tile Olw:loellor ot the :Exchequer &m~ounoed. in 

Parliaaet t04&J a temporar1 inor••• in the tid.uoiarJ note 

heue ot 30,000,000 pound.a to 330,000,000 pound.a. 

ElfD IIESBAGI, 

DJIN~. 

EA:Ln 
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F'EDERAL. Rt:!JCRVE SANK 

OF NE:W YORK 

U(e) 

.... b 
CE CORRESPONDENCE 

COi rlQD%UL UJ.U 

DAn:- DHabU T' ltU. 

L. I. raoke-

SUOJECT:.%~011 COifiiUUOI •.m 
B.Uit OJ' DOUIIDo 

I oalled Kr. Bolton at U1ll 1.11. fhtr wve h aft.nc a 

r ather uuooafortable U a e, he aa14, norllq beinc UDder -• preuura 

111 t wo wqll (1) tho ooaUned rap1\rhU011 ot h>•lh -• ~ the 

London mann, • d (2) 1 renewed h>tnab buUtabDoaa 011 \he dollar •• 

ruuUtns tren atora fro. Londoa to lew ton. Oanval17 apwwnl re-

patr1at1on of capital to Franco eonUnued 11114 t hvo waa noU..Ulo a 

conttderablo 1ncroaao in oont1danoo on tho pan or Pl.l'i1. Daladior 

would 11101t probab}¥ haTe a conlidorablo tno r1blo .oto to110now 11ban 

the Cheber llloftlo At th e •••tnt there wu 1 aild r eaction from t b11 

eomtngt a fil'I!DOII ot t h o trmo 10 that Cui~~&ol ,1u.t no• had to • ppor\ 

t he treno but 011 'lle.lanoo he had sained about £! 10001000 t or the dq. 

t he bulk of t h o Lolldoa noh ance oparattona, Bolton oonUauod, o•• hoa 

Par11 rather th1111 IIQTWhore alae. 

With retor.oo to t he cold ooin• and cold Clbipa reoant17 

abi ppad t o 111, ot -.t\ioh be ~ actYiaed • • • tew daTI qo, Bolton r .. 

(lu .. tod that we aolt th• do• oa aniTal m d an tho cold aatda tor 

b1a. Ka .,uld 10\ ua Jmow 1ll diDo OCNroo in wbhb aooouat. 

I aaked a n•bor ot quoaUoa11 

(1) tho pnat• OD hl"ftt'4 colft 

thia, lol\ea oa141 n• • ._,ed, tbd 1a1 

'*' 1 1/'4 par _,h. 
(I) 1b-' 1r11 tho ......,._. •«or 1bleb celt 

P\li'Obla .. 1ll loolllloa 00'114 ... be .......... 1a lntb &hiNt 

lben •u ao paftitlllar ........ __., tlo 
Regraded Unclassified



F''EDERAL. RESERVt:: DANK 

OF' N CYI VORJ< 
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OFFICE CORRESPONDENCE 

COinDIITU.L rDoll 

I llt.M Lo Jo bolcf 

0AT C o ... ~ ,, lJ.o 

s uUJccT• t&a>ao~• COifDUIIOI wna 
lAIIt or •oUI Do 

I 

replied. loU~ UJ'laa w1ll.4 \ut cel4 1A Ltadtll •• 

cln ~• ... _., la loa~ Ahttt •' ann pl'ln 

bll\ aut a ohtflt of 1 ptl' all tor .... tft1AJ. It 

a4JilllbiD' wllld 'bt aa4t 1A \bt pl'lae, ~·' 11, .. 

all•-•• tor \be oon ot lbipptac tbe coleS 'bft.._ 

loatb UJ'loa tll4 Loadoao 

(I) ••• 1\ ooi'J'M\1 u na\t4 w •• ben 1a 

\ h t aarkt\ \h11 ati'D1q, tba\ \bt ~Uu 'll1ll.l poe1Uoa 

1D London q1 1ilr DOW Hl\lJ' 11q\l1da\t4f 

••t ..,wbtH DtU rtP\1 ' lolwa rep11t4o 
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SEcrEtary of S~atE , 

Washingt on . 

1406, DEcEmbEr 7 , 6 p. m. 

FOR TREASURY, 

GRAY 

London 

DatEd DEcEmbEr !• 1938 

REo 'd 2 :35 p . m. 

ThE dollar opEnEd at 4 , 68-13/16 offErEd and thE 

British authoritiEs sold dollars holding this position 

until thE fixing whEn 264 bars wert sold, 60 bEing 

suppliEd by tht British fund , ThE pricE at 148 shillings 

5 pEnCE gavE a prEmium of 2 pEnCE , SincE thE f ixing thE 

dollar has rEmainEd around 4 . 68- 5/8 on a narrow market 

with thE British authoritiEs apparEntly not operating. 

ThE Bank of FrancE bought a largE amount of stErling 

this morning at 177 , 41 and , 37 but this aftErnoon thE 

franc was offErEd and thE Bank of FrancE sold a small 

amount of stErling at 177. 42 thE ratE going in thE latE 

aftErnoon to 177, 50. 

ThE bElga was hEavily bid until thE latE aftErnoon 

with thE thrEE months forward ~scount moving from 35 to 

58 

13 but on rumors of t hE possiblE rEsignation of thE BElgian 

cabinEt thE forward discount rosE to 20 and thE spot ratE 

also movEd from 27 , 77 to 27 . 8& . 

KENNEDY 

DDN 
RGC Regraded Unclassified
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PJJU.PBIUSJ: OP' fti.MpAif RJ:OJ:IVJ:D 

!'ROlf: American J:abaaay • Pari a, 

DATJ:: Deceaber 7, 1938, 4 p .a. 

NO.: 3089 

FOR THE TREASURY. 

This morning the upward franc mo-remen~ continued 

~9 

with further important capi~al repa~riation. Howe-rer, tbia 

afternoon the tendency changed due it seems to sbcr~ 

co-rering, to soae hesitation and oeu~ion just before the 

day ParliBIIlen~ re&ssemblea, and to continued nenousn••• 

regarding tb.e claiaa &gs.inst France on the part of Italy. 

This morning at opening the tuna entered the marke~ 

offering francs at 177.41. It gradually permitted the 

rate to drop to 177.35, when the buying mo-rement ce&sed, 

Our market ccntaot tells us that &fter obtaining about 

two million pounde the fUnd, in order to ms.int&in &round 

.42, bad to turn buyer of franca and our contact estiaated 

that the fund had probably paid out so far about one-half 

of the sterling which waa acquired today. !he spot rate 

f or sterling strengthened, but the forward rate i s about 

t he sB.IIIe aa it was yesterday. 

In today ' s trading the belp. showed sligh~ impro-rement. 

END BJ:OTIOI ONJ:, 

WILSOI. 

' 
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SEOTIOI TIO, 
PARJ.PHIUSI or TILIGR.U 10. 3069, DIIOIKBIR 7, 1938, J'ROK PARIS 

At opening the eeourity mrltet showed a good undertone. 

However , ~oderate gains i n early trading have been practically 

wiped out sinoe then . 

The rate of interest on six montbe ordi.nary treasury 

bonds bae been reduced t o 3 , 50 peroant; it was 3.75 formerly. 

For the f irst ten months of 1938 the monthly adverse trade 

balance averaged 1,360,000,000 f rancs. For November the 

deficit is 813,000,000 francs , as compared with 

1,553 ,000 ,000 for BoYember of 1937. An increas e in exports 

is rssponeible for the mos t part for the improvement. 

A report in AGENOI IOOBOWIQUI declares that in official 

quartara yesterday it was stated that Von Ribbentrop and 

Bonnet d1aousaed at some lengt h yeaterday afternoon the 

s ubJect of t rade development between France and Germany. 

I t was said that t he German Foreign Minister had l et it be 

understood that Germany would be glad to •soften• its autarchic 

system to some extant and that under appropriate conditions, 

and notably in the Balltane and Eastern Europe, the Reich would 

be prepared to collaborate wi tb France. 

ElfD la:SSAGI. 

WILSON. 

EA:LII 

Regraded Unclassified



P.&JW'IIItAII OJ' 1'1LIIJR.UI RIOIUVZD 

nlOll: Aaer1oan Jabaeay, Berlin, 

Deo .. bcr 7, 1938, 11 a.a. 

899 

I o • . 36. J'OR 'l'R&l.SOR T J'l\011 RIA 1'B. 

Yesterday I learnecl tb&t Sohaob.t b.&d gone to LondOD 

to talk witb. Mont&~ Horaan; thia te being kept aeoret 

here i n Berlin, and I oould not get any explanation of 

1 te purpo81. Sohaob.t a&id a fn daya ago thd he hope4 

he would b&Te an early opport~mUy to tall 11'1 th loraan, 

since he b&cl not aeen him tor eneral aontb.a. 

GILBIIt1'. 

U:LR 

Cl 
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REB 

SECrE tary of StatE, 

Washington, 

1413, DECEDlbEr a , 6 P• m. 

FOR TREASURY, 

GRAY 

London 

DatEd DEcEmbEr a , 193a 

REc ' d 2 :35p. m, 

ThE dollar opEnEd bid at 4 , 77- 3/a ~,d aftE r touching 

62 

66- 7/a was 67- 1/a at t hE £ix1ne whEn 178 bar s wErE sol d , \ 

93 bEing marriEd and a5 suppl iEd by thE British fund , 

ThE pricE was 14a shi llings 11 pEncE and t hE prEmium 1- 1/2 

pEnny, so that all purchasEs wErE for hoarding, ThE Br itisl: 

fund sold small amounts of dollars from timE to tim£ but 

thE markEt was rElativEly quiEt, 

ThE Bank of Fr ancE opEr a tEd both ways , gaining on 

bal ancE a fair amount or stErling. 

KENNEDY 

CSB 

Regraded Unclassified



TO 

TREASURY DEPARTMENT 

INT ER O FP'IC E COMMUNICATIO N 

Secretar,' Morgentbau 

Jlr. Oliph41>t 

DATil DEC 7 .... 1938 

As you know, the nowl.y-mined domestic illver Proclamation of December 
21 , 1933, as moditiod, io duo to expire on Deoemb&r 31, 1938. Unlltse 
such proclamation is extondod, beginning Janucry 1 , 1939 onl:' silver 
minod prior thoret o will be acquired by the Treaalll7 under such proclama-­

tion. 

Tbe principal authority rolied upon for auch proclarlation, a.s ..,eli­
tied, is to be found in the provision authorisiJl& the unli ml ted coinace 
of silver, contained in a paragraph of the "Tboaa.s Aaanc:b:ent" of llq 12, 
19.33, e.s amended, which paragraph also contains provisions gi'fing the 
President power to fix the gold content of the dollar. These powera 
expire on June JO, 1939. Accordingly, if the proolallation is to be ax­
t ended under this statute, the terminal date should be fixed not later 
than June 30, 1939. Moreover, it would appear thnt 8Z1;f' such extension 
should tnske June JO, 19;19 the final date for 8Z1;f' deliveries under such 
proc1aJllation, oven if tho ill ver be mined prior to that date. 

Section J of the SUver Purchnse Act of 1934 provides lUI followss 

•Sec. ;1. lihonever and so long aa tha proportion of ail­
vsr in the atocl<a of gold and silTBr or the United stetaa 1a 
less than ollb-fourth of tho monetary value or such atocka, the 
Se~reta%7 of the Trea81ll7 is authorized and directed to pur­
chnse silver, at home or abroad, Cor present or fUture deliva17 
with 8Z1;f' direct obligations, coin, or currency of the United 
States, 811thorized ey law, or with 8Z1;f' fUnds in the TreaSU1'7 
not otherwise appropriated, at such rataa, at such times, and 
upon such terma and conditions as be aq daea reasonable and 
most advantageous to the public interest! Prgndtd, Tbnt no 
purchase of ailnr llh.u. be made hereunder at a price in ~ 
coss ot tho IDOD8tsJoT 'Y&lue thereof' And prorlded turtllor, 
That no purchases of illvsr situated in the continental United 
States on Ma;r 1, 1934, llh.u. be llade hereunder at a pri.ce in 
axeoss or 50 eonta a t1n4 ounce. • 

The Secretary of tho Tre&S1ll7 would han tho l egal 811thoritT under 
this section of tha SUTer Purchase Act to acquire nnl.7-ained cloMatio 
all'1'8r at a price in exceaa of the ll8l'ket priee for foreign allnr 1t 
be deemed the s!IID8 raaaonable and 110st ad<ran~ to the public interest. 

C3 
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December 7, 1938 

This morni~ the Secretary called 11188 Le Hand 
and told her that he had broken hie toe and asked her 
whether the President had an extra cane which h11 might 
borrow tor a couple or weeks. 

At twelve o'clock the Preaident ·oalled H•,Jr 
and the following is a record or their conversation: 

The President: What are you !ticking about? 

fDl,Jr: I am kicking the turniture about. 

The President: Did you really lose your temper? 
Whom dld you mise? 

HK,Jr: I wae Just walking bare-tooted acrose 
the room and ran into a piece or turn1 ture. 

The President: Is it your big toe7 

HK,Jr: No, it's my little toe. 
one ot your big canes, 

I borrowed 

The President: Yea, I know you did. I piolted 
it out myself tor you and made sure it would be a ooa­
t ortable one. 

HM.Jr: Oh, thanlt you very much! 

The President: How long before you will be 
all right? 

HK,Jr: Oh, it will take three weeks. 

The President: Well , can' t you have a special 
shoe made or one with the toe out out? 

HK.Jr: Well , I am wearing a moccasin now. 

The President: You oan't come to the Diplo­
matic dinner and reception in a moccasin! 

HM.Jr: Well , I promise to have it all healed 
by the time the ling arrivee. 

the Pree1dept: Kao ee,ye you bad better have 

C!J 

Regraded Unclassified



- 2-

it amputated. It will onl)' take a week to heal. 

Hll JL Oh, tell h111 to go to helH 
it Adll1rai Intire or Colonel Kaoint7reT 

!he Pf!tident: It ' e Colonel Kaoint7re. It 
it were the 1111ra1 he would probabl)' oome o·nr and 
amputate it h1meelt1 

me. 
HK.Jr: Oh1 Thank you very muoh t or calling 

!he Pree1dent: I Ju•t cleaned up Dann7 Bell . 

Hll.Jr: It there an)'th1ng lett of h1a? 

I will be ready for you Monday at.ternoon with 
all t he ohartt 1n the world. (!he :Rual plan.) 

! he !1u1dent: !he Arfllll budget without extru 
tor the new at1onai defense 1e only ts,ooo,ooo sore 
than laet year. We out them 125,000,000, • 

oOo- oOo 

(The Seoretary'e comment to RBI: You know, 
I am Juet a baby about it. Part of the reason I 
sent t or the oane was beoauee I wanted the Preeident 
to know that I had broken 11111 toe.) 

cs 
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Mr. 011phallt told t he 8eoretar)' todq that 
this 11 what he g&Ye AJ.eop 1n an 1nten1ew 7eeter~ 
dq. 
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Deceaber 7, 1938 

!I()R!lE!fTRAU TilE INIIQVATOR 

Triparti te Arrangement with England, France , Belgilllll, Swi tzerland , a.nd 

The lletherlnnds . 

Stabilization Fund. 

Mexico end Canada - silver. 
China and Brazil (involving gold also) . 

Fareign Jonetai"/ Agree~ents 1 

Wexico and China - Foreign Exchange. 

rr·,~l' Uon of the Doll11 r and tiaintenance of its Stebili cy. 

C·>orcllrution of Treasury Lnw Enforcemen t Activities . 

:"PI'ViC~ Scho,ls for Enforceoent Agents, I ncluding Ana Practice. 

rrf~cicnc~· Studies of Va rious Bureaus by Treasury Administ rative Staff. 

Co.> :\liM Uon of Public Rela tiona Policies. 

[ivision of Laboratories tor Entire Treasury. 

S:>eclAl Physical Laboratory for Currency Stud.les . 

FJrnishlng of Psychia tric Diagnostic Services to F'ederal Courts . 

E~t~•nce of Vessels by Rndio if no Disear e is Aboard . 

I~t-~1 P~vcnue Decentralizntion Plan. 

?Nc.rn>:~ent :l:tde G<.neral Purch3sing Center for Govemaent. 

~~ tion of Al-c'Utectural Advlaory Co:aittee, Coord.Lnation and Cont rol 

or 11-.dlding Design. 

1 r· .s~ry Art Project. 

Identical Bids, Uonopolies (tires, ce~nt, etc .). 

uor,;a .i:.ation of ~»search and Statistics. 

" :.3b!.lsh."'ent of General Counsel's Office and Abolition of Solicitor. 
:; • -•cticn in Re..-enue - Reorganization, P.ecei vership and Bankruptcy • 

.ic,.,ond Self- Help Plan. 

Unlted States Savings (Baby) Bonds. 

C7 
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December 7, 1938 

Sumner Welle• oalled at 11 o 1 olook. He 
raiaed the question waa there any legal doubt ae 
to the tung oil being in oonfliot with the nine­
power paot of 1 922. I told him there wae none. 

He eaid that he i1 ready to go ahead with 
it for one reason. Notwithstanding the faot 
that Mr. Hull hae oabled that he ie opposed to . 
it , inaemuoh as the President hae given hie word 
t o General Chiang Iai-Shek, the oonsequenoe of 
the President ' s breaking hi1 word is far muoh more 
i.portant than anything elee, so that he, Welles, 
ie for it . 

And the seoond thing he told me was that 
tomorrow, at Brussels, an inter-Governmental oom­
~ittee on retugeee i1 meeting 1eoretly with the 
Germane. He said he understood that the Preli­
dent approvedthe memorandum on German counter­
vailing duties. I told him the first I knew 
about it was l ast night I learned , from a memor­
andum whioh Oliphant sent me, that the Department 
of Justice had thia and were asking for additonal 
information. Welles said, 1For Heaven'e sake, 
don't do anything bef ore tomorrow because it 
would Just kill th1e meeting.• I promised I 
would not do anything until I talked it over with 
him again. 
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TREASURY DEPARTMEN T / I 

INTER OFFICE COMMUNICATION 

DATI: December 7, 19311 

TO 

"'ON 

Subject: 

Seoretary~~nthau 

l.lr. Haa:Pf 
Estimate ot national income tor 1939. 

National income payments tor the current year 19311 
are eXPected by the Department ot Commerce to total about 
6~ to ~5 billion dollars. In estimating what they may be 
in 1939, lt ie necessary to assume certain levels ot busi­
ness activXty and commodity nrices. Business exoectations 
tor 1939 currently held by the Federal Reserve BOard 1 e 
research stat! center around an average FRB index ot 106 
in that year, which see~s to us a reasonable figure tor use 
in estimating national income. The commodity price trend 
in 1939 Will be so much atteoted by political developments 
abroad that prediction is very difficult. The trend ot the 
BLS index of commodity prices continues gradually downward, 
and has as yet shown no eigne of beginning an upturn. Cur­
rently the BLS index is around 77·3· A rise t o an average 
of 80 in 1939, while not a forecast, may be taken as a 
basis for estimating national i ncome. 

Assuming an FRB index ot 106 and a BLS price index of 
So i n 1939, we expect the national income to show no sub­
stantial increase over t his year 1 s figure, probably not 
exceeding the ourrent estimate ot 6~ to 65 billions by more 
than one billion dollars. 

An important reason tor expecting a relatively small 
change lies in the tact that national income payments do not 
respond immediately to changes in industrial production, but 
the various components ot the national i ncome leg to a greater 
or lese extent behind production. Employment and dividends, 
tor &X8lllpl.e, III8J' not respond tor a nWllber ot month.s attar 
bu&inese has t urned upward. OWing to these and other lage, 
the national income in 1938 was held relatively high by the 
high level ot business in 1937. Similarly, the national 
incom~ in 1939 will be atteoted to an important degree by 
the low level or business in 19311. 

