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Hell.o. 

Rel.l.o, how are 70u teel.la&t 

Oh, I '• not l.oolt1ng t or ~ new eorap1. I 111 tr;y to 
handle what I 1Ye got. 

That 1e prett7 good! 

Yeah. 

1 

••ll., I Juet thought at 70ur oonYen1enoe we a1ght haYe -­
I a1ght ooae onr and haYe a little Y1e1t, 

JU.ght. Uh--hat time ot d13 would 1u1t 7ouf 

• ell\ I expeot 1t would be 1n the afternoon, Renr,y, 1t 
that e - - 1t that eu1ta you. 

I'• going to that pree e olub luncheon. I •uppoee 70u 
are t o? 

How ' e that? 

Are you going t o that preee club luncheon? 

I thought I woul.d. 

••ll, do you want to coae back troa there, or would you 
rather do 1t later 1n the afternoon? 

Uh -- 1t Juet depend• on -- I 1Ye got a l ot ot the1e -­
I1Ye got a lot ot fellow• here that I don't know how I'• 
soln6 to get -- aqbe - what time woul.d eult you the 
but? t'hen7 

Well, three o 1clook would 1u1t •• the beet . 

What tllle do 70u th1nlt we 
luncheon? 

wlll get baok troa that 

Well, I don1t know. It11 called tor twelYe-thlr\7. 

Let'• ll&lte 1t three o1 olook. 

Huh? 

Let'• make 1t t hree o'clook. 

Doe• that 1ult 70U7 

ftlat -- I' ll work to that, 7••· 
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RE ASSISTANCE TO BRAZI L December 13 , 1938 . 
10 : 30 a .m. 

Present: 

a.w. Jr: 

White: 

H • .l. Jr: 

Livesey : 

B. li . J r: 

llr . Taylor 
llr . Lochhead 
Mr . Vlhite 
!dr . Li vesey 
Mr . Briggs 
Mr. Collado 

A month or so ago, I talked t o t he President and llr . 
Hull - thougnt the ~reasury should take up direct ly 
wit~ the Brazilians the possibilities that we really 
could do so~ething; so I had the Brazilian Ambassador 
in here and told him I had nothing, but suggested -
aid they nave anything to suggest, and if t hey di d 
we ' d be glad tog et it. J.nd the result was that 
this note came up in the rather informal - it came 
directly through air mail, and not the ~bassy . And 
incidentally, I 1a like tne advice of the State 
Depart,uent on how to acknoNledge it . I told the 
Ambassador here I wuntl!d to do b us1ness direct . I 
wish you people .vould think that over . I said , "Let ' s 
you and I sit down across this t abl e , s ee if we 
can' t ilor k out something together " - and this letter 
comes in to me by air ona il . That 1 s one that you 
State Department people can tell me how to handle, 
because I don 1 t .vant t o lose my cont act with the 
Ambassador. 

No17 1 has somebody digested tnis note, what ' s in it? 

'Nell, here ' s a brief digest; susceptible of somewhat 
different interpretations, because it' s not wholly 
clear . 

dave you people had a chance to r ead it? 

Just had a short time . 

Supposing I r eaa it out loud . 

"Summary of letter f r om Minister of Finance of Brazil 
to Secretary llorgenthau. 

"1 . ~he Finance Minister asks specifically t he 
maximum length of time we could grant on l oans to 
Brazil f or the purchase of equipment i n t he United 
States . 
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"2. If the equipment needed for the reorganization 
of the railroads and transportation system of Brazil 
can be purchased from the United States on the basis 
of long term credits, Brazil will then be in a 
position to 

(c) 

(d) 

Balance t he budget; 
Brazil would be able to relinquish exchange 
control on commercial transactions, and 
maintain the stabili ty of the currency; 
filth the relaxation of exchange control, 
Brazil could then proceed with the organi­
zation of a central bank; 
Lastly, Brazil would be in a position to 
make a settlement of its defaulted foreign 
debt . 

"3 . Swiss-French banking interests have already 
made an offer to Brazil in which they would 

(a) 

(b) 

~c) 

Organize a French-Brazilian corporation 
which would raise capital abro&d to carry 
out public works in Brazil . The Br&~ilian 
Government would guarantee a minimum dividend 
to the stockholders ; 
k credit ln French francs woula be created 
for the purpose of stabilizing the Brazilian 
currency and permi tting the organization of 
a central ba nk of Brazil; 
I n connection with this plan the external 
debt of Brazil would be converted from bonds 
payable in foreign currencies into bonds 
payable in Brazilian currency . 

"4· Belgian and German interests have offered 
Br azilian credits for the purchase of equipment up 
to a maximum term of six years but the Brazilians 
feel that this is too short a period . " 

Well, in passing, I think the French better do o 
job for themselves first before tb.ey attempt to do 
one for Brazil. 

Now, let me just sit back and think out loud a 
little bit, see, because I'm doing QY nome work 
rigb.t b.ere witb. you people . Haven' t had e chance. 
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Instead of doing it from - which this analysis 
gives - the standpoint, "First give us really long 
credits, then we can bal ance the budget• and all 
the rest of i.t, I'd thought ot' approaching it in 
a different way, and that is to t alk about the 
possibility of hel ping them organize a central 
bank. In other words , it seems to me tha t that's 
~he kernel - I mean i f you could get them a good 
strong central bank and a good strong currency, 
that t hen possibly they'd be able to help them­
selves. But just to give them, say, t he ten-year 
loan, with no central bank and no strength behind 
t heir own currency - it really isn't getting right 
down t o tne meat of the coconut. 

Now, I may be wr ong , but I ' d like t o argue, hear 
you people ar gue about it, a little bit. I mean 
my approacn would be the possibility of wor k ing 
out a method t o help tnem, help their Treasury and 
their central bank put them on t heir feet. And 

5 

I 1 m even thinking in ter ms of making t hem a loan \ 
from this Treasury t o their Treasury for that pur­
pose, accordi ng to Congress - going to Congress, 
getting a n authorization for it, giving t hem maybe 
gol d and s ilver, and then rea lly making the.m - putting 
them in a s trong posi t ion, give t hem enough to • ••. 

i 'hen the other thing - it's like France, for five 
years bea ting around t he bush, t alking about confi­
dence coming back; if and when confidence comes, then 
their money will come back, then they can reduce 
their rate s of interest from nine percent do~~ to a 
reasonable r ete; still wa iting for confidence to 
come back, and the money is still out of France. 

And so I just would like to hear approaches from 
the standpoint not of credits and all the rest of 
that, but what can we do to help theme stablish a 
strong central bank . 

Brazil has always had an unbalanced position with 
the world, tha t is, balanced only by credits coming 
in from abroad. They 1ve had very heavily - it runs 
in scores of millions of dollars of excess of pay­
ments; tha t is, of course, lfhen they ' re on a - has 
largely been service on past loans. But they differ 
from France in that the French normally are well­
balanced; they can t ake it in as much as they - they 
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just about - in fact, they develop a faculty of 
lending abroad . And Brazilians have always been a 
borrowing country and apparently are likely to con­
tinue to be so, if they ' re to - well , they 're 
practically under pressure to continue t o borrow, 
t o develop - bring money into the country. And 
you don 't nave - thet is, if you just put money 
into a central fund down there and you don 't get a 
resumption of normal investment from abroad in 
tn~re, a constant flow, you'll exhaust that fund 
over a period of months or years . 

Of course, if the opera tion worked out so that 
confidence were really res t ored and Americans, 
Frencamen a nd o ther people went in down there, 
very likely in the f orm of direct investment 
rather taan lo&ns - I think there has continued 
t o be a flow of direct investment money down 
there. It 's a growing country; the people that 

6 

go down and look a t the country , really financia lly-
minded people - tney see v.here tney can put money \ 
in and it will grow over a period of years, if 
you can just let the current payments , current 
income consideration, go; the financier can see 
things t o do with money down there. 

But you do have that fundamental difference tha t 
they - and tha t's wha t they direct their remarks 
t o here . 

Well, there ' s two things , as I see it. They say 
the situation has been improving since last May 
and - even better than it a ppears in the statis­
tics. They have t he possibility of considering 
freeing the exchange, a lthough of course they 
were a month behind on their current payments 
up here, ln spite of their contractual ••• -
current payments on commercial obligations. 

As of today? 

November 7, I think. 

I thought they were worse than that. 

They've been improving steadily. 
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Well, within t he neighborhood of a month, huh? 

Yes, al though they have obliga tions to us associat ed 
with the trade agreement to pay; but they say they ' re 
approaching the time when they c ould do that. But 
they have these needs which t bey feel fo r developing 
the country and for national defense - those 
expenditures - and it is for that t hat they say 
if' they coula get long-term cr·ed1ts up here for 
that program, then they could plan that whole thing 
as a whole and 

Let me see, it gets doKn - as I say, r.bat I want 
to think about - are they right taat the long-term 
credit will free the s tuff and then they ' ll do it 
anti - or is the thought, wnich I •m just throwing 
out, that you•ve got t o start first with a strong 
Treasury &nd strong central bank end t hen branch 
out - now, I don ' t know which ;vould come first , or 
whether it would come together, but I think that's 
the thing we ought to think about . 

I imagine they 1 d want it Jointly . 

They have 
complete . 
were here 

a plan for a central bank practically 
They completed it last year, when t hey 

in '37. 

And nothing happened? 

"Ouldn 't put it into effect because they had this 
bed situation which developed as far as the prices 
Kent . 

Lot of gr oundwork bus been done, so there is no 
reason why the t wo couldn 't go on simultaneously . 
The big problem is, however, t heir outstanding 
debt. Their improved situation is accompanied by 
a complete default; I mean they've completely 
defaulted . That's the big problem. 

Well, may I interrupt just a minute . I want to 
explain to these people: you know, I've taken t he 
position since I've been in this chair that I'm 
not interested directly in the private debt of any 
country; and so when I approach this thing - I mean 
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my ~osition is diffe rent tha n the position of the 
St &te De partment . You know my position; I a lways ••• -
so I can appr oach this, so to speak, without getting 
entangled with their debts which are owed to pri ve te 
citi zens . I mean I d on ' t close my eyes to it, but 
on the oth er hand I ' m not in a position to - I don ' t 
wunt to be put ln the position thut .. c tn ' t go a head 
e ven t ho ugh they do o~te t billion aoll&rs . Tha t • s 
the point tha t I want to mak e . 

Yes . Nell, they - they bring in, ho':leve r , a nother 
element :.hich you don ' t :!!entio n; the t i s , t hey ruJve 
~lso n~J t heir departcents go t nrough anti develop 
<t progr~ of needs ; &na t hose sre, as t ney mentioned 
the:!! nere, inter nal uno - thut is, land and :!!aritime 
tr~t:S;Jorta tion, f o r Nhlcn they say they'" like to 
looK for ma t t ri l-ls U!> here ••. - a nd nationc.l oefense, 
<~.no uf ccurs .,, as '· e !<no''', they have baa t o pu t out 
lar ce or cier s f o r e rmtment:; a nd they 've been g iving 
them prio r ity in pr.yment . Ana th~ir pr opos Dl ~:ould 
be t het t hey dre l't 1; scnedule of their absolute 
neeas and see wt1ether we could mLke prov ision up 
h e r o f or m&teri61 credits - I suppose the kind of 
t il!.ng th6 l:.xpor t -Import l:l ank ha s . Ana v;ith th& t 
then they hove confidence thu t they could do these 
o thtr things: r estore liberty of e xcha nge a nd 
estbblish a centra l ba nk c na s t&.bil1ze d th the 
o ther co untries .• 

Livesey , ~ve y ou 6 l i st o f the things thht they 
want? 

They Just men tioneo it here Kithout stating a sum 
or any thing . 

They s ay t hey ' r e stud)'ing it, but t rtey do say -
und they a sk s i)ecHically if we could tell them 
in wha t yea r creaits .ve 1re thinki ng of; they ' ll be 
in a position to t ell us just wbat they want, but 
t hey ' d first like t o know specifically how long 
c redits we ' r e thinking of . 

Of course, from our stendp~int - a s I say, 1 1 m 
doing IllY ilooework . Livesey knows me; by the time 
yuu fellows get better uc4uainted • • • • I ' m doing 
my hoce\7ork here . As f a r a s I know, I don 't think 
this question ncs been up to tne Pres i dent - I mean 
here let' s s;,y &r&zil is re&ay t o buy X m.illions o f 
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dollar s - 11 Now, ldr. Roosevelt, how f ar are you 
willing t o go?" I think i t would make a difference 
in presenting it t o him if he could tell just what 
kind of ~erchandise they wanted, because 

.iell, it ' s pretty well indi cu t ea here. 

'l'hey indica tec that . 

I didn ' t get it . 

Railroad e~tuiproent, muri time e1,uipment of one kind 
or another ; tha t woul d ha ve t o do with their inland 
~·a terways , I assume , just DS much as external. 

Number two . 

Well , 1 1 m thinking, for i ns t ance, if some of the 
things they w~~.nted would - the orders would go into 
our industries which are very low, the r ailroad 

9 

thing particularly, a per son would be mor e inclined \ 
to g ive them longer credits than if, for instance, 
they wanted to go into our shipyards, which are ful l. 
There isn' t much incentive or r eason to help t bem 
on a l ong basis to go into our shipyards when every 
shipyar d in the United Stat es, ~uoting the President, 
is full of orders, can ' t t ake any more orders . So 
it would only fill up - come in competit ion with our 
own Navy, o'm mer cilant marine . Wouldn 1 t be much 
incentive thHe . 

Vargas st.ys that be hopes t o do a great deal in the 
way of interna l communica t ions, binding ~ll the 
stat es t ogether, devel opment s long that line . But 
I haven ' t seen any figures, or in f ac t any r ailway 
l ines fo r uevelopment. 

Seeoo to me it «ould b e quite appropria te f or you 
t o ask them specifically what they hau in mind . 

I did, Ha rry . 

Well, aga in - that they haven ' t given us anything 
s pecific and t hey might be a little more specific 
i n their r equest . 

Who was here when I saw t he l•mbassador? You check 
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me on my memory. Wha t l sai d t o the Amba s sador 
wa s: "Now, Mr. Ambassador, we 've all •.• " -you check 
me, b ecause l r emember I - •• "I've hear d a lot of 
t al k about sometning be t ween your country and mine. 
£verybody wants t o help and everybody wants to do 
something. But wouldn' t it be possible to get some 
of the s pecific things tha t your country needs, bring 
t hem i n her e &nd tnen you and I discuss t hem?" Isn't 
that wha t I s a i d? 

'lhat ' s right. 

Isn' t tha t r ight ? #ha t ? 

That ' s r ight. 

'-heck my memory . 

Tha t' s absolut el y right. What he's doi ng i s coming 
back a nd saying , 11.1.11 r i ght, we have these various 
thi ngs i n mind , but wha t t er ms will you give us?" 

Th<.t 1 s wha t he 's saying , a nd I think i t's not an 
a ppr opriate answer t o your ~uestion, and I thi nk 
you might well r ephrose t he c;ues t ion in such way 
a s t o g et just wht< t ~;e w&nt. 

I think i t is appr opr i a t e i n this way . The f irs t 
intervie\7 was so broaa ; t his i s t he next step . I f 
we 're not inter est ed a t a l l , there 's no use f or 
him going on. · I f we a re int erest ed, I i magine 
t ney 1d .•• 

P&rfec t l y proper 4uestion t o ask . 

#ayne, would this, i n your opinion, be a pr oper 
ans11er? " I am very much inter ested in Souza Cost a 1 s 
letter, appreciate the fr~•na\y spirit, so forth and 
so on . Now, quite fr ankly, the difference in the 
credits •• • n - be hones t with them - ''· •• it would 
make a difference if you wanted to buy things which 
would go to our indus tries which are in a low s t ate of 
pr oduction or whether you wanted to buy something 
from our indus tries which are going at a hundred 
percent . Now, t heref or e, couldn't you indicate to 
me what s ome of t he thi ngs are? " 

\ 
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\'/ell now, I don't think I' d say it q uJ. t e thn t way . 

l•ell, you can think it over . 

You could give that k ind of un lillS'IIer by indicating 
t he .<inds of terms &. s having to do with the type o'f 
e<,\llpment , you see. 

Well , I don ' t know; now, for instance, flay ne , if 
tney wanted t o buy a lot of locomotives, l ot of 
r ailroad s tuff , I •d be willing t o r ecommend t o the 
President he go the l imit; but if t hey wont t o buy 
a l o t of steamships, I wouldn't be so libernl . 

·~ell, I thinA we coulc indicate that in the ansv:er, 
but 1 wou.idn •t bring in this question about t he low 
level of ,..ruauction :>f certc in industries here . iney 
.<no;: that f.nd I don ' t thinic we no.ve t o say it, bec&use 
we might get o ur selves tied up in sort of f. sliding 
sct.le commitmen t t hat .. e wouldn ' t want. 

\ 
Mr. Secret~ry , i t seems tu me thut this note ~uts the 
l e vel of the aiscussion on a plone below the t on which 
you' d like to ho.ve it. Yo u were perfectl y frank wi t h 
them; you sta t ed t o t hem clearly wha t your case was . 
I don ' t think tha t note i s perfectly clear, e nd it 
appe&rs t o me that they might 1·.ell, after you re­
present t he case in whatever uppropriate form you 
like, give Ln ans•:er which would indicate exactly 
what proJects tney ha ve in mina that t hey would like 
to obta in long- term capita l to develop, and th~y 
could go into some det&il both as to the kind .o f 
pr o ject, a s t o the type of material wanted, and 
as to the amounts involved . 

I talked to this fellow a nd I tried to talk t o him 
very plainly . I s a id, "Let's keep i t between the 
t wo of us ," and that ' s the way I talked to him . 
Now, I ha ven't got it; you aon •t a lways expect to 
get t he firs t t ime what you go after, and tha t's 
what I'd like t o go back at . 

But now wha t I would l ike t o suggest is - I don ' t 
Anow how l ong , Ur . Livesey, you gentlemen have 
hod to think a bout this, s ee, but what I 1d like 
to do would be to have yo u think a bout it, or even, 
if you h nd time now, if you c ould take another half 
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hour and go .tn Mr. Taylor ' s office and prepare 
something for me - f irst place, I •ve got t o answer 
t his man, I want to answer him promptly, you see -
prepare something for me, ~nd then I'd like t o 
s end for the Ambassador again. I'd like to t ake 
wbat you bave - and my own people, end di gest it; 
and I 1d like to send f or bim again Friday and have 
a talk, and j ust th6 'lillY I did , on an intimate 
basis, not too for mal . I'd even hesitate t o give 
him a memorandum, I' d keep it kind of verbal- "l 've 
read this thing , appr eciate it . " But I 1 ll take 
your novice, what you think of the courtesy 
involved und what is the usage in South America, 
and wnatever is the proper t hing , that ' s whn t I •a 
liKe t o do . My own inclina tion would be to talk 
to him on a man-~cross-the-teble basis . That ' s 
the way I 1d start it, then try to get him to show 
bis hand, .mat he ~oants . That ' s my inclination, 
but I 1 m 3Sking for advice . 

Have you got another half hour that you could go \ 
into - how a re you (Taylor) fixed? 

All rigbt . 

7o'ell1 if you ' d do that . lily own incl ination, unless 
the ~tate Department says, •No, you've got to be 
more f o rmLl , you've got t o answer them• - if they 
do , I'll abide by t heir decision- would be to keep 
tnis on 6 sort of man- t o-m&n basis ..-ith the Ambassa­
dor. I ' e1 lb:e to see llim Friday, so tba t not too 
long a t ime goes over; like t o ha ve him down here 
Friday. 

Do you (Briggs) want to say somethi ng? 

No, I have nothing much to add t o wha t Mr. Livesey 
said, except to point out that Brazil has been going 
t hrough a period of increasing nationali sm and that 
might bave some effect on the amount of i nvestments 
•.vbich Brazil could hope to obtain. They appea r to 
be on the point of nationalizing t heir insurance 
companies , t or example . 

Nell , if you people could spend another half hour -
because I'd like to see the Ambassador Friday . But 
I want to observe whatever theamenitles of dealing 
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•ld til these people are; a nd as I say, the unusual 
thing in getting a letter direct an6. all that - what­
ever the Department thinks is the right way. I mean 
.1. wouldn ' t want to see the Ambassador ag11in if you 
say t hat would irritate Souza Costa ; now - I mean 
whether it would be better to go back and - on the 
other hand, don ' t irritate the Ambassador. So 
there is something for you people to tell me what 
to do . 

I• ve gotten the impression somewhere that the powers 
that be down south don 't thinA so much of this fellow; 
I don ' t know. 

lYell , that's why I'm very cnxious to have these 
people advise me . And 4 understand - I'm giving 
you this; maybe Mr. Welles told you - that after 
the Ambassador came, after I told him (;ielles) , he 
sent down- as I understand it, wro~e e personal 
letter to President Vargas, sa id he and the Depart-
ment were in~eresteu in doing anything they could \ 
to help. Lo you lenoov a bout that? 

(liods no) 

Mr. Welles told me he wrote a personal letter back­
ing me up in this thing. Better find out; bett er 
ask !.lr . Ylelles whether I. s llould continue to keep 
this cllhnnel with Souzh Costa open or whether I 
should go back to the Ambussador. But I'd like to 
have en answer by tomorrow. 

Now, here, I 1m going to give you people another 
very delicate mission for llr . Vlelles . Here is this 
proposed resolution - do you know about it? - a 
meeting of Treasuri es . 

Yes . Yes . 

Now, to use undiploma tic language, please tell llr. 
Welles for me that I Just hate like everything to 
have this meeting called, because frankly I don 't 
know what the United States Treasury · would do at 
such a meeting. And all of my inclinations are to 
do i t this way, the way we're doing it now, one 
country at a time - like Cuba, one at a time. If 
he and the President want to overrule me, I'm will ing 
to be overruled, but I Just hope he won ' t f orce me . 
Now, will you give him that message? This is it here. 
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I have copies of those t elegrams on my desk . 

Everything - my own feeling is no, but if Mr . Welles 
and Mr . !lull - llr. Bull, Wr. Welles, and the President 
want to overrule me, I'll take it. I wouldn't - I 
won 1 t like it, but I' 11 take it. !low, that's the -
what #e 1ll do at such a meeting I don't know. I 
ha ve no progr am. I'm trying to work out one with 
Bra zil . Now, if we 're succes sful there we ' 11 take 
on the next country, whichever one we decide is the 
most worthwh!le . But t o go !nto a big conference 
with no p1•ogram for the United States Treasury - I 
jus t ha t e t o do it . Tell them not to push me too 
nard . .out if the President and ~r . !lull say, "Well, 
this is wna t ile w~nt," I'll - I won't say I•ll t ake 
it 6no l ike i t, but I'll t &ke it. 

You n&ve no v erba l sugges t ions on that? I believe 
that•s what t hey sent t he thi ng up for . 

If t ney ' r e going to do it, cl! rignt, tha t ' s ell 
right. But 1 1 m a no-confer ence man . I like to 
deul wi tb each country one a t t. time . And here's 
a good example . If we could do something for 
Bruzi l, g r and ; then we ' d t ake on some other country 
down ther e . 

Before you go to your r oom, i s there something 
that you (Taylor) want to •... 

No, I - my feeling is that you hs ve to be a little 
more specific, because ne 1s quoting terms tha t he 
can get from other countries, you see. Now, maybe 
what he's doing is some shopping . .Defore he puts 
all the cards on the t able, he ' d like to know whether 
we're going to be, let ' s say, reasoMble t o do bl1si­
ness ;vith. That's the i mpression that I get from 
this. 

Well, but Wayne, you come ar ound to see me and I•m 
in the banking business, and you say, "I've got a 
proposition in mind; what are your terms?• And 
you're in tbe banking business . Tbe first thing 
you ' re going to say is, "What's the proposal?" 

Well , but at a given point I think I'd be w1111ng to 
talk a little bit about terms. See, you've gone 
through all that pr eliminary stuff. 

\ 
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But I s t ill don't know how much ne wonts and 
everything else . Now •••• 

:s 

;lel.i., you don't have to b6 very s pecific ei tber, 
but I thinK yvu ~ve t o give him at this point soce 
indica tion about r ather aistant maturities for 
certain types of things . 

'•lel.l., I ' a r ather - well, as I say , I know be ' s 
shopping ~nd he ' s throwing this Swiss- French thing 
in my r uce . And 1 <wven 1 t got time to check up, 
but Cocl'lron i s here and I osked him about it; be 
s aid he 'd be ama zea to see t he Swiss go down into 
South /uuerica a t this time . 

Probabl~ j ust agents loo~ing for a commission. 

Hell, Cochran ' s here end l'le said he'd be just amazed 
a t tha iae~ of the Swiss going down t here . 

Tney 1ve got one little sweetmeat they ' re offering 
them down here; tl'la t is to cnang"' all these bonds 
wnich are owed mostly t o tt1e Americans end British 
into milreis bonds, which is just about signing off 
the debts except a s something for the rich people 
to play 10 round with who are willing to wait a genera­
tion or so for the return. 

Well, could 
•lednesday . 
you t o come 

you - waet•s t oday, Tuesday? Tomorrow 's 
lloul.:. i t be pushing you too hard to ask 
b1>ck again t omorrow? '.'/hat? 

llo , I t hi nk we ought to be able to get 1 t considered 
in tue Dep11rtment . 

All right, we 'll do it . Is th!lt O. K. ? Now, 
·;lednesday - I can't do it Thursday; tomorrow I'm 
going out, aon•t ~now now long I'm going to take; 
going t o go out to :Jr . Welles f or luncheon. I 
won't be .vorth much after tho t. So let 1 s say 
lv: JU t omorrow . Is tha t pushing you - you got a 
lot of stuff - i s that pushing you too hard? Wll8 t? 

No, I don ' t think so . 

Is tha t pushing you (Br iggs) too hard? 
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No, as far ns I• m concerned, perfectly satisfact ory. 

lell, I'd like to push on this, really like to get 
s omewhere. Let's say lO:JO tomorrow. 

Will you ad Journ to Ur. Taylor's office? 
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TREASURY DEPARTMENT 17 

INTER O FFICE COMMUN ICATION 

DATa December 13, 1938 

TO Secretary Morgenthau 

"'ON !lr. White 

SubJect: Summery or Le tter from Minis t er or Finance or Brazil 
t o Secretary Morgent hau 

l. The Finance Minister aske specifioall y the maximum length of 
time we could grant on loans t o Brazil for the purchase of equip­
ment in the United Sta tes. 

2 . If the equipment needed for the reorganization of the rail­
roads and transportation system of Brazil can be purchased from 
the Uni ted states on the basis of long term credits, Brazil will 
then be in a position to 

(a) 
(b) 

(c) 

(d) 

Balance t he budget; 
Brazil would be able to r elinquish exchange control on 
commercial transa ctions, and maintain the stability of 
the currency; 
With the relaxation of exc~nge control, Brazil could 
then proceed with the organization or a central bank ; 
Lastly, Brazil would be ins position to make a settle­
ment of i ts defaulted foreign debt. 

3· Sw1es-French banking interests have already made an offer to 
Br~ z11 in which they would 

(a) 

(b) 

(c) 

Organi ze a French-Brazilian corpor ation which would raise 
capital abroad to carry out public works in Brazil. The 
Brazilian Governme nt would guarantee a minimum dividend 
to t he stockholders; 
A credit in French franc s would be crested for the purpose 
of stabilizing the Brazi l i an curr ency and pe r mitting the 
or ganizati on of a cent ral bank of Brazil; 
In connection with this plan the external debt of Brazil 
would be converted from bonds pnyable i n foreign curren-
oies into bonds payable in Brazilian currency. 

4. Belgian and German interests have offered Brazili an c~~dits 
for t he purchase of equipment up t o a maximum term or six years 
but t he Brazi l ians feel that t his i s too short a peri od. 
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ADV~SIIft ON 

tNTIIRNATlONAL KCONOMIC A,AIIIt8 

December 13, 1938. 

llr. Lochhead: 

With me thin morning in our con­

versation with Mr . Morgenthau were: 

Mr. Ellis 0. Briggs , roreign 
Service Officer, Class IV, 
Acting Chief of the Division 
of the American Republics; and 

Mr. Emilio G. Collado, Economiot, 
Division of the American Re­
publica . 

-

' '· 
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Rr. GOVERN!lENT POWER CORPORATION December 13, 1938 . 
11: 15 a .m. 

Present : 

H. :.! . Jr : 

Fol~y: 

l:! • ..! .Jr: 

!' oley: 

B. :.t . Jr: 

!Juffiela: 

Uuffield: 

Foley: 

H. LI.Jr: 

Air . Oliphant 
Ur. Foley 
Mr. Du!"field 

Wh&t I 1d like you two gentlemen (Foley end Duffield) 
to ao is this. In tal4ing with the President yester­
day, he wanted me to get together a ll the Boulder 
Dams and all the other projects, see whether we 
could tarow the~ into one corporation, and - t alking 
&bout electric - and t hen issue their own guer~nteed 
obligati ons, gul! r enteed by the Government, against 
thee, but llaving all the r evenues come in to tluit 
cor ,>oration, so t h&t eventually t nese outstanding 
cert ificates will be paid off through the revenues, 
you see . And then let ' s say tha t the corporation -
a billion aollars, what ever it is - I mean be no 
limit, wha tever it is - and we sell these guaran­
teed obliga tions t o the public, and then with 
that money .•.. 

.•• reimbur se the lreasury •... 

Reimburse the Tr easury . 

.• for the capital .:ost, and t nen pay off the obli­
gations as they e~rn money from the sale of services . 

That's right . And I tbought I 1 a wish tbat on you 
two people, &nd I'd like a report by Friday morning . 
Now, this is only power projects; or it could be 
inclualng irrigation . 

Where there is a power bngle . 

Wher e there ls a revenue angle . 

Hevenue angle, that 1 s right. 

You want to include TVA? 

That 4 uestion was raised . You fellows consider it. 
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ltural Electrification - have they got any stu!!? 

l'hey don' t own 1t . 

l~e 1 ve got money in it. 

19 

Wha t we're doing is setting up al l these corporations 
on t he basis of Commod ity Credit, and the only money 
that the Trea sury will ha ve in that will be the s t ock . 
But from now on those corporations will issue their 
own securities . hnd if Rura l Elect rification ha s 
not gone to the public for its money, it will from 
now on, once we get the a uthorization from Congress, 
see? And so al l t hose ~ill be taken care of like 
Commodity Credit; once a year t hey'll be appr a ised 
and •••• 

Set up t he los s es ana def iciency of capita l, impair­
ment of capital . 

l should tnink the best wc.y t o approoch 1t would be 
tog et t ogether with Ben Cohen . Ben is Generul 
Counsel of the Power Policy Committee, and he knows 
probably as much about this as a nybody in the Govern­
ment. 

Well, l i s t en, you fellows get t ogether and give me 
the - I'll give you an appointment for Friday 
morning, see? On Friday morni ng - we ' ll t ake l O:JO. 

(Nods yes) 

But you two fellows work t ogether on this, will you? 

Is it all right for us to t a l k t o Ben? 

Sure . Power corporation. But this does not take 
into - I mean nothing like Greenbelt or any of these 
other things; that ' s another idea. !told the 
President, "Give me ou~ thing at a time . • I mean 
I ' m doing two tnlngs. The other thing is already 
in the works - setting up all these l ending agencies 
on the basis like Commodity Credit . That he approved 
yesterday; that 's done . But be ' s got this - got 
it in his message - this most likely, i f it looks 
good, m&y go in his message . 

Ana t hen as you go along: Will the price be t he 

\ 
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dollar s we put in, is tha t a fai r valua tion, or 
do we have to r evalue these things, <vri te off a 
certain amount? 

You meen •••. 

20 

Be said, "Now, t e .<!:e Greenbelt; if we were going to 
refin~nce ureenbelt, we ' d have it appraised . If 
we had t o write off 40 or 50 percent, we ' d write it 
off and just sell what you think is a fair amount t o 
the public a nd just s~;y the other thing is 1t loss ." 
&o if tnese things are excess values, we ' d only 
finance wna t we nonestly b elieve we could get back 
tnrough r evenue . 

Yes, and you might ba ve t o write of f your f lood 
control in ~art of taese dams, because you•r e only 
allocatir~ a par t of your cost to tbe power. 

But I 1 m not going to sell a phony issue; only going 
t o sell what I thirur the r evenue will pay a reason­
able interest on . And on the amortization, I t hirur 
in c ase of the power pr o jec ts - I thirur some of them 
bet ween t hirty and f orty years . 

I should thirut you c ould go further t nan that . 

·•hat? 

Go further t han tha t with power ; probabl;, go t o 60 . 

rlell , thirur a bout it . 

Back of it, of course, is the necessary enabling 
legisla tion . 

lhat •s r i ght. But t here ' s o nice little thing . 

Yes . ~ot so l ittle . 

No, but I just wa nt to give it t o you two boys . And 
be back Friday morning . 

\ 

' 
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THE UNDER SECR!:TARY or TH E TR!:ASURY 

W A SMINOTON 

Dear Benf7: 

A8 ~ou know, J aa neither trained in publ i c service nor 

experienced in publi c &ff~irao The Presi dent And ~ou have 

Allowed ae an unu"uAl. opportuni t~ to expre.,. an av~rA~te man' 1 

i ntereet i n hi e country. Therefore, J ~ tr1ing to ~e MY 

beet poeei ble contribution t o the Treaeur1 under your lender­

ehip. 

Wi th t hie p ersonal prefAce, I f eel i mpelled to expreso to 

~ou in writi~ ~ view• on t he problen conrront in~ the Adminie­

tration as Congree• pr~aree t o convene i n January. 

The Republ i can part~, eteerl~ in blind defiance or change, 

bro~e on the rock or UQ¥ieldinr, coneervatloc. U~ not the 

Democrntic party Al lo f ounder b~ ~inr. too rar townrde the other 

extreaet Jt ie ~ conviction that ·t he A.erican people are no 

mo re ultrA liberAl t han ultra conservAtive. The~ are, in fACt, 

pro~reooive. The problema or making a decent living, the bidden 

reare of ineecurity and old as-, are our people'• main preoccu­

pation•• 

Therei n , J th111k, llee the gre10t eecret of the euccee« or 

the Pr eeident 'e ~ainietration. The eocial ftftd economic le«iela­

tion of the pftet eix yenre hfto eccompliehed more ror the ~ver..ge 

&an than • •• accompliehed i n any previouo full century. Big 

cban4;ea , bow.ver, bring big &d,tu•tm~nt•, which we are now mftklng. 

Altho~h ever1 ~••ineeo , occupat ion and ororesoion hno been forced 

rroa i h rut , the people are otrlvi nt; very wi llingly, in the main, 

to make the COfll)lex revhi ono and Aoouce the obligAtions of tho 

new dq. 

It J am correct in t hie etAtement, our probleo then become• 

how to t;o f orward i n a tiae or ad,tuotment. J eM no believer i n 

etanding still, and I know that the Preaidftnt ie not the kind or 

loader who would aek bio people, in euch ti•e• ao these, oimpl~ to 

etand oUll . But there are ~e and wa,ye of goi n« forward. 

W¥ eUt;geetion, huab~ offered, io t hat t ho beet wa,y to go 

forward ie t o conooli dete our caine. Soon t he Pr eoident will 

A4dreae the Congreea on the etate of the Union, J belleYe t hat 

hi e flret eapbaola ehould be on the achlevemonto of t hie Adminie­

trat ion and on hie deteraiOAt i oa aot to •~critic~ t hem. But I 
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aloo believe that hie .. cone! eaphaoil 8houl4 be on the nee4 for 

eontell])llltlon and rBTaluaUon. Consr••• ohoul4 be .. Iced to take 

i nvent~ry of what ha• been clone, t ? ill])rove wbere ill])roveaent ia 

needed, to reeove weakn•• • where weakn••• ha• appeared. 

In ~ opinion, nothi n« would contribute .are creat17 to 

economic r eco•ert, or more firmly etren«then t he Adainiatration 

wtth t he country. I ha•e tal~ecl to all eorte of aen i n theee lllat 

IIOnthe. I ""' eure t hat all but a tl!Q' o t norH7 would recop.he 

and thrill at the wtecloa of a CAll for conteaplation and conaolt­

d,.U on. 

Or couroe, I uncler~tand that eztrenioto ai4bt conetrue euch 

~ call •• a ehor t eale on the part of the Preeident . But for the 

true liber&l t he present r ecord ie eulficlent mat ter of pride. 

For t he true liber&l , coneol ldntln& pro&reee to now t he fl ret 

obj ective. I hATe no l nkllng of t he .AdloinletrAtton1 e plane for 

the i ncomi ng Congreee , but I do haTe a orofoun4 eenee of t he rlelc 

of ne w •entureo , in " tia~ of Adju~t~eni to t he •enturee &lread7 

eucceesfully Eade. The cos=oneot fault of generalehip ie to 

Jeopnrd1 •e " splendid ~vance by ordering t he yanguard too far 

for~nrd--and t hue eubJecttne i t to all the danger• of f l &nlc attBclc. 

I offer the .. oboer.attone becsuu I feel oo certain that 

conoolidntion of present galne ia Tital to econooic reeo•ery. At 

the r1 ek o f l aboring the obvlou~. I should lllce to eloee by poi nt­

ing out that he&l t hy recovery io abeolutely Tital f or three reaoono. 

rtret , f or our Treasury purpoaea, unl••• there 1• recoYer,r •• 

Cftnno t ezpeet Adequate revenue with which to bal~c• the budget. 

There mua t be ~ently increneed national i ncooe, as we all know, 

or your t • ek and mine io hopeleeo. Second, it i e ~ deli ber ate 

judgment that without reeoTery , t he De110crst1 c party 1e out , t hat 

with recovery, the Deooerat i e pnrty io to. And third, t her e io a 

h1~er politics t o be renembered. Wi thout he&lthy recovery we 

cannot m~e our nRti~n a &tr on& fortreeo for the rtsnt, i n a worl d 

i n which t he rl&nt io ••erywhere beleAgUered. 

I r espect fully eub:alt and earnestly ur«• t hat we can aebi••• 

econnmic recover y without ourrender to the forceo of reaction. Thto 

otnt ecent may hAYe no cerit in your eyes, but I want you to believe 

~e when I • BY thRt it repreoento my honeot Judgoent. 

The Honorabl e 

The Secretsry o f the Treaeury. 

Sincerely :rouro, 

/ 

/ "'' ) 
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rtF. R f. VbllUI:. ESTIILA TES December 13, 1938. 
3:45 p.m. 

Present : 

a . ..: . Jr : 

th.u s : 

r! . iA . Jr : 

doas : 

Bell: 

Haas : 

H . .J. Jr: 

i:i&ll s : 

Bell: 

H • ..: . Jr: 

Bell: 

H. 1LJr : 

Bell i 

H • .A . Jr: 

Bell : 

H. 1.!.Jr : 

r . Hanes 
Mr . Taylor 
Mr . Bell 
!Ar . Haas 

!he only two fellows (liaas ano Bell) that count r.re 
here, George, ano the rest ctn .. .. 

·,'/ant e~e to s it down here? 

I was motioning t o Bell so he could see these things . 
You stana benind us . 

Her e ' s a copy. 

0 , 1(., thanks . 

There • s the r ..:vised fi~ure for ' J9 . 

It looks good . 

Now this won't - do t:s this show us t he deficit? 

No, but Dan gets tbut . 

Guess it's right. 

Dion't you tell me the deficit is three billion 900 
something? 

Three billion 985 is the lest official estimat e . 

Three bi llion 985. 

Comes do"m a little now . 

Ar e Ne going to have a new est imate on expenditures? 

Oh yes, in the new budget. Revise i t every year. 

But you haven 't got yours up to date f or this? 
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Bell: 

H. :A. J r: 

llaas : 

B. !.I .Jr: 

l:lans : 

Bell : 

H.it .Jr : 

Baas: 

H.M.Jr: 

Baas : 

Bell: 

11 . \I .Jr: 

Bell: 

H. t.i . Jr: 

Bell : 

li .M. Jr : 

Bell : 

a . :.. Jr: 

Bell: 

H.1LJr : 

Bell: 

- 2-

No, I won't have tbet until the end of the month . 