C9 
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Secretary Morgenthau - 2 

The downward trend of commodity price e i e a eeoond 
i mportant reason for being conservative in our eetiaate of 
national income for 1939. Commodity pr1oee have not 
responded in a nol"'llal way to illpl'Oved induetrial deaaand, 
owing to unfavorable conditione abroad. This will strongly 
af fect agricultural incomes, and Will aleo be refieoted in 
corporation dividends and in other ooaponents of the national 
income . 

In 1937, the eetimated national income of 69 billion• 
was associated ~ith an average FRB index of 110 in that year 
and 105 in the previous year, and with a BLS prioe index 
averaging 86.3. The national income in 1939 will be aeso­
ciated with an index of 106 (assumed) in that year and 86 
i n the previous year, and with an assumed BL8 pr1oe index 
of 80. It seems apparent from such a comparison that the 
national income in 1939 cannot be expected to approxiaate 
that of 1937· 

It should be kept in mind that the published figuree 
on national income are no more than eetilllates, eubJeot to 
frequent revision, and that they are baeed in part on 
estimates rather than factual data. 

70 
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Operator: Go ahead. 

H!Ur: Hello , 

!Jariner 
Eccles: Oh, he1lo. 

HUJr: Wariner? 

E: Yes, Henry. 

December 7, 1938. 
2:40 p .m. 

71 

HUJr : I don 't know what -- if you 've got something, when you're 
through I want to give you some i nformation. 

~: Oh, well, what it was -- was , I was going t o call you at 
about twelve o'clock-- a little arter twelve, and you 
were out , and then I went out. Uaybe - I just wanted 
to tell you the way we were going to convert. 

l'lUr: Well, nobody baa told me. 

E: Well, now we decided t hirty million or the notes; 
five million or the nine year two percent bonds 

HI.Ur: Thirty-t1ve m1ll1on or the ni ne. 

E: Of the two percent . 

lill.Jr: Yes. 

E: And eighteen million or the t wo and three- quarters . 

HUJr: I see. 

E: It was a sort of a compr omiae. 

HMJr: Uh-huh. 

E: Some or them didn't thi.nk they should take any bonde -­
That 18 , the long bonde. 

Hl&Jr: Yea. 

E: 

HUJr: 

E: 

And some thought they ought to take more I mean, you 
know, there wRs just a d1souesion -- and eo thie wee sort 
or a - -

Comprom1ee. 

Yee. The queet1on wee pretty largely whether we ehou~d 
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take t orty ot the notea inetead ot thirty; or whether we 
should take twenty or torty ot the middle bonde; or 
whether we ahould take none ot the long bonds; or whether 
we should go up to thirty ot the long bonde. 

I eee. 

so i t is thirty thirty-tive and eighteen. It really 
doesn't make very much dittereno~, I don't t hink, but 
it doe s put us in a position here to either 1noreaee the 
lona i t neoeseary or to have possibly some to eell. 

Right. Well thank you tor telling me. Now thie ie what 
I would like to intorm you -- the President is going to 
see this Fiscal and Monetary Committee moat likely at 
two o~olook on Uonday. 

On Uonday? 

Yee. 

Uh-huh. 

And on this thing that they brought in that I call t he 
Ruml plan -- Ruml doesn't llke lt, but I thought tor lack 
ot a better name we ' d call 1t the Ruml plan. 

Yee. 

I thought lt would be good t o have a dress rehearsal 
Konday morning. 

Well, I think it ie absolutely essential to have one. 

So shall we aay 10:30 Monday morning? 

That would euit me tine. 

Right. 

Is it certain that i t 18 at two-- that's tentative now, 
len't itf 

Well, the Preaident t old me, but be would see ua 
t or two hours. 

Well, Yonday morning would auit me at 10 o'clock. 

10:30. 

10:30. 
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And with the Preeident at two. 

Yes. 

I've asked tor two houre. 

Yes. 

Uaybe I will get an hour. 

Well, I tell you, an h our isn ' t enough. 

I've asked tor t wo and told h1m it wasn 't any use to 
have less. 

It wouldn't. do h.1m any good to go into thi s thing at all 
unless he is going t o g.1ve enough time to understand it. 

No, ·I 1 ve asked him tor two hours. 

Ie Ruml -- can Ruml come down? 

Well , I'm going to get word t o him. 

Um-hm. 

I'm going t o get word to him 

Well, that's t1ne - - I ' ll, I'll try to get -- I'm glad 
you not1t1ed me t h is tar in advance. It w1ll give me a 
little time to do s ome thinking. 

Well , I let you know Just as soon as -- well, I knew 
yesterday att.ernoon . 

Yed, well that's tine . Thanks. 

Thank you. 

Alright, good bye. 
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TREASURY DEPARTMENT 

INTIE" 01'1'1CIE COMMUNICATION 

OAT& 

D.--.r 7, 1938 

for zoar Wt?!Mt.ica 
\ 

Bullitt - to rq ottioe at 4•30 toclq. I ••ted brie~ 
tbe eobol.utie reoord or wnuu W.U.e IIDllbiu &114 eaid tbat 1\ 

wu tez 'below tbe et&D4ezd o~ applied 1a olaooeiae - tor 

tile 'lreuu17 Lepl. Start. Be eaid tbat at1~ eatietied Ilia, 

and I ciJ.d aot liHCI to NT NT .ore. 
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TREASURY DEPARTMENT 

INTER Ofl"'CIE COMMUNICATION 

DATa 

D.u 1'1r 7, 1938 

For zour iWrwtUca 

Bob liJltDsr celled .. at 41 3' toct.;r aDd it tuma4 out tbat 

.Uaop wu .Uo Oil tbe Uae. S. aa1d tbat llaaea be4 told b1a tbat I be4 

aaid to ..... tbat ....... bad told .. ta.t ..... bad ci ...... tbe ltoJ7 

to Bob liJltner about hia ,.,.,,,"' tuaa to tbe exolua101l ot 1111aa1t. Bob 

a&id be Juat wanted to 8lq' tb&t be bad DOt aot tbe ato17 t~ b1a (....._), 

but tbo.t .Uaop aot 1 t hoa .. when I told .&laop tb&t be 1111Dted to IM 

Hanes, 11ot .. , at tbe t1• be - 1D aDd wuted to teJ.lt to • about 

taxes, Bob tben uked • wbo PYI • thia report ....S I dacUAad to Slq'. 

Wilen .U.op bralt8 iato tba _.,.raauoa, it be- ld.lar1o•, 

....s I aakad b1a wbat tba teclllli~• aa tor .us.ac tba ... York U..a wiUa 

bia col-. Be aa14, •!be preltlriptioa aa a11ople-411 I -...to do 11 

to either MDtioa oae ot Sulwbe...-r'e ta'f'Orite ... York lewiab tri...S., 

wbo are &lao 1111 oloa11t triende, or .. ral71:d.at tbat 8ulwbe...-r1a tuaa 
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TREASURY DEPARTMENT 

IHTU 01'1"'1C. COWMUHic:ATIOH 

DA.. DEC " • 1938 

hotber coD.tereDCe na IMld thia at'tarD001l ill rq office with 

Jleaers. llu1lto. aud liard ot tbe State llepe.rt.Mnt on the Cb'M•• 

tuDg oll propoaal. 

We IUde a ~NQeation to Met llbat I 1Uideratoo4 na tbe objeo­

tion reiMd b7 the State Depe.rt.Mnt. Tbe &QUestion wu tbet alii)' 

errane-nt entered into would pron.des (1) tbet tbe daUJlt ot t1a1c 

oll ~aed tor Uerican co.......,Uoa would bear the - proJIO%'­

tion to the JJN••n~ a'ftllable suppl:r u tbe uoUDt purcbued tor 

aucb coDIIIDiption ill 1937 bore to tbe uount p-oduce4 ill tbet -rur, 

aud (2) tbet tbe period ot tbe contract be exteodlld to t1 .... -rur• 

in order to lessen tbe •rl••• aaount ot oll Wldert.Uan to be 

deU ... rlld ill alii)' oae -rur· !be re_preaen1ati"OU trc• tbe Stet. 

Department iDdicated tbat tbia would reW>ve .all objections Wbicb 

tb87 bad ude gpd•r tho !1• Jl!mr fno1rr. 

It daTeloped, ~Ter, tbet thq bed a turtber objection 

directed to tbe Treaq ot 1844. In order to o-.er- thia objeo­

tioa, it appear& tbet it 1IOIIlld be -MJT to .._.,. tbe Ol!1naae 

Go't'llrt!Mnt entirel;r rrc. the picture .• 

76 

Regraded Unclassified



WASHINGTON 

December 8, 1938 . 

Dear Benr:r: 

I am g1 ving :rou to; :rour personal and 
confidential into1'1Dat1on a oop:r ot an aide 

memoire lett '1!1 th 1118 this morni~ b)' the 
British Oharge d' Affaires. 

Some time ago there ooaaenced an ott 
the recor4 and unofficial exchange of views 

between th1e GoYemment and the Bri tieh GoYern­

ment w1 th regard to the poesib1lit7 that both 

Governments give oollllideration to retaliatorr 
measures ot a commercial or financial character 

that m1ght be taken 1n view of the discrim1na­

tion shown b7 the Japanese Government against 

United States and British coiDIDerci al and 
financial 1ntereete in the Far East. !h11 

aide memoire, as :you will see, deale with 

th1a question . 

Will :rou let me have the benefit ot :your 

vi ewe w1 th regard to the epecitic suggestion 

made 1n this ooiDIDUOicat ion fro• the British 
Government. What I would like, ot course, 

particularly to know is whether this Govern­
ment oould take auoh a step ae that proposed 

b:y the British GoYernment without speoi.tio 

authorization from the Oongrese ot the United 

!he Honorable 
Henrr Morgenthau, Jr. , 

seoretar.r of the !reasurr • 

. , 
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Bel1eYe • 

a1noe 

( 

Regraded Unclassified



con 

AIDE Ja:IIOIRE 

CONFIDEJrl'IAL 

Sir A. Cadogan 1ntoraed the United Statee 

Charge d 'Affaires in London on Deceaber 3rd that to 

their regret His llaJ esty1 e .Governaent were still not 

quite ready to furnish considered views in regard to 

possible punitive measures of retaliation or pressure 

on Japan. It had, however, occurred to them, he eald, 

tmt third party interests 1n China might derive a 

certain measure ot protection and benefit it, quite 

apart from economic and financial reprisals, steps 

were taken to support the Chinese currency , The Chinese 

Government had in tact recently requested that British 

banke should make a contribution ot at least 1>3,000,000 

sterli~ to a currency stabilillat ion fund, an equal amount 

being put up b:r Chinese banks. A small committee ot 

Chinese and British bankers would control policy an« 

the operation ot it through the two Britieh banks i.e. 

the Hong Iong and Shanghai Bank and the Chartered Bank 

or India, Australia and China. 'l'he Chinese Government 

intimated unotr1c1ally at the saae time that it !ore~ 

eupport oOI.lld be 1noreaeed to !i't'e or ten a1111on pounde, 

the margin ot safety would !lake the Chineee dollar 1111-

pregnatae O't'er a lone period. 
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The United 8tatee Cl».rge d1Mta1res was intor.sd 

that Hie Kajeetr 'e OoYernaent were in tact considering 

a proposal to introduce legielation to guarantee a con­

tribution ot ~3,000, 000 b7 the Hong long and Shanghai 

Banlr.1ng Corporation to the projected tund. Appropriate 

arrangements would ot course be aade to trT to ensure that 

the tund it set up would be utilised eolelT tor the pur­

pdBee tor mich 1t was said to be neoess&rT. 

So tar Hie Kajeetr'e GoTernaent haTe reached no con­

clusion in the aatter but their decision on the question ot 

a contribution to a currenc7 stab1lieat1on loan would be 

great lT inf luenced b7 the knowledge that the United States 

Government were willing to take parallel and siaul taneoue 

action. 

BRITISH EJIBASSY 

WJ.SHIRGTO!f, D. C. 

Deceaber 7th, 1938 
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Decolllbor S, 1938 , 

KEUOJWIDUll 

TO• Secretary l!or gentbAu 
?RQ.h lir. Ge.aton 

SUilJECT 1 l.lenorand\L'D of Novenber 2:1rd to the President from Cba.l.rmen 
Eccles . 

The general subject oone1dored in the ne::.orandu: 1o th<l de­
sirability of bonJ.:in& legislation and Chein.an Eccles' personal 
Yiewe 1fi th respoot to the nature of the ler::h l&tion widch aoe ... to 
him doe irablo . 

I. l'llllN<l OF LEGISU.TIO:I - CheirmAn Eccles thinks there 
should be legislation at thio aeesion of Congress . 

81 

II . PROCEDURE - Cheirman Ecolee doos !lOt think i t desirable \ 
that Poderal .a~enoiea should a~reo upon a program of legisl ation to 
bo pr esontod to the Congreoo . Instead ho would bavo the President 
make bri of reference in hia annual moaoa6• to " the need for further 
oonat ructivo banlcillii lesialation," loaVi ng it to Congress to conduct 
a diaintor osted i nquiry a r.d ,.,ric out the legislation. lie SU(;gosta 
that tho Boe.rd or Governors in its aJ1111.1o.l report " malo:o a reaaonab l y 
oomploto atatel:lent of the exiating oonditiona and expre&B 1fi llinp~oaa 
to appear before Co~roas , it oallod, to adYiso upon appropr iate 
legislation. • 

III . POmt OF LEGISU.TIOII -

( a ) l.!er6"r ot Podoral banldng aupervisory agenoios to 
avoid oonfliotl.ng jurisdiction, It called upon to testify Chairman 
Eooloa would aug&Gat that tbA Chai rman of tho F . D. I . C. be appointed 
to t he existing vaoanoy on t ho Federal Roaorvo Board and that tho 
Chairman of tho Board of Oovornoro be put on tho F,D,I,C, to fill 
a vacancy thet would be created by elim.inating th<l Office o f the 
Comptrollor of the Currency. Tho Secretary or the Treuury would 
appoint tho third member of tho F. D. I . C. Board. Tho reor11o.ni .. d 
F.ll.I . c. would talco ovor all b.nk wperviaory funotiona , loaYing 
rol!'llatory functions in tho Federal Roeorvo Board . It 1a further 
ou~oetod thot tho now F.D.I.C. be p~eloally housed in the Federal 
Reoorro bu1ldin;; or in a djaoent quarter a. "<;hie joint houein;; would 
in turn eliminate duplication ot atat1atioal and other runotiona •• 
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(b) ~11 1naured banta ahould be blanketed into tbe 
Federal Reaerve Syot .... 

(o) The Federal Reserve System ehould be •rroed from 
private bonlco r intluenoe . " To a ooompl1sh thie bankero ehould be 
re:>oved from the direotoratos of the Federal Reeerve ~lanka , leaving 
tRr&e roproaent&tivea ot cocmerco., a3iculture m d 1ndu• t ry t o be 
electecl by the banktl three othore to be appointed, a e n01r, by the 
Boo.rcl of Gonrnor a &ncl tho seventh to be chosen fro:;, or by State 
bonk supervisory authorities . Tho System woulcl buy the etook in 
the Federal Reservo Banks now hold by tho banks a.nd after accw:rula­
tion of a aufficient surplus a.ll earnino:a woulcl go i nto tho Treasury 
ao a franohiae tax. 

(d) FOdoral Reservo Syoton shoulcl have more powor, 
spocifio~lly (l) Increased power to deal With foreign balanoos , 
pa.rticultu"ly thoso of for oio;n !>OVOrnments ond fore i gn oontra.l banks , • 
(2) Tho System "should have rostorocl to i t the power tc buy Treasury 
bllb directly f'r010 tho Treasury &a oan b e clone by every other central 
bs."ll: i n the ...,rlcl." 

(e) It 1a also hiJShly desirable to clhoontinuo purchases 
of silvor 'llhich lilatvtiae further ino re o.se tho excess rooorves of the 
bM!d.n;; eystem. "That the silver policy ia not even politically 
justifiabl e is indicatecl by the attached reoolutions ot the ~rican 
~1~; Conoro5s.• 

IV. ltEASOJIS A!W OBJ ECTIVES -

( a ) • our banking ryatec rome.J.no funclat1ent al ly unsound. 
Reaponaibilitie s and ., thority are scattered a=ng .....,.ioua -.;enc\eaJ 
tbere ia much ovorlappiQb, duplication, confliotin& jurisdiction! • • • 
efforts of tbe Troaaury and of' the Reserve Syatea to carry out that 
(eaa1 ~oney) policy tond to be fruatrated be oauao somo of tho agenciee 
pursue. oontrLLry praot1ooa or pol1o1oa J • • • theNJ Are •numerous pert.• 
lyzing diacrl.lllinationo' as b!>tweon different olaeaes or banka l • •• 
onto re-nt ot aouncl bankin;; atancla!<ls and the Go.-orm:>ent' a ability 
to carry out national policy in tho public interest beooae a eookery 
..men bo.nl<a t1&y at will oacape supervision by tho Federal authoritioa, 
Thio l!l&kea for tho competition in laxity ...Uoh has lono; boon a blot 
on tho ~rican banking ryat em. • 

( b) P.--ra or the Federal Reaorva S:~stom to oope w1 th 
extraorclino.ry credit denlopMnta aucb aa " the fortuitouo 1nflan 
of f'oroip capital and gold" are wholly ~quato "and the Reserve 
Syat""' 1e plaoed in the untenable poa1tion ot ha-.illjS a tre•ncloua 
respono1bility which it 1a incapable of cliach&rging beoauae of' l ack 
of adequate pow.rs and diTiclod and conflict~ bank1n; author1ti oa 
scattered uoong Federal &ncl State juri&diotiona . • 

' 
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(c) The proaent oyotem leado to diapu:tea over authority 

end •re..,lto in the fl'llotr&tion or monetary and credit polloiu by 

&ctiono of oupervieory &~;oncioo . • Eu.mple - lut opring ' a ooordi­

n&tion of bank oxer.~inlltion policy oon not be &pplied in & a~pe.thetio 

and underatonding -y beoauao or "wide diftorenoeo or interpretation 

and &pplication.• !he erreot or Ute eaay aonoy policy or the J.d.o.in­

istr~tion °&nd tho Reserve &uthorities• 11 lergoly nullified 0wben 

benlc execinors tollowins outworn methods entirely unrelated to 

:umetary policy, oritioho tho banlca tor me ldno; the k1Dd or loan• 

which e.re roquirod by tho communit181 in which they oper&to , • 

(d) The Cheii'!IIOIO 110uld re.,;ard hi::>solt aa realoa in hio 

obl1G&t1on to tho Preaidont ir he -re • to let tho impreoaion otand 

thet I f~lt that the banking situation Will a&fo, e.nd thet no otopa 

needed 'l>O be token to aatogu&rd it against the clangora ahead, 0 

V. COWENT (By H, 8, G,) 011 ECCLES RECO!JI.!ENilATIOifS -

(a) Throw tho figl\t into COII!jreoa . I could think or 

few thint;a the.t could do more han:~ to tho AC!tiiniotr&t i on then thlo , 

whloh enllo for the airing ot intra-&clmlniotration squabbles and 

unwlllin&noaa by Chairm&n Ecoloo to ouboit himaolt to the regularly 

eetabliahecl channe l for ool e.tion e.ncl appraioal or ouggoatlona tor 

banking logi•l&tion. It oeamo to mo it would bo a oloar abdication 

ot tho Proaldent ' o roaponoibility. The only ;oerit I can ooo to 

this augsootion 1a thet thoro migllt be aomo aenae in consulting a 

few roaponoiblo loaders of both parties on tho Hill attar aome 

roaaon&ble degree or uncleratancling had bec reaobod &10012£ tho Y&rlouo 

t.genoiea conoerned. 