Doesn' t your (Haas) chart show expenditures are 
off? 

Yes . I have some interes t ing figures there. 

How much are they off? 

About eight percent. 

Lar gely uue to AAA, I t ake it . 

~un 1 t you give us •••• 

" figure? 

Yes . 

24 

But tnese are the total basis, not just budget basis . 

That includes departmental stuff . 

I mean could you people - we know 1 t ' s 510 million 
better on a ccount of the revenue, but we don't know 
how much expenditures will be off . 

I d :m ' t thi1M tney 1 ll be off :nuch . 

You don 't think so . .Vell, ins tead of being tnree • • • 

::>ee, \vhen I rso over toe 1940 est ima tes I •11 go over 
' 39 at the some time anj t i e them together . 

I see . 

If Harry l:lo~kins spends 25~ million dollars more, 
a nd assuming tha t the other estim~tes ar e correct, • •• 

Yes . 

tne deficit •.vill be now $3,725, 00~, 0JJ . 

How much? 

$3 ,725,JOO, OOO for 1939 . 

• 
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H.M.Jr~ 

Bell: 

H. III .Jr: 

Bell: 

H.ill.Jr: 

Bell: 

H • ..I . Jr : 

Bell: 

H.J4.Jt": 

Bell: 

H. ,J. Jr: 

Bell: 

B. I.! . J r: 

Bell: 

H. IA.Jr : 

Haas : 

H.!l. Jt": 

Bell : 

H. M. Jr: 

-3-

That's including the five? 

That's including the additional revenue. 

Just give it t o me aga in so I'll remember it. 

Three billi on 725. 

Three billion 725 . 

.· 

Now, on t he basis of the figures tnat I g avo you 
on t ne yellow shee t for 1940 - I want to impress 
upon you t ney •re ver y rougn - ..• 

Oh-nun . 

25 

••• and auding e250, J JJ , OJO addi tional f or na t ional 
uefense 

How mucn? 

$250, 0JO, OJO. 

(Puts his ha nd t o his eat") 

'.l.ha t' s r ignt. 

Pr esident said f ive hundr ed . 

• • • on the basis of these new estima tes tha t George 
bas Just given you, we ' l l have a deficit of three 
bill i on 714 million in 1940. 

Eleven million dollars l ess . 

By a hair . 

J esus ! You t alk about these babies t hat make t he 
slide-rule t alk when you work t hem backwards ! 

(Laughing) See, I didn ' t have any knowledge of 
t his estimate t ha t George was going to give me 
either. 

(Taylor c omes in) 

Give it t o him (Taylor) aga in. 

\ 
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Bell: 

Taylor : 

Bell : 

b . :.I . Jr : 

Haas : 

H. rJ . Jr : 

Bell : 

H. l.! . Jr : 

Bell : 

Taylor: 

Bell: 

S. l .Jr: 

Bell : 

I:I .M. Jr: 

2S 

-4-

For 1939 George has given me a new estimate of 
revenue of five billion 510, which is up about 510 
over the official e stimat e . ~dding 250 million 
dollars to t he ezpenditure program for Hopkins, we 
get o aei'icit of three billion 725 for 1939 a s com­
pared witn three billion 985 in the official . 

For 1~4J - just a very r ough figure - adding 
~5J million dollars t o that fig ure for national 
defense, s ubtracting what George now estimates 
for revenue, we get a deficit ln 1940 of three 
billion 714 million . 

(Laughs) 

Eleven million aollars under it . 

Can you beat that? Let me say - see what you 1re 
reading from . 

That ' ll make J oke Viner happy . 

\'li th all due respect to the Director of the Budget, 
how do you get away with 25J when the President said 
500 for national defense? 

Just can ' t spend it, Mr . Secretary, with all due 
respect to t he Ar my and Navy . 

You say, when I say nine million for Coast Guard, 
maKe it three because tha t ' s all they'll spend . 

That's right . We can have a progr am of 5JJ million 
dollars for national defense , but it will take two 
years t o get the cash out or tbe Treasury. 

Got Dan talking t hat •11ay now. 

1a~e th&t long to pusn it out. 

You think so . 

When I see the program, I may change that 250 . 

Well, you were wi t h him this morning . Did he 
t alk about it? 

Bell : No . 

\ 
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H. M.Jr : 

Bell : 

H. II.Jr: 

Bell: 

H.t.I.Jr: 

Bell: 

H. :& . J r: 

Bell: 

H. M. Jr: 

Bell: 

H . ~ . Jr : 

Bell: 

a.M.Jr: 

Bell: 

H . !A . Jr: 

Bell : 

li.III.Jr: 

Bell: 

Taylor: 

Huh? Other stuff . 

Other stuff. 

-5-

Be did.n 1 t talk about War . 

.• 

- idn' t nave War ; bad Navy. ~aid there would be 
about five million f or Navy in tha t progr am . But 
he didn't say what the Ar my would be . If they put 
it all in airplanes , it will b e a three-year pro­
gram. 

Right . I/ ell , he 1 s t alking about addi ng a hundred 
million to the Conservation Corps . 

On no . 

Yes. 

For God ' s sake ! 

Six months ' t r a ining course for the graduates in 
bow to use manual arms and tha t kind of s tuff . 

There' s n place f or Waesche to get his training 
corps st~trted . 

Give a six months ' course in military training. 

hS par t of the 500 million program? 

No . 

Why not? That ' s what it is. 

Then when they graduate from tha t, give them the 
chance to go to the R.O. T.C. if they want to. 

27 

Certainly got a nice program - spend an annual 
expenditure that you just can't get out from under . 

I jus t remember these things as we 

When you t alk about R. O. T.C. . ... 
.... 

You better cut that l as t part of it. 
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Bell: 

'h.ylor: 

Bell : 

lL ,LJr: 

Bell : 

Taylor: 

ti •. ~ . Jr: 

Bell : 

Haas: 

H . .A .Jr : 

Hnus : 

H. I.I .Jr : 

Haas: 

H. !A . Jr: 

llell : 

Hans : 

, ,• 

.· 
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R.O.T. C. ? 

Yes . 

You just can't beat that for •••• 

Huh? 

That • s a poli tical Joy ride . 

I'm t nlklng about for these particular l ads . Tha t 
may be the best officer mater i al in the world, but 
I'd just Kin<.! of have: my flngers crossed on thut 
a little bit . 

28 

liell no.¥, George, unless there ' s somebody ar ound 
here wants to challenge this - I don 't; now, maybe 
Taylor or Bell or Hanes wants to go to work on this 
thing. I' m more than willing to take your figures. 
Been at it long enough nOIV . Do you (Bell) want t o 
challenge lt? 

No , I' d lllte -the only challenge I ' d put t o h.im 
this morning was to r ai se that 1940 above 1939; looks 
like we ' re going baCt<IVnrds . He tells me he's been 
over that . 

One reason that these are on a ver y conservative 
basis - '4J - on this type of basis, is that 
here you're going ahead •••. 

You sound like an old Liberty Leaguer, George • 

•. going ahead a nd muking expenditures and the 
receipts which are estimated are estimated on a 
conservative b~sls just like a business f i rm 
would e stiwate • • •• 

~ell , who the bell says we ' re a business firm? 

Just assume, f or instance .•.• 

.nll right . 

If 11e were .... 
and the r eason they ca n' t change the figures 

as Danny suggests i 3 this: that everything we have 

\ 
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H •. L Jr: 

Baas : 

Bell : 

Haas: 

Bell: 

H. :4 .Jr: 

Bell : 

Haas : 

H. :.t . Jr : 

Haas : 

H. :.I . Jr: 

Hans : 

H. :.! . Jr: 

H!18S : 

B. I!. Jr: 

Haas : 
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done - if anybody wants t o come in and check the 
figures, everytlling is consistent a ll t ne way 
through. Take a level - it ' s - and I think you 
have t o stay that way. 

(On phone) Tell danes I ' d liAe him in here now, 
plea se . 

We alw&ys have t o be prepared, I think. 

It ' s up t o the Bureau of the Budget to get the 
expend! tures down, I guess . 

You apprecia t e tne s itua t ion. 

Oh sure, I •m Just kidding. 

29 

On the f ive bill ion 510 - I 1m jus t going to t ake it, 
but if any of you fellows wa nt t o go into this •• •• 

llo, I t hink you have t ::> a ccept OE:orge' s fig ures . 

Well , I wont t o s ay t o you tha t ' 40 on - to give 
you some i dea how conservati ve it is, I t ook the 
FRB o t 1..>0 . 

Aw, George - nuw, nnw, naw, you can't do that. 
Honest, you 're t oo low . 

·•ell, you don 1 t know . 

For wha t calendar year? 

For ' 39 . 

1he whole year a t lvO. 

Aver age 100 . 

But George, it ' s 100 now . 

·rhat • s right, but there ' s pretty good evidence you' re 

going t o g et some decline t he first few months of 
the year. Then you've got this price situation, Yr . 
Secretary , t ha t you don't see the end of . It ' s still 
declining, and if it should decl i ne you might get 
quite a cr ack - I mean quite a dr op, and ther e are 
some people that think in the end - after t he middle 
of the year you 're going t o get qui te n sharp drop. 

\ 
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Bell: 

l:!nas : 

H. :.l . Jr : 

Huas: 

H. IJ . Jr: 

liaas : 

Bell: 

Ha~ts: 

H. :.I.Jr: 

Haas: 

d . iJ. Jr : 

Huas : 

H. I.I . Jr : 

Haas : 

H. :.! . Jr : 

l:!nas: 

H. IJ . Jr : 

:!0 
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Andrews believes that - for A.T. T. - and he ' s not 
al one in that opinion . And I think f or the purpose -
we get another chance, Ur. Secr etary, t o change 
this ; that is, this is a long shot into t he future, 
see, 1940, and I think that it's better to stay on 
the safe side. 

Got two more changes . 

And t hen a nother thing : t hat may be low, but I ' ve 
got prices going up somewha t and they may not go 
up, anu the price is just us important .••• 

I ' m no t going to a rgue with you . 

I know it ' s low. I don 't think it's a probable 
buslness forecast. 

<'ut you got the thing on a basis of 100 for 19)9 . 

That ' s right . 

lhut 1 s culendar year ' 39 . 

~alendar year 1)9 . 

'llhat do you figure for the first six months of ' 40? 

First s ix months of '40 is less than tha t - 95 . 

(Jumps up) George, you're a pessimist. 

No, I t hink there 's a combination of t hings tha t 
might ,,, 

Par don me - this 100 is for the month of November. 

'Iha t ' s right no·w. 

Well, Oecelllber is going t o be above 100 . 

A little above 100 . 

Yes , "'nd you think in the firs t six lllonths of 
I 40 • • • • • • • 
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Baas : 

B.JI. Jr: 

Banes: 

B. IA.Jr: 

Banes: 

IL IA. Jr: 

Reporter: 

B.M. Jr: 

Banes : 

I:I . :J. J r: 

Baas: 

H.M.Jr: 

Banes : 

H. M. Jr : 

-9-

\I ell, no, I don 1 t - Mr. Secretar y , that' s so f ar 
away tha t I think f or this purpose of making a.n 
expenditure budget you better be low on the thing 
now rather t han h.aving t o go ahead in - there ' s a 
good many t hlngs thll t can e ventuate •••• 

(Banes comes in) 

•.• which might make t his thing a good deal 
wor se than it i s . 

Say, we 've been a t this now for fifteen minu~es; 
tn~s is up your alley. Baas is •• • • 

l got a message tlla ~ you said you ~dn1 t need me . 

liho told you tlla t? 

Your oper at or mus t have called me . 

No, di d I s ay that~ 

You told Kieley t o say it was optional with him 
whether t o come in. 

Oh, i s tha t what I said? 

l was f inishing up - we ' re trying to finish t hat 
letter to t he Bank of Americ8 . 

Le t me Just take t wo minutes - you better take 
George, go in on t ai s , if you wi~~ . Can I 
summarize f or you (Baas)? 

Yes, sir . 

'ilhich let~er are you finishing? 

On the Bank of America . 

31 

Let me just give you this , because you can' t give 
me this in two minutes - because you can' t get 
i t ••• Mr . Bell and Wr. Baa~ have been in 
cahoots, see, and they tell me that on the basis 
of the ' 39, when they up the revenue 510 , they 
show a deficit for ' 39 of three billion 725, and 
f or 1940 a deficit of three bi llion 714. Now, if 

' 
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Bell : 

H. ll. Jr: 

Bell: 

H • .\I . J r: 

Haas: 

H. :.I . Jr: 

Bell : 

Haas : 

H.1 . J r: 

Haas: 

H. :.I .Jr: 

Hanes : 

H.M. Jr: 
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that isn' t a phony - I ask you. 

~leven ninety-eight . 

Now, if this thing - I'd like, r eally, the three 
of you t o sit down ;vith George . J.re you (Bell) 
t oo busy? 

xnd how. 

32 

Then the two of you (Hanes and Ta~·lor) definitely 
m~ke an appointment with George - tomorrow some 
t ime? 

I tlllM t ile sooner the better, llr. Secretary. 

Tomorrow, make it. Taylor ~nd Hanes make an 
appointment, because Geor ge - I don •t Nant t o 
;ound him - stand up and fight - he ' s figuring 
the income fo r the calendar year 1939 on ~ bssis 
of ~'edercl Reserve i ndex of 100, and i t ' s 100 
now, for the month of No vember . And for the 
first six months of 40 he ' s only f i guring a 
~ederal Reserve of 96 . 

95. 

95 . 

95 . NoYI, I wish the two or you would sit down .vith 
him some time tomorrow, Wednesday, and tnen if he 
can't - if you can' t - if he can't convince you, 
I ' 11 dr op it, but if he can con1:1nce you then I •d 
liKe t o see you a gai n . I 1 ll put it the other way 
around : if you fel lows ar e convinced by Haas t hat 
he ' s right, we •l l drop it. But if you think the 
way I do , by the old elbo,v, tha t he ' s t oo •. • • 

Oh, I ' m e s t imating -well, I •ll go into it when I 
t alk wlth them . 

Well , you ought to really - I did it when I first 
came here - you ' ve got t o give him a couple hours. 

Good . 

You c an 't do this right under f rom two t o t hree 
hours . Is tha t right, George? 
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Hal'S! 

H~snes : 

d .M. Jr : 

d !>US ! 

Sell: 

H. l.! . Jr : 

Hanes : 

H • .! • Jr : 

T:..tlor : 

H. 'oi , J r : 

T~ylor: 

H •• t . Jr: 

Taylor : 

t!. ~LJr: 

aylor: 

Hanes: 
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Yes . 

ile 111 set aside the time t omorrow . 

~his thing t okes from two t o three hours, and if 
Haas - J. t hink it 1 s wor t h t wo to three hours to 
sit uown either Wednesday or Thursday; but I think 
it ought t o be Wednesday : 

I t hink the sooner the better, because it takes us 
quite a little while to mske a ny change. 

~e ought t o have t hem by next week . 

I•m going t o a sk you to give George between two and 
three hours, so you can lecrn t his wnole t echnique 
and challenge him if necess&ry. 

Make it t omorrow mor ning . Have you (Taylor) got 
enyth1ng on t omorrow mor ning? Make an appointment 
right now . 

I tell you what I 've got on . I 've got Brazil a t 
lJ: J() . 

~~ula you s wi tch Bra~il t o eleven? 

Not - •ell, yes . Yes , I c&n . 

"nen 1 got back to my of fice there , I f ound I had a 
date wi th Dupree of -you kn ow, Proct er & Gamble -
who wunts t o come in; I don't know what it is he 
wants to t~>lK ab.:>ut. 

Nell, will you t ake care of that with V:nite ana 
everybody else? 

Yes . 

Yes . Vlell , when will you • •• 

33 

~hat's t he only one I have . The afternoon is better 
f or me. 

I ' ll have to - I ' ll jus t have to figure out, you 
see . Now let me tell you - maybe we can do it 
tomorrow night, but the only thing that' s worrying 

\ 
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l! . ii.Jr : 

Banes: 

l! . loi . J r: 

Ilanes : 

l! . ;.f . Jr: 

Ilanes: 

U. M.Jr: 

Haas : 

Hanes: 

H. ld . Jr : 

Banes: 

Hanes 

Haas : 

B. lii . Jr: 
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me is to g et this Bank of .l.mertca thing under 
way . 

I know. 

.~<nd we might have t o see BHl Douglas some time 
t omorrow. I n t hat case , we don ' t want to be tied 
up . 

But this week and up t.o Chris tmas night we • ve all 
got t o give the right of way, the green light, 
t o the budget, and that ' s - this is part of the 
budget pic ture; the gr een light is on this . 

hs f ar a s I ' m concerned , it's all right with me . 
fie 1 ll fix it tomorrow some t ime - get over it . 

Uy pla.ns - I 1 ve got to leave here quarter past 
tNelve to go out to Sumner Welles ' s, so I won't 
get bacK here before three or f our o 'clock. I 
won't be ar ound to pester you fellows . But the 
Bank of America will have t o give way to the 
budget . 

fie might start a t twelve o ' clock and go on 
through lunch. .Ce•ll go down here and have lunch 
in 296; won't have to go out of the Treasury; 
keep all our stuff her e . 

Donahey ' s his name? 

O•Donnell. 

~es, and a couple other boys . 

I really would l ike you to do this . And you can•t 
do it under two or three hours. 

Let ' s do it f r om tlfelve to t hree or four . 

~ou based your income now on five billion five -
or 496 million, or something like that? That ' s 
a r a ise. I s tha t what this is? 

~es, the revenue r eceipts . 

I've done it. I• ve been through the mill and •• • 
\liho the hell took my calendar? 

34 
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haas: 

H. J . Jr : 

Haas: 

d . .: . Jr : 

Haas: 

B . ~ . Jr: 

Baas: 

B. :l . Jr: 

Haas: 

Taylor : 

, , , 

:.s 
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ihere it is, to your right. 

L!r. Secretary, I don't want to leave witn you an 

impr ession th~ t if I was est imating for business for 
one pur pose I 1d do it one way, have a different 
figure, ana f or t. buaget you have a different way . 

too~, you don ' t know what nappens . r go over ther e-
1 1 .n nuL even w.:> rry ing so muca a bout Congress - s nd the 

Presiaent will just pound hell out of me . 

Oh, I see . 

>;ell - on t ne fact th::.t I corne to b1ul and Hanes comes 

t o him ana Mr . Bel l comes to hl m, ana wnut we 're 
going to the President of the United States and saying 
t o him is t ha t tn~ business for the next calendar 
year isn ' t going t o b.: any better than it is t nis 
yeur , and f or '40 i t• s going to be worse . 

::ell, you c ould say you think there• s some good 
evidence ror believing it will be better , but for 
budgetary purposes you .nmt t o be right uown a t 
the bot.tom. 

' 

Now list en, George, ull I want is for these f ellows 
t o sit down and give me - l want wha t you honestly 
believe, but i n order to plbY s afe don ' t go five 
per cent low, because it ' s e hell of a r esponsibility 
f or t he Secretor y of the lreasury tog et up before 
the country and s ay that 19)9 business isn' t going 
t o be any b etter t han it is this year and for the 
first six months of 1940 it' s going to be worse. 

Uh-huh . 

Ana I've go t t o t ake it on the chin . llol\, just 
t aKe a mlnute - do you get that? J.nd in or der t o 
play s a f e and be n gooa sta tistician, I think 
Whbt he 's Clone i s he ' s writ ten off just f ive 
percent . 

Yes, that i s what I do - not to be a good statis­
tician, but I think t o have a good budget. 

I th irlic he 's written off f1 ve for calendar year 1 J9 

and t en for ' 40 . 
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U. M. Jr : 

H~nes: 

H. :.I . Jr: 

Hanes : 

l!aas : 
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Do you (Hanes) get the import of this thing? 

Yes . 

3S 

Ra ther, the Trea sury is saying to the world that 
business isn' t going to be cny b et~er next year 
than this . 'Nell, I'm willing to say it if I'm 
convinced it 1 s right and if you fellows are con­
vincea it ' s r tght; but 1 1 m not willing to say 
it unless on awful good evidence - and to say that 
'40 is going to be worse, but - 1 mean if t he evi­
dence is there, okey-doke . 

Can I s tudy t hi s tonight a little? 

Sure , sure . Here's some o ther things . 

\ 
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December 13 , 193tl 

4:4:> pm 

Pre sem;: 

Mr. Bewley 
Mr. Taylor 
Mr. Locnnead 

Kr. Bewley: I hope you nave recovered. 

HM,Jr: Not entlre ly . 
oe a couple or weeks. 

I am arra1d 1 t wl.Ll 

Ur. Bewley: I am sorry. 

HM,Jr: It was broken, you know. 

Mr. Bewley: A broken bone in tne toe? 

HK,Jr: No , broke it right orr. 

Mr. Bewley : 'l'na~' s wretcned. 
do it? 

HM ,Jr: On a ona1r. 

Wr. BewleY: On a onair! 

I!K,Jr: But, all in a day's run. 

llow did you 

Kr. Bewley: But or oourae it isn't run. 

We11, I brought you tne answer down . lou 
wanted to know wnat the Treasury tnougnt about wnat 
naa nappened about Sterling over tne laat ten day& 

39 

or ! or tnignt and wnat tney want me to te!l you is 
tne improvement w01cn took plaoe towards tne end or 
November, tney tnougnt was malnly oauaed by toe re­
turn to better in France. Tney say t nat Sterling 
derived some i ndirect advantage wnenever tne European 
prcapecta seem Detter and th3t there waa a definite 
upturn i n France wnen tne atr1ke wae br oken. That'• 

• 
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what they attributed it to. But they say the 
benefit to some extent has been offset by the 
fact there hae been export of oapital from London 
to Paris. Then they eay the technical bueineee, 
which I told you about confidentially the other 
day, has been going along Just as they expeoted 
and theyhope t hat ef fects will become more pro­
nounced. The soheme will be more or leas completed 
forwa.rd contracts will be more or lese completed in 
the next couple of weeks, eo it will get better. 

<O 

And then flnally they say that there is neally no 
s i gnificant change in the outlook because the markets 
are still almos t exclusively dominated by politi cal 
consi derations and they regard the outl ook aa obscure. 

HK,Jr: Well, what I would gather from that 
is that they still oan use the same device to t ake 
oars or it in ano t her oouple or weeks. 

Kr. Bewley: Another oouple of week, yea. 
That ' s what I unders tand. The t hing is going 
steadily forward for the next couple of weeks, but 
they are not willing t o make a guess. 

HU,Jr: That gives me what we get here about 
it, It all checks . 

Kr. Bewley: Yep. 

HK,Jr: It all checks up. 

Kr. Lgohbead: The last day or t wo there baa 
been more pr essure. 

Kr. Bewl e?: Ny message i e dated December 13th, 
but probably dra ted yesterday. 

HK,Jr: That' s Just what I want and I wish 
you would thank them very much and I have nothing 
unless there is aomething you should like to ask me. 

Kr. Bewley: I don't think there is anything 
at all. I hive nothing to add and nothing at the 
moment I want to aak you. 

HK.Jr: Wayne? 

Kr• Taylor: I t old you (Bewley) we would ex-
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change this inf ormation, more or lees, on the 
Chinese business and you will have some comments 
coming back a little later. 

Kr., Bewley: Oh, yea! I telegraphed t he 
same day, but I think they will take a little time 
getting out all that they have done. It ' s a little 
more complicated point. 

HK.Jr: But there is nothing they are waiting 
on !rom me. 

Kr. Bewley: I don ' t think so. 

HK,Jr: I am caught up , eo to s peak. 

Mr. Lochhead: The marltet has been inclined 
to be flat, particularly in the last day or two , 
because after r ecovery in France the market s were 
quite active . Last two days i t seems that they \ 
are waiting tor Mueeolini 1 e speech. He is supposed 
to be speaking next Monday and pending that speech 
the market is i ncl i ned to mark time. 

day? 
Mr. Bewley: Whatbae Sterling been doi ng to-

Mr. Lochhead: 4. 64. Supported at 4.65. 
Came back in t he late af ternoon, but no volume , but 
t here ie no real tendency in the market Just now. 

HK,Jr: Kr. Bewley might like to know what 
the Department o! Agriculture 1e doing. They have 
educated you (Mr. Lochhead) . This is the wheat deal 
and how they are handling Sterling. I would not 
t ell him now, but after thi s mseting. 

Kr. Bewley : I don't know about it. 
be interested. 

I would 

HK,J r: Our f r i end her e (Kr. Lochhead) was 
edU<l&ted last night and he would bs glad to pass it 
on. 

very 
like 

Mr. Bew~: I would like to know about it 
muoh. T k you very muoh. Yes, I would 
to know. 
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HK ,Jr: I think Kr. Bewley 111ght be interested. 

Kr. Bawler: ' 
I will tell you. 

As soon ae I haYe anything more , 

HK,Jr: Inoidentally, your Kr. Eden made a 
perteotly grand ott-the- reoord epeeoh at the Pree1 
Club. He made an excellent impression. Oh, reall7 
exoellentl llo.llet was next but one to me and I leaned 
over and told him, but really he was awfully good. 

Kr. Bewley: Delighted to hear it. 

had. 
HK.Jr: Biggest turn out the Preas Club has eYer 

Kr, BewleY: That ' s Yery good. He'e a pretty 
attraotive figure. 

42 

HK.Jr: He has a Yery nioe w41; Yery einoere w41. 

oOo- oOo 

\ 
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THE UNDER SECRETARY O~ THE TREASURY 

WAaHINOTON 

December 13, 1938 

Do;J" l!en r:n 

As rou !<now, I am nd t her trai ned i n Jll!bllc servi ce nor 
~xperlenced 1:: J:Ub! ic uffa! r e. The Prenident N'd y~u have 
Pll01ft"'d ::e an ,.lJ'I.J~t.!al oppor tun1 ty to express e.z: average .c&"l ' a 
int• r•• t i n hi~ countr y. ':'har •fcre , I ""' t eyin& to JUike "')' 
bea~ possible ccnt=ibution to the Treasury under your leader­
ahl o . 

With t hiP p e=""n"l nr•l'ece , I !ul lllroelled to eX)>reu to 
y~u i n nTiting my vie~• ~n t he pr eble= ccnfrontin~ t he Admini•­
t r ,tion ~· Congres~ prepare& t o eonvftne i n J anuary. 

The Republic~, pnr t y , Gt e•rine i n blind ~efiance of change, 
br oke on th• r ock of unyhldi nr, cono~rvati om . !.!a,y not t he 
Democret ti c po.r ty al so foun~.er by g<> i ne t oo far towards t he o ther 
extr eme? It 1o my convict ion t ba t t he Amer ic&n r> ecpl e are no 
more ultrc liberAl t hen ultr~ ccna erv~tivo . They are , i n ~~ct, 
progres • i ve. The proble~• of caking a decent living , the hidden 
'f"eru·n or i ntt"'cu.rit:r and old c..t;PI . are our people ' " .cain preoecu­
;>ationo. 

Therl! 1n. I think , l ies t he great • ecr e t of the success of 
t he Prea1f ent ' s afz1nistr~ t1on . The ooc1Al and eco&ocic lef1al a­
t1on of t l:c nast Fi:o: years h&~ &eco,..lhh<od core for the aver~e 

can than was acco:pl ished i n any pr , v1oua full century. 3i s 
char-oeo . honver, brill& bi g adj\lfttoe:lta , orhi ch we are now US:Ci ng. 
AlthouGh ev~ry busines s , occu~~tion And pr ofeaat on has been forced 
f ro" its rut , t hP peopl e e.r~ et rivi ne ver .; wi l lingl y, i n t he main, 
to 1!14%G the complex revisions lllld I\&8U.c18 ti'e obliga tions of t he 
00 \f da;r . 

I r I am correc t in t hi s etatement , our problem then bocooee 
how to co f orward i n n tice or edJuetment. I am no believer in 
s tanding Rt11l, end I know t hat t he Pro•idont i s not t he kind of 
leade r who would eak hi s people, i n •uch t imes aa t heee, simply t o 
ot nn4 atlll . l!ut t here are way& e.r.d .. a,y. or eo l ng forward. 

43 
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Uy •usgeation, humbly offered, io t hat the beat way to go 
!orw&rd is to conool idl\te our gain&. Soon t he President will 
nddreso the Congreea on t he Stat• ot the Union . I beliove that 
hi• firot emphaeio whould be on the achievement. of thia AcU>inia­
tration and on hi o determination not to eecrifice t hem. But I 
also believe that hie aeco~d emphatie ohould be on the need for 
contenplation and revaluntion. Co~reu ehould be uked to t oke 
i nventory of what hAa boen done, t o i:prove where i:prov•~e~t ia 
r.~tt'ded , t o recot·e weakness where weakneop; ~ .. ~ tlppeared .. 

In ~· opi nion, nothilll!: would co1\tribute more greatl;r to 
econocic recov~ry , or <lOre firml y •trengtl.an the AdminiBtr~ tton 
"f!th tl:e country. I h1.we talked t o all oorh of 1.0en i n theoo lll• t 
"'ont ho . I am sure t'>• t all but e. tiny minority oould reeognho 
nnd t~rill at the ~1 sdo~ of a cnll for contemplati on ond coneoli­
d.,.tion. 

Of course, I understand tbc t extreniota night construe ouch 
n call as a short aale on the yart of the Preaidc,t, But for tho 
~rue li~ernl. the ;:r•~er.t r~-:ord l! o•l!fieient =atter of pride. 
For t•e tr<.~e liberal , con•olioat1ne; !)rocre•e h r.ow t he firet 
objective. I ~~ve no I nkling ef t he ~~1n1etr8t~on 1 s plano for 
t~e inco~ing Concrens , but I ¢0 have a profou.~d sense of the risk 
of nP" V\)"'ltu.rse , in a time of Adjue t rtert to the ventures alrondy 
••tecs••fully tonde . The eomonest fault of (I;Oileralehlp h to 
jeop~~di~e a apl~n~l~ advnnce by ordori rc the vanguard too far 
forward--::~nd thuo eubjectint' 1 t to all the dnngers of flank at t acl:. 

I offer theaP o h~rrvations becauoe I fr~l ao certain that 
consolidation c~ r rosent gains i~ vitol to eco~oaic reeoverr . At 
t<.• r!~ of lPb~rins the obvious, I oh?uld like to close br polnt-
1~ o~t t"~t ~ezlthy recovery is rbeolutAlY vital for three reaeone . 

~1r~t , for ou- Trea~ury purposer , unl.ot~Ss ttcre 1s r ecover:· ,.P 
epnnot e:<pect adequo.te roverme w1 th which to bRl ance the bud(! at . 
There ou5t be cr er tly 1-rr:ret\-~ed nstionnl 1ncoo., , t'A ,,. all kno w, 
cr your t~tn:, end ~:~Ina 1o hopeless . Second, it io >:~Y deliberrte 
J·>dg~:~~nt ~'>nt wlthou t r ecovery , t he DeaQeratic partr is out , tha t 
with r eeover;r, t he Deuocretie part y 1a in. o\nd third , thue 1e a 
higher polities to be rozenbered. Without ~o~thy r ecovery we 
can.nct u.kc our M tion a etrong fortross f or the rlght., 1r. & w rlc1 
in r.:~~h the ri~ht 1• everywhere bel eaguered. 

I rcopecttull:; eubml. t ar.d e&rnntly urge that ~e can acl;i evo 
econeaic reco7ery wi tl:out .urrender to the forces of reaction. Thil 
•t~tement ~ay hnv~ no nerlt In your eyes, ~¢ I want you to beliove 
Me when I oQY thAt i t r epre•onta ~Y '>onoet Judcment . 

S1 ncerely your 1 , 

~*··· .-.. . Tr e g,nornblc 

The S!cret-.17 o! th 1'reasury. 
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December lJ, 19)8 4f--
To: The Secret ary 

Free: 

Several i tema cAllle up at the Cabinet meet11!l; last Frida¥ which 
I did no t report to you. 

1, The Preoi dent instructed the ~~mbere of tho Cabi net ~~t in 
cnee any f or eigners cNne to any depar t cent of t llo Gov~_rnmen t wi th 
lettore of i ntroduction or with credenti~e , no matter f r om who~, that 

· bofor e ~cting upon aueh requests , t he depnrtoent ohould aub~it the 
~tt~r to t he St-.t o Depnrtcont for check on the individual. 

2. ~r-e r r eoident aaked the Treooury Department to try to wor k out 
a pl3D to t8Xe ~• of ocall aubscr1ptiona to the next lo~te~ bond 
issue . 

3· The President askod me if ~• wore i n ~ee~ent with tho State 
Depo.r t!Jlent on the Mtter of t he tung oil ad.vnnce to China. I replied 
thnt r~ ~Ad ~inally eotten i nto acree=ent with the State Department and 
t he t everything wua nettled, and t hat wo wer e r eady to go forward at 
once. I e•kad Ur. '•lleo if this wa• not correct , nnd he advioed the 
Preoident that t he Stato Depart ment had been over the ~otter thoro~y 
~ith th~ General Counool of t he Treasury end was antiefied with the 
••t->ro a• :>o" conati t,ted. The ?ru!dent 111&cllted that t he tung oil 
lnforo'ltlo::> ahould ba allo"'od to leak out t hrough the pa1:>t trcde rnther 
~han b;r specific aDIIOunc~nent by either tho Stnt• Depa.rt::!ent or tho 
Tre~•ury Department. 

Present a t t~e C&bi net meeting were Ues'r". Welles, Woodring, 
Cu=inge , Swanson, Icl<eo , 11allace, Roper , anA llAdace Perkina. Aloo, 
Weaora. Farl ey, Ropki na , and Ranee . 

:r. ~ :rr. 

\ 
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Aa tn lain, I u MUbu valM4 la ,.~llo aerrl.M aer 
•liJI•II'l• .. e« la poa~llo .tfalre. '1111 Pr11U.•\ d rou ban 
allow4 M • -na1 oppor\uai\r \o ell)lnll u uerap -•e 
la\1nd la Ide _,..,, fbeJ'etore, I • \I'Jlac \1 IMitl ., 
~"' po111'le eoa\ll'l w\loa \0 \be 'PJ'Mfti'J a4eJ' 70111' laa4ar­
lblp. 

IUb \Ide pei'IOaal pret-, I teal l11pol1N \o llqii'He \1 
'"1a wll'lUac., Ylewe oa \be pro~l• eoatroauac \be a4adale­
\raUoa II Coacr .. e praparH \0 OOIIY ... la J~. 

11M .... ~11- pvt;r, e\..nac la 'llllD4 4•tl- ot obace, 
~I'Ok• "' \be rook ot ..,tel4hc ooaee,....a\110. llq 110\ U.. 
~onuo pv\r aleo tou4ar '»' plac '" tar \owal'de \ha o\b .. 
anr ... f 1\ h ., ooiiYlo\loa U..\ \ba AMII'lo• p eople are • 
•r• uUI'I ll'IIIJ'al \baa ul\J'a oo .. ,,..... .. ,.., 'Iller 11'1, la tu\, 
procrHelY•· '1111 pro~l- ot llloklac a.._, U'rlac, \be blUM 
'"" of la•eCIU'lt;r 1114 ol4 ase, ara ...,. people'• aala ,...._ 
po\loaa. 

'llllrala, I \bllllt0 llH \ha P'M\ "'"' at \be -~~~~ at 
\ba PN.l .. a\ ' • a4alala\J'aUoa. '1111 aoalal 1114 aooaoldo laclal.­
\loa ot \be poe\ elz r•ar• baa _..,u.w •r• tor \he -ace 
- \baa •• -•11•1114 la aar pnYlou Ml _....,.. llc 
~b-apo, llo...,er, 'llll'lac 'lllc a4Jue\a10\e, wtaloh w 11'1 110• IIIIElac• 
Al\bcn~P fl'rW'I ftllMII, IM!ql&\101 aa4 pJ'OfllelOa baa '11110 forel( 
troa Ue "'• \ba people 11'1 a\rl'rlac .,,,., wUUaclr, la \he aata, 
\o .UO \he .... ln J'l'rlllo .. ea4 u- \be o'llllp\l- ot U.. ...... . 

It I • """' la \hie ,,,,_,, - pro'lll• \hla '11-
lloor w .. t..._. la o \lM ot ...,...._,, I • .. 'llallfl'rOJ' ia 
1'-Uac e\111, u4 I aow \bo\ \be h'HU.•\ ll M\ \be ldM fll 
1 .... ,. • w.lt o111t Ide ,..,1o, la •"* \l81o oo """• ei~~plr \1 
a\1114 o\111. ,., \ban 11'1 war• u4 war• et plac tw ~ • 

. t..Jn,..} .... tl1- , . o;vr l' it_ , I . 1 ~· - ~ 
._.t~~J . {\.J .... "-I 
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., ...... u ... ......, ., ..... h ... , ......... .., .. ., 
,_..... le .. -llta\e- ...... leM \be PanS&_. IIIU 

.u -· .. a. ................. at ... --· J -.u ..... . 

... ttr•• ut ·h • ,. -. • -. Mlhlt" •• at *• .....,. .. 
'""• ..a •• Ide .. .,. ?Mtlla Mt .. -'ft• --. .. J 
a1 .. -.u ... _.., ld• • s a' ll 8bM:la -. •• u. ...- ,_ 
-\..,.t&Uoa ..a ral'ol•U•· 0. 1111"111 .. ,. M ........ ..._ ·-\lq ., ... , ... -- ...... lirpll¥1 ..... ...... ' h 
•••• '· .. ,._, .... tr ......... h••• 11M .. 11 ... ... 

Ja .., optaln, ao\ldac ••14 lla\rlw\1 _.. .,_\17 .. 
11111110 ..... ..,. ar ..... tlnol7 ............................. .. 
-.t\a. ~ -·17'· J llla9• \e1W " all _ .. at - .. '"- lad 
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TREASURY DEPARTMENT 

o•n lleoember lll, 1938. 

TD Seorotery Uorgenthau 

Mr. Taylor 

After meeting in your office on Bratil , we adjourned to my office 

ond di• i ded the work or drafting the propoaed reply to Sou&& Coat& ao 

t !-ftt the S tate Departllent wou ld charge itself with the general eomoenta 

AJ>d the TrMsury wou ld d&Tote itself to the apeoifie language relating 

to the questiona asked by Sou.a Costa, The reeling of the meeting woo 

t hat wo oo,ld be rather apecitio. u to tho nxinaln term and Would 

indicate that whil e the torma would vary with tho type of equipment 

purohaud, t hl\t in certain casos auoh ao f or exaCllple public utility 

equipment wo wou ld be ·.rtlling to s o up to 20 yonra , for railrond equip.. 

..ent of aortal n types up to say 10 or 15 M d ao on1 t l-a t wo Wb" ld not 

indicate e i ther the rate of interest or the amounts, that we wo •ld be 

leoa apeoific a bout the possible oredita which oo~d be advanced for 

atabilhat ion purposes , but wo,ld' lndieate a desire for cooperation and 

leave t he door •ery auoh open, indicating atrong interoat 1n the ootab­

liah=ent of a Central Bank and emphaolting our desire to estobliah smoothly 

working trade and financial channela botw.en the two countr ies but not 

committing ourselYea t~rd a gener~l atebilitation program ·Nbioh would 

benefi t other countries 1n greater proportion than the united States. 

1 had lunch With a man by the name ot Jamea H. Ed.rda who haa had 

s ome 25 yearo experience 1n Latin America, I have knOlfll Ji• Edwardo t or 

a number ot )'8&rl particularly when he wao the head ot the Latin Amer l o&D 

\ 
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Division or the 0t f1oe of th~ Speoiel AdTis or to· the Pre sident on Fore1sa 

Trade and the Export- l 111port B&nk Ill origlnally oonatituted , 1 think that 

he lillY be the 111m that •e o..re looJd.n& tor to aot ao our Chie f of Staff 

tor t.!\e work which n haTe dlocuued, Be 11 oooapletlng a aiooion Ill 

Financial .\dTiaor to lliot.ragua and mll be tree not later then Llaroh lot. 