(b) Bxtonoion of the Federal Reaerve ' o power• Booln 

propoaea that the Federal Reserve Board ahall have two out ot throe 

places on t he F.D.I . C. , llhioh 1a to be reaponaibla for all bank 

auporviaion and that the F.D.I.C. ahould be, to all practicAl otfeot, 

oaclo e.n agency of tho Board or GoTOrnors of the Federal RoaerYO Sya­

tem. Tho mere proposal i e not to mo eo objoctione.blo ao the atatecl 

purpose for which it 1a to be clone, Which 1o to uao the exll!lining 

power aa a control ..,ohenisn tor re laxing and tir}ltonin& crocllt. I 

don' t think i t ie t l'llo thet "our b&nking ayat.., remaino tunduent&l l y 

unsound" or that thoro 1o "a oCCipeti t1on in laxity , • or that other 

banking ageuoioa are rl'llatrating the polioie a or the Ad>:Un1otrationl 

or that thoro are •paralydng disoriminlltiona• aa botwec b&nka, 

The domination oTOr the entire mone t&ry and credit ayot- or the 

eountry ,..lob Chairman Eoolea oeeka 110uld, i t ooo,.. to •• be tar 

more per ilous than e.ny ot t ho cletooto, or a combin&tion or all the 

doteote, ot the preaont ayatu, I doubt that the Con&reaa would 

...... t to plaoe in the hando o r a oontinu.i ng boud ouch autoorat io 

powora oTOr the eoanCIIIio lite ot the nation or that OJ>¥ Proaident 

would clare to reo-4 it, 
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e. 

hnklnl 111U.UGD, deelt .S.UI 011 -.-q buie, ...U t.o b8 pat -

,. mt lluU bet- M"'•l liiiDk bo11dq. 

hnlr'"l qntea llboo&ld b8 1at.poal ,.n ot Gouw ' u bdm to_. 

~Uo or 111t.MUaul.l;r _.,.. -.-..inn. 

o.-r-t laolre power t.o cope with foreip oepltalJ 1014 1aflw otT 

b1U1ono 111l.ut 6 70U'OJ .ul.Upl.latloa ot J'eda.l. ac-1MJ ..tllottac 
JIU'illdioUonoJ cUacr1a1JiaUoaa apinn -b8r bu>UJ OOIIPOUUOII 111 luit,r 

l.Derltahln ·~ bu>U DAD at will -..- nupnrw1n1011J Gouw 1t nn "' 

Mire pollcr atfoou.,., onq -07 pollq tNn\nted b)' -1.ra1'7 m •·u-
111ne~t polloion • 

...., for eJiapllrloaUca IJ'MWr 1haD nv due to 1aorMno 1a J'ednnl •p llMJ 

jiNOedeota 111 l lll'll Credit Adal.niatratioaJ ao.. LoaD laDle Board, Slllr:l• 

IAadoq ... w poooer to aheorb 1apoot of tor.ip oep1tnl, .,..,..,t aa Tnnnur7 

etorill...,J UllpOplllnrJ "'!'ll4 in-•• i nternet nt., add to poahl1a ~. 

atop ellnr potteb&-J I!Snlol Concron• nno1ut1 ..... 

Banlr --.lnaUOD ud ionnt.Dt pollq -1.ra1'7 t.o-.,.-. JIOllcirJ ncr-­
-t ot l&et epr1Jic r.qlliren ~tboUc ada1n1n\nUoaJ t.hone pollo1M 

nunt b8 olonel.J inWift\ell nUb -tarT pollq. 

AoUoa oeodod at thin MnniODJ 1ft" rinlr t.o let eU.uaUoa 10 •W a"­

lMOJ cl,.. oppoaiU011 1-. 

l'rocleduNJ Pron14•t' n mens .. , lenezft lloarcl abould nport. faot.IIJ t.h1e 

~ pret-hl• t.o atteapt t.o pt -cr• et. ot J'odernl ac-lnnJ 

c..p- Jml- ot JUG opU.,..J prenrrnnaed Mat nt etnUoa bUl n1tiiJ' 

prcmob pnrtl- attaeltJ 118\tor t.o pot rupoo~eib1Ut¥ up to Corv- llhla 
will b8 to hlnM lt U tnlle to ao\J Malol etftUOD woulcl .. t oredlt t• 
lopol&UOD lt 0oocr-n nate. 

10, Pen of lo&iol&UGIIJ tnnefv Co.pt.nllv'n ud heorft nze•l ntnl ~ 

to flltCJ lntnnloolr IDIC ud Ju ••• llauol, 11'¥'101 fo..-r ~ ... 

l&t.tar ftCI&l&\or7 JIOWW'OJ "'"W all i.uund bankn 1.nt.o ......... .,ntn., 
abollllb1.nc hublp an nue1a ~ .....s.n.. •-Bed llulta to~" une 

nit.h lteaone bu>U, -•Una ~ lnnurnDon aemn-tnJ t.alto liiiDkW'O otf 

!u z w liiiDk bnnNeJ abo1111b eWell, l..ntina lretea llu.W up oepltnl CM&t of 

OU'D1ftln, nurplue to b8 pll1.d • n7 1.nt.o ~...,.. 

U. loald alno ro Dl ponG' to deel nUb toreita p;w t 01' -\nil 'llallk 

Ml J nna-U. ot ,_.to .... h 1 .u.l.e 41raH1.J ,._ b I• 

u. ~ t.h1nc 1e to nol ... prolal-· lt llntnn .., -"••'• ~ ,.. ...... 
....q to MOOPtJ would not willb to 10 -tftrT to Pa ... , •• wiebe, .. 

-u~~ ..... .. 

14. Chasm •'• """'•"- .. ..- ,_.. .._ w Pl 
55 

'' p rt•• ~a eo a.t 
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PRINCIPAL BANK S~ERVIS~Y RELATIONSHIPS 

FEDERAL GOVERNMENT 

.-------,--------i-------,-----------: 

TREASURY 

STA.81LtUTION 
fUNO 

OPt: RATION$ 

R(OISCOUNT 
POliCY 

COMPTROLLER 
0' TMI 

CURRENCY 

NUM9£R S260 
DEPOSITS f 26,487,000.000 

F 0 I C 

STATE MEMBER B AN~S 

NUMBER t08t 
CEPOSITS t l4.352.000.000 

...---' 
NUMBER 7451 

OEPOSITS f&~~~ 

MAJOR SUPERVISORY RELATIONSHIPS 

INCIDENTAL SUPERVISORY RELATIONSHIPS 
HUMBER AND Ot:POSITS AS OF OEC. l 1, 1tl1. 

.. 

48 STATES 

STATE 8A~Ui 
SUP(JtVIS<»n' AU Tio!OfiiTIU 

NUMB£ A 
OEPOSITS 
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DISCRl'm!AfiOII IN FEDElW. IWI!tDIO !.AilS 

In a dd ition to lawa peculiarly applicable to the National 

Bonking Syste m, tho Federal Reserve System or tho Dopoait InauJ'tlnoo 

Sy• tom os suoh, Congress bls eno.ote<l .,.ny laws tor the general pur­

pose of pr ovonting unsound benlcing praotioeo and requiring benlca to 

ODO rate 1n A manner oanduo1ve to tho publio i nteroat . 

lt would oee:o that laws of the latte r olau should apply ~ati• 

tormly to all banlca subject to tbl jur11<1iot1on ot Congress; but 

they <lo not do so . Some of tblm a pply only to 114tional beolca , 1110at 

of thom opply to all ..,d>or banlcs of tho Podord Reserve System, 

but only a t ow o.pply to nonmomber inaurod bonlca. 

Thia is not tho r esult or doliboroto polioy or desir;n but of 

fortuitous oitoumstances inoidont to tho groduo.l dovolopment of Fed­

oral ouporvision or banking. 

From 18~ to 191S Congroea o.aallliD<I jurisdiction over no bAnlca 

oxoopt nationol banks ; o.nd tho Podorol bonki ng lawa onoctod during 

t h1a po r io<l n.ctura lly were a:do appliooblo only to nnti oru>l banlca . 

In 1913 Congrooo oxtonded ita juriadiotion t o those Stoto 

br.nlcs wh1ob ohoao to join the Fodoral Rosorvo Syatom o.nd extended 

aomo , but not oll, of t ho gonorol r or;ulotory provioi<X>a of the 

llnti<X>cl Bo.nlc Aot to the m. 

Prootioolly nll r e medial or ro gulotory b01nlcin,; lowe onnotod 

from 1914 to 1933, inoluaivo , woro modo appl icable to all mod>or 

bo.nlco , Sta te nn<l national oliko. 

1C6 
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In 1933 Con&ro•e oxteDdod ita jurisdiction to all State bnnlca 

which ohoao to hnvo thoir dopoaita insured by tho Federal Dopoait 

Insurnnoo Corpor e>tiorq but it wne not until 1935 that it started ex­

tending ita rogulatoey proviaiona to themJ and so tar only a few ot 

tho gonornl regulatory provieiona of tho Fodoral banking laws have 

boon oxtondod to thom, 

Tho rooult 1s shown 1n the attaobod tablo , whioh diaregorda 

l nwa pcoul1nr to tho orgnnitntion of national bnnlca , momborehip 1n 

tho Fcdore>l RoAorvo Syatom, or tho inaurnnoo of bonk deposita aDd 

rolotoa only to r;onornl r ocul.:ltory pr ovision• whioh oould properly 

be tn do applionble to all banks subject to tho jurisdiction ot Con-

g,rosa. 

A &}once ovor tho tnblo will disoloeo that thoso lowe lone 

Stoto molllbor bonks moro froodoa tmn Mti onlll be>nka and leave non­

m:nnbo r 1nourod bMka muoh moro froedom than moni>or banka , 

St ntod dittorontly, it dieolosos that nlthou&h tho Poderal 

GoYornmont boo oaaumod tho responsibility tor insuring tho deposita 

ot nll insured banka, i t boo not thrown tho anuo aafeguarda around 

t ho trnnsnotiCI'I of tho banking buainosa by non-md>or i naured bonka 

no it boa with roforonoe to mmber banks • 

In view of tho foote tmt <>11 natiCI'Inl bnnko n ro r equir ed 

to bo mal!bor bnnlca , a ll momba r banks oro t'<lquirod to h<lve their do­

posits 1nourod, e>nd moober bnnlca pny approxil!lltely 85 por oent ot 

tho e>asoaamonta to aupport tho dopooit 1nournnoo oyatom, the result 

aooms not only nonoenaionl but unjuet, 
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In order to r=edy this 11 tuati on 1 t 11 not necessary to 

require that all insured banks be nat i onal banks or t o require 

that they all bo member banks . It would be suffici ent to exten4 to 

all insured banks t hose general regulatory provisions of law which 

Consr••• deems necessary or deairablo tor tho purpoae ot pre?entins 

unsound bo.nldnr; practicea and roquir ins the bankins business to be 

conducted in a manner conducive to tho public intereat. To do so 

would r educe tho risks or dopolit inouranoe, eliminate unfair die• 

crimination betwoen different clauea or inoured banks , and r equire 

all inaured banks to operate in t he public interest . 

~ na .l ... 

On tho other hand , if an,y of thoso general r egulatory lawa \ 

aro too atriot or ar e not necessary or dosirablo in the public in• 

t er oat , they shoul d be modified or r opealod and ahould not bo l eft 

on the statute books to hampor member bank• alone , 
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COMPARISON or J!EIERAL STATUTORY PROVISIOIIS 

REOULA1'Ili'G AIID IIKS'I'IICTIIIO TilE 81JSDIBSS Or 
Dl:F'ml!IIT CLASSCS OP BAlfiS 

Applicable to 

Type or Sto.tute 

Restrictions on reo.l eat ate loane . 

Ro~ations &Overuing exero1ee ot t rut po,..rs . 

Restrictions on aoti.ng aa insurance o.gent . 

Restr iction on aot1ng u roo.l estate loan brokor . 

Prohibition a&a1not hol<linr; "other reo.l eotate" 
tor more tbo.n five yoo.r e . 

llat1cmal 
8&Dico 

Teo 

Teo 

Yo a 

Yea 

cimitatl.on on 1n<lebto.<lneoo which bank •Y inollr. Tee 

Restriction on loans to. oxeolltive off'ioera. Tea 

Roatriotions on <lealinr;o with <lirootors . Tea 

Prohibition &&Binet P"'Yin& pret or ontbl rate or 
intoroot on <lopoaita or <lir~otoro, oftiooro, oto Yes 

Rostrict1ons on intorloolcinr; <lirootoratoa botwoon 

bonlc on<l otbor benlcs . Yoa 

Restr iction on 1nt urloolc1ng <lirootoro.to botwoon 

bonk Bnd soour1t1oa cOJIIPanioa . Tos 

Prohibition Q&ainat aoouri tics o.f'tilio.toa. Too 

Prohibition Q&ainot o.ctinr; u 1110di1& or o.r;ont in 

cCIIUlootion with loo.na to <lealcro in aoollt'itioo. Yoe 

Prohibition ogo.inat Bttilio.tion with other 
corporo.tions . Yoa 

Lia1tationa on loo.no to Btt111atoo. Too 

r, 1mitntiona on in?OotiiiOnt 1n bo.nlc proah oo. Yea 

State 
llnlber 
Banke 

:llo 

Jlo 

Jlo 

Jlo 

No 

llo 

To a 

To a 

Yo a 

Tos 

To a 

Yo a 

To a 

Yo a 

y.,, 

Yo a 

1C9 

Ro 

Jlo 

Jlo 

No 

\ 
No 

No 

llo 

Jlo 

llo 

llo 

llo 

llo 

llo 

Ro 

llo 

llo 
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Type of Statute 

~i ni&um capital requiro=enta. Y~a 

Prohibition Ofialnat loe.nillg 011 or purohaaillg 
own stock. Yoe 

Restrictions on withdrawal or capital t.XId 

payment of unearned d.ividonda . Yea 

Prohibition against impairment of capitol . Yoa 

Requ iremont tho.t reae.rTea specified in Feder 1 

Reserve Act be maintained. Yoa 

Pr ohlbit1011 ar;a inat maldng loe.na or pa)'illg 

l deada whilo reserToa def 1o1ont . Yea 

Rcstriotiona on purchaae of invoatment 
tioa and otoolc. Yoo 

" lml taticna on acceptance powora . Yea 

Llmi tat lona on loana to one borrower . Y .. 

L1mitat1ona on loana oooured by otoolca or b •• Yee 

Kinimum oapital for branchea . Yea 

Restriotiono on eote.bliahmont of br opohoa . Yoa 

RoatrictiODa on payment of inter uat 011 depoa to. Yu 

Prohibition ar;111not loo.na or r;rntuitioa to b nit 

examiners . Yea 

• 
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Applicable to 

Yea No 

Yeo llo 

Yea llo 

Yo a No 

Yea No 

Yea llo 

Yea llo 

Yea No 

Yo a llo 

Yoa llo 

Yeo No 

Yoe Yea 

Yo a 

Yo a Yea 
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TO 

TREASURY DEPARTMENT 

INTER OFFICE COMMUNICATION 

Secretary llorc ... tbau 

llr. Oliphant 

DATil ~lOber 8, 19)8 

Por you:r in!ar-.tion -

I talked at eo• lencth thb ..,rning with llr. ta.nonee llorria 

(wllo represents tba ChineH del.ecation) and Bd Fol.e7 about tba ChiDeee 

loan, with pertioul&r resard to so• or tba objections raised at tile con­

ference yest.erdq by Jles.ra. ll&a1lton and Ward tro11 tile State ~partaent. 

llorria pointed out that it would be possible to reerranse tba ChiDeH 

prosrrun to au1t •111 forllllla acceptable to ua. 

At 2 zl5 this d ternoon, tile tbree or ua •t with llr. Henes in 

his office. llanee ~ed to extension of the period of tbe loan troa 

thr" to n,.. years, a foraU.a tor the apportio.,..nt or tile supl~Q" or 

t.mg oil, the substitution or s Chinese prbate corporation for tile 

Chinese Gonrmoent as the procuring acent for the tunc oil in China, end 

a guarantee of t ile loan by tbe Bank or Chi.na in u ... or a parentee by 

the Chinese CoTernant. Hanes expreeeed h1••alt sa being opposed to tba 

use of any of tile tung oil loan proceeds f or war Mtariale. LochbNod 

was ea.lled in and eai.d that a condJ.t1on to this effect should not create 

eJ17 inau:r.ountable obstacle since tbe ChineM trad.1nc corporation would 

have other IIOMYS t o spend in this cOUDtry, and by Hcr-cat1011 or ac­

counts could use the tuDe oil loan ..,oey ODJT tor tba parcba.H or noll­

belllcerellt MUri.ale and otber 1\mda tor tba parobaee or .mit101l8o 

lr!r . Cbn ne tbn oe.l.led iJl and be 'ftritied Lochbeed'e etete.nt. Be 
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also reiterated 1n INbstance wbnt llorria bad told ua u to their 

.,SlH'IID"sa and &bUity to -t 8.217 re&aon&ble tonrul.a .. propoMCl. 

H&nes then expressed himael.f as being s&tie.t'ied , and at hie ncaea­

tion I ee.lled ~r lfellee a t 4a20. I recited to h1a U. auhst&nee 

of our eonTera&tion with lileaars . Haailton and l'ard, wOO. he had eent 

over for .., to te.l.lc to :rea~. I at&ted that tbq had expresMCl 

theaselves as entire]¥ satisfied with the tollow1ng chanSaa, which 

would remove &217 objections on the score that .. ware eounten&nc1ng 

a Chinese monopo]¥ or seeld.ng to pt ~ th&n our share ot the tung 

oil production. Theee changes are: 

(1) The peri od tor the deliverr o.t' the 2~ ,ooo tons 1s 

to be lengthened troa three to tin :r.ars, tbua i'wt'- redueine the 

aaount deliverable 1n 8.217 one :rear even f'urther below recent p-odue-

tion fi&ures . 

(2) Thet there 'll'1ll be r.o ob118&tion to clelinr to the 

United States a greater percentage ot what the:r actuaU:r have tor da­

l iTery to aJV'bod:r than the ratio ot leat :rear's delivery to U. United 

States to lset :rear 1 a total prod:llctioa. 

I then aentioned to Walles the further objection of Masers. 

llaallton and lard, tbat the Go•etDMnt ot ChiD& ne eppe&l'Uig 1n the 

transaction u eueb. 'l'hia objection, I aaicl, wonld be •t b;r U. 

org&niKtion ot a new corporation 1n China b;r private indiviAtaala, 

which would cleal. with the -'-'iean eOII']ICiratioa. I •aticDed that -

•bare back ot ncb private oorporatioa woul.cl, ot c:oaraa, be the 'f'orel.p 

Trade eo..t.oiw, &Dd W.U.a ..U tbat thet woal4 'be entire]¥ aaUatac-

tor:r. 
Regraded Unclassified
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He then iaterrupted to state the thiac wbieh bed 81"-D 

issue with .Japan on whether the nne Power Pact was still 1.a toroe , 

be didn't want .Japan to ben &1JT Yiolation on our pert to point to. 

I tben asked if I a1gbt 10 OTer the whole utter acaia with 

him so as to be sure be had it entire~ 1n ldnd, I then recited• 

(1) Tbat no 110ncpo],r law bad been passed, or woul.d be 

peeeod by China. 

(2) I repeated the double cbang!, i,e., extending the 

period frcJI three to fin :raera and t1:.11ns a ratio to ••sure tbe 

supp~ to be llllde a...ailable to the United Stetea~to -t the objec­

tion that we were grabbinB 110re than our pert ot the tunB oU. 

(3) I asa1.a stated that the new corporation was to be 

formed b:r China and that back or it aoll8wbare would be the Foraip 

Trade Co.aiaaion. 

(4) I then said that the loan would be paranteed by tba 

Banlc of China, net by the Chinaae GonrnMnt. 