1 ·~till do o. 11 ttle more checking to find out if he 1o otill pe r sOD& gro.ta 

t o the Sto.t e Department which I believe to be t ho case , I t thie checko 

out all r ight I think it '80Uld be o.dviso.ble to have you tdk to him 111\lle 

he is here. He is not a youngsterl in f a ct being oixty, but io o. ht.rd 

.rorlcer and I think probabl y abolt o.s good an all around J:ll.ll ao •• could 

get t or t he work that I have in mind . 

I gave Livesey your r equest to have Heath return for a visit o.tter 

tho f i rst or the year and he wil l set the wheels in mot ion. Pierrepont 

!.!of f o.t reported back on Royal Tyler that he ·•ould be o.ble to .. leo tho 

t rip to Ito.ly right after the Chriat...o holid&ya . I told him I thought 

that 'IOI:Nld be aatlafaatory. 

49 
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rRO M 

TREASURY DEPARTMENT 

INTER OFFICE COMMUNICATION 

DATK IIR.U • . 

Secretary Worgenthau 

Hennen Oliphant 

For your information 

The second day' a public bearing before the T811porary 
National Econoa.ic Committee on the patent situation in the 
eaas container industry did not contain any very spectacular 
developa~ents, the testi•ony bei.ng lal'gely confined to e 
technical exposition of the na ture of the basic processes 
patent control of which is 11 distinguishing feature of the 
control of the industry. Tho last witness, llr . Willi am E. 
Levie , President of the Owena-Illinois Gl ass Compe.ny , was 
questioned at some length •bout the control which hi s grou p 
has in the industry, without anything of importance being 
developed . His t cHtillolly .. ill be continued tomorrow. 

~ 
I 
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Oon.ticlen tiel 

PJ.BJ.PHRJ.Sll ----------
J. telegram of December 13, 1938, fro• the jaericen Con8Ul at 

Ran&oon reada oubotent1al~ ao follonl 

Part o:f a shipment of machine t;tmo u4 ~ition valued a t 

approximate~ $112,000 from Czechoslovakia and Gen:IAIIJ nre the tirot 

IIWU t1ono ot war ochecluled tor tranoport over Cbineae road. J. 

British vessel 1a ocheduled to arrive in J!a114oon in Januar;v with a 

ahipment of war matorialo from France. 1300 tons ot Italian ...,.., 

ammunition and exploaivea have been delivered b;y a Norwegian veaael. 

~:J:GC:VCI 

12/14/38 

\ 
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JR llankow T1& If. R. 

Dated Decuber 13, 1938 
411 

Reo 14 1115 P·• · 

Secret~ o! Sta te, 

lfuhington. 

103, December 13, 4 p.m. 

'l'he 4etenol.J>at1on o! Japan to eat&b1hb e. •new order• 1n the 

l'&r Baat baaed on cooperaUon betn~m Japan and. Cb1n& luuu:bukuo bu 

been atreaoed durin& the put !ew da,.va 1n the llankow-Japaneae con-

trolled vernacular piQ)er and 1n lea!1eta d1atr1buted by planea and \ 

trucka. lll.!peated to Cbungk1n&. 

JOSSELYN 
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JR ORAY 

London 

Dattd DtconbEr 13 1 1938 

REc ' d 3 : 44 p. m. 

SEcrEtary of StatE, 

'Jashi ngton , 

1429, DEcEmbEr 13, 6 p, m, 

FOR TREASURY, 

ThE forEign ExchangE m~rkEt has bEEn vtry quiEt 

today, opErators apparEnt ly awaiting llr , ChambErlain' s 

SpEEch toni ght and mEanwhilE influEncEd by conflicti ng \ 

fac t ors i n t h E nEutr ality pr oclamati on , ThE s tock 

ExchangE has also bEEn vEry quiEt with l i ttl E changE 

in quotations , Tht dollar opEnEd at 4, 65- 7/8 bid and thE 

Bri t ish fund offtrtd dollars but art thought to havt 

sold only a small amount , ThE ratE wEnt to 4, 66- 3/16 at 

f i xing whEn 256 bars wEr E sol d , 102 of which wEr E marriEd 

and about 80 of which wErE suppliEd by thE Bri t i sh fund , 

It is bEliEvEd that thE Briti sh authori t i Es sold a small 

amount of gol d aftEr thE fixing at a slightly highEr pri c E, 

ThE marktt in francs uas also vEry qui Et thE ratE 

rtmaining around 177, 80 , 

'.' /C :CSB •.. ,. JOHNSON 
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PARAPH!USE OF TELEGRAlt RECEIVED 

JRCih American Dllbaesy, Paris, France 

DATE: December 13, 1938, 4 p.m. 

NO . : . 3103 

FOR THE TREASURY 

E3 

There was not very much business done in the ex­

change e~arket here today; rates remained almost staionary 

&round 38. 10 for the dollar and 177.70 for sterling. 

According to our market contact, the fund did not 

intervene at all. The forward rate for sterling wa s 

almost the same a s it was yesterday. In regard to 

domestic and foreign matters the atmosphere was not as 

apprehensive ae it was yesterday . There was no special 

news on the market . 

In a quiet market, variable revenue seouri ties and 

rentee were almost without ch~ge. 

Today' s newspaper I nformation estimates that the 

exchange fund now has i .n the neighborhood of nine billion 

france gold according to statements made recently by 

Reynaud. 

After the Minister of Jinanoe 1 s refusal to accept 

important modifications proposed in certain provieiona 

of the reoent decree laws, the Chamber Finance Committee 

yesterday uening, by as • otea to 17 and 17 abstentions, 

adopted 
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adopted the pro3 ect of the 1939 ordinary budget. An ez­

ce88 of twenty-five million france of revenue oYer ez­

pendituree is shown in the project for the budget aa 

approved by the Committee. It is expected that until it 

comes before the Chamber on December 15 Parlia.met will 

agree to follow the 8a.me special procedure proYiding 

for quick d1ecUBeion as tha t adopted for the 1938 budget 

last year. 

Yesterday the Chamber Finance Committee Yetoed 

paragraph 35 of the decree law of November 31 (See page 3 , 

Embassy ' s despatch no. 334.9 dated NoYember 23, 1938) 

under which the Go•ernment would have the power to 

increase taxes approved in the budget by 10 percent . 

According to the financial press, the French Economic 

1.11aaion, under the leadership of .U})lland, which was recent)' 

sent to Central Europe, has just returned to Paris, and 

that as a result of its labors nn commercial arrangements 

would be signed with Rumania soon and negotiations dealing 

particularly with payments by Yugoslavia will begin 

December 20. I am informed that the mission also con­

cluded an agreement with Bulgaria, (J:nd message) • 

lfiLSOI 
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SECrEtary of StatE, 

Washington. 

6 , DECEmbEr 131 9 a . m. 

55 

Tsi nanfu via Tsingtao 

and N. R. 

DatEd DEcEmbEr 131 1938 

REc ' d 5 a . m. DEcEmbEr 17 . 

PrivatE occhangE shops through which i t had 

prEvi ously bEEn possiblE to obtain ChinEsE cEntral 

govErnmEnt notEs i n ExchangE for FEdEral REsErvE Bank 

notEs and vicE vErsa wErE outlawEd i n Tsinanfu EffEctivE 

DECEmbEr 10, 9 a . m. and s imilar act i on is rEportEd t o 

havE bEEn takEn at Tsi ngtau and ChEf oo. MEasur l is 

dEsignEd to bring about thE circulation, i n thosE arEas 

of Shantung still undEr ChinEsE contr ol , of thE currEncy 

of thE Pripi ng rEgi mE but will grEatly rEtar d businEss, 

at l East for thE t i mE bEing. CEntral govErnmEnt l Egal 

tEndEr with which to buy agricultural products i n the 

SEVEnty "unoccupi Ed" counti Es of thE provincE will no 

longEr bE obtainab~E though i t is undErstood that local 

banks will conti nuE unt i l nExt March to purchas E northErn 

i ssuEs of cErtai n govErnmEnt notEs discounting thElll tEn 

per cEnt. 

REpEatEd to PEiping and Chungking. By mail i o 

'l'singtau, ChEfoo and Tirntain. 

PEG HAWTHORNE 
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GROUP &~ETINO December 13, 1938. 
9:30 A. ll. 

Pre sen•;: Mr. Oliphant 
Mr. Hanes 
Mr. Taylor 
llr. Haas 
Mr. Gibbons 
llr . Duffield 
IJr. 'Lochhead 
!lr. White 
Mr. Boll 
llr . McReynolds 
M1ss Chauncey 

H. M.Jr : Good mor ning, gentlemen. 

Gibbon>: Good morning . 

H. M.Jr : (Telephone conversa tion v1ith Mr. Jesse Jones 
at 9: 34 A. M. attached.) 
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HJ.IJr: 

Jeeee 
Jones: 

l!I.!Jr: 

J : 

Hl!Jr: 

J: 

HWr: 

J : 

!ll!Jr: 

J: 

HW'r: 

J : 

Hl!Jr: 

J: 

!il.IJr : 

J : 

!ll!Jr : 

J: 

Ht!Jr: 

J: 

!il!Jr: 

J: 

Hello. 

Hello , bow are you feeling? 

December ~ . 1Q~8. 
9:~4 a.m. 

Oh, I 'm not l ooking tor any new scrape . I ' ll t r y to 
handle what I've got. 

That's pret ty good ! 

Yeall. 

-
57 

Well, I Just thought at your convenience we might have -­
I might come over and have a little visi t . 

Right.· Uh- - what time ot day would suit you? 

Well , I expect it would b e in the afternoon, Henry , i t 
t hat ' s -- it that suite you. 

I ' m going t o that press c lub luncheon. I suppose you 
ere to? 

How's that? 

Are you going to that press club luncheon? 

I thought I would. 

Well, do you want to come baok trom there , or would you 
rather do it later 1n the afternoon? 

Uh -- it Just depends on -- I' ve got a lot ot t hese 
I' ve got a lo~ ot fel lows here that I don ' t know how I'm 
goi ng t o get -- maybe -- what time would suit you the 
beet? Then? 

Well, three o'clock would suit me the best. 

What time do you think we 
luncheon? 

will get back trom tha t 

Well, I don ' t know. It's called tor t welve- thi rty. 

Let ' s make it three o ' clock. 

Hub? 

Let'• make it three o ' oloo.lr.. 

Doe a that eu1t you? 

That - I '11 work to that , yea. 
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At three o 'olock ber eT 

Yes. 

Alr!:a;ht . 

Fine , thank you. 

58 
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\'/hi t e : 

H.I.! ,Jr: 

White: 

59 
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Jesse Jones . 

(Telephone rings.) Hello . Right . Hello. I've 
got my whole 9 : 30 group her e . Oh. Yeah. Yes. 
I see; I see. Oh, f or heaven' s sake . Uh huh. 
Oh. Cr azy. Crazy. Did you, ah, indicate which 
doctor? Yeah. That' s right. Did you tell her 
that? Oh . Oh, which is the one t hat Gelley (?) 
r ecommended? Uh huh. Yeah. Yes. That is right . 
That ' s right . Yeah. All right . Well . Yeah. 
I see. 0 . K. Thank you. 

One think I 1ve got here in my Business Review 
which I think is very interesting. - I want some 
more work done on it; I have talked to Haas. - and 
that is that he ' s got these figures on exports 
and uses t he foreign industrial production fiscal 
volume figure of the Department of Agriculture; 
and it shows here for our exports up to January, 
138, they 1ve always been with foreign industrial 
production, but since Janua ry, •JS, or shortly 
after that, the t wo lines for the first t ime, 
oh, in eight years - five years - have separated . 

Now, on t~e other hand, our own industrial produc­
tion and imports in the United States still move 
together . 

Well, this is something new, and I wish Harry 
would collaborate with George a nd t hen give me 
the break-down: \Vhere are we losing our exports , 
because he.re are t wo lines which have moved together 
f i ve years, and then suddenly, our exports split 
away from foreign production. 

It is an interesti ng observation and analysis . 

It is, very; it i s something entitely new, and as 
soon a s I saw it, it hit me in the eye, because 
our own industrial production - I asked some time 
ago to bring me up to date . Take this particular 
thing. George said, "This is your baby, in t he 
sense it comes to breaking it down.• I will pass 
it around because it is something which i s , to me, 
quite star tling , and I think we ought to see where 
we are losing. Where is the industrial pickup, 
and where are we losing our exports? 

Give you the whole picture. 
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White: 

H.U. Jr : 

Haas : 

H. tl .Jr: 

Duffield : 

H. rl.Jr : 

Duffield : 
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Fairly fast , Harry . 

In a couple 1ays. 

Those things we get out of the beaten path, hit 
them early am we may be able to do something 
about it. 

Now, again, if I may be a lit tle patient, George, 
Jesse Jones said ••••• 

(Talking to another of group. ) 

George, excuse me; Jesse Jones said three o ' clock, 
so I ' ll make you three forty-five ; and Haas is com­
ipg in a t three forty-five t o give me his adjusted 
revenue figures, if anybody•s interested i n it. 
He tells me revenue for this year is going to be 
up five humred million dollars , which is good 
news to give the President, rather than the other 
one, and I 1d like to get it . Anybody interested, \ 
I am going to receive the figures at three forty­
five . 

Johnny, I got your memorandum last night and I 
don't understand this any more than you seem to 
understand it. I 111 read the first senteuce: 

"Uemo for Secretary Uorgenthau from Belvering,n 
The first sentence, "Through J.lr , Irey, I am 
instructed to report to you upon the subject of 
the infor mation obtained by the Bureau from 
statements of net worth ••••• 11 and so forth. 
I have never in my life told Irey to tell Relvering, 
who is his superior, to report to me. 

Oh, wr. Secretary, remember you talked to Mr . 
Irey with me ~Mrs . Klotz• room one day, and 
told him you wanted him t o remind Ur. Helvering 
of these division setups . 

This is this question of net worth statements of 
a hundred thousand dolla rs . No. No, that­
well, that wasn•t what Magill used to call his 
"blue print division," is it? 

I don•t know; I thought it was, that ' s all. 
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H. li. Jr: Let me explain. What - maybe they're the same; 
we'll clear it up . Magill kept talking all the 
time that if he had a place where the really big 
estates would go through a blue print division, 
where we could see what t hese people did, then we 
wouldn 1 t have to have t hese sudden investigations. 
VIe ought to know what that man or corporation is 
doing . That doesn't mean we have to know his 
per sonal sturr but that was my idea . 

Hanes : I took it up vlith G1.1y when I got that memorandwn 
from your office . Guy said they sent out the 
first long form for the taxpayer to report every 
single, solitary, item that he owned in the world. 

H. l.I . J r : Which wa s wrong . 

Hanes : Wbic h • ••• • 

McReynolds : They did t ha t on their ovm responsibility, without 
checking with the Secretar y . 

H. IJ . Jr : Say that again. 

McReynolds: I say, t hey did t hat on their own responsibility , 
without checking with you, and without checking 
with t he legal division, and so forth . 

H.14.J r: Without yourself (Mr . Oliphant) . 

Qliphant: (Nods "Yes . •) 

R. IA .Jr : And when it came out and I saw it, I ki lled it . 

Hanes : And the second said, where they could not get all 

\ 

the information they needed, they could ask for W1at­
ever they like, like they can in any case. That 
had t he effect of automatically stopping the whole 
thing . 

H. l.l . Jr : \'/ell , now, see tr we can't get what I think we 
ought to have, and this is number one of Kagill1 s 
hobbies, and that is on these very rich estates, 
and big corporations, and they make these moves, 
we ought to have a sort of continuous plan so we 
don't wait until they a r e in hot water and then 
suddenly Vtake un t o the fact a new method has 
grown up . Waybe one tax firm is aqvising people 
we know. Arter all, we ar e in their business over 
titty per cent; we ought to run a continuous plan 
there so that these particular devices which are 
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suddenly- a f ter three or four years you f i nd a 
whole gr~up of taxpayers have changed this sort 
of thing, go in, have a Congressional investiga­
tion, and everybody get s upset , a.Dd so forth . 

I wish you •d thlnk it over . See wha t I mean? 

I see •· rot you mean. V.o ' ve got figures on nbout 
seventy-five . There is no continuity on these 
bib incomes, next big i ncomes; next five go do~n, 
drop out of the gr oup. 

C2 

Yes , but sup) ose he decides he is going to incorpor­
ot e hls business . Seventy-fi ve of t hese follo\':ing 
a .nethod of tax avoidance . You see? Bef ore it 
gets too ser ious , before \':e have to go· through the 
thin~, simply eit'ler correct it or say to these 
fellows , "l';ai t a lllinute; you•re getting into 
t r ouble, " oefore he ' s in t"e thing too deep. It 
will be fine , if some particulnr firm is advising 
them, us i ng some method of tax avoidance , if we 
catch them llhil e it is youne . 

I t hi nk the way to do is to keep studyinc the 
tr~ngs and have some little plac~ not too many, 
where t hey just would keep studying t his thing, 
of a certain number of typical corpor ations and 
a certain number of typical ioeividuals, and so 
fort!l anci so on; and that \\'as t he plan. 

I really thinE. ~:e • d be doiJlL the i ndivi dual or t l-e 
corpor a tion a service . The fellow might say, "I 
didn ' t know I couldn't incor porate my yacht. l'lhY 
didn 't you tell me so?" Or , if we didn' t happen 
to catch this fellow t hat brought over this customs 
stuff, "I 've brought it over like this for five 
years ; I didn't know it ~:as 11rong." 

You dldn •t ask for this par ticular thing when 
Irey got this . 

\,'hat I wanted to knol7 "as 1 r;ha t happened to t he 
original thought , John. See? The original 
thought, of keeping up with these fellows . 

McReynolds: They were supposed to have organized a littl e 
section over there . 
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Oliphant: It had two aspects , in addition to watching the 
prospective t ax evaders , we have a lar ger stake , 
for instance, i n Gener al Uotor s , than anybody in 
the world; anybody outside with that large a s take 
would keep thems elves acquainted . 

H • • I.Jr: You get what I have in mind? 

Hanes: Sure, I do . 

H. I.I .. Jr: V/111 you give i t some thought? Two or three men 
set up a littl e Bureau to study all the t i me . 

1JcReynol ds : I know one of Ireyt s men was br ought in and put 
in charge of t hat section. 

~. ·J .Jr : 17hat t s happened to it? 

McReynolds : Explosion (?) . 

H. ll.Jr : You ' ve got the picture now? 

Ranes : It can be worked automa tically s o you' d get that 
informa tion every year and keep it up to date . 

H •. J. Jr : It wouldn' t be yearly . It ' s a ques tion, if they 
find - let t s submit these fellows always will find 
some means of advisi ng his gr oup of clients hov; 
t o decrease his payment s , and I Y:ant to t r y to keep 
up r:ith these fellows , and if it is legal, All 
r ight; if it isn ' t legal, or ethical, l e t's advise 
these people before they ar e in hot water, and we 
have lost a lot of revenue . That's t he whol e idea, 
and not wait until it becomes a practice and then 
we have a hell of a time dynamiti ng it out. 

Hanes : Uh huh. 

H. ld .Jr : And we have been talking about this thing for two 
years and I have never gotten anywhere . That 1s 
the purpose of these meetings , if ther~ i s some­
thing somebody doesn't understand, and I don't 
understand, to br ing it out in the open. 

Wac, Just see t hat t hese two things are disposed 
of, and please don' t bring them back to me . Huh? 

McReynolds : All right . (Laughs . ) 
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Herman, sometime in the next twenty-four hours, 
bring that in and I'll sit down with you. 

And, Wayne , following our request, for llr . 
Welles, that wa give him aeything on China that 
we have , this memorandum was handed to me Sunday 
night by K. P. Chen, and I'd give it to Welles, 
see? And nobody•s seen this. Through Archie, 
circulate it; and I want to send a copy to the 
President. 

Is this a copy of what you gave Archie? 

Wait a minute . Let ' s get a copy to the President 
and then circulate it . The people interested in 
China ar e Archie, Vlhite, Taylor, Banes , and 
Oliphant. Wy Chines e friends . 

Chinks. 

' Huh? \ 

Chinks. 

Chinks? I don ' t know bo11 the rest of you feel, 
but this old man Jackson is getting kind of expens­
ive; they keep upping this all the time. Rave 
you got yours? 

Yes, but I didn ' t look at the price ; have they 
raised it? 

Yes , they have r aised. 

I feel badly; they left me out . 

I a.m going to give it to him. 

(To ~ss Chauncey:) Call up Ur. Bray, Ur . Farley's 
secretary and say, "We 1 ve got a new Under Secretary; 
he's insulted." 

And about five years ' back dues . 

He 1 s insulted . 

That' s what you think. 
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Farley ought to have a little place t hat does this 
s t udying too. 

Mr . Farley hasn't forgetten me, don ' t worry. 

I think Mr . Hanes has been getting away from the 
New York prices though. 

Mr . Farley made a personal call on me . 

And jus t acknowledge that , and say t hat I have 
a lready seen i t . 

I t hink you ' d better hang on to this. 

Ber man, I started at th~t other side yesterday. 

There is nothing special. 

Nothing? 

Jesse ' s going to see you about the check this 
afternoon? 

He just said he wanted to come over and talk. 

He said he wanted to sl eep on that resolution 
after we gave him the message . 

God , I hope be slept well . 

I told him j ust what the arrangement was•; I under­
s t ood he was to pass t hat resolution. 

He just said be wanted to come over and t alk; 
said he might find out in advance whether the re­
solution - you (Mr. Taylor) ar e t he director -
whether the resolution was passed . 

I hoped it would be handl.ed with such promptitude 
t he truck thing could be bandl.ed . 

I don't want the t ruck thing, please. 
the cash and I think it would be very 
them spend the cash. 

They•ve got 
good to let 

Could they pass the r esolution before the papers on 
the contract were complet e? They ar e not complete 
because I made some changes r.bout ten minutes ago . 
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He's the director . 

t~ch resolution is this? 

On the tung oil. 

£6 

I said s omething last night; there was some place 
in i t he was worried about. 

I don•t want the ·truck thing to go through. It 
should have been bought yesterday. If they put 
it through the Export-Import , they start the 
negotiations all over again for tv:o or three months . 
It isn•t worth it . They 've got the money . 

I thought that if t his loan meant this much 
employment, and so forth, it ~ould be awfully good 
stuff to go out . 

It shouldn' t be delayed . I j ust wouldn't upset 
Chen on this. He doesn't want it to go through. 
It ought to be announced today. We were going to 
do it yesterday. We •ve got a wonderful price and 
if they go back again, t he automobile people -
"Wbat is all this?" And t hey lose confidence. 
They 've got a wonderful price on it. 

There is People's suggestion, and there is Leahy's • . 

I t hink I'll let it ride. 

Leahy admits they probably haven't had exper1ence. 

l'lhic h is which? 

That list is L~ahy 1 s; that one is Peoples - he 
gives only one. 

Any good? 

Leahy thinks ' probably he might be better than 
these other fellows. He ' s had plenty of experience. 

Huh - better background of experience than ei ther 
of those other people . (Reads memo.) Yeah, that 
sounds awf,llly good. It d like to meet hi.m if 
he ' s around. 
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McReynolds : No, he •s in San Fr ancisco . 

H. t~ . Jr : Oh. WeJ,.l •• •• • 

UcR~tnolds : He can be r eached on t he t elephone . 

H. IJ .Jr: l"lllY not phone him; say, if he ' s inter ested we •ll 
pay his expenses t o come on and I'll look him over . 
Tbis man is for Manager of the Chinese Corporation -
a retired naval officer . This looks good; he •s 
been i n the firing end of the Navy . That looks 
good . 

Hanes : Not any mor e . 

White: While v;e ar e on that point, I take it that some -
Ur . Ranes , I ~ow is interested in the price of tung 
oil, and before that goes i n the contr a ct, which 

Ranes : 

l'ihite : 

Taylor: 

R. :! . Jr : 

Taylor : 

H. 'd • . Jr : 

Hanes : 

Oliphant: 

H. ll . Jr : 

Taylor : 

I talte it, is today 1 I think he • d bet ter go over 
it . Now is the time to chec~ it, before it goes 
to the Export-Import Bank and they pass on it. 

VIe should contact t he paint peopl e on that. 

I just thought Mr . Hanes was interest ed in t he 
price . 

lliGht talk to Pearson. 

Talk to who? 

Pearson. 

I •m up in the air; I don•t know; I mean, Oliphant 
called me a couple times yesterday, and I said, 
ple.ase, to handle it, the legal end to go 
through; unless there was an emergency leave me 
out . I can only handle so many things personally; 
I don ' t know about this . 

I don't know what the price deter minate is myself . 

we can handle it. 

Let Wayne know, because Wayne r epresents me on 
this Expor t-Import Bank. 

I think we ought to t alk t o Pearson straight on 
it; after all, he •s the fellow t hat has to carry 

' 
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through t he tlllng and on t he setup, and I think 
you will save ti.me in t he long run; if you•ve got 
any problems like that, pu t t hem in !Us l ap. 

We hAve been tal king to him about it. 

I think it 1 s very important to do that at this 
stase . 

Wayne, inasmuch as you are t he Director, will you 
f ind out what it' s all about . 

I 'll endeavor to , sir . 

Unless •••• 

On t he legal questions which Welles is r aising 
objccti~ns to • • ••• 

• . .. unless it ' s something I'd have to get in on 
I !d like to be relieved; it 's getting down to too \ 
much detail; I can • t carry it, so wi ll you f i nd 
out? And 1f you've got a ny interests - I mean, 
l ot ' s l et it follow through Wayne because this is 
his; he ' s got to know what it's all about in 
order to vote yes or no. All right? 

You got solDething? 

Nothing . 

George? 

We have a new edition of the baloon charts , con­
t aining the November . You want to see t hem? 

At three forty-five . 

Wayne? 

R. F. C. , what they call "Fannie !.lay," which is 
their mortgage association, wants to sell fifty 
million of their debent ures between now and Jan­
uary first . They will probably want five year, 
one and five/eighths. 

To whom do they sell? The syndicate? 
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They will do their own selli ng on it; they will 
offer them for subscription; that•s the way t hey 
did it before. We don' t handle t hem. 

Oh. 

They have only had one i ssue, I t hink. 

They did twenty-five once before . 

If they want any advice, I think it's foolish to 
sell it between now and the first of the year 
because the money is all running out . Right 
after the first the tide is comi.ng back. Uy 
suggestion, unless they really need the money -
about the fifteenth of January is the right 
time . About the fifteenth of January people will 
be l ousy with money, because Harrison spoke t o 
me a couple days ago; be ' s a little worried there 
may be a shortage of cash during the next two 
weeks . Unless there is something; unless they 
are r eally out of the pocket , my r ecommendation \ 
t o them is that they make the issue the f ift eenth 
of Januar y . 

Or cer tainly aft er the first of t he year. 

CertaL~y after the fi r st of the year . Has 
George Harrison spoke to you? 

(Nods "No. ") 

You knew he called about a week ago? 

No, I didn't, 

The drains are taking seven hundred million, plus 
t he usual year-end drain, which is v.:ery heavy, and 
he said i f he needed help he'd call. me again. 

0 . K., Wayne , does t hat make sense? 

Yeah if they find the market i s t here and is 
very1 w1lling to take it, I think for fifty it 
doesn ' t make too much difference, because those 
things go all over the countr y . They are not 
concentrated in New York, necessarily. 
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No, but I 1d prefer it be after the 
first of the year . 

70 

I'll tell the.m that. The other thing is those 
two men you were curious about, they are members 
ot the Trade Agreement Division and they are going 
to Uruguay and the Argentine, and what it amounts 
to i s a paid vacation. You see, they worked pretty 
hard on the British Trade Agreement. 

Well , Mac, I don•t know who is in Gast on's 
office, but I think the newspaper men should 
know - they ran a story; I 1ve got it here - these 
men, some way, from the Information Section of 
the State Department - if it can be given out that 
these two men are not doing foreign exchange. I 
don't want to seem as though there is a difference 
between the Treasury, but the infornation should 
come from the Inforcation Division of the State 
Department, that these men ••••• 

They have very specific instructions as to what 
they are supposed to be doing . 

H.M.Jr : But not foreign exchange. 

Taylor : And t hat is only incidental. 

R.U.Jr: Will you take care of that? 

UcReynolds : Yes sir . 

H.M.Jr: That's all right. 

Oliphant: 

Taylor: 

Oliphant: 

Well , I saw the President yesterday . I don•t 
think he had, and I haven•t , seen this man on the 
appointment list . 

(To l.lr . Oliphant:) Thanks. 

That's the last report. 

There is a continuation of the meet ing of the 
Munitions Board on the tin plate thing this 
afternoon. Did HUntington (Cairns) t ell you? 
Now are you ready to make any great point? 

No. The matter - White •s been working on it; he's 
most familiar with it . 

Regraded Unclassified



( 

( 

White : 

Taylor: 

r:hite : 

Taylor: 

P.. :t . Jr: 

Taylor : 

V'hite : 

H . .. !. Jr : 

~.:Ute : 

Taylor : 

H. !LJr: 

Taylor: 

H. !A.Jr : 

Taylor : 

ll • .l.Jr: 

Taylor : 

71 

- - 14 -

This afternoon will be the time , I presume, 
they will consider any further statements, and 
or al statements , to be made by var ious members of 
t he tin plate industry; whether they will come to 
a decision or not , I don • t know, but i f they do it 
will be a question of preserving Tr easury posi tion . 

Thei r intention is to go through as is . This 
lad who ' s been running ar ound, why, isn ' t quite 
wl'>.at he said he was . 

Oh. 

He produced a lot of letter s , supposedly si&ned 
by Congressman !.lcReynolds, and Congressman 
~lcReynolds didn't know anything about tha t . 

That ' s been done before . 

All r i ght? 

\7ell, I t hink all other things being equal, we •d 
simpl y go along wi t h 11hut i s no1·; t he case . In 
other words , ninety-five and f i ve . 

Unless the Legal Department, v:ho is examining t he 
cas e, had sor.1e considerations t hey would want to 
bring u;> . I dun 1 t know. 

I am not in on this at all . 

I don't think it's nyes sir" yet. 

Unless we had sooe p~rucular point t o make at 
this poi nt, I think we ' d better go alont as is . 

I don 't know what you ar e talking about. 

Her man has some legal points he wants t o make . 

You are saying· either make it nov1 or hold our 
peace . 

On this par ticul ar one . 

o. K. You•re serving no t ice on him. 

I don ' t care whether they malte it now or some other 
t ime, if they are not complet ely r eady, I ' d let 
this one s l eep. 

·, 
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I s t ill say I don ' t know what it's about; I'll 
leave it with you. 

72 

Incidentally, I am giving Ur . Chen a couple recom­
mendations for Kanager of the Chinese Corporation; 
I am trying to find this retired Naval officer. 
You might tell that to Pearson; I have taken on 
the responsibility of finding for Chen a lolannger 
for the Corporation - a retired Army or Naval 
officer for his il.anager . Vlill you tell him that, 
please? And this man looks very good . Does 
that clear you, Wayne? 

(Nods "Yes . ") 

Harry? 

I don't know whether you have noticed, but Heath, 
the man who Ylent over for the St ate Department to 
Germany - his cables are getting to be pretxy 
good . There was a long time when we got nothing, \ 
but t hey are beginning now. '-

I was thinking, I t hougl't we 1d better bring Heath 
back now, 

• • . . • • Ylhether or not the cables were as spot 
news r a ther than - you see, he sent one that 
Schacht was col:li.ng to London. The other is ten 
or twelve pages of statistics . 

Well , V/ayne, supposing we tell the State Depart­
ment, right after the f irst of the year, I 1d like 
Heath to come back for .!l short visit . Please. 

Anything else, Harry? 

No . 

When you fellows of this Committee have a draft 
let me see it before Thursday, will you, on what 
they call the Hill and Valley Committee . 

Oh yes . 

It ' s a new name f or i t . All right? 

WcR~ynolds : (Inaudible - something about "playing up and down.") 
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H. ll . Jr: Steve? 

Gibbons : I have been having a lot of prot ests and 
hearings from people dov.'D on the Texas Border 
on the amendment of the Customs l aw, which gives 
you the authority to issue instruct ions or 
issue a T. D. , making people going across the 
border remain over there an hour , ten minutes, 
or t "enty-four hours . In other r~ords ••• • •• 

H. t.I.Jr : Will you h.'lndl e it? 

Gibbons : Yes . 

H. l.I . Jr : Unt il I want to go over the border myself. 

Gibbons: It is just one of those t hings ; we•ve got about 
as many protests for asagainst it . The State 
Department stepped in on it yester day v.~th a 
memorandum . 

UcReynolds : Cal ifornia and Texas borders want two differ ent 
t hings . 

H.U.Jr : Afraid of Texas i n California on the 1940 
delegation(?) . Better keep that i n mind . 

Gibbons : ~ight have in Califorr~o , but not Texas . 

:J .!l. Jr: Oh, I see . 

Gibbons : Saw the Bur ns yester day. 

H.M.Jr : Jirnmy? 

73 

Gibbons : Burns is pl eadi ng builty in the Lauer case . 
I think Jack Benny and t wo or three more of t hem 
will probabl y be i nvolved . 

R. IA . Jr: Gr acie Allen, on the radio - can't list en any more . 

UcReynolds : Well , this jewelry was for her . 

Gibbons : Uy assistant sai d yesterday it would probabl y 
make him more popular . 

H.M.J r : I don' t think he 1 s right . 
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I t hink the fellow' s through. 

The exchanges improved a little since ear ly morn­
ing . Sterling i s up to 66.5 . 

I am goi ng to stop calling you early. 

Dan? 

Out of the seven hundred thirty- one million 
dollars cash al lotment we got five hundred sixty­
five million in cash ; a hundred sixty-six million 
by credit. Bank deposits are going to go up by 
a hundred sixt y- six million. Reserves ought to 
go down considerably . 

That ' s an amazing amount paid in cash. 

That is about what it was in September . 

Ho" much was the total, seven? 

Seven thirty-one . 

Have you given that out? 

Yes . 

How much in each issue that hasn't been given 
out? 

It flas announced yesterday, I think. 

Usually you show the neVI i ssues of - two issues 
amount to so much. 

Well , the details are given out in that tabular 
form; I haven't seen t hose . Everyone knows it•s 
coming a t about seven fifty. That's given out 
in tabula r form . 

~houldn•t go out before the fif teenth. 

It should have been out the first of this week; 
I ' ll check up on it . In dealing wi th t hese banks, 
getting them to take depositories to handle Social 
Security funds , many of these object to having to 
buy Government securities at a premium and place 
them wi t h the United States Treasury, and are 
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always r aising the question if we withdraw the 
deposits , they 'd have to seil the securities at a 
time when it might be unfavorable to them. I 
don't suggest this as a remedy right at this point, 
but would you have any objection 1£ we studied the 
problem of designing a special security for them 
on a graduating interest rate? 

You are not going over to the President of t he 
United States, ar e you? Rave a church securit -
going to get out a new security just for churches 
of the United Stat es. 

Tln"ee per cent. 

Tln"ee per cent. Go ahead and st udy it. 

I t hink we might work out something 
be non-transf erable that would give 
rate a t a small rate for five year s 
it one/eighth, say, a year. 

I have no objection. 

VIe redeem it at par. 

t hat would 
an interest 
and raising 

Same idea that Fr ederic had for trusts. 

There is a real marke t for both t hose types of 
securities . 

Well , will you study it? 

We have one of them worked out , and we have done 
some work on the other one you are talking about, 
Dan. 

This wouldn't amount to more than seventy-fi ve 
million. 

Rave a grown-up baby bond. 

Ylhat else have you got? 

That 's all. 

Row is the Coast Guard appropriation? - I haven ' t 
heard anything more about it . 

\ 
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Ylell, the Admiral came in to me and apologized 
for having asked anybody outside of my office for 
any money. 

V•hat•s t ha t? 

The Admiral came in and apologized to me for 
having asked anybody outside of my office for 
any money . 

\/ell , you can• t increase your equipment without 
incr easi ng your personnel . 

Well , we have always Given them an increase i n 
personnel for their l arger cutters and larger 
planes . 

He 1 s always short two hundred milli on. 

:lcReynol<is : He wants a s~1ing . He ~tents a swing group. 

H . ~l . Jr: 

Gibbons : 

Bell : 

!.lcReynolcis : 

Bell: 

Gibbon~ : 

H. L! . Jr: 

V.hnt I did v;as this : This thing is movinG so \ 
fast, in the national defense , I thought I ' d 
ge t in on i t before it jumped, so I ' m getting 
fif teen new air pl anes that can be used for armed 
defense purposes; t hree new cutters . I had t o 
move awfully fast , and at l eas t this is the only 
pnrt of the nati onal defense progr am that we have 
been informed of in advance . 

I bctve been insisting on one thing ever since 
Ballint;er went over to Coas t Guard . Been trying 
ever y s i nce to get a civilian assist ant t o Waesche 
that would run this thing in a business-like way 
and Danny has finally agreed to i t . 

I haven ' t swallowed all , but some of it. 

Re gave you two out of ten. 

I didn ' t s walloh the whole program . 

I know you didn't, but, for instance, t he top man. 

This is Exhibit A. I think there are t wenty-five 
init i a ls , and then when it comes to me - a littl e 
memo on it says , •Don 't sign it. " I thought it 
t l!e funniest thing. "Don 't sign it." They have 
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even worn the paper out. 

The damn thing has been signed and promulgated 
once, and I pulled it oack·because it was by 
an Acting Secretary. 

H.U.Jr: O. K. 

McReynolds : Everybody's tied down on that because it lim.its 
everybody ' s activities. 

77 
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GROUP !.!EETING December 14, 1938. 
9:30 A. ll. 

Present: 

H.M.J r: 

ur. Oliphant 
Ill'. Hanes 
ur . Taylor 
ur . Haas 
Ill'. DuUield 
ur . Gibbons 
ttr . White 
llr. Lochhead 
llr . llcReynolds 
lliss Chauncey 

Hello, Uac . Who would be a ••••• (Telephone rings) 
Excuse me - got a phone call . 

(Over telephone) Hello. Hello. Hello. Row are 
you? Would you like to come over and have lunch 
with me tomorrow? Oh gosh. Oh. When will you 
get back? I see . When you leaving, tonight? Oh. 
Well I - I ' ll - I'll rind out during t he day 
whether this thing will keep or not , that I ' ve got 
in mind, see? Right . Oh. Well , I 1m - ah - this -
I 1m going out to Welles ' for lunch; I don ' t know 
when I ' ll get back. At - out in the country. 
We ' re all so1ng English today. I'll see how it 
gets along . Thank you. 

Bill Douglas . 

I got this clipping here that the President ' s 
Committee, taking up Federal financial aid for 
carriers, see, and I thought , 14ac, you sit in on 
this Uphill and DovnUdll Committee, and you m.ight 
bring t hat , to get that to Eccles' attention, see 
Uac? And see whether the work - you know what 
they are working on. 

McReynol ds : Yes , I know. 

R. J.t. Jr : ~n th1
0
smmra1lreoea.d stu!'f , and whether be ' s contacted 

nat C ltt we don' t want to do it twice, see ? 
Anybody know anyt hing about it? It looks as though 
ther e were duplication. 

~cReynolds: Well, •• ••• • 

.. 
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H. ll .Jr: J ust br ing it to his attention . 

ucReynolds : Yes, I will . This is the Railway Committee? 

n. :l . Jr: Excuse me. 

McReynolds : This i s his Railway Co1nmittee? 