(5) I •ntioned that all tbe proceeds or tba loana were 

to be spent 1n tbe United States and that none ware to be spent tor 

belli&erent mteriala. 

Re then said, •It is entire~ eatistactory with WI aw:r 

here that th& thinK 10 through on this beds • Would :rou be locd 

enough, when it baa been drafted, to seod • a oow pereonallT?" 
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I repMted t.b&t. I ..s.retoo4 Oil the buS.. et.ated it wu 

entir•l:f eatietactory tor the loaD to 10 tbrouch and b& acaill aa1d 

it was, and tb&nl<ed • r atb&r p-otuae:l., t or b&'f'inl gi.,..n t.be •tter 

oo 111ch attention. 

.. .. 

L . . (f;M, < ~ 
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TREASURY DEPARTMENT 

INTa .. Of'l"'Ca COW .. UNICATION 

DATI O.Oe'ber 8, 1~. 

•• The Secretary 

'"OM ).lr. Tqlor 

Aa I told JOU onr tbe telephone, at tbe lb:port- Illport BBlllt •ettq 

I gaft tiDal. appronl to the I.T. & T. tinanciq. This inYolna ten-)'ear 

aerial Mturitiu with a ~ coupon and a purcbaas price or app~iate:q 

95, wbicb anragea out to about a ~ baaie. A SJ:'OIIP or bBlllte , inclu41q 

Guaranty, Natioaal. Cit)', 1 . P. l!organ, and ot bera, will take tin aillion. 

The Export- :t.port BBlllt will taka tan million. Thia t1nanoi.J18 will clear 1q1 

all current 1ndabtednees or the I .T.& T. , with tbe exception or ordinar)' 

cownercial Bille Pa)'able , and, 1n t be opinion or noea familiar with the 

s i t uation, will put t~ ill good shape , aa attn pe;y1ng ott their dabentnre 

issue which l06turaa on lanuo.r)' let, with t be proceed& or tbia tinancinC 

OJid oash wbicb th&)' baTe ecclaU.atad to -•t the 111aturi t:r, t he:r will baTe 

no other Mturitiea prior io 19112. 110 publicity will be gino out UDtil 

an ~ent 011 the pubUo1t)' baa baeD reached betweo the bankiq group 

OJid tbe J:zport-lilport BBlllt. On the whole, I t.hillk it will be te1rl:r •ll 

reee1nd as 1 t oollbinea tbe bellka • te.kiDS tao-:rear loaDs with cooperation 

OD the part Of the Go1'8rlllleDt to help finanCe induatry OD a lODg- tel'll baeia. 

In addiUoo there wae ac.e dUcuuioD ot the PortuceM Bnqe propoeel. 

I t appeare t hat iD order to gat the buaineu ,.. will haft to :raiN our uta 

t rom tiYe ailliOD to alight:q onr aix ailliOD - 1t it ia good at all, 

aix million ol16ht to be •• eate .. tin. 1'h1• propoeel 1a DOt 1D tiDal tom 

but we will hne to stn u auwr teir:q eoon. 
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I al..llo had an extend-.! oonnnat1011 wUl. llr. a..r-187, 

wbo bandles the Mexican end ot tbe State Depertaent, Cairlw an4 

1ohlle0n, 1D oODIWOtiOil with aellding an 1Dnst1gator to Jlex1oo 

to clear up tbe suspected dUIIPillg aap41ots ot certain oil sales 

•lh1ob are beiDg ude throush Eo.etern St ates Petrol8la. We 

are wri t111g the State Departlunt a lette r aaldng tor their help 

in arrangillg tor tbe Tisit ot our inYestigator , as State tbinka 

that tbe situation is so delicate that 1t one ot our M D start-.! 

inTeetigatillg tbis particular case without the adYance permission 

or the llexioan Gonrnment , that the public reaction m18ht be 

unfortunate. 

, 
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8tb Dec•ber, l9S8 

'n!e Honorable 

Secretary Henry Mor~ntheu, 1r., 

Department ot Treaeury , 

Waehinston, D.C. 

De or llr. Secretary, 

I attach report& typed trom notes sent ce by Dr. Buck 

tr0111 Cbengtu. 

Respectfully , 

Enid Seundera 
Secretary to Dr . Buck 

___ .... .... 
_. ,,,,. 1 ... ".u. 

.&Ill' I I ...... . 

'\VIta 1 
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JnterdeW with Go1'ernor Wan& Cllall-hw ot SuchtMn l 

Statistical Dspartment, S%echuan Gonn.ent S 

Highways, Szechuan • 

I ntervieW With wr. Kao, Chief Secret ary , Commiee ion 
ot Finance, Chengtu 5 

Chengtu 6 

Central Aircraft Company 7 

Interview with Dr. Y. o. Chen, President ot t he 
Un11'era1ty ot Nanking and U2mber ot the People's 
Political Council 8 

Income Tex 9 
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TO Secretary Yorgenthau 

rro .. 1 . Lossing Buck 

1 

Chengt u, December let , 1938 

INTERVUI' IIIIT"rl COV1:RNOR WANO CHAN- HS1J or S2.ECHUEN 

"In the name or the people or Szechuan I express thanks for all the 

help tram ~rlea In this war. We still need more sasistSDee In the form ot 

military supplies and we hope and desire this help from America. 

•We do not rear a Japanese attack in Szechuan ae we have cade pre­

parations. We have recruited end ere giving training to 800,000 new soldiers. 

We have plenty or men and the recruiting haa hed no adverse arrect on our 

economic life as we have t aken thoaa without Important work to do . 

"The Chinese Communists are not a problem In Szechuen. They are 

fighting wholeheartedly with the Central ConrDICant against 1apsn. They 

aro not a large group and China has nothing to rear from them. 

"Russia wants China to fight 1apan ss it Ia tor her protection. 

"• accept Russia's help but not bar political doctrine. In China we have 

end give our a.lleg1anoa to only one party, the San Llin Chu I (the thres prin­

ciples or the Xuomintang Party) . 

•wa are giving urgent attention to transportation and are building 

a narrow gauge railway rrom Szechuan to !UDming to be ~lated in two years • 

••• are pushing sold ~lltng to lneraaaa sold production.• 

\ 

Regraded Unclassified



.. 

I 

!!2.U.' (lc)Ternor Wens, e til1tllz7 8111~•1, 11 a IUit1Ye of Szeclmen 8114 

••rJ loyal to the C.~~ereu .. s.o. Be 11 at8ta4 to ha • atra1sM rorwerc~ 

type or person , but with lla.1te4 eb1l1ty. Re often r14ea to tbe ort1oe 

on bOraebaek to aave paol1ne. I pined a fnoreble 111preaa1on or h!..a. 
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Tb Secretary UOrgenthau 

1l'CII 1. Lossing Buck 

3 

Cbongtu, I>eember 2D4, 1936 

STATISTICAL Dl!PAR'llaNT, SZICIIU!N COV!RNIIENT 

The Statietioel Department of tbe Szechuan Government has an 

126 

smb l ttous plan uDder way tor obta ining various doh1led otat1et1co trCIIl eoch 

helen; end the outlook, judging trCIIl the staff, 1o pro.Uoing. One ot the 

!:aD Ia. former student or lldne, who has had good training at the UniY8ra 1t:r 

ot Nailing. 
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To Secretuy Morgentheu 

!Tom J, Load ng Duck 

HIC!II'IAYS, SZ!!CJroliN 

• 

127 

The Commissioner of Highways or Szecbuen atates that the new road 

to Kunming, connecting with the Chungking-Chengtu highway at Lungcbong, is 

passable In the Szechuan portion, but not tully completed. He is uncertain 

about the exact progress or the Yunnan portion. 

A limi t ed amount or highway const ruction is carried on in the nature 

ot oxtonoion or existing r oads and their improvement. 

\ 
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To Seeretsry ltorgentbau 

From J . Loos ing Buck 

Cbelljftu, December 5th, 1938 

I!IT!RVIEW WIT!! L!R. KAO 

C!!LV SECRETARY, cae.n:SSIOJI OJ nNANC!, CIIENC'ro 

128 

'nle Coo:missioner or l"inance bee been 111 for some time. 80 my 

Interview wos with his chief secretary, Wr. Kao. Tbe revenues of the pro­

vince ere 50 ,000 ,000 yuan , chiefly trom land taxes, but one-fifth ia tram 

goods tax in transit. Szechuen being e rich province does not reel pinched 

for revenues as do the provinces of KWeichow, Kanou and T&1nghai. However, 

during this war the province is reeling the need for add itional Income . 
' 

Mr. Kao atates thet Central Covernment notes are In circulation In 

every hoten, and only in the distant helen is the circulation or silnr dollars 

still practised. Collection or silver ts still taking place. Cold production 

.amounts to over one million ounces annually , and some errort is being made to 

Increase the production. 
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Tb Secretary Morgenthau 

From 1. Lossing Buck 

6 

129 

Che~tu, Dec timber 2nd, 19:38 

Adequate pursuit plene protection tor Cbe~u Ia in the proceaa 

or re•l1ut1on. One hundred and rtrty Ruaalen pursuit planaa and thirty 

bombers, acme or Which have arrived, ere to be stationed at the Cbengtu 

end other e1rt1elds in Szechuen. One a1rt1eld at Cbengtu is to be given 

over to the Ruaaian tre1n1ng force, ond the other kept for the strictly 

Chinese training force . Mr . Schultze of Central Aircraft states the Ceneral- \ 

lsalmo 18 cautious about having too many Russians in Szechuen, as he does 

not went too much Russian influence. 

New forces ere at work in Chengtu. Streets are kept very clean 

end policemen check up and see that aidewalka aDd pavt~menta in front or each 

doorway era lcept clean. Yesterday 1 eew a policeman adJ:loniahi~ e store-

keeper tor the mess in front or his ahop, whi ch """ a strong contrast to the 

otherwiae clean street . 

~~• movement to save gasoline is ettective and now one does not 

see wivea ot oftioiels riding about in t heir husbands' cera, or such care 

perked in front ot theatres aDd reateuranta. 
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TO Secretary Uorgonthau 

l"l'<>D J . LDssing !luck 

7 

Che~u, Deoellll>er let , 1938 

C'Pll'l'RAL AIRC!!Al"T COMPANY 

130 

The Central Aircraft COmpany has decided to build ita plant near tbe 

llurm~~ border along the Jru ... ins-Burma road, rather than at Kunming. It 111.11 

turn out t wo bombing plana a per day. Protectio n 111.11 be afforded by their own 

:oeo and their own puraui t planaa. 'nle location appears excellent, ea Japenue 

purau!ta cannot a ccompaey t he ir bombers that d1atance. 

Mr . Schultze, a Curt1as- "lr1sht llllln in oho.rse of Central Airoratt•a 

repair shop at Chenstu, apeeka well or the ability or the Chinese to learn 

the art or plane l!lllDufectura and or past accompliahmenta. At Hanschow the 

cccpa111 was turnina out aig)ltaen bacbera per ... ek, all canufectured thara 

except enstnea and a taw other parts. 

The ecth1t1eo' or CUrtiaa-Wrisht in China are a sood illuatret!on or 

how many types or Amarioan buaineaa could aaaiat China and at the aame t !""' 

coke reasonable profita. 
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TO Secretory Morgenthau 

y...,.. 1. Lonlll8 Buck 

8 

Chengtu, December lot, 1938 

IN'reRVIEW '!liTH DR. Y. G. Clll!ll, PRESIDENT OF UlliVERSITY 

OF l~A!:nNG AND lJDo!!ll!R OF PEOPLE ' S POLITICAL COUilCII. 

131 

"At the meeting In November or the People's Political Council, Dr. 
K\1118 rererrod to the help or the 0 . S. Treasury, and to the favorable ouUoolc 
tor so:oe type ot crod it from the Un1 ted States. It thla fUrther aaststance ia 
not torthcoa>ing 1 t will attect Sino-American rolatlonshlpa, because tho Chinese 
cay teel forced to apply tor more help from Russia on her own torme. We do not 
want the same reeling to dovelop towerd America •• has occurred toward England 
on occount ot the atho4 ot Cuchoalovakia • a settl..,.nt end her apparent Will1n&­
neas to compromtae at China's srpenae in the S1no-1epanese issue. 

"As lons ea England and the Onitod Statoa help both sides, 1epan end 
China, ond Russia helps only China, we Chinaae are bound to reel more friendly 
toword Rueela,• (There to atrons reeling in regard to tho continued aale or war 
•urpllea by the United States to Japan. Chinese cannot understand how Americana , 
t r they are friendly to China, can continue to permit such aolea . J. t.B. } 

"On December 15th the Kbcmintens Party leodera are meetins to dt.cuoa 
turther tho queation ot peace poaa1bll1tiel and torelgn policy. In January the 
People ' s Political Council Will .. at '4!11ln. At tha lut .. auns, in Nov•ber, 
tho attitude ... that thio ia en unfavorable time to consider peace terma.• 

Regraded Unclassified



TO secretary Korgentbau 

l'rccl J. LossiDg Buck 

Chonctu, Ooce~~~bor 2nd, 1938 

132 

When in L&nchow I talked With Mr. Wu, who baa charge or income t ax 

collec t ion ror the provincoa or KBnsu, N!nghaia, and T81ngha1. Tbe collec­

tions rrom these ~hreo provinces are exceeding tho eet imated collection, and 

elnce January lst have amounted to 50,000 yuan. I t ie expected tbat tho 

collections next year Wi ll amount to 800,000 yuan. 
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l!i.un1ns, Yunnan , 

8th December, 1938. 

'!be llonorable 

Secretary Henry ~rsenthau, Jr., 

Department or Treasury. 

Washington, o.c. 

Deer lolr. Secretary, 

I attach a copy or a meeaase aant you by Dr. Buck, throusb 

Mr . Campbell , on Dec~ber 2nd, 1938, 

Reapectrully , 

£w ~ .... ,o~ 
l!n14 Saunders 
Secretary to Dr. Buck 
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Chengtu , December 2nd, 1938 

TO Secretary Morgenthau 

P'roa 1. Loas1 ng Buck 

COPY OF !.lESSACE ~T TIIROUCH CA!JPBELL 

Several of m¥ Lanchow reports have been delayed In the melle . One 

Important general predicted a 1apenes e attack on communlcatlone west or Lanchow 

•Ia J.:ongolla or Nlngbs1a, and bel1ens It can be succesatul, althougb he declares 

a more Ti tel blow to Chine would be a successfUl attack on '1\lnglcwan and thence 

to llllngcbung 1n Southern Shens1 . 1apanese teat or '1\lngkwen defences haTe found 

Chinese defences strong and e1tuet1on t here Is still favorable to Chinese. 

Chlnoaa fear 1apanese atteck will be greatly aasleted if Yellow River freezes. 

Szechuan loyal and GoTernor expresses confidence ot Szechuan defences, althougb 

more foreign aaalatence war supplies urgently needed. Go"fernor expreasee thew 

for all American help to date, but states hope that still turther ase1etance 

pcaalble. 

___ ,._.. 
OMJC• 01 ,,.. t t<I.Ot!ll\ 

llltYallll.l. IU¥IWIWU 

1~11 r:; ·~ . 
IE C£1AED 

' 
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PARTIAL PARAPHRASI OF T~GR4W REOIIVED 

J'ROil; American lllbaaay, Berlin, Gel'lll&ny 

{part air) 

D&TE; Dec .. ber 8 , 1938, 3 p .m. 

lfO. ; 70' 

If o. 37 P'Cit TR:&A.StRY :ntOil lmA TH. 

The concern of the Retch Goverlllllent over the export 

and foreign exchange situation has recently become more 

acute as evidenced by the export conference presided over 

by FUnk the first of this month and the latter' s announc~ 

ment that export orders must have priucy. The Economics 

~1nistry bas been t rying not to increase export subsidiea 

but recently reports of several caaes of i ncreased bounties 

were received as well as caoes where Hamburg exporters 

have through the i ntervention of the Ministry of Economics 

forc ed reluotant German man~acturera more interested in 

the profitable i nternal market t o give preferential atten­

tion to the IDIUlUfacture of export goods. Wbile t he October 

f oreign trade figures for greater Germany show an increase 

of imports over the disturbed month of September of ~ 

million marks t o 526 million marka and an increase of 

exports of 48 aillion .arks to 490 aillion aarks t here ie 

still a t rade deficit of 36 aillion marke which, however, 

1a lese than the 51 million exceaa of iaporte in September 

and the 6' million exoeaa in Auguat . ror the first ten 

months i~Bporta of greater Germany totaled ,,963 million 

marke and exporte , , 637 aill ion mark& leaving a trade 

deficit of 356 aillion marta ae ca.pared with a aurplua 
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ot exports froaa Ger~~W~Y amountill8 to 383 million tor the 

f ir et ten monthe of 1937. 

Statistics of gold importe and exporte are aYailable 

only for old Germany. Durill8 the first seYen montba of 

the year, despite the trade deficit, there ware net gold 

imports of 94.~ million marlte lend1118 support to an author­

itatiYe etatement to me that German t rade statistics tended 

to OYer- value imports. In August there were net exports 

of gold of 13.5 million, in S~tember of 91 million , and 

in October 41 million marlte . Tbeee shipments haYe had 

little reflection in the publiahed gold reserYea of the 

Reich. The Reichsbanlt'e disclosed reserye bas remained 

constant around 70 million . The Gold Discount Bank 1 s 

October statement, bow&Yer , showed a decrease in ita gold 

stock from 47 million to 40 mi llion marke. 

The Reich ' s debt statement for October shows an 
.J..._ ">-in 1 f"h e ..,.. <'nf'./..-­

inoreaee of 1,849 million marke {eajf8t•el to a total of 

35 ,078 million mar lee. The increaee wae entirely due to 

the iseue of long term bonde . There wae a net decrease of 

45 million marlte in the discloeed short term debt due to 

the maturity of three and six montbe treasury bills. The 

controlled financial preae bad predicted there would be a 

subetantial deoreaee of abort term debt duri~~g October and 

to the extent of 45 ailli011 aarlte, thie waa aohi&Yad. 

The 

' 
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The undisclosed debt consisting mainly of •special 

bille1 ie of couree not included in the debt statement . 

Re my telegram of July 9, 11 a.a.: the British Financial 

Attache is still of the opinion that thie unrecorded debt 

rune f rom 18 to 20 billion marlr.e, He believee that about 

6 billion marks of this is held by induetry, and about 

:37 

12 by the banks. Be belieYee, too , that the net aggregate 

bill holdings of th•Reichebank, the Gold Discount Bank 

and all priY&te banks which on the thirty-first of October 

amount ed to 15,275 bi llion marks - not including eingle 

bills of the Gold Discount Bank - nre made up of commercial 

bills only to t he extent of 2 l/2 to 3 billion marke, and 

that indefinitely renewable GoYernaent •special billa • 

make up the balance of this total. ~ few months ago it 

was stated in the Jinanoial Preas that private banke had 

in t heir portfolios no more • special billa•, but there 

is good evidence that such is not the case. For the past 

two or three monthe, it ie known, German industry hae 

been beoo.ing .... progreee1Yely lese liquid and the banlr.e 

hue been taking up ite holdings of 1 epec1al b1lle1 • 11 

is alec known that 1t 1e the tendency of the Reiohebank 

to paee on •special bills• which it baa accepted for 

d1Boount to the pri nte bank e. So far 1t hu not been 

poeeible for ae to i•t any reliable eetiaate ae to what 

part 
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par' of ~· bill holdl~~ge of 'bell.ka 1a co~~poaecl of • apao1al 
billl' and wh&' par' 1a cc..erctal p~~per. DuriJII ~• 
year 19{.~•aalou) - a period correaponc1in& in aotiYi'J 
rltll. the prea&D' period- o-erci&l bill ll.olc11qa ot Oer-.a 
private banta were abo.t • billion .arka; tboae ot 'he 
Reichab&Dk were abo.t 2 billlon. Beoauae OoYeriiiii&D' ordera 
lll8lta up a area'er par' of 'he preent econoaic aoUYi ''• 
t t is to be aa.uaecl tb.a' there haa bean a decrease in the 
proportion and aaowaio ot ocmaerc i&l paper, buii that 1t ia 
down to 2 1/2 or 3 billlon •••• doubiitul. 