H. J.I . Jr : Yes . Looks as though we here are wor king on 
something that t he President has another 
commit t ee wor kine on, and• Ec cles carrying it • 

White : 

H.M.Jr : 

Taylor : 

'! . '! . Jr : 

Oliphant : 

• 
I'd l i ke to say, if you peopl e don' t agr ee with 
me, if you don ' t agree, now is the time to say it . 
I ' d like to get the word out as far as the Treasury 
is concer ned, ~e ar e going to sit tight on all 
banking legislation until af t er the s . E. c. 
s.tar ts thei r hea rines, see? I mean, there are a 
lot 0f things going o~ I haven ' t even r ead Eccles • 
r eports , and my feeling was t ha t if we sat tight 
and s . E. c. started its public hearing, and every­
thing el se, and the thing went along a coupl e 
weeks we may get entirely different type of 
l egisl at ion, and the wor d I got, Crowley said 
Carter Glass is coing to rush something tl~ough 
in the fir st t en days . My feel ing was , I wasn•t 
going t o call the meeting t he Pr esident told me 
to; jus t s i t tight on banking l egisl ation and 
let ' s see wha t develops a t this hearing . 

Who doesn't t hink that ' s a good idea? 

That ' s a good idea . Extendedly, though, I take 
it, it doesn ' t imply internally you won •t hP-ve so~e 
prepar a tion? 

Well, we rod a bankint; bill l ast year , didn• t we, 
on hol ding companies? 

(Nods "Yes . 11 ) 

Didn•t we have one l as t year? I haven' t l ooked 
at i t, and, jus t talking for myself , I just 
thought I ' d say that is some thing I don ' t figure 
I have to get around to till maybe the first of 
Febr uary - just sit and see what happens . 

If you have occasion to see Y/agner and Glass, t hey 
may t ake the same point of view. 
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I called up Glass and he is not in town; I 
wanted to see Crowley and t a lk it over . As far 
as I a.m concerned, I am going to sit back and 
watch the clouds go by until about the first of 
February. 

John? 

eo 

I go alone with that; I think that's a good thought. 

Wayne? 

I think you 1d r el ieve your mind quite a bit if 
you ' d read what I think is in the memorandum - I 
haven ' t seen it - which Ronald Ransom tells me 
was in it . It isn1 t a recoramendation for legisla ­
tion. 

I am not worrying . Let me just talk; give me a 
chance to make a record of what the Pr esident 
tol d me his idea was a s to legislation in con­
nection with bank examinations . 

He suggested that a separ a te agency be formed 

\ 

in which would be put F . D. I. c. and the Comptroller 
of the Currency, and call it "Comptrol ler of Banks, • 
in r1hich the Treasury would have a representative; 
would have this outside of the Tr easury . And then, 
in this agency, a quasi-judicial body who would 
pass on bank matters from the sort of thing t he 
Federal Reserve is doing . Put that in a little 
group - three people be a quasi-judicial body, be 
a part of that organization. And then I said, 
"How about this suggestion I made of bringing in 
the bank examiners of Home Owners • Loan and all 
bank examiners?" He said, "Fine; they 111 all go 
into that ," That would be outside the Treasury. 
And he said, "That would be all right with me. " 
He said the Treasury would have one representative 
sit in on the Board of Director s , so - which is 
not Eccles • idea at all . 

I - I got kind of a general idea about it . I am 
just saying that is what he had in mind, and as 
far as I am concerned, it is all right . What do 
you think about its administr ation, Mac? 

At present I t hink it is good, because it i s the 
same idea I expressed to somebody else the other 
day. 
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A single man as Administrator, and t hen this body to handle the quasi- j udicial. • •• 

But out of the Treasury. Plus Federal Reserve. I t old one of the boys the other day I didn•t think they were t alking about the question or tying 1t in with the Treasury. I said, "You' ve either got to tie it in or tie it out, one or the other. " 

As f ar as I am concerned, tie it on the outside . Was 1t you I talked to yesterday, Wayne, about this? 

Yes . I think i t is swell. 

Did you also say what Uac was - you ~lso thought of it before the President? 

Yes, quite a bit before, except for the semi­Judicial aspect . 

I think that is a big - you, for instance, have been talking about just going so far , you see, nnd I have learned a lot about bank examinations in t he last three or four months, and I think this is all right . I don't - hovt does it sound to you, John? 

It sounds all right to me . It isn' t right like it is, that ' s very clear to me . Just how it ought to be, I haven't given it enough t hought to say. 

Excuse me . 

I just don• t think it ' S right, now. 
Berman, suppose you draw up a rough bill, along the President 's idea, just inside the shop. You going to tell me you· were going to have it drawn? 
Y/ell, if we are going to have an 1I-told-you-so• party, I have been thinking about this several years . I have done a lot or work on it. 
Oene, what do you think about it? 
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I think it's a good idea; I don•t know whether 
insurance should go along with that or not. 
Maybe Insurance belongs here; we pay the whole 
bill. 

The insurance ought to be with the underwriter, 
just as is a fire, and t~,t sort of thing. 
Inspections, and all those things that go right 
alone with the underwriters. 

You mean the insurance. 

Bxar.tination and undert.Titing, side by side -
belong toge~her, functionally. 

I don't know how t he authority would flow. The 
Treasury would have a repr esentative; that • s aJ.l 
right . \'lould 1t be r esponsible to him? Would it 
be spread? Federal Reserve would have a repre­
sentative on this Board . 

But th~re ought to be a single Administrator to 
run the shop and a Board. 

Board of Directors . 

The general Administrative end of t he organiza­
tion would be tied in as one of the Treasury 
units , and not with any direc t supervision, but 
in the same way that Farm Credit a nd institutions 
of that kind ought to be tied in. 

You mean Far~ Credit or Commodi ty Credit? 

Far.n Credit. 

He means ultimate . 

Well , you've got this thought; play with it and 
see what you get out of i t. 

You can set it up, splice ~t out , and later de­
termine its ultimate affili ation in relation to 
the President . 

There are some steps t ha t have to be taken in 
there, such as you have to determine the owner­
ship of the stock of the F. D. I . c., and clear 
up that situa tion. 

' 
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I don 1 t think there would be much argument on 
that . I think t he United States Treasury 
ought to own t hat. 

There are some loose ends of that character that 
have to be cleared up . 

If Herman will br ing it in and submit it to the 
Banking Committee of t he Treasury, John, it will 
be a little progress. 

Now, what have you got, Uac; your l ap looks full. 

McReynolds : Well , this Cabnet Comittee on Social Security is 
calling for a meeting again tomorro~ at eleven 
o 'clock, in the office of the Secretary of Labor . 

!! • d. J r : Who follows that for me? 

t!cReynolds : You designated your Under Secretary; he seems to 
be getting a lot of things . \ 

H."l.Jr : When did I designate him? 

McReynolds : Quite sometime ago; quite soon after he came over 
here. 

Hanes : I never heard of this Committee, here, that I 
remember . 

H. ' !.Jr: This is the Committee that gave birth to the 
thing. 

~cReynolds : The original Cabinet Committee a ppointed by the 
President, and Ylallace. 

Hanes : I say, that is a little new to me; I don1 t remembe r 
that one . I have been working with Altmeyer and 
our boys . They are hctVing two meetings today, if 
that is the same thing . 

LlcReynolds : Since you probably Vlon •t go, am you ' re a member 
of that Committee, I think the only thing-of 
course, Mr. Hanes is familiar with everyt.~ng 
that ' s happening v11th respect to discussions of 
their proposed legislation on that . 

H. 'i. Jr: Is he? 
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Hanes : I think I am, unless they are not telli ng me; we 
have had boys over t here right straight along. 

H • • 1 • .rr : Well , then, t his l:ould foll ow right along, wouldn ' t 
it? Will you pick this u p, then? Vihere i s i t ? 

:&cReynolds : Miss Perkins ' office, eleven o • clock t omorrow; 
I ' ll send your boy a note . 

H. '.I .Jr : Wha t else you got? 

McReynolds : I 1 ve got this young fellow I have been t alking 
to as a pr oposed a ppointment for Uiss O'Reilly ' s 
pla ce dorm in ••••• 

H. J..Tr : Gee -- (Laughs) On, what a man. Honestly, did 
you do everythi~ I said t o do yesterday? 

~cReynolus : (Laughs) You can ' t ask me about it i n par t i cular. 

H • .l.Jr: 

Chauncey: 

H. ' .: •. rr: 

Don 1 t dare me , !.lac; don' t dare me . Mac kind of 
blushes . I t hink Nell Jmows t he story anyhow . 

(Blushing) I •:n ju~t guessing . 

She knows t he s t or y . 

Does anybody knov.• uny good r eason why I shouldn' t 
ta~e Uac •s candidate, Frank Leland Hor.ard, a s 
Assistant to Mrs . Ross? 0 . K., I do, Mac. Put 
h1o on. 

llcRe~~olds : or course he will co down there as Actin& f or a 
while, and alon~ about - give him tv;o or three 
months trial in that capacity, and if he does 
all right we 'll make him - I won ' t give him a ny 
promotion; we •ll just t ry him . 

'"l , ',l , Jr : What else you got? 

:&cReynolds : Nothing . 

Lochhead : Outside t he exchanges, things still quiet. 

The other day you a sked Barris to l ook into what 
bonds the F. D. I . c. - you want to sell something ; 
he ' s looked that up. In the meantime we have got 
a n order t hat came downstairs to bey six hundred 
t housand dollars worth for Government Life. We 
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have been holding up the purchases for that 
account. On the other hand they say Government 
Life wanted to get t he money invested . 

Put it in two per cent bonds. 

I thought Bell would be here this morning. We 
will continue that with, at least, no further 
i nvestments. 

85 

Government Life; we 111 invest it for them. It's 
silly to put the money into anything else. 

Nothing else. 

Harry? Listen, Har ry, when are you going to give 
me a trial run on this Hill and Vall ey Com41ttee? 

\•e ' l l work on it today, perhaps . 

Am I going to see it before tomorrow? 

I'll work on it today; before you go home tonight . 

I might want to see it aft er supper . 

It will be ready b efore then. 

Have you got a nything on tonight? 

Not so far. 

Keep it open, will you please . 

(Nods "Nothing.") 

John? 

Do you want to see these recommendations of the 
Social Security? They are going to the President, 
I think Alt meyer told me yesterday, , Monday or 
Tuesday of next week. Do you want to see what he ' s 
preparing to recommend to the President? 

I would like to . 

I'll have the information for you; I think we•ll 
have all the recommendations in by four o ' clock 
this afternoon, so I'll give you a memorandum on 
it tonight. 

' 
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What I thought, talking at t our o ' clock, I thought 
at four o ' clock this afternoon, it you and Haas 
and Taylor will come in, I ' d like to see the three 
of you, to get the benefit of what you find . You 
busy? 

I have a meeting with this Social Security crowd 
at four o 1 clock in my office. 

Could you make it four thirty? 

I'll try; I 1ll see what I can do . There are 
eight people coming to that meeting . 

I'll tell you what I ' ll do. 

You might be through before four o ' clock. 

The minute I get back from Welles• I 'll see you 
people . If necessary, I ' ll see you after four . 
All you've got to take is exactly three minutes . 
How' s that? \ 

Fine . Fine. 

As soon a s I come ba ck from Welles• I 'll ask to 
see you three gentlemen and all you•ve got to say 
to me is you do or you don 't; you see what I mean? 

Yeah. 

o. 1(. 

Fine . 

(Nods to Mr. Taylor. ) 

The Export-Import Bank, at its meeting yesterday 
evening - Jesse's ready to go over with you when­
ever it is -- passed their r esolution. 

Well, will Jesse call me? 

I don•t knovr; it was all he said . He was going 
over to the Vlhite House today. 

He said he was going, didn ' t he? 

Yes . 
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I think I ' ll wait until he calls me. 

He also drafted a publicity 

He shol'led me t hat . 

Vlhat was t hat? 

A press releas e . I t hink State will want to 
change it a little bit . 

You bett er read tha t memo I gave you l as t night 
before you give anythin& out to t he press. 

\'iha t IS that? 

Whet he said at the Cabinet meeting. 

But I disagree with it . \'/hat I ' ll do, in order 
t o carry it out, you tell Jones the President has 
his ovm idea. He ouaht to clear t hat publicity 
s t atement with Stevo Early . That takes car e of us.\ 
Tell him, at t he discussion t he President had his 
own idea, so in order to be sure it is agr eeable 
he ' d better show it to Steve Early. 

You 'd - when you go over together, why if you ' r e 
going over toget her •• ••• 

I may forget about i t . 
it . 

I t hink that•s better. 

I won•t for get about 

That, and the publicity, sho..: it to the President. 

Your ideas in r espect to the publicity was in 
accord with the meeting last niaht . 

r:ell , this statecent is gotten out by t he R. F. c.; 
it ' s a s t a tement of the Reconstruction Finance 
Corporation - the announce~ent on the' part of the 
Export-Import, and saying what it i s for - a 
perfectly pl ain statement , and in per fectly 
simple English, and I am for it. Hanes is right 
to bring it up, but I told Welles over t he phone 
I disagreed wi t h the President. I think we can 
cover it by telling Steve this is what t he ' 
President wants and l et him get a clearance with 
t he President . 
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I am glad you brought it up. I would not have -
I 1d have taken it on my own. 

It was understood last night there would be a 
clear ance on the publicity. 

Vlith the Vlhite.House? 0 . K. Trot ' s all right . 
I disagr ee with the President a hundred per cent. 

I think you 1 re right, too, but I think he ought 
to be persuaded out of that position. 

I don ' t think tha t will be very dilficult . 

I don't think so . 

17Mt•s the next step, Y:ayne? 

The next step is wa it till Jesse calls me up and 
asks me to go over it with him. The r eason is that 
Jesse - you never know; he micht feel well; he 
might -want to gb ov~r alone. I don't knov. that 
he wants me . I want to be invited . I'm very 
sensative about it. 

I'll be your social secretary for it . 

He might wake up this morning with the wrong -
"Henry, can't I get a clearance with the President.• 
I am serious; I mean, "I'll clear it; Henry doesn't 
have to do i t . " 

If the R. F . c. has officially cleared that, I 
have been holding a little memo I think for abP~t 
a month and a half . 

Well, wait a minute . 

You •ve got the President ' s initials on it? 

The bet was the R. F. c. Export-Import Bank bears 
it. See what it is labeled. 

Chinese Sweepstakes . By the way, was it unanimous? 

Surel y . 

Did the State Department vote on it? 
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(Nods "Yes . ") 

This way is - how was it? It doesn't say how it 
is . 

Yes , the initi als on it - t ook the vote t here -
three . 

H. M. J ., no; 1'/hite, no; R. 0 . , no. "Yeses" are 
Hanes, Lochhead , and Fol ey. So each of you get 
seventy-five cents . 

Fifty cents. 

I'll take mLne nor. . (Laughter ) 

All right . 

Did you see what Archie said? 

What? 

That "I never worked so har d for a quarter in 11\Y 
life . " 

I have one move ~uestion . Assuming the President 
approves , what is the next step before our friend 
gets away to Cuba? We don ' t want to get sewed up 
and tied up before he l eaves . 

Well , I think this contract has to be worked out 
in final form. 

Can' t it be set up so we can go ahead and opera te, 
even though he is down in Cuba? 

Oh yes . 

Are you sure? 

(Nods "Yes . •) 

It ought to be menti oned to him specifically. 

Is Pierson coming a t eleven? 

Yes. 

\ 
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I 1ll tell him, then; you tell him too. o. K. , 
. I can do it . 

Anything else on China? 

Taylor : I think that ' s about all. 

H.l.! .Jr: I never lost a quarter so cheerfully • 

..lcReynolds: You 1re getting awfully extravagant . It used to 
be nickels and dimes, and now quarters . 

Ranes : We didn ' t have any change that day. 

H. ~ . Jr: \'.ell, I just want to thank everybody for the help. 
There's nothing happened ar ound the Treasury which 
ma~es me happi er than to s ee t he Chinese get this 
thing, and there i s still just a slight chance t ha t 
maybe the deciding f actor in the Pacific, and 
Cochran had breakfast with me this morning , and I 
told him when he goes back, from noV~ on, as he 
travels around, keep a sking questions of Swiss 
banker s and Dutch bankers , and Fr ench bankers, 
about China and South America , because a ll those 
things run in there. He ' s going to call you for 
authorizati on to travel after the first of January. 
As he goes on, he knows t he Swiss banker made the 
loan to Br azil . As he goes around, keep asking 
questions . I told him to keep his ears open on 

Taylor: 

H. lJ • . Jr: 

Indo-China . 

By the way, would you ask whe t her v:e have a 
Consul at Hai-Phong . 

We haven't one . And t hey have one - at t he only 
pl ace that you wanted covered, t he onlY one they 
had a Consul at is at Rangoon. They haven ' t one 
at the r ail head but they are sending a man down 
into Indo-China to look t he situation over with 
the view of recommending whether or not there 
should be a Consul at Hai-Phong . · 

Would you tell them, if t hey haven't got the money, 
I'd pay for one for six months; I ' ll make a com­
mitment for siX monthS - his expenses and salary 
at HaijPhong and one at Rail Head, too. I ' ll pay 
for both. They've got a lot of young fellows ; 
you know it will be swell training for somebody 
that has just come through the thing, see? I ' ll 
pay for one at the rail head, and one at Hai-Phong, 
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which is where the Indo-China Railroad starts 
' isn ' t it? At Rai-Phone? At the Red River , is it? 

Yes . Yes, that i s the one that goes up to Hai­
Phong; that i s the r ailway for the French. 

The other thing is , they are reporti ng by air mail 
every day as to traffic , and so on, t hat they 
se~ , and t hey send copies of tha t over to us , 
which "ill come here for the first time, today, 
I &Uass it is , 11ith the idea that that may be good 
enough, r ather than do t he cable job . 

All right, but they ar e ~etttng cooiesevery day as 
to traffic over the Indo-China road, and t he other 
one? 

They are getting air mail letters . I t may not be 
da ily, but I understood it was practically daily. 

On the I ndo-China Rnilroad? 

They h.~ve got a man in Indo-Chit~; not definitely 
at the post . 

I'd like one at Hai-Phong . It ' s important to me 
to have one at Hai-Phong and one a t the rnil head 
at Bhamo . I •d be t;;lud to pay for tv:o men, six 
months each. 

!lof. , 'ho told me 1:-s t ni~:ht about this? 

(Raises hand . ) 

What about those t1:o fellol<S? 

I as'<ed r.ha t they were saying and prior to l\r. 
Taylor ' s call over there t hey v;ere saying these 
two men had gone down there for the purpose of 
obtairung certain informa tion on matter s l r.r gely 
of a technical natur e concerning trade r elations , 
particul arly matters of exchange, and since Mr . 
Taylor• s.call they have changed it to "particularly 
matters of exchange control ." 

You were a hundr ed per cent successful. Well , do 
you mind if I call Sumner on t ha t myself? 

No. Yihat they are r eally doing :i.s having a vaca­
tion down there . 
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What a r e t hose t•:o fel lows • names? 

Fowl er - F- o-w-1- e-r - and Sappington - S- a -p-p­
i - n-g-t - o- n. 

Sappington. You mind if I call Sumner? 

Not at a l l. 

I think this is v ery funny . 

(Over telephone : ) wr . Sumner ~elles , please . 
All right. 

I )l;:ve nothing this mor~ll& •. 

Just thc.t . 

loith u vie\, to avoiC:int; t rot d iff iculty with 
refer ence to Sudeten Territory, we are go i ng to 
have t he s ame t hing •... 

I can' t hear you. 

I s ay , v1i th a view to a voiding the d ifficul t y 
we had \'lith Sudeten Terri tory 1 we ar e going to 
have the same thing \11th Pola nd and Hungary -
v:hat they ' ve taken - and ,·:e a r c proposing to i ssue 
prcsti&e to the effect when r:e ije t t::Us notice froo 
t he State Department, if, as , and when r.e get it, 
y;e have to apply the same rule, so we have put the 
shipoing i ndustry on notice . 

Vthose name is on that? 

This is under t he Comcissioncr of Customs , and 
it •s been .over to t he State Depar tment a r.d t hey 
have approved it . 

0 . K. The r e is the s t a te•nent if you wnnt t o 
see i t. 

It wi ll go throu gh Gaston. 

You mean, i ssu ed t oday , Her man; don ' t know when 
St a t e Departcent will give us clear ance. 

Ever ybody happy? 