Duriq the tirat anen mon~a ot the tho&l year wb.ioh 
be&an .lpril 1 there haa bean a ne' iuoreaae in 'he Reioha 
deb' ot 6,571 •illion marka. With the laa' lO&A of 1500 
million ( paJII&Dh tar which d.o no' becin until January) 
GoYernmant borrowin& for 'he current fiaoal period will 
preau.ablJ be in exceaa of 6 billion ~~&rka unleaa t~~portant 
econcaiee should be effeoted which no one in 'he OOYer•ent 
with who. I haYa talked eltJ)ach. B•1-offioi&l foreoaate 
are tor 1ou and •hoallanaDila raYeauaa of 17 billion marka 
mak in& a 'ot&l Oentr&l Oonrn~~eiR b\ldcaii ot a• bill10D ~~a:rka 
or a third of the naUonal inoo.e. The O~~IIIII&Dt 1 a bo1'ror-
1q ot a billion -.rka oo.parea rl'll aaU•ted •caOJ oap11oal 
for•UOR of 7 bill101l .arka clur1q tll.e oal•dar JAr 19ST. 
llonaJ aaY1qa cluriq 19111 will clooUeee ahow an inor••• 
onr 1937 '11111> indD.atrJ llu 'baa rela1i1YelJ 1 a1oai'Yecl1 1a 

f&Yft 
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favor of Government borrowing notably the Reiohebahn hae ha4 

to put ott orders f or new rolling etook . Por the firet nine 

mon~hs of 1938 only five private industrial bond ieeuee 

~otalling 158 aillion were peraitted ae compared with private 

bond issues of 307 million in 1937. !2 ~~share iaauee 

total 698 million marka for the first te~ months of 1938 

(1937, 333 million marks) but more than half of thia wu 

tor the Reich owned Hermann Goering worke. The Government 

seems able to borrow without difficulty however. Reoant 

issues of Trea1ury bills bear slightly l11a di1count t han 

those of last summer when certain iaeuee went to 3 S/8. 

January bill1 ware offered at 3 3/~ and later maturitiee 

at 3 7/16 to 3 15/32. 

In publio and 1D private Schacht ineiets that ae 

long ae the Government aeets ita datioita by long tera bond 

issues, inflation ie automatically checked. So a~ confi­

dence ia not felt by other obeervere in the Government. 

I wae told by one well-plaoed souroe that while the prioe 

stabilization control of the Reich hae bean remarkably 

adlllin1stered, gradual hidden inoreaeee are not being 

prevented. Deepite the etatiatioa, he ineieta, a very 

slow but mero1leee deoreaae in the real wac•• of the 

individual work-n 1e taking plaoe, as well u a deoreue 

1n the atandard ot living. Judgiq fr011 his own c011tao118 

an4 

\ 
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and nperieoe, he do .. n~. ezpeot that there 111.11 be any 

real alackeniq of the •aua\11 orden for aabitioua party 

plans, far the four-year plan, and for the ailita:ry in 

order to increase the output of cons\IIJ)tion goods. In his 

opinion the oartelised industry will be able to repulee 

additional taxation and 111.11 be suooe11tul in opposing 

inertia againet efforts to lower ooete and pricee for 

consumption goode. In his opinion no ·euooessful aeasurse 

will be tall& to halt a very gradual i nflation and a deter­

i orat ion of the wortaan•a real wagee and standard of living. 

Unless soae unforess~ event takee plaos, however, be doee ' 
not think that the gruabling of the working and other olaeeee 

will break through the present dieoipline sufficiently to 

briq about a change in the present prog:raa of the Govern­

sent. Those here llbo have knowledge and u:petience of the 

ai tuation have the general feeliq that there is a gradual 

continuing econoaio deterioration and etrain. However, not 

many believe that this deterioration and strain or the 

dissatisfaction evoked by it 111.11 have any early deoisive 

outlst or resulte on the pre11nt Oovernaent•s political 

or eoonoaio or,anisation. 

The projects and organization of the party are ooetly, 

and euob aotiODe ae r aoial pereeoution have their effeote 

on foreign trad.e; however, tbell obeervere believe that 

deepite these faote, and barring soae deoieive ai:raole, 

u 
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it will be poeeible to aa1nta1n the 1 d1eoipline1 of the 

110rltere and other eeotiona of the population against 

a condderable reetrioUon of 11Y1Dg etandarde. They aleo 

belieYe that it should be poeeible f or the highly coapetent 

bureaucracy of the Treaeury, the Eocnc:wioe KiD.istry and 

the Reichebanlt to malteebift to keep the econaeic machine 

running for a considerable t1•e without aotu&lly breakine 

down , although dislocation and deterioration will be 

apparent. 

ElfD KIBBAGJ:. 

GILBJR'f. 

:U;L11 
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PJJUPIIRJ.S& OF TEL&a~Wt UO&IVKD 

ntOii: American l:llbaee:r, Paris, Franc a 
DATE: December 8, 1938 , 5 p.m. 
10.; 20?9 

FCR THE TREASURY D&PJ.RTIIE!f! . 

Transactions on the exchange ll&l'ltet here toc!.a:r were 
on a moderate eoale under erratic and oautioue conditione, 
pending the result of the vote in the Chamber . 

We have been told by our market oont aot that there 
is no serious doubt that Daladier wi ll be suoceeetul. He 
also says that in financial circle• it ie apparently be­
lieved that he will have b etween 50 and 100 votes for a 
majority, Sterlin& hae alternatively been bought and sold 
by the fund, at rates varying between 177.50 and 177.75. 
France are being offered now at 177 . 60 by the fund, It 1a 
thought that a eligbt amount of ster ling has been gained 
on balance. Sterling forward rate about 15 centimes tor 
one mont h; tor three months about 50 centimes. 

END SIOTION Olil: . 

WILBON. 

EA:Ln 
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PJJLU>IIU& a~no11 no, 110. 30?9 or D.aDBIIl s, 19:58 
ntOil PARII 

H3 

At opening rentoo wero lower, but tho7 illpron4 later 

on to about the olootng point JooterdaJ. 

TodaJ'B JOURHAL OrFIOI&L pUbl1oho4 tho 4oo1o1on 

canceling the dee1gnat1on of J ouhaux aa a ••ber of tho 

Bank of France• a General Oouno11. 

'l'odaJ'• Bank of ll'ranoo atat•ent (aa of Dec•bor 1) 

abowa that gold reeerYoa 1noroaa o4 b7 304,000 franca . 'l'ho 

Ooaaero1&1 ponfol1o deoreaaod 1,2100,000,000 !ranee and 

note circulation 1ncr eaae4 2 , 650,000,000 franca. Deposit 

and cur.Bilt account a dooreaeed 2 ,eoo ,ooo ,000 !ranee. Gold 

oovor peroantago declined fr011 eo.21 to eo.l?. 
END 810'l'IOII T'IO, 

WILSOI, 

:U:Ln 
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p.AJUPJIIWJI , SIIO'flOU 1'1RD .UD JOUR Of !ILtca• v 10, 3078 
or DIOIIIBIR 8 , 1931, J'RCII PARIS 

The preee today ovr iea a ••i- oftioial a1iat•ent that 

Reynaud told the Jinanoe co .. ittee of the Cbaaber laat 

evening that on Deo•ber 15 or 18 he woul.d be prepared to 

open diaoueaion of the 1939 budget. Purther.ore, for the 

month of loYember the budgetary reYeuue waa 175 , 000,000 

franca oYer aDd abo•• eattaatea, and ainoe the beginninc 

of No•• ber 8,000,000,000 f ranoa were :repatr1ate4. 

Reynaud 11 aleo reported to haY& aaid that Treaaury re­

quirement& were auoh that it would not be poaaible for the 

Governaent to enYiaage a diainution of the yield of aeaeur• 

embodied in the deoree lawa recently iaaued. 

In today I a J.GENOI IOOWOIUQUJ: there 18 a report :troa 

its oorreapondent in .lmaterdaa that next week there will 

be a meeting of officials of Mendeleaohn and Ooapany and 

other J.materdalll banka for the purpoae of undertaking a 

converaion operation of the 7 percent Moroccan Railway 

loan into a thirty- year loan at S perc ent. The new loan 

would be iaaued at 98. · 

El: Lft 

\ 
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Deoember 8, 1938. 
4:48p.m. 

Hello. 

Hello. 

Johnny? 

Yea, air; 

Am I maltlng a record or th1e? 

Wait just a minute-- yes, O.K., Henry. 

'Rho ' s with you? 

Nobody now. 

All right. Well, I wanted to tell you this -- the 
President just called me. 

Yes ? 

And he said that a "little birdie• told h1m that if I \ 
would eee young Giannini to talk with h i m, that every­
t hing would be all right. So I sai d, •well, Ur. Presi­
dent , let me tell you wha t the present situation i s .• 
I sai d I just got through talking to Johnny Hanes who 
had a meet.i.ng At the Comptroller ' s ofrtce at which I 
believe Eccles and Jones were present . Am I right ? 

L!r. Eccles was not there - Ur. Jones and Ur. Cr owley 
were there. 

But not Eccles? 

No. 

Ancl I said they s ot along beautifully, and I eaid t hat -­
t hat on everything except the queet1on of putting 1n new 
capital, but I sa i d they are going t o meet again tomorrow 
and t hey are making excellent progress. I sai d, further­
more that my understanding of Preeton Delano 1a t hat he is 
keeping me as an ace in the hol e, and t hat he is only 
go1ng to come t o me after they come to an agreement, and 
tha t 1f and when they do make euoh an agreement, I 'll walk 
serosa the street, 1f I can sti ll walk, and see you. 

Yee. 

And I ea1d with th1e plan working, I eai d , don't you think 
it would be a m1etake f or me t o see G1ann1n1? He ea1d 
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•oh, absolutely!" He aald what information I had was 
brought to me last night. 

Yes. 

So he said, "That's simply tine.• So I wanted to glve it 
to you, and having nobody to dictate to, I wanted to make 
a record ot lt, you aee? 

Sure. 

And I wanted to let you know so that you know that Just 
so when you carry the ball, and it the coach is glvlng me 

some signals from ott the benc~ee, I went y~u to know 
what they are. 

Yes, sir. Well , I'm glad to get that. That may explain 
ln some way the attitude that I reported to you earlier -­
you know, t he friendly attitude that was taken there this 
m~rnlng -- that may explain it, don ' t you think? 

I don't know. What I 1magine is -- I should imagine 
wss that Jesse saw the President. 

Yes. 

Wny wasn't Eccles there today? 

Well, I don ' t know why he wasn't there. Well, now walt 
a minute -- w~uldn't that be -- wouldn 't it be natural 
that Eccles w~uld not come to this thing since he might 
be drawn into later as -- later as a Judge in the case? 
Wouldn't it be out ot place tor him to come? 

Well, if I might make t h i s suggestion -- I think it would 
be better to invite him and let him turn it down, but you 
can think that over, eo th'lt he can't again say the way 
he said in the case ot Douglas, tha t he didn't know any­
thing about lt. 

Well -- well, we've got a record ot that I think that 
covers that point alright -- because Preston showed me a 
letter that he had rrom...Uarrinar th1B c or n l.ng --

Ye a. 

In which all these pointe were taken up and I think that 
c?vers it. However, I 'll go down to Preston's ottioe and 
l ook it up right now and see that - - that -- and it it 
doesn ' t cov~r it, and I think you are right, we ahould at 
leeet not1ty h.ia that we are carrying on. 
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And does he want to come? 

And does he want to c ome . All right. 

Or does he want to send hie ohict bank examiner? 

All right. 

Folger. 

All rlgbt . 

1.4 7 

Now the only other thing - the Preelden·t s81d , "How are 
you getting along on the Anglo Ca lifornia" -- so I caid 
t ha t we -- t ha t you t ook the letter over and spent a 
couple ot hours with Jesse, the r esult ot whi ch we e that 
he wrote me a letter including the paragraph tha t the bank 
canegement would be satisfa c t ory to ue. 

Yee. 

And he said, ••ell, t hat ' s r eally tine,• he sai d , "You 
had better knock wood you seem to be getting along eo 
well." 

Yes. 

And he wna very jolly -- and , -- and, very much p leased. 

Good ! 

But I wanted to get that to you 80 that you -- to l e t you 
know t hat's Just the way I' d ~lay it, t hat ' s all. 

Yes, a ir. Well, now do you f eel like spend ing five 
mi nut es with me if I come t o eee you? 

Well-- well , I'm not-- wha t time would it be? 

I was just go ing on by t o aay "bel l o • t~ you and 
drop Just dr op this Chinese thing. 

Well -- I'm-- I' m not 

You're not up t o it? 

I tell you -- I really would -- I'd l ) ve t o see you, but 
it I stay home tomorrow, I'd like to ask you t o come. 

Righ t o! Well , I w~ s only oomin~ if you wanted me now, 
and -- because I Just didn't want to-- lf you wanted to 
talk a l l right, it you d idn't, I didn't have a t hing in 
t he world on ~ mind. I t old you everything tb/l.t i8 ''"'u'"'' 
on . 
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Well, that's darn nice. 
able. 

I'm-- I'm-- I'm so uncomtort-

Yee. 

So that 

Well, let's -- I won't oome, and we'll - - it you want me 
tor anything why ypu know bow to get me. 

It I'm home -- ah -- I have to stay home tomorrow, then 
I'll ask you it you would oome up. 

I'd be de llghted. 

Are you hoce tonight. 

Yes sir. I'll be at home 
Douglas t onight 

so -- I hope he ' s coming. 

tonight. I'm 
at home on a 

I 'm not sure 

having dinner with 
situation, 

yet. 

I appreciate it, but I think I ' ll postpone it until 
tomorrow. 

O.K. Fine, and it you want me you can get me. 

And you've got this t hing ot the President which doesn't 
chanee it, other than i t Just means that somebody ha s 
been talking t o him and uzy guess would be that it '1'1118 

Alright. 

And it ' s alright. 

Yes, don 't you think so? 

Don't you t hink so? 

Yee -- yes, I don't see anything wrong - - I don't -- ot 
course I haven't had time muob to think about thie -- I 
don 't know it it is he . I don't t hink it was be . 

You don 1 t think it was? 

I don't believe 1t was. He was with me all night laet 
night. 

And did be 883 --

No - - no, he didn't eay - - he didn't mention anything 
about 1t t o me all eYen1ng. 
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I!J,IJ'r: How waa he , anTW&Y7 Yell, you can tell •• about it when 
I eee you. 

Jl: 

Hl!Jr: 

H: 

HUJr: 

Alright -- I'll tell you the whole conversation when I 
eee you. 

Alright . 

It is interesting. 

He-- He-- how shall I put itT He's no lees friendly 
t~~· . the Treaeury. 

H: No -- no-- it couldn't be better. 

HJJJr: I called hUI up to try t o get h1JD to have lunch with me 
today -- that waa yeaterde,y. 

H: 

HUJr: 

H: 

l!UJr: 

H: 

HUJr: 

H: 

Hl!.Jr: 

R: 

He - - he told me that you dld, and he said that he wae 
eorry that he had another engagement. He wanted to eee 
you. 

It turned out I couldn't have eeen hlm anyway. 

Yea. 

But ha is no lese friendly? 

Not a blt 1n the world. No. No. He 1s in good ehape, 
I thlnlt. 

Well, Johnny, 1t I ' m home t omorrow, I'll eee you. 

O.Jr. Fine. 

Good night. 

Good night, and thank you. 

\ 
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JOR Il!llllll.oll'E UI.i.AS», 
?rlda,v, Dee..,ber 9 , 1938, 

l e.abingt on 

Preu Set"tiee 
No. lS...65 

Saereto.ry of the Treasury llorgenthau toda.'r announced tbe eubaCT1pt1on 

tlguroa nnd tho boaoa of nllotmont for tho cnah offering of 21-3/4 porcont 

Trcaour;r Bonde of 1960-65 ond of l - l/8 porcont Tronsury llo t oa of Ser1oa ~1943. 

Roportn roeo1vod from tho 7odoral Reeorvo banks obow tbat enoh aul>-

ac rlptlons f or tho offering of Treasury bondo aggrognte $5 , 732,000,000 ond fer 

tho offering of Troneury noteo OQgragnte $3,646,000,000. Subaer1pt1one for 

the bonds ~ere allotted 7 percent, e nd subecr1pt1ons for tho notoa wore allotted 

9 percent. No preferred allotment wan gi van. and oubeer1pt1ona f or bot h iasuos 

•oro allotted on n atr e ight poreont~o bnoie, with edJuotmonts, where nocoosary, 

to t ho $100 dono:1nnt1on. 

?urth.or dotclls a s to eube<:r ipticns and ollot mo!lts will bo announced 

whon final r onorto nrc r ceoivod fr~m tho Jodornl Reserve bonks. 
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RE rr..DERAL BUDGET AriD RECOVERY 
(Ueeting ti t 2211 30th Street) 

December 9, 1938. 
5:15 p.m. 

Present: 

H .... . Jr: 

St ewert: 

St ewu rt: 

H. 1J . Jr: 

Bell: 

a ..... Jr: 

Sell: 

d. :J. Jr: 

Ste.•art: 

rl . ~ . Jr : 

• ~hite : 

H . ..!.Jr: 

llr. Hanes 
Mr . Taylor 
Mr . Bell 
lolr . Whi te 
loir. Stewart 
l.!r . ooilliams 
Mr . Vi ner 
Ur . Currie 

Well 

Here tA~e ere . 

Ar e you fellows "learnt•? 

·;;e • ve been d oing our best t o learn . 

Uh-hub . 

Burnt. 

Learnt . 

Burnt . 

No - learnt. 

we 've had a full day seminar . 

Did you? Well, it's terribly nice of you to give it 
all t he time; but it i s awfully important if it' s 
right, and it ' s more important if it's wrong . 

It 's very much more important . 

\'I ell, which one of you gentlemen wants to •• •• 

l can just probably start it off ; then t hey can 
speak for themselves individually; because we 
didn't have a great deal of time to sum up the 
vi ews. 
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We started with an agenda and moved through it, discussing questions of whet the national income would be and what the budget m.ight be, and then went on t o the specific problems that you were interested in. And I think it1 s the feeling of the men who were there that that approach as a met hod of e.ither determining what changes to make in the budget or a s a method of presentati on is quite unsatisfactory, and that there wasn• t enough time to see whether any positive contributions might be made either in the direction of s uggesting specific changes in the budget or specific measures outside the budget; that would be a matter for sub­sequent discussion. 

Now, with that very preliminary cursory observation, I think they each ought to speak for themselves , expr ess t heir own vi ews on the subject . 
Shall we go around the way you•re s itting? Jake? 
Wbere •s Professor Hansen? 

Well, ~rofessor Hansen wasn't able to attend all dey . He started i n , had a half hour; then he sent word through John Williams that something very important t o him bad come up in the Social Security Boar d and ne couldn't get away today. 
Fine. 

Some ~uestion that he was expected to declare h.imself on t oday . 

I see. 

Be had agreed to come down f or that. 
Jake? 

Wily, what I got that was positive is the desirability of st~ing both the revenue and the expenditure aspects of the budget t o see whether you can select cet·tain items and say those items would be - are most - let's say on the revenue side, are most hurtful t o business recovery, and those t hat are 
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less; and t ha t i f you can make any shifts, t he 
shifts should be from the former to the lat ter. 
Similarly in the expenditures, tha t some could be 
selected as more stimula tive to business r ecovery 
and others as less , and that the expenditures 
should be shifted a s f ar DS possible in t he 
direction of ~~e former end away from the l a tter, 
in so far as other considera tions don ' t stand in 
the nay . 

On tne me thod of presenta t ion there, aside from the 
logic s till, mer e mode of pr esenta tion, I feel 
myself th~ t you mustn ' t use any fig ure unless you 
a re prep~:orea or have somebody else prepared to 
explain in pr e tty Syecific t erms just how you 
reacned it; t hat you can't defend a budget ln 
terms of •. • • 

Talking abou~ the multiplier now. 

Yes . 

::>everal possibilities ; not only the multiplier ...• 

•.• bu~ ~hb per cent age of expenditures which get 
into consumption. If t hey ask you t he ~uestion 
"Ho...- ao you get t hat fig ure?" you must be able 
to ansNer it; if you c an't linswer i t , you a~ustn 1 t 
use t he f igure . 

If you c ould come to " pr etty definite consensus 
on the arranging of the items , it might be worthwhile 
to put them in an order - say, h , B, C, D, E - not 
use c. ny r atios , but put thern in en order of desira­
bility, which is jus t another way of saying you ' re 
going t o compere the merits of the various items, 
say "tllls 1s more or less bad than tha t . " I 
wouldn't go any f ar t her t han t hat; I mean as f ar 
as figures are concerned, 1n order of rank is as 
fer as I'd go , and I 'm not sure that you can s afely 
go that f ar . 

May I ask you a quest ion? ls it t rue .. . - or maybe 
I could el ther - need to ask either 'Nhi te or Currie -
..• tha t those multi pliers were a rrived at by 
figur ing the things backwards? 

I suspect tha t those mult i pliers were arri ved at by 
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merely a preliminary e s timate on the basis of 
wha t J ake bas just said: saying that "these are 
high, these are low, and these are about medium" ; 
and then there have been some studies and a lot 

• C:J .!. ,. 

of writing with respect to the rank of multipliers 
done in theoretical work, and that be had some 
f amil1ari ty with tba t work .••• 

Pardon me - who is "he"? 

Sanford, Nh&tever nis name is, at the New York Bank, 

••• ~nd th&t he said, "This is the high multiplier; 
•e 'll use the figure Jt. This is a low multiplier; 
•:e •ll use & figure of l. Tbis is soaewhere in between; 
we• ll use 2 or 2~ . " 

I suspect tha t thut WliS the way it 'lUi S arrived at. 

I think Ne ought t o say, as long a s Sanford's nome 
has been mentioned, tha t he was pulled in on this 
job . 

I uon 't know anything about hi s merit . 

He has no conviction about it. He was asked to do it. 

Ur . Vice President , it' s no reflection on your bank. 

1 wanted t o make the point clear. 

~ven though I ' m a little wr ong here, e little wrong 
tnere, I•ve still got my sense of humor . 

I still- John, I dian 1 t say the Bank of New York. 

Nor even Sanford. 

Jus t the reason I raised the question a t t his time -
in discussing this with some Treasury people, the only 
way t.uey could arrive at it is that they bad the 
expenditures and they had the collections and t hey 
had the na tional debt figure and they Just worked 
it backwards and arrived a t the multipliers and then 
arr anged them accor dingly. I wondered whether that 
was what •• •• 

\ 
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I don 't think th&t \Vas done . Oh no, what they did 
was not a substantial violation of the logic . I 
think you probably would find agreement here th6t 
the r ange of what they Here driving at - wha t they 
called the multiplier - w&s about two and less than 
four , >Yha ttover you call it; and thot tnere would be 
some or der of hign, low, and ~iddle . And once having 
gr&nted that you would get variations and that the 
vt.riati:ms, the r elative movements , would not be 
greatly different, so with different points of view 
y~u might get one one way or the other . But I don't 
tnitlA they attempted to fix up the multi :;>lier in 
order to make tne end result come out, because it 
wasn't necessary and tney wouldn't hav£ gotten a ey­
where substa ntially even tf they tried to do it . 

Snall I go on to Pr ofessor ?lillit.ms? 

I 1 m through. 

Well, I t hought <le had done a good job in arranging 
these multipliers, though I agree he did it in this 
general w1.y: The r ange is i n here somewhere, ond 
nere's & t ax tha t affects consumption a good deal 
~o~ nd nere ' s one th2 t probablY affects it very little . 
Well, you get your extreme, tben you fit them in tbe 
best ,vay you c&n. But I don't feel tn& t you can do 
much v;ith th&t approach . That is, 11e all know, we 
.tnew before, tha t taxes have a certain impact; some 
bear on consumption, some on inve~tment, some on 
s avings . Similarly with expenditures . I don ' t feel 
tha t we know any more about it noN then we did 
before, and th&t the re&l problem is Just ~bout 
wnere it was before, and I should think we•d have 
to go at it in other ways than this one . 

You wouldn 1 t go a s far as 
in~tanceL arr ange them in 
say, k, B, C. 

Viner: that we could, for 
their order of - let ' s 

I think it would be very desirable t o arrange them 
in t his order internally, that is . to say, within the 
Treasury end to give t hought to it and perhaps change 
tne orde'r a s you got more light. But I should think 
it woula be very undesirable to publish any such list . 
I think we're not sure enough of our ground to do 
tna t. 
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o'lell, do you feel that there is, for inst ance, a 
difference as one is to three between some kinds of 
t axes? Is there that much difference? 

I think pr obably so . I can't see it clearly, talking 
in terms of one and taree; I prefer to say that soce 
taxes nave & very greot effect on consumption, others 
have very little effect . I don ' t know what the 
figures a r e ; I don ' t believe anybody does. 

Mi ght even be more . 

Might even be more . 

Yes . 

St ewart? 

I thin..: the question partly i s ovhe thcr or not t his is 
a promising a pproach to a pr oblem, wi th enough promise 
so tha t i n the near futur e it ' ll goine to have prac tical ' 
value . I should doubt whether yoJ u'd be able t o agree 
among yourselves a s t o the order of the incidence of 
each item . 

<'art of the idea is a very simple idea . We have 
always Anown that t axation of var ious kinds has had 
vc.rying effects on consumption, and so forth, but 
when you get t o deter mining the precise acount, under­
take to a ssign a figure, I don't think we know enough 
or anybody Knows enough at the present time to do any 
such thing at all . It struck me, us I said at the 
meeting , as just assigning numbers r ather than giving 
c.ny sort of statistical figur e for i t. 

~o it doesn 't strike me really as a pr omising line 
of im,uiry for uny practical effect. 

Not enough for the pr esent t o philosophize ebout it. 

It ' s in t he field of abstract ideas . Then the 
question is whether or not in the field of abstract 
ideas, and in t he hope you'll get mor e f i gures in 
more time, i t's worth while working at. That's a 
separ ate question. 

Do you mean by t hat, Stewart, that you wouldn ' t say 
a s between two t axes, that in a given stage of a 
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business cycle, one wcs a mor e pr efer able form than 
another in its effect s on the economy? 

~uestion of ranking the whole group is whe t we were 
t alking about; a nd even as bet ween one and another, 
I think i t would be awfully difficul t to do . 

The extremes ar e pretty easy . 

Actually I tnink a ll tha t ' s necessary - ther e ' s only 
a few things which offer a possibility of cnange, 
a nJ there your investigation could be concentrated . 

Havi ng in mind, too, the administr ative difficulties ; 
it is very difficult t o trea t toese things flexibly , 
it seems to me, especially on the revenue side . If 
you know your extremes, know b few instances where 
you are f c.irly sure of your ground, t hat may be very 
useful in t hinking about the pr oblem snd prep~ring 
tax measures or passing upon neH tax proposals. It 
raight be useful. hut as for setting it up as a 
general framework of att ack on the problem, parti­
cularly publicly - thn t would seem to be a very 
great mistake, to me . 

11e11, I •m ,;oing to be terribly frank, the vtay I alr~ays 
em when you people come down to advise me . As 
Secretary of the 1 reasury , not ~s chairmen of this 
otoer committee, I just want to ask Currie and Whi t e : 
su~posing I aecide tha t t his t hing is not pr actical 
ond I don't ~:lint to r eco:nmend it; what a re the chances, 
do you th-ink, that t hey ' ll go around me anyway and 
get it to the Pr esident? 

l\o , 110 , not one chance in D thousa.nd . 

Ar e you sure? 

Positively . 

I .mow that Chairman l::ccles bas gr ave reservati ons 
along the lines that have been expressed . 

Really? 

And there were in the I ndustrial Committee . You see, 
what we did, Mr . Secretary , was try two other 
appr oaches which were less undesir able, let's put it, 

\ 
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than that original one, and seeing whether we 
coula save out of th~ t some concept which would 
enable a presentation possibly in the forms of 
high, low, and middle, or more or l ess of each 
desi r able, or i n some r ough quantitative f orms 
of the other . hut I know tnvt the criticisms and 
suggestions which they had t o make will be given 
consideration, so that if there is conviction that 
the thing doesn't work there, I would say there 
isn't a chance in the world that they'll go around . 
But there are certain other ~ spects of it that 
possibly present two points of view that go to 
little more fundamental issues about which there 
dll have to be further aiscussion . But none of 
it will eoerge until that ' s discussed with ¥ou. 
I •m positive of that . l"louldn' t you (Currie) say 
that? 

on yes . 

~othing I coul d be mo r e positive of, because there 
would be just hell to pay; becnuse we know how the 
technical men feel a bout this thing. 

Yes . 

Well, you ;>eople - how shall I say - who are present­
ing the evidence, so t o speak .•• • • 

xs you know, I ned no responsibility for this method 
of a;>proach, and I relt Just as :.tr. Viner has put it, 
that it' s perfectly valid as a qualitative matter . 
1/e all have, I think, a fi r m conviction that certain 
types of taxes are more repressive than others and 
that certain types of expenditures a re more expansive 
tnan others . l:lut when you s t art to apply a defini te 
figure to any individual tax receipt or tu expendi­
ture, then I thinK you expose yourself to attacks 
on that definite figure - "How did you a~ at it?" 
It might be this; it might be that . Vle 1r e not in a 
position sta tistically, i n quantitative t erms, to 
defend that figure. I'll maintain that practically 
all u .P.A. figures will s timulate consumption - very 
s timulating . But if you'd have to put & percentage -
very difficult. 

Well , may I just keep on the tax ar.d revenue thing 

\ 
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thing for a minute . I •m not digressing, but I'm 
coming over now into - you know, I can't emphasi ze 
bow confidential t his is, but here' s the thing 
~h~ot•s placing Bell, Han.es and myself - this is the 
thing. We've really got only from now until Wonday 
night . I see it' s out in the paper now that the 
President is going to see the leaders, the Vice 
President and the rest of t hem, the 17th; so between 
now and tne 17th, he 's saying to us, "Well, if you' ve 
got something, give it to us." I don ' t know whether 
he said t ha t to you (Bell) , but be said it to me . 
So I stalled him until Monday afternoon so I could 
get you people down to look at this thing . 

Now roughly - Dan, .you bring me up to date - the next 
budget t hat we 're working·on, without the additional 
t hings, planes, nnything over &nd above, just the way 
·r<e stand toniKh t - the expenditure's ar ound nine 
billion, i sn't it? 

Yes, tha t's right; t hey ' re under nine billion, they 're \ 
high in the eights . 

Mght s i x . 

nna~? 

About e ight six. 

How much? 

! bat much if you consider about a billion and a half 
for 'liP A. 

1bere you are . You ' r e get~ing the very inside. 
Billion and s hal f for relief brings it up t o eight 
s ix. Not hing in there for plane3 . 

Bell : Not hing tor the new program. The old plane pr ogram 
i s in there. 

a.:.. .Jr: And if you put in the new plene program, it might be 
500 million t o a billion. 

Bell: That ' s what they ' re talking about. I don't think they 
can S?end that much money. 
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Anyway, it ' s between 5~0 oillivn end a billion. 
So the pr ogr am on the expenditure side is r oughly 
eight six ••• 

•.• •itbout - yes . 

'olithout the extra planes . And the other thing might 
be 5JO million t o a billion . But I haven't t alked to 
the President in two weeks, so I don't know where he 
is after two weeks. I don• t know whether you (Bell) 
have . 

No, I haven ' t. I don' t think he knows . He's waiting 
for a definite progr am from the War Department. 

From the Yta r Department. 

That ' s right . 

hnd i f the present tax base is not changed and i f 
business - George Haa s s ays the nat ional income for 
the next calendar year wi ll b e about t he same as it 
is tnis year ; 4uoting Currie ana his people, t hey 
think it IVi llbl. ubout five billion more, or around 
68 billion . rt ight ? 

68 as comparea to 62 this year . 

And George says it will be •.•• 

Income paid out will be the same . 

If it st eys at 62 , then, as I s ay, vte take in 
about five billiun dollars next year . 

rtoughly, yes . 

And if he's (~urrie) right, we'll t ake in about five 
and a balf billion . 

Nearer six . 

Really? 

I think so. 

Well , let •s split the difference and say that our 
income tor next year - and that • s only for six 
months of it - i s five &nd a half billion; l et ' s be 
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on the conservative side. And let ' s say that 
we're foing to spend 500 mill ion tor planes . Let ' • 
say it s goins to be nine billi on dollars, see? So 
the deficit is a difference between five and a halt 
and nine, or • •• 

Bell: Three and a half. 

•hree and a half . rlight? 

Bel l : dight . 

B.:.I.Jr: 

Viner: 

Bell: 

Viner: 

Bell: 

Viner: 

Bell: 

Viner: 

And it might be even more - f our . And the deficit -
it looks t o us like a deficit of between three and 
f our billion. 

Is t ha t eight six figured on the basis or appr opria­
tions or on the basis of expectations, or on - as to 
what they' 11 a ctually spend? 

That•s an expenditure figure, but it's very rough, 
because we haven ' t had the f inal figures , in any 
case. But I can't see any ma terial difference 
between next year and this year, including 'NPA. 

Nnat•s it goi ng t o be this year ? 

Be ~>round eight nine. 

"igbt nine . 

Pr obably a little higher because of the additional 
re~uirements for WPA, but not much over nine. 

And the revenues? 

Bell: Revenues were last estimated at five billion. That 
hasn ' t been changed . 

B.l!.Jr: 

Bell: 

Banes: 

fi.I!.Jr: 

Am I right tha t it will be between three and t our 
billion? 

I think that's a conservative estimate. 

I didn't hear the first part of it . 

I said the deficit , as of tonight - between t hree 
and four billion. 
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Xes . 

'lhat 1 s right. 

Somewhere, depending on where the netional income 
goes and how much extra for the planes, between 
three and four billion. 

In t erms of a net contribution, would it be that, 
o r is thbt an accounting Job? 

•nat ' s the budget deficit . 

Now here ' s the thing : wha t can we do a bout i t? See? 
I mean that 's our pr oblem . 

~r. Secretary, most of the discussion, practically 
&11 of it , relates to - tneir opinion is pertinent 
merely to tha t form of presentation on these other 
issues; as t o wha t can be done on the outer budget, 
investments , and so forth, •• • 

I UIOVI . 

... they didn't ha ve much time. 

I know, but as long as they're here I•m going to 
give them the works. I mean there's no use having 
p6 rt of the picture. They might Just as well have 
the wnole picture and get part of my headache . 

r.nn the reason f or the - now, one or the suggestions 
was made, ana that comes back to this tning . And 
toe President liked it, and be's in that mood. I 
nave never seen him in the mood ·where he really 1s 
more enxious for constructive suggestions than he 
is now . I mean he's hungry for some of us to tell 
aim what to do . And he ' s very anxious to keep the 
buaget deficit down to at least - what did he say, 
& billion and a half or two? Two, wasn't it? 

Ho, he was talking first about the two and a half 
bill ion figure tnat we took him . 

'!ben he wanted t o cut . 

Be wanted to try not to increase it beyond that, 

Regraded Unclassified



n . ~ .Jr : 

Bell: 

I! ••• Jr: 

Bell: 

danes : 

li . ;J . J r : 

Ilanes : 

H.L:.Jr: 

!l:.nes: 

H.J . Jr: 

:cz 

-13-

find some way of financing the additional expendi­
tures tb.et would increase tlu. t deficit. 

Now, the simplest way is the suggestion - af t er all -
wus that 1f you take the present Wa r Depar t ment and 
Navy Department budget, it comes t o approximately a 
billion one . 

That ' s right. 

hOd then you add as much more as he decides and 
Congress decides f or t he planes. I mean it con be -
W11atever it is - but - and the t hought tha t we went 
t o him with - and tha t comes bock to this thing, you 
see - was the possibilit y of a national defense t ax, 
with s ome kind of a stamp - battleships , airplanes -
so everybody ~ew, whatever the t hing was, that was 
it . Of course, the easiest thing you think of is a 
sales tax, and 'Ke got some figures out on f r om one 
to five percent on the sales tax; a one percent tax 
pr oduced $308 ,000, vOO . \ 

277, wasn ' t i t? 

·:/ell, it was <.bout - you•ve got to figure tnat out 
a little differently than we did before, because i t 
aepends so much on wbetiler you cancel the present 
excise t axes, which yield about i 380, 000,0v0 a year. 

that 's the figure I had in mind. 

lhe present excise taxes, which are sales t axes , 
yield about $J30, 0JJ, OJO . Well , i f you ' re going 
t o - of course, this wouldn' t be done, because 
cer tain of those excises would not be cha.nged; for 
instance, your t ox on tobacco would certainly no t 
be r educed . •herefore, you• ve go t t o eliminate the 
tobacco taxes , for instance , which yiel d about 
$400 ,000,000 . But leave that out . That ' ll make a 
big hole in your 380 million. 

hut new? 

lne new tSJCes would yield about $2JO,OJO,OJO per cent. 

Per cent . That ' s tne easiest, and that's way I'm 
coming back t o this multiplier business. A person 
could ver y easily raise another billion dolla rs •ith 
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a five-cent • •• • 

I'' our-cent . .. . 

.•• fo ur-cent sales tax. Now, in recommending that -
let ' s say that the Trea sury and I decided to r ecom­
mend that, and are we recommending something which is 
more deflationary than any other t ax, you see? I 
mean that ' s - and if tha t 1 s correct and there isn't -
r 1 m convinced tha t there is very little chance of 
cutting down on the expenditure side - what other 
f orm of t axation cun we suggest to keep this deficit 
Nithin r easonable bounds? And t hat ' s, Barry, you 
see ••.• 

That ' s the pr oblem. 

~hat ' s why I figured - r mean you people are too 
valuable t o me to give you just a piece of the 
picture . I•ve never done that . I've always given 
it to you all . You 1 ve always kept the confidence . \ 
'Iherofor e , I want you to huve the whole picture . 
I think in five minutes I ' ve given it to you. If 
I haven't given it to you, question me. But t here ' s 
the picture . 

The easiest thing i s the sales t ax. Now, for the 
first time since rloosevelt•s been Pr esident, he 
didn't t hrow us out of the office when we suggested 
the sales tax. Be liked it, and I think he ' d take it. 
But, on the other band, you people may say, •Now 
wa it e minute, tha t ' s fa lling too hard on the 
consumer classes, and t ha t isn•t - something else.• 
But there you are. Should we go, can we go through 
anoth~r year with e three to f our billion dollar 
deficit, or should we mtke the extraor oinary effort 
t o cut down, or should we try t o do it through 
revenue? Now, there's toe pi cture. 

And I don't expect you to give me an answer l ike 
t hat . But I'd be more than pleased to have you 
cross-examine me and Hanes and Bell . Rave I stated 
it about right? 

That ' s about right. 

Dan? 
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lhtst 1 s e.ll r ight . 

hnytolng happened since to cht.nge it? 

!lo . 

John? 

No, that' s about the story . 

Well, there you are. 