' 
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tNTD O""ea c:.oMMU N ICAT10N 

OATC 
December 14, 1958 

llr, Taylor 

Sonntor Ki ng called me on the telephone , largely tor the purpose 

or repee.til'l6 the comeraation Which he had had with you on the queotion 

or alhor . I gathered thet ha felt that aa long as we -intained the 

docestio prioo it was ~~ite ag reeable to him to oee the foreign price 

rflduced and, 1n •ot, purohR.aee could ceo.ae. He ·na ourioue as to What 

action ..-o'Jld be taken and I ha ~ nothing t o ortor , but thanked h.ilo for 

the expresolon or hia viewe. 

The newopnper boye have t ho story on the Chineao oredit , I did 

ey best with the three who talked to me to hold them orr , Ho.,.,...er, they 

have the deta i lo or t he OJ:IC>Illlt, the r .. ot that it bas been appr oved by 

tho Bank o:1d tho R, F, C, and 1a now awaiting final approval by the lhite 

l~uoe , There were quite a rew people at the meeting yeaterday so that 

·111 can s..18peot COJaQOroe , State and the R.r.c. if we want to. Howner , 

the fa ct renaina that there will unqueationably be pretty edueated guuaea 

ln the morning papers , 

I 

\ 
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EDA 

Stcrttary of StatE 

Washington 

599 , DEcEmbEr 14, 9 a , m, 

CHUNGKING VIA N. R. 

DatEd DEcEmbEr 14, 1938 

RECEiVEd 4 a ,m, 15th 

ThE CEIU'RAL DAILY NEWS on DEcEmbEr 11, commEntEd on 

t~L Ambassador ' s trip to thE UnitEd statts , saying that 

it will havE a far-reaching EffEct on t hE futurE of thE 

Far East as wtll as on thE prestige of thE Unit Ed Statts , 

This j ournal remarked t hat Japan is SEEking first of all 

to wipE out wEstErn prestigE in thE Far East and that 

if AmErica is to protEct its intErEsts and prEstigE in 

thE OriEnt positivE action is thE only way out becausE 

protests and dEclarations have provEd insufficiEnt, All 

AmErican nEEds to do , this organ rEmarkEd, is to adopt 

rEtaliatory Economic measurEs against Japan and providE 

Economic assistancE to China ; military action is not 

nECEssary , ThE articlE concludEd wi th an appEal to thE 

UnitEd Statts to ExprEss through action its dEnunciation 

of Japan ' s solution of thE NinE PowEr TrEaty. 

S4 

ThE TAICUNG PAO on NovEmbEr 13 publishEd a long arti clE 

on AmErican Far EastErn policy which rEachEd thE conclusion 

that 
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EDA - 2 - #5991 DEcEililEr 14, 9 a. m. from Chungking 

that in thE light of traditional AmErican policy and of 

obvious JapanEsE ambitions , thE timE has comE tor thE 

UnitEd Stat£~ to adopt a positivE policy basEd upon 

thE principlEs sEt f orth in thE PrEsidEnt 's spEEch at 

Chicae;o in 1937. This journal rEI:!arkEd that thE t imt i s 

PipE tor intErnational coopEration in thE maint EnancE of 

lEgal principlEs , that only AmErica is qualifiEd to lEnd 

thi s movEl!lrnt and that thE prEsrnt and tuturE happinEss 

or misfortunE ot thE world wlll bE dEtEnninEd by thE 

quEstion of wh EthEr AmErica can a ccEpt thE rEsponsi bility 

of this lEadErshi p . 

No (rEpEat no) othEr notEworthy commEnts on thE 

Ambassador ' s dEparturE havE appEarEd but thE Embassy 

has lEarnEd that i n official circlEs thErE is much 

sp Eculation rEgarding stEps t~at may bE takEn by thE 

AmErican GovErnmEnt following consultation with thE 

Ambassador. 

REpEat Ed to PEiping for mai li.ng to Tokyo. 

PECK 

RR 

ss 
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;noNAL RESOURCES COMMITTEE 
NORTH llllUIIOR BUILDING 

WASHIHGTOH 

'!'"11e HonorAble 
Tne Secretary of the 

Weon1 118t on , D.C. 

lot)' clear llr. Secret3r7: 

'DecOlll'ber 14, 1938, 

Treasury, 

I bl<ve been over with llr. RwDl the preliminary draft 

wnl.Cll be and h1a comoittee htwe been worki ng on , ..ncl I can 

ouure ycu that in general terme I am in agTeoment with it; 

but I om eorry I can not be at t he meet ing tomorrow morning be-

cauae I have the regular monthly meet\~ ot t h e Park and 

Plnnn1ng Comr.~1sa1on at which I hnve t o preoicle , 

Very oincerely youro , 

\ 
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TREASURY DEPARTMENT 

I NTER OFI"'C E COMMUNICATIO N 

DATK au; 1• -

ro Secretary llorgeuthau 

,ROM Benas.n Ollpbent 

For your information 

Tbe public bearings involving the patent situation 
in the glass 1nduat.ry continued t.o-4s,y with representatives 
ot t!;a tiro larses t producing cOlllpaniea oa the stand . 
'nle f act that the industry 1a doainated by • nry su.1l 
group and t.'>at it ie, aa e practical utter, iapoasible 
for any n ew entrant, however f inanciall y responsible 
or capable, to enter tho tield except with the penaission 
of the doainant group, baa been illustrated eo often 
thet its repetition ia becoaing somewha t monotonous . 
The manner in which t."oe existing concentration was at­
tained is only lees clear, and it i s abundantly evident 
that coat.rol of patents in the industry haa been a 
deeisi va factor in the devalopmen t . 

97 

\ 
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WAR DEPARTM ENT 

WA.eH I HOTO H 

Dece11ber 14, 1938. 

lly dear Mr. Secretaey: 

I ban been Tecy IIUCb interested in axas!n!ng the 

confidential MIIOr&nda rega.rding the Cb ineae si tuatian which 

waa enclosed in your l e tter of Nove11ber thirtieth. I 

appreciate your thoughtful courtesy in sending it to ae. 

~ , 
or'iar. ~ Secreta.r;y 

' 
' 

The Honorabl e 

The Secretary or the Treasury. 

Regraded Unclassified



(liON 

TREASURY DEPARTMENT 

INT&ft OP'P'IC• COM MUNICATION 

Secretar7 llorgentbau 

RerMD Oliphant 

.· 
S9 

DATI 

Deceaber 14, 1938 

.lubrey lfUliaaa telephoned • this mornillc, and I c0111"eee aOM 

difficulty in getting hie point, Re said t hat yeeterde;r be was discuesiq 
rltb Mro. BoosoyeH , or abe was talldng to hia, about t ile policy which 
the Treasury pursued in detexmining whatber gifts to charity were taxable. 
I eaid that tha Treasury could only- follow the legislation &s interpreted 
by the courts, that there waa a aultitude or deciei oa.e on the question, 
and that it was too coaple.x for tbe whole 'l'reuury legal poei tion to be 
stated i n & word, He then suggested that I telepbone llrs. Boosevolt and 
tell her what our policy wae , or that I write her a ae110rand,., 

I tried to find out wbet epecUic ease was i nvolTed, but be wae 
quite Tague , although ba did mention a proposed gift by tba Good Ifill 
Foundation to t he Youth Congress . 

I sb&ll handle the .attar an;r way you se;r. I could, or course, 
write llr s . Roosevelt a dissertation on the subject if that was desired. 
There is too much law involved to state it all on the t<jlepbane . 

In the meantiJDe, I aa looldng into tba Good Will Foundation ease 
to ascertain ita ste tue in rq office and ita -r1 ta. 
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An order ot Septeaber l3, 1938, 1111ued b7 tbe Secrettuy ot 

t he 'l'reaeuey 1 tX'IIlllferred to tbe General Co11118al tor tba 'l're&alll7 0... 

part;.ent the control of tbe legal work of the Office of tbe Ccaptroller 

of the Currency. The orde r pro'fides alao that tbe Secrettuy of tbe 

Treasuey shall pass upon all cbangea in the legal steff &nd in tbeir 

a&larles, The legal author1 t:r tor t his order is clear and ~ be brief'q 

outlined as tollcwa. 

It is clear tb&t tbe Secretar;y ot the Tre&aur;y has control 

over the adminia trstive func t ions of the Comptroller ot the Currency, 

This appears from the debatas in Congre1111 in 1~1 when the statute 

creating the Ortice of tbe Co:llptroller was eA&Cted1 and from the taru of 

the s tatute 1 tselt as interpreted b7 the courts and the Attorney Geru~ral. 

It appears rro,. the debates that an effort was lll8.de in the Rouse of Rep­

resentatives to make the proposed bureau independent of the Secret&r7 . 

However, a1l amendments designed to accomplish that purpose .are rejected . 

1.1oroover, the s tatute expreasl;y provides that the Otrice of the Comptroller 

ia a "bureau• in the Tre&IIUJ7 Depart:nent and that the Comptroller abal.l. 

perfora bia dutiea under tbe seneral directions of the Secrettuy of tbe 

TreasUJ7. The amplitude of such control b7 the Secretary bas been ea­

pb!.sized by t he courts , and the Supreme Court bas said that national b&nkll 

ue subject to tbe • supe.rrlsion and direction of tbe Coaptroller of tbe 

Currency and or the Secrettuy of tbe Treasury. • llso, tbe Supre..a Court 

hss given a like conatrueti011 to a .statute which placed the C.-iasioner 

or the General Land Office uruler tbe direction of tbe Secrettuy of the 

Interior. In 1912, Attorne7 General lickarebu intonoed tbe P!'eaidant 

' 
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that the Comptroller of the Currene7, in the exercise of hie adminia­

tntive and executive duties, aust be subject to the control of tbe 

Secretary of the Treasury since otherwise the provision i n the statute 

that the Comptroller perform his duties under the general direction ot 

the Secl'!'tery would amount to nothing. 

It i s a t-parent also that t he general regulatory power or the 

;ec!"< tory ex tends to the supervision and control of the legal staff 

•nd H e work, i ncluding the rearrang...,ent of t he legel :18Cbinecy of 

101 

t~~ lle!>fr1.aent and the appo1nt..ent of e.tton.eya or the e.pproval of such 

appointnent. :lot only is that true as a me.tter ot Covel'l'Zlentnl effi­

ciency and rosponaibi lity, but it also follows clearly from the express 

langllllge or a provision of the Revised Statutes or 18?3, which aut hor-

1••• t he head of ••ch Department or t he Government to regulate the dis­

t.r ibution and perfoi'IIl8nce of 1 ts business. It has been frequently held 

by t he courtll t hat t he appointment end removal of members of an adminia­

troUve starr is the exElrcise of en sdlliniatrative or executive tUDCtiOII. 

lloreover, tbe Secretecy's control over t he legal staff and ita 

"ork b fortified by tile lew cree.ting the Office o.f the Genere..l Counsel 

for the Treasury Depertl!lent .. hich stew a ths t the General Coun::el shall 

be the chief lew officer of the Department llnd ehsll perfo:m such dutiea 

u may bo required of him by the Secretary. Under tbat a te.t ute end an 

01-dc r of the Secretecy issued in 19.34, the Oenoral Counsel bas supervised 

the l egal work of the Bureau or Internal. Revenue, t!le Bureau of liarcotica, 

t be Coset Gunrd , the Bureau ot Cuatou, the Procure..,nt Division, etc. 

The exteneion ot tha supervision or the General Counael, b7 the Seerete17 ' a 

\ 
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order ot S.pteaber 13, 1938, to the lep.l b,.l.Deee ot the ~u ot 

tbe Comptroller· ot tbe CUrrenq ••rel3 followed e1. eetebllebe4 IIOda 

of procedure, alld ne tu.llT autboriHd eince, iD 1 te relat1011eh1p to 

tbe Tre&BU%7 Dapartaent, tbet Bureau occupiee a poei tion no ditterent 

tTCIII that or the other bureaus or the Department aenticmed abo..e. 

! 02 

\ • 
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RE ASSISTANCE TO BRAZIL December 14, 1938. 
11:00 a . m. 

Present: 

H.Jt.Jr: 

k'hi te: 

H.:.I . J r: 

Pier son: 

l! • .t.Jr: 

Taylor: 

Livesey: 

H • .li.Jr: 

Livesey: 

H.M.Jr: 

Pierson: 

llr. Taylor 
Yr. White 
Yr . Lochhead 
!lr . Pierson 
l.lr. Livesey 
Mr . Briggs 
Mr. Woodward 

I'll have to do my homewor k . Everybody seen this? 

( Nods yes) 

Bas Pierson seen this? 

Yes . 

In the first place, has the State Department decided 
the letter should go r ight badt to Souza Costa~ 

They have a recommendation to make to you as to 
how lt should be handled . l.lr. Briggs, I t hink, 
will give tha t to you. 

Your idee about sending a letter - Kr. Br iggs, who 
is of the diplomatic side, suggests getting this 
off by mail and then t elling tbe - giving this a 
little head st art, then calling in the Ambassador. 

Vobatever you people think i s r ight, I'll accept . 

Mr. Welles, of course, would like to see tbe draft -
completed product before it goes. 

Fine. (St arts reading proposed letter) 

J ust a little thing. The fi r st three paragraphs 
start with "I." I think we might change that. 

(Continues reading) 

Just a small thi.ng, the top of page 2 - • tor the 
payment on purchases of needed economic equipment• -
can you give me a better word? 

"Productive." • 

\ 
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H.!II.Jr: 

Herson: 

8 . M.Jr: 

Briggs: 

B.II. Jr: 

Briggs: 

H. ::.!.Jr: 

White: 

H.I.!.Jr: 

Taylor: 

White: 

H.:l.Jr: 

Taylor: 

Pierson: 

R.M.Jr: 

Pierson: 

l:i. M. Jr: 

Taylor: 

H.!.!.Jr: 

White: 

104 

. -2-

What? 

"Productive . n 

That's all right; I don ' t like the wor d • economic. • 

Of course, "productive• would rule out armaments . 

Pardon me? 

•Productive" ~ould rule out armaments , which is one 
of the things they want. 

I question whether 

You need nave no adJective - "needed equipment" if 
you like . 

It has to go - the President would decide if he wants 
to make loans for armaments . Personally, I haven 't 
been thinking in terms of armaments. I've been 
tninking in terms of proauctive equipment. 

I think say " productive equipment" a.nd the other one 
could be handled in conversation. 

Armaments could be construed as productive, as a 
policeman ' s club, if you wish. 

Why need any adJective? 

I think it's better to have it. 

I •ve been emphasizing this type of financing as much 
as I c ould . 

Which way, please? 

The productive fea ture. 

It ' s all right with me. That makes sense. 

I think much better to have it productive; then if 
you have to move away from that, you can. 

I don't like the word "economic ." 

I 11-chosen word . Since I put it there, I can s 8.1 
tba t . Ob, I know why it's in there - because be 
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!I.M.Jr: 

'Nhi te: 

Ji.M. Jr: 

Pier son: 

!I.M.Jr: 

Pierson: 

H. l.t . Jr : 

Pierson: 

H. !.!.Jr: 

Pierson: 

-3-

put it in. I remember. I used the exact word. 
But we can leave it out. 

I don't like it. 

I was wondering why I had i t in. I've got my 
allbi. 

, "5 .! ... 

On three, "I need not assure you• - I ' d leave out 
the words • need not ." What ? The l ast - just leave 
out the words "need no t . • "I assure you. " 

It ' s all right . It can be r efined, but I'm willing 
t o take it as it is . I think it's a good letter ; I 
t hink it ' s a good letter. Jus t those few little 
suggestions . And I think l i ke all these t hings, 
you c a n spend hours over them; but this covers 
everything I had in mind . 

I haven't had a chance to t a lk to Mr. Pierson. 
HoN do you f eel about the general idea? 

I t hink i t ' s good. I Just heard of it yesterday . 
I t~ink i t's excellent . 

The idea back of it was this . Jus~ake a minute. 
I went to the President and Ur . Hul l and said , "I'd 
like to try, see 1f I r eal ly c a n 1 t do something 
with the Secr etory of the Treasury of Brazil parti­
cularly, just concentra t e on that, if it's all 
r ignt ~ith you. " They both sai d, "Fine, go t o it .• 
I thought just to concentra te on tbls one country, 
see wha t we could get out of it. 

Well , it's one of the great countries down t here and 
it ' s one that is mos t f riendly t o us. Good place t o 
start. 

And has greatest possibilities, doesn't it? 

I 1 d make Col ombia a pretty close second . They ' re in 
pr etty cl ose 

'lheir things are in good shape, 11ren't they? 

Yes , t hey are. 
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H. :.t . Jr: 

Pi erson: 

H. r.t . Jr: 

Pierson: 

l:! .!i. Jr: 

Pier son : 

H.Jl. Jr: 

Pierson: 

H. I.I. Jr : 

"lay lor: 

Pierson: 

H. o! . Jr : 

Li vtlsey : 

H •• \.Jr: 

Briggs: 

-4-

uo they need loans? 

~es, they need equipment loans and loans ror 
electric power , railroad l oans . 

Well , l thought I ' d jus t concentra te on Brazil for 
the time being . 

Well now, I think we 'll do this. I tll1nlt that you 
might - if the ~t~ te Department would show t nis 
t o :.tr. \'1elles, and if he nas a ny changes , if you 
coulo bring it back - I think see all of you 
t omorrow - if you get it back in Llr. Taylor's 
hand, see? 

I think i t would be a nice t hing , Pierson, t o show 
this to Mr . J ones . I mentioned this t o him yester day. 
Be ' s home s ick t oday . 

Yes . 

~ut I think if you - have you got a dr aft? 

Yes . 

It•s important enough . i 1 d like him to take a 
l ook at it, see lf he has any suggesti ons. 

1 1 11 be glaa t o do it . 

Jus t brir~ word back to Taylor. I ' d like to know. 

;·,e ' 11 give you a clean draft of it . 

Yes . 

But you (Livesey) don't need any t hing . • •• 

No, we can take care of that very handily. 

Now, as to the method . I ' m to write this to Yr. 
Souza Costa, put it in the ai r mail, and t hen if we 
got , say, a clearance tomorrow, then maybe Wonday 
I'd send f or the Brazi lian Ambassador . Is that the 
idea? 

If you g ot it cleared tomorrow, that would be about 
the right thing - tioe; I can check on when it would 
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Briggs: 

a . :.t.Jr: 

Briggs : 

Lives~:y : 

H.!l. Jr: 

Briggs: 

H.M. Jr: 

Briggs: 

a . .t. J r: 

Pier son: 

H. l<! .Jr: 

Pierson: 

H. r.t.Jr: 

Br iggs: 

-5-

get down. 

Well , we could - you want it tog et there before 
I see him, is t bat the idea? 

~ither Just before or else have you see him on the 
same day when it would arrive. 

And would I show him the letter I got from Mr. Souza 
Costa at the same time? 

Certainly wouldn't see any ob jection to it, would 
you (Livesey)? 

No . 

Why do you suppose - i s this fellow, so to speak, 
an exile, this Ambassador, sent up here as a 
political refugee? 

No . \ 

Huh? 

No. No, I think it would be desirable to cooperate 
closely with 111m. But I tllink your main man is down 
there. 

All rigllt. Then I'll do it. And I tllink the thing 
t o do is tllis . Ask Mr. Nelles if he could let us 
know, say, by noon tomorrow whetller tllis is all 
rigllt. Mr. Jones the same . 

I 111 do that. 

Huh? 

I 111 see him today. 

And tllen get it back to Yr. Taylor . See, we don' t 
know wha t will come out of this thing, but at least 
we - what l'.ve done - I've accowplished tllis much: 
I• ve established direct connections with Souza Costa. 
Von• t you tllink he's the fellow? 

Well, be end Ara.nha . I don't know which - there's 
a little Jealousy, see? 
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Taylor: 

H . .li . Jr: 

Taylor : 

H. I.! . Jr: 

Livesey: 

Taylor: 

H. c.! .Jr: 

-6-

hranha will know about it if we let the Ambassador 
here know; a nd also you will send copies of tbat 
down t o our Embassy, so they ' ll be i nformed . 

Well, I think i t's all t o the good, i t' s all to the 
goou. The way I feel - I 1ll tell Mr