You estimate th~t from a f our percent sales tax you 
might get a billion dollar yield, is that it? 

on Ur . Banes• estimate, 2Jv million at one percent, 
you get Lbout 920 ruilllon, somewhere between 900 
million &nd a billion aollr.rs . 

t.!r . 6ecretary, .vi thout their acceptance of tsny such 
concept as an extsct multiplier, toey stil l might 
ag ree or might not - a t least it' s a basis for dis­
cussion - th~t the effect on the income stream and 
on consllJJlption and on business of a ttacks of that 
kind might be much worse thun some other place, and 
that the net effect on the addition to this, tha t or 
toe o"aer thing ••••• So the mere f ac t they ' ve 
discarded this approach doesn ' t mean the.t the under­
lying conce;>t doesn• t play a role in taeir determina­
tion end decision as to Nhether this is e. good or bad 
tning. 

I said that. That's why I'm r aising i t. I say the 
on!y one tb£t we 've been able to think of, where you 
can get it fast and get it, is this one . But as I 
say, ln view of what ,ve •ve aone tsnd what I've lis­
tened to, maybe this would be the •Horst t ax I could 
suggest. 

I 1 d certainly say the r tspid i ty dth which you c ould 
collect it is a disadvantage rather t han an a dvan­
tage, because the offsetting expenditures wi l l be 
delayed, and on past precedent t hey wil l be delayed 
even beyond the progra.m. 

Not only t h£t, but even if they were not delayed, 
taere may still be adaed to the income str eam less 
t tu.n what you t ake out. 

\ 
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That ' s another ~uestion . I ' m t alking now about the 
r api dity of t he tax i tsel£ . I ' d say on t hat ground 
alone, i f you wer e going t o f innnce i t by a sal es 
t ax, I mi ght enact it but I would del ay it for 
perhaps s ix months after you t hought the expendi­
tures were booked really t o s tart. 

You mean t hey ' d be delayed beyond the t ime when the 
particular expenditures took place for which t hey 
were levied . 

Well , I ' d certainly delay it until not earlier than 
t he time at which the expend! t ures would actually 
take place i n t he form of di sbursement s t o the 
public . 

You mean £or the national defense program. 

Yes . 

How would Congress r eceive the suggestion about s 
sales tax? 

'r'lell, I can only tell you what I think. I think 
I •m correct in t nis, and you better goback - a 
li t tle bit of his tory . I think tha t Jack Garner 
has always been for this when he was Chairman of 
the ~;ays and Means . I think he always was a sales 
t ax man. 

Bell : I really d on ' t know . I would have said the other 
way . 

R. 'I . Jr: 

Gaston: 

H.!t. Jr : 

I think tha t ' s right. 

I think he pr oposed it once and then withdrew it . 

hell, my impression is that be is a sal es tax man . 

But I• m just bringing t his up, having that chart in 
mind . The sales tax, under that, would have a very 
high multiplier . hnd 1s it t he worst kind of sug­
gestion? And here you•ve got thi s t hing and we' re 
right up against the gun . And I don' t blame myself 
and my associ ates for this, because as I told publicly 
the press con£er ence, we 1ve just been sitting her e 
waiting until the Presi dent told us what t he f igures 
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are, and we don' t know. And you migbt say, "Well, 
wby tne hell call us down on Friday to give you en 
answer Monday," when the answer is that, wi thout 
breaking any confidence, Denny was over this week 
on t he l'iar Department thing •• • • 

Yes, sir . 

••• and you don ' t know wha t the vnswer is t onight, 
do you? 

No, sir, no t on the new program. 

I mean, so tnere you are . · 

Uy feeling is it .•ould be a bad t ex under t hese con­
ditions, waen we &re still noping for a real recovery 
and where it looks as thougb the na tional income 
wouldn't be much a bove wha t it is now next year; 
to throvt a ttling like tha t in .vould be putting some­
t a ing on t tle wrong side, I t hink. 

You do? 

I would say t ha t I'd find a little difficulty in 
finding a worse t ax under these c i rcumstances . I 
t hink I could find a wor se one. 

"ell, bow woul d you compar e tha t in effect - I mean 
this is just guessing - witb a t ax on bank deposits? 

You mean on i dle ones? 

"el l, don't c are ltnetber they ' r e idle or not; i t ' s 
t he same kind of a thing. I mean you can ••.• 

Al so on Government money. 

Yes . 

liave to do a l o t of other things. Have to put i t 
on short-ter m bills. 

I wasn' t advocating it. 

You ' d be ~ble to sell shor t - t erm bills f or a hundred 
and wha t ever the tax was. 
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Keynes came in with - t ha t 'IIBS his solution, in t he 
middle of 1934· 

~·enow worked - this fellow Dahlberg in a book last 
year took all the r amifications of it. 

He ' s an old student of ours i n Cambridge; I don't 
know whether you remember him. 

llhat• s tne experience in Canada with the sales tax? 

~heir s&les t ax is now eight percent, which is a 
huge sales t ax - eight percent on manufactured sale 
prices. But they tried to adjust it so there shouldn 't 
be pyr amiding, but there i s some pyrami ding . It 
amounts to 5 . ~ percent of tne value of reta il sales 
in Canada . And there a r e a lot of exemotions -
foodstuffs , groceries , a nd q :ricultural' implements . 
Lot s of tnings ar e exempt for the f armer, and some 
f oodstuffs . But it pr oduces 5. 2 percent; an eight 
percent t ax pr oduces 5 . 2 percent of the total r etail \ 
s~. les in Canada . 

Now, a lot of tha t t 1•X never gets into r etail sales. 
It gets i nto sales of services . For instance, 
m111nt enance of buildings - tnat shows itself in 
rent , you s ee . 

But I don't know h011you reached your estimates . 
Did you base it " n r etsil sales? 

These were the estimates that we pr epar ed - were 
translated into somewhat later t er ms, because 
t hese \Vere only c t the time, you remember, back 
in 1932 

Oh . 

LaGuardia and hob Daughton fought the battle on the 
floor of the House and defea ted what then looked to 
be like a program for the sales t ax; and the Treasury 
apparently was call ed on at that time to make esti­
mates as to what they would produce based on 1931 
total sales volume Now, we took those figures Just 
as t hey were .1orked by tho Tre~< sury - we didn't 
rework them but as they were worked by the Treasury 
s t that tim~, and translated t hem into 1935, figuring 
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that 1935 Has a year compar able with 1938 and 1939. 
ft e translated t hose figures into the volume of ' 35, 
and that ' s the way the figures were a rrived at. 

I must say that the Canadian t ax - it ' s eight 
percent, but it1 s eleven percent on imported goods . 
You see, t hey collect t he eight percent plus a 
special three percent, which you may say is 
simply additional to t he t ariff, Plthough they 
call it a sales tax. 

/.dministrn t1 vely it works surprisingly smoothly; 
and the ;ublic, b ecause it' s a manufacturers' sales 
t ax and is often levied several stages before it 
reaches the consumer and a long way b~ck - the 
cons~er is scarcely conscious of it. But it is 
a stiff tax on the lo~er classes . 

J.nd I'd say here th~t from all the evidence I know 
our t ax sys t em is certainly s ufficiently stiff on the 
poor. I think it is sufficiently stiff on t he poor, ' 
i t is deadening t o i nvest ment bnd enterprise on the 
very r ich , and that 1t 1s the $2, 500 to $1~, 000 income 
people who a re so well off in this country, & S compared 
to almost a nywhere in the world ; unbelievable they ' ve 
been left a l one as much as t hey have . I'd say if 
you're going to t ax 1n t erms of equity, there is 
the untouched t ax C&p&city . 

There are t~o alternatives. That was one - not 
t ,;enty-five t o ten, but twenty-five, I think, to 
a hundred thousand, some;vhere in that nei ghborhood , 
i n which these items, the surtax proposals which they 
had, would yield approximately $400, 000, 000 - the 
surtox proposal which the Tnx Research bas got ten 
up . 

How much? 

The other alternative was t he e s t ate and gift tax, 
which they hope would be 350 - about 750 between 
them, t hose two taxes. 

Esta t e and gift taxes were uigher than t ha t - about 
48\J million . 

You mean the pr oposal - that would mean about eight 
or nine hundred mi llion on b ot h, which would be pr etty 
substantially - don ' t know how much the expenditure 
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woulc be. hod tnen thl!t would have several a clvnn­
t a6cs &S ugainst the other . In tne first place, 
r ignt along the principles which we were discussing -
it ~oulc f i t tha t; and t ha t really lies behind in 
part your ovm conclusions as t o the desirability 
of tne t~sx . 

Then, it woula uvoid tne difficulty you (Viner) 
suggesteo, which is a real one: getting the money 
before you spend it , which woul d be hignly defla­
tionury; whereas, that kind of r, t ax would probably 
postpone tha t particular thing, if it became effective . 

You should do tha t with ney t nx. You ought to be 
careful a s to tha t wi th Bl'\Y .t ax . You could do it 
.:!ttl the s al es t ax by enacting e t ax noN t o tuke 
ef fect ~. t a certain future date . I ' a say that you 
ought t o watch that you don't collect the r evenues 
before you start the expenditures . 

'l'hen, E sales t 1.x of the t magnitude would have a 
terrible effect cnywey . 

A one percent sales t ax, I ' d say , isn't worth 
collecting, does n' t pr oduce enough revenue; it 
isn't worth collecting . 

Wouldn't the t ex :neesure be under discussion during 
tne winter- woulcn't it- i f you were going to do 
any t hing nbout it? 

I would be surprised if the t ax thing would come up 
alllcn befort~ March. J.nd of course , if I could write 
it- I 've said so; I'd sny i t again - I don't think 
the t ax bill shoul d be passed until the last piece 
of expenditure l egi slation is passed . I think that 
you should ge t all the e xpenditure legislation nnd 
Keep your Ways and Means Committee back as a club 
and say, •!low, r.e•re not going to pass any t ax 
legislation until we hear the lGst appropriction 
bill is passed . " 

Dan end I have t alked this, haven't we? I mean I 
think that •s the thing to do, vnd of course to hold 
it back just as long as possible. But what we have 
to do for the President in hiS budget message is to 
indi cate the sources of r evenue . We always have, 
naven•t we, Dan? 

\ 
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Well, sometimes we have. Dut it's re({uired in the 
Act; the budget and ACcounting Act requires him to 
state hoi¥ the expenditures will be financed • . 
I feel that one of tile important things tba t came 
out today ~as - well , first, tha t tilere would be no 
great increa se of national income next year; and 
then, more particularly, that the first quarter would 
be down. I don't know myself whether that ' s so or 
not, but I think that ' s the opinion here in 7/ash.ington 
among the economists . And if tha t's true, then I 
think it becomes a very serious question whether any 
kind of tax increase woulan1 t be unfavorably 
receivea and might not have a bad effect. 

Paraon Qe - you mean for the first ~uarter of the 
next calendar year? 

~es . If you could tax idle savings and be sure of 
aolng i t, 11hy, I think I would be in f avor of it. 
But I think it is really v ery difficult to do that 
without repercussions on s entiment and incentive to 
investment and all that sort of thing . And if that ' s 
the case and if the national income is not going to 
be much above wh~ t it is now, I myself would be in­
clined t o jus tify another deficit . If it is felt 
that for military reasons we must increase expendi­
tures, a~ if as a conse~uence of that we're to have 
a deficit of the same general order of magni t ude as 
Ne nave had, I woula take that line on i t, I think, 
rather than try to increase the r evenue; that's 
always calculated, I think, •• • • 

'Nell, I t hink - I mean we all agree that the kind of 
taxes we have and the new t axes to be imposed •trould 
have a aefinite influence on bow much recovery we ' re 
going to have. 

I s hould think so • 

.l.nd I don't think that this Administration has paid 
enough attention to that 1n the past. 

Uh-huh . 

I me~<n - what? I think they 113t all .. • • 

\ 
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ThDt ' s the basis of discussion: as to whether that 
can be presented . 

Ag&in in this r oom, I think t oo much at t ention has 
been paid t o the social effect and not enough to 
how much income it wi ll generat e or ••.• 

• • . suppress . 

Suppress . hnd I don't think we•ve approached it 
enough from the standpoint of the net r esult in t erms 
of national income, and tha t i s - I think maybe out 
of this cher t will come thct , and 1f we could get • •• • 
iVhat I 1 d like to do, gentlemen, is this, and I think 
I'm right on this. I•m terribly anxious to get the 
President to t alk in terms of national income as an 
objective. I •m terribly anxious t o have bi.m so 
minded tn~t when anybody brings any tbing to him he 
will say, •Wai t a minute, will this increase or 
decr ease the ~tional income?" Be ' s never done 
th~> t before . I think he is receptive to tha t if \ 
we can get him to do th~o t and express tha t philosophy, 
if we •re sure we're right. I 1m pretty sure myself 
that that ' s right and tha t that will b e e big s t ep 
forwa rd. I don't know how you fee l. 

Oh yes . 

Now, we' ve never done that. J us t say to anybody 
tnat comes with a scheme, •No~t wuit a minute, 
gentlemen, 11hen this is through v1ill this add or 
subtract to the national income?• 

Put in other wor ds , that ' s t he old i ssue of 
recovery versus refor m. 

Well , all right, l et ' s go that f er, J ake . 

On, I•m f or it; I always was. 

Of cour se, you used t he word •reform• just a comont 
ago •• ••• 

Just a moment; knowing my President • • •• 

1 t hink i t' s reform ••• • 
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• • •• and knowing myself , that doesn ' t 
giving up old-age pensions and stuff 
what I mean? I mean I think what 
sort of thing, we ought to keep. 

i•by, sure. I played some part in their having it. 
Can't take that away from me, Harry. 

So I think ther e 's a big job tha t we can do, without 
using multipliers . 

ies . 

You ( Viner) spoke of t axing the poor too much . Tha t's 
.vlttc t made me thi nk of tba t. 

I think a nything that decrea ses consumption next 
year, when your plant is working at e l ow degree of 
capacity, wiil be very aeflationary. I think we 
should ~void every possible way of decreasing con- \ 
s umption. I n f act, I think wllat we have t o aim for 
before we expect r ea lly substanti al volume of capital 
investments - thDt you have to increase consumption 
s ufficientl y t o more or less utilize the existing 
pl ant before you expect t o get any subs tantial volume 
or ne;; capital investment. 

Now, I just - and I know Jake likes to have fun -
I don't think it ' s a question of being against -
I don't think you have to weigh recovery and reform . 

No, not at a ll. 

No . Of course, my vosition has been all along that 
if you don't g et recovery, you can't get r eform . 

You can't hold reform unless you get recovery; can' t 
bold 'Riui t we've got unless we get recovery . 

I hadn't thought of it from that engle, but there ' s a 
lot in that, t oo . 

VIe can't hold reform unless we get recovery. 

I think tha t's probably true. 
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I take it Jake agrees that the criteri on of a tax 
should not be sociological . 

Tne things that I thought s tood in the way were 
punishment taxes and punishment activities and 
threuts on alleged r efor m grounds , and my point 
was tha t those things were probably causing more 
dumage t o t he classes t hey were supposed to help 
by retarding r ecovery than they "' ere certainly 
bringing benefit i n their moral satisfaction or 
otherwise • 

.:ouldn 1 t we pursue Jake 's line of thought and 
possibly c ome out with something of that sort instead 
of a ttempti ng to give anf quantit ative figure s on 
it: ~erely allocate the kind of t axes which we're 
likely to alter - don ' t have to go through the whole 
list, because some we 're not going to change anyway -
ano s ay they ' re high, low, or medium, or some other 
such qualitative t erms; and, using that as the sort 
of a symbol for the effect on the national income \ 
of the s pecific t ax under specific conditions which 
we 're envisaging, we can label these taxes as high, 
low, medium or wha t not, and their effect on national 
income . 

On some of t hem I think you may. 

This particular t ax . We're not concerned wi th some 
of them. There ' s no use talking sbout the effect of 
payi ng interest on t he public debt; we 1 re not going 
to stop paying interest, and we 1re not going to pay 
more interest. But we may al ter the estate t axes, 
may al t er t he excise taxes, and those we can l abel 
with s ome degree of unenimity in qualitative and 
quantitative terms. 

I should be doubtful about that as f ar as I 1m 
concerned, because I don't know enough to know what 
the shifting and incidence of taxation is - shifting 
and general incidence of taxa tion. I ' m not confident 
t hut v1e know enough about its bearing on national 
inc:>me. 

The criterion of taxation t ha t appeals to me first 
as a measure of desirability is that - my first 
r anktng is that of simplicity. Nben you pass from 
tha t and say, "Row does it bear on different classes 
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in the c ommuni t:y?" I B1ll aft'ec t ed by the advantages 
t hat come from n ot impa iring the income o f the lower 
gr oups in t he community; t hat 1s not with mference 
t o t o tal nati onal income, it is because I believe in 
~regressive taxation and so on . When I begin t o 
fi{;ure out what is the effect as a stimulus on t he 
business community and t her efore upon t he national 
i ncome of a flow of consumption and a flow of 
investment, ana the influence upon enterprise, and 
so on, 1 1m e xtremely doubtful in the whole fi eld . 

I agree . 

I should be most hesit ant to ar~ange this thing in 
"n or.:ter ;,hich woula say , "This is the wey in which 
tile OHtiontl income ts going to be affect ed . " 

~bout th~ t there is a very definite cleavage of 
opinion, Mr. Se~ret&ry . Ana I think th~ t what I 
said earlier in t he evening about there being no 
danger o f anything being put ov~r on you - t hat 
,:>r esupposes th~ t tner e would not be further dis­
cussion about this angle and tho t it would not have 
your acceptance tnd e;>provt~ l. I mean a bout tha t 
;>oint ana not ~bout the earlie r discussion; but 
about the obili t y to label a specific tax proposol 
such &9 a sales t ax a s ~dding or subtracting from 
t he national income streem, I t hink ther e is a 
defi nite diff erence of opinion which would have t o 
be tnr6shed out . 

I don ' t think, Harry, ther e reolly is a difference 
of opinion. I think we' d all agree tha t a sales 
t ax no.v would pr obably be the most r epr essive type 
of any tax you ' d impose. 

I didn 't know . 

»rui that more taxes 1n the middle income b r o.ckets 
and the estate taxes woula be less repress1ve . 

On the shifting and incidence, I ' d say I ' d be 
;>erhaps , from the business cycle - the effec t on 
the income s tream, I think I ' d be more opposed 
t o a sales t ax if I thought 1t weren' t shifted 
t o cons wner s . And I ' m opposed to n sales t ax, 
tha t is , a new sales t ax, until the shifting 

\ 
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, "'5 _, 

process has been solved, because its first impact 
is t o just slice profit margins . 

Isn't this our idea: tha t we all agree tha t certain 
t axes would afrect consumption in deflationary ways? 
tte 're all agreed on tha t . AnQ where the 4uestion 
comes in is, what's the effect of t axes en invest­
ment and incentive t o invest on idle savings , and 
that whole area . I'd find very much more diffi­
culty .... 

It was in regar d to the first one •.•. 

I doubt whet her you' r e going to r aise a billion 
dollars of additional t axes without some defla­
t ionary effect . 

:Sure you can • t . 

When you go t o that step, then you ~gin to consider 
al ternatives; when you begin t o consider alterna­
tives, then you•ve got a combination of the human 
reeling a bout the l oiO'er income classes of the 
co~unity , combined with the f act t ha t the man who 
has •he l arger income i s usually t he man who func­
t10ns as an entrepreneur, who hires people, and you 
affect employment by affecting the incentives of 
the man to employ somebody. In that field I 1 m 
vague . I think Viner is much better prepar ed to 
discuss this than I am . The reason I make an 
exception is, I don't feel sure how these things 
work out. I think ther e is always a risk about 
e scneme tha t recommends itself on simple grounds 
ana aiscarding it because it isn 't clear - an idea 
whi ch isn't v ery clear and which seems to have some 
aisadvantages. I don't say I 1 m for a sales tax; 
I 1 m just not clear, so I don't really want to t ake 
a position. 

You•re not either for or against . 

I just don 't want to collllllit myself. 

You also don ' t want to take the position - just a 
little hint tha t Willi;,ms dropped - whether we 
should attempt t o r aise the t ax base a t all. 

l xcuse me. I've got a couple doctors here. I'll 
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be ba ck in a couple minutes . \Vhen I come down 
I'm going to take an entirely d i f ferent angle, and 
I want to t alk about expenditures. I want to talk 
about - excuse me a mi nute - I want to t alk about 
expenditures . 

(Secr etary leaves room. Informal 
discussion in small groups continues 
for ten or f i fteen minutes until 
Sec<" etary returns) 

Do you mi nd - i s t his a pause? 

I t ' s a pause. 

llell , the way I s ee t his thing heading up is this: 
l. Should we increa se t he t ax base? 2. If so, 
~hat Kind of t axes? Hub? 

oVell, I don 't t hink the b asi c question has yet been \ 
answered a s t o whether you should increase taxes at 
all . 

!!as it? 

No . 

'J.hat' s wha t I s ay. 

'Lax ba se - I thought he meant the income tax base. 

He means the structure. 

1 say : 1 . Should we increase t he total amount of 
t axation - the tax structure? 2. If so, what should 
we do? 

Now 1 want to talk a minute on the other side. I'm 
going a little bit out of my field . Bell' s got to 
help me . l'le haven • t talked anything about expendi­
tures. The biggest single item after national 
defense is agriculture. And the agricultural 
appropriation is well over a billion dol lars . Hanes -
I hnven't had a chance - he's got the thing; they ' re 
al l fussing about a processing tax. 

But again very much in the room, the one philosophy 

Regraded Unclassified



Viner: 

ri. l! . Jr : 

l•hite: 

B.M.Jr: 

• 

_77 

-28-

th<• t Wallace has had tb.a t has stuck to him is thet 
if the manufacturer is protected by a tariff, the 
farmer should be protected by the salle amount, and 
therefore he 's entitled t o something to t ake the 
place of the t ariff; and in addition the city man 
is being t«ken c are of by a billion and a half f or 
unemployment , wilich he ch11 r ges up t o the c ity - the 
unemployment load, plus the t a riff load, ~nd he says 
the f~rmer sboula h~ve his . 

,/ell, if you exataine tha t , there is in tbat fiela 
there well over a bi llion dollars which is going 
t o tnem, anc - it will t&ke me a couple minutes 
to do this thing - we ' re finding ourselves rapidly -
very , v ery ra;>i<ily getting into a much worse position 
tht> n the Farm Boar d ever wes, with the t echni(jue of 
always spending more money on t op of more money on 
toj) of more money t o holu the price . l'ie have now got 
loans on or control ten million bales of cotton. 
hntl as one very able f a rm economist tol d me the 
other day - he ' s a r eally sincere per son - he said, 
"! ' m not sure tha t all tlte money and everything tha t 
you 're doing on cotton isn ' t simply ~ggravating the 
situation, as long as you keep building up the amount 
of cotton which the Government owns. 11 

I •m not going to try to solve the agricultural pr oblem, 
but I'm t alking in terms of big expendi t ures. And 
you talk about g etting money, Currie, outside the 
budget - I mean look a t the money t hat 11e•ve got tied 
up in crops . 

Is that in the budget? 

Yes . 

Pust buage t . 

But it Nill t ake me a couJ)le cn lnutes, if you'll be 
a little patient with me . 

hs I s ay , that ' s the one thing tha t Wallace h6S 
been consistent ~n . That ' s one thine Ne've aver bged 
one-sevent n of t he expenditure on, and I ' l l sey in 
this r oom I don't think Ne 1 ve gotten - ever gotten 
.:>ur money 1 s a or th . 
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! think tha t cs Ne go a l ong and struggle, t ry to 
r a ise two, three, four hundred million dollars more 
money , we should in that struggle a lso look at big 
expenditures - now, we went all through this thing 
last year - and also weigh t hem as to their effect 
on the prices . I'm particularly t alking about 
U6riculture , because I' m convinced that the biggest 
<.Ira~ on recovery now is commodity prices , and I 
can t see any thing thot Agricult ure is suggesting 
which is going to get us out of this situation . And 
I thin& - I' m very much afraia that tn the next 
two years o~e • re just going t o get deeper and deeper , 
and it all comes out of t he budget, and we're piling 
up these vast quantities of commo<.l ities which are 
just depressant on the market . I •m t alking in terms 
of r ecovery, t alking in terms of the budget; end I 
th.ink when we l ook at this thing .ve can •t just over­
look an expenditure of a billion two - 'Nha t is it? 

Sell: About a bill i on dollars . Bill.ion two if you include 
roads . 

Viner: 

!l .:l.•r: 

Vi ner : 

a.:l. Jr : 

Well , including roads , a billion two . 

You can' t include r oads . 

Pardon? 

~ou can 't i nclude r oads . 

Let•s call it a bi llion dollars, and put roads where 
it belongs, as a part of publi c works . 

• nen the other t h.ing on the expenditure side wh.ich 
I think ough t to be weighed - I mean there i s 
certainly - there i s nothing which is pressing do·.m 
mor.e , tmd we can worry ubout s ter ling und everything 
else, but just a s l ong &s we have these huge stocks 
of colDI!Iodities, increasing hourly, and a ll coming 
out of the budget - I don' t know anything which is 
more defla tionary tnan t hat. And the great trouble 
is, again digressing a li ttle bit, that what bothers 
me the most is that the schemes , which are hal f­
baked are more and mor e coming out of Agriculture 
in order to kind of patch over this situation rather 
thllll f ace t nis situation Just coldly - I mean in a 
cold-blooded way. I mean t hey' r e 110re -every day 
I get things from the President which I know come 
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from Agriculture, which have nothing to do with 
agriculture, but a re right 1.n my shop, in order 
t o kind of patch over this situation. 

:79 

Tnen the other thing which I think on the expendi­
ture side - if we go into five hundred million or 
r. billion more monr;y for national defense, plus all 
the snips of t he Wariti~e, e verytbing else, I think 
we 've got to make up our minds that we• ve got t o 
t ake care of so many unemployed until we ge t this 
machine going much faster than it ' s ever gone before . 
Until •lfe get up hround 1 50 in t be Federal Reserve 
index, we're not going t o do anything, we won 1 t 
reach a point \Yhere we can absorb the employable a, 
At least that ' s the way I feel . And how much on the 
expenditure side wi ll national defense do in t aking 
care of the unemployed, and i f t he President decides 
t o spend, say, two billion dollars for ru. tional 
defense, does he still have to spend a billion and 
a half on the unemployed? I n other wor ds, all I'm \ 
suggesting is tha t we kind of t ake a look on the 
expenditure side and jus t don't say , "Well, that 
can 't be touched," because I don't thi nk tha t that ' s 
correc t , particulurly when you t ake a l ook at 
egriculture . 

l•nd I ' d like to see you people - very friendl y and 
don't mind a little punisnment - I 1d just like t o 
throw that ~t you, I mean, as well a s the other th.lng . 

l he billion dollars represents the annual expenditure 
for the accumulation of surplus products? 

No. 

nha t IS t he billiOn dollarS? 

'.l:hat • s the total agricultural progr am . That includes 
various things . 

That includes the AAA program. 

Regular expenditures of the Department, and so on. 

Decreasing production. 

But it a l l goes out of the budget. 
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But doesn't inclue R. E.A. and doesn' t include 
~·arm Credit appropriation. 

No. 

Uoes it include rural relief? 

Yes, 1t includes the t'arm Security Administration, 
which is part of the Agricul ture Depert~nt. 

;;bu t 'NEs that R. l. .A. ? 

rturbl Electrification Administration. Does not 
include t~t . They 're spending this year a 
hundred million dollars . Tbey 1 ll drop a little 
next year, unless Congress increases it . 

I 1ve got a bad thought to give you, Henry. We 
pbssed him t he other day - and service on the 
public debt . 

We passed? 

Agriculture. 

Caught up . I hate t o bring tha t up, but I mean 
1t I S • • • • 

uoesn 1 t bother me . 

It seems to me back in 134 and 135 we were figurint 
the s ame WEJY, ""nd you were di scussing the Department 
of hgriculture appropriation as the measure of the 
agricultural expenditures, and there were scattered 
things outside which brought it up to 30 percent. 
In other words, there are other things which go to 
the f ermer . Your figure is the Department of Agri­
culture figure. 

Bell: That's right. There are other expenditures such 
as the R.E. A. 

Viner: I think there's something to be said for getting them 
into a gross figure. 

I w asn • t trying to - I was thinking in terms of 
expenditures which are deflat1onar7 . 

\ 
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I thi nk in those terms, Kr. Secret ary, putting 
aside the questions of Justice or equity, that 
tha t type of expenditure - probably any reduction 
in that would be, as far as I 1 d be concerned, the 
same as t he equivalent reduction in housing expendi­
ture , something like that, from the point of view • , , , 

In other words, that bas a high multiplier. 

Tbat bas a high multiplier. I'd say the money that 
goes to the fermer in benefit payments is a~most 
entirely s pent. 

l'ha t 1 s like a VIP A expend! ture. 

Well , if the farmer i s paying hi s debts .. •• 

It's not the same. 

Just a minute , I wa nt to ask Currie - I wouldn ' t 
argue with you a bit that the check wi:lich goes t o \ 
t he farmer to reduce his acreage in cotton - that 
t ne actual check that he gets - that that particular 
check he spends and it will help the s tores; but 
look a t the purpose . 

ell, there again, Mr . Secretary, it seems to me 
like so many of these problems - the r ai lway 
problem, farm problem itself - and it must be 
inevitably a program of patching unless Ne get up 
the na tional income . 75 percent of farm income 
is derived from d airy , livestock, fruit and vase­
t ables sold to urban workers; we r eally can't 
solve the farm problem until we get the urban 
income up; and apart from t hat i t seems to me 
we ' ll just continue to patch. 

But wouldn't it be better t o hand out straight 
relief to him and avoid - and not give it to 
the rich farmer , the prosperous farmer? 

That 's somethi ng else again. 

I'm talking about the technique. 

J ake ' s point is that some portion of that is used t o 
pay off debts and it's not 1n the same class wit h 
the •••• 
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Don ' t be too sure. 

How do you know some of these other boys don ' t 

The sharecropper doesn ' t get any of his check, to 
speak of. 

Thing may be different now, but the sharecropper 
was t he one fellow tha t didn ' t get anything out ot 
it, and he ' d be the one fellow tha t does spend it. 

He gets l oans from Farm Security. 

NoN . But be got nothing before ; be got kicked off 
his farm . 

He 's getting it now. 

There 's some offset in the rural rehabilitation 
loans; part of that will be recoverable, and I 
think they ' re a little different - in a little 
different class from the benefit payments to the 
f ar mers . In my own mind, I' d put them a lit tle •• • 

Bell: Initially they can be put i .n that class; eventually 
they can be put in the WPA class, I think, the 
greater ma jority of them. 

Currie: 

Bell: 

Currie: 

Taylor: 

Viner: 

li . M.Jr: 

Taylor: 

d.!l.Jr: 

I don 't know. The collect ions haven' t been bad, 
have they? 

II ell, pretty low. 

~verything's low. 

While you're on this subject, why, everything that 
you said about the sales t ax applies equally to the 
pr ocessing tax, doesn't it? 

Oh, it is a sales t ax. 

~heck and double-check. 

Well, I would like to emphasize that, because · · • 

You know bow I feel about the processing t ax . What? 
You know bow I reel about the processing tax. 
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Oh, absolutely . But I know J ohn' s going to be up 
agains t a lot of this processing tax business, and 
everything that applies to the sales t ax applies 
t o that. I mean the complete impact • •• . 

Even more force because of the basic nature of 
the items t axed, whereas in a sales tax at least 
you get some luxury expenditures. 

And as tha t actual processing tax worked, there 
wa s really a t errific lag between the levying of 
the t ax and the disburse•oent of the benefits to 
the family - s ix or nir;~e months, as I remember. 

Would you gentlemen be willing to do this for me? 
For the r est of the time that you ' r e here - I don ' t 
want t o push you too hard - see, t he thing - it 
divides itself into three things : l. To go after 
oore t axes . 2 . If we do, what kind of taxes? 
And J . I s there anythi ng that we can do on the 
ex~enditure side? Right? Isn' t that the way • • • • 

4 - Is there eny method or selling any one of 
tnose i deas tha t they can t hink of? 

vr a ny tiling else t ney think of . But that's t he 
problem tnat we have, isn't it, Dan? 

That• s right . 

\Vha t? 

Yes , sir. 

knd right now I never was harder pressed for an 
answer . I llave no answer . 

Old you give some indication of wha t you thought the 
mili t ary expenditures would be next year? 

Yes. Ask Bell. 

\ 

Well, I think the only thing you CBJl do is give a 
r ange of somewhere between 500 million and a billion • • • • 

in excess of •• • • 
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• •• in excess of the present. 

Tha t would be the appropriati on for the fiscal • • • 

All depends on what is appropriated . If there is an 
authorization for a billion and a half, say, in 
airplanes, I don't think they c&.n s pend a half 
billion in 194J; but if that progra~ is spread over 
the entire krmy as a billion and a half program -
other things except airplanes, in addition to 
airplanes - then they might spend a half billion 
doll&.rs. 

~nd tibout a ~uarter of a billion, perhaps, for the 
Navy , additional? 

U&.vy hasn't been mentioned in this program, because 
tney 1 ve got a pr ogr am going of - they ' ll have eight 
battleships laying do wn next year. 

But that will be an increase in spending over this 
year - actual e Y.pendi ture . 

If the present ¥rogram is continued, yes. 

About 20J - 150 . 

Well, Currie, the Ar!QY and Navy, as it is t onight, is 
about a billion one . Isn•t it? 

That's right - annual program. 

\ 

And on top of that you've got to odd somewhere between 
5JJ million to a billion, on t op of tbe billion one. 

My only trouble, Yr. Secretary, is that it is really 
a billion one f or this fiscal year - Army and Navy -
isn't it? 

It' s contemplated to be about a billion one for 1940, 
witnout any new program. 

So it' you attribute all this additional stuff t o 
Army, you ' re not attributing any additional expendi­
ture to Navy for the next fiscal year. 
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Xou•ve got it wrong. The bi~lion one I'm speaking 
of is the normal progr am . 

But ~e 1 re trying to get the additional after this 
fiscal year . 

Nell, as it is , the additional will be somewhere 
between 500 million and a billion. So if you spend 
500 million of that program next year, you ' ll have 
& billion six instead of a billion one, see, f or 
na tional defense. 

That IDeans half a billion 

•• addition over this year . 

No t allowing any increased expenditure on the Navy. 

Tha t •s waa t I wes trying to get at. 

LXCept what it t akes t o clear u~ contract authorizo- ' 
tions on building contracts . 

'•/ill that be lower than this year? 

Not over 5J million or lJO million. 

Well- I 'm sorry, I'll wait . 

I think perhaps Harry had the same thing . The other 
thing, the ~uestion mark, was the Social Security 
program . I know that the '-'ouncil - of course, you 
people all know this too - is going to recommend 
tna t the benefit payments, and more generous benefit 
payments than now pr ovided for in the Act, be com­
menced at the beginning of 1940 . 

Fiscal '40. 
Is that included?: 

No, tha t• s not. 

Little more expenditure - perhaps 1~0 , 150 mill i on. 

I wasn't aware of it, were you, Dan? 
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'Hell , I've heard r umors but I haven't had any program. 

But if I remember rightly, though, the budgetary 
treatment of ~ocial Security, you can fix it up 
there by re-estimating the ultimate obligations on 
the Treasury . 

~ou•re 4uite right, Jake, that will not increase the 
buuget expenditures . 

Not if you follow the practice of setting off as a 
liability just what you estioate your revenue is 
going to be . 

That all depends on wh~t you•'r!l t alking about . If 
you're t alking about advancing the date 1vhen they 
pay benefits under the old-age provision, then it 
~ekes no change in your budget, because you just 
cut ao~ on your invest~ent of funds for that 
account; but there is a scheme to increase the 
grants to sta t es f or those who will not come under 
the old-age provision. I understand there is a 
scheme to increase the grants t o states b> about 
100 or 150 million dollars . That ' s an actual cash 
outgo . 

Then there is ..•• 

But you ' ve got some leeway on your investment figure , 
haven't you? 

!lot for that purpose . 

Tha t• s one of the places where you can increase 
expenditures witnout increasing the deficit, as it 
is set up . 

uhere in the earlier years Dan Bell increased t he 
deficit without increasing expenditures • 

Yes . 

On what? 

"by, by setting up as a liability a larger amount 
than you *ere collecting as r evenue . 

\ 
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I set up the sa~e amount as an investment tha t we 
had in r evenue, so it had no effect whatever on 
the deficit. 

:iot in fiscal 1 37, Dan. 

Not in fisca! 1 37 . 

107 

Your transfers to the fund wer e greater than your 
t ax receipts in fiscal ' 37, I t hink, substant ially 
greater . 

Oh yes, we did tha t for a reason- yes . 

l'iell, you can do it the other way now , 

But it wasn ' t l a rge . 

If you just convinced him out of that - t ook two 
years to get aim out of that . 

't'l asn ' t large ; but it ' s fl exible . 

I t' s fle:JC!ule . There ' s a l aw there, but the law as 
any two men r ead means tNO different things . 

You (H . M. Jr) han a second point . 

Yes , it i sn't a point , but I wanted tog et this 
over . If you ~tgree t hut we should have additional 
t axes, is there any nice package which we could 
wrap up in pink ribbons and say, • Gentlemen ot the 
United States, here is your national defense t ax, 
uno this is the nice pretty pi c ture on it. " 

Smells good , looks goon, and it ain ' t good . 

Is ther e such a thing t hat we could take 1 t and 

There has been a proposal for Just upping the 
corpor a tion t ax r ate, because - partly on the 
ground t ho t tha t ' s easy and simple, end a lso it 
bear s on the beneficiaries of an armament progr am. 

I ' d say that ' s all wrong, tha t t her e oughtn't to 
be any rise in corporate t axa t i on at all. 

1/ell now, there 's dis&greement on t ha t point . 
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r f you want a tax on i ncentive to invest, tha t ' s 
where you can be sure of it. ~ou'll be getting 
right in a bad spot. 

::ca 

! want - may I draw on the charity of you gentleZDen, 
con I draw on it f or another day? Take pity on this 
poor Secretary of the Treasury and sweat with me 
f or one 111ore day . 

(Several nod acceptance) 

Ur . Bans en said be would be able to devote tomorrow 
morning. 

o'iell , I'd be in touch, and when the atmosphere 
clears, why , I ' m available any time; just get in 
t ouch. Vlbat? 

!f you could begin at 9 :.30 - 9 : .30 tomorrow •.•. 

9 : )0 • 

.. • then you can have ot l east three or four hours. 
bnd if you (B.M.Jr) will be avai lable •. • 

I only have one appointment, to go to the doctor , 
at 1.2 : 15; but outside of that I have no appointments. 

I think on tha t discussion - I think that all the a en 
who are available, 'Rayne Taylor, JohnnY Banes, could 
spend- because that kind of discuss~on is • • • • 

I haven't got anything . 

Xou (1'/hite) rocan sit right in. 

I think so, if they•ve got the t ime. 

I ' m fine a ll day tomorrow. 

Sunday t oo, f or me, if you want me. 

>lagill will be here. You're (Bell) on call? 

I'd hate to spend all day , but I'll be avail&ble. 

Xou ' re available . • nd then when they come to see 
me you ' re available. 
~es, sir; I 'm really in a terrible bole, but I can 
run out f or an hour or so. 
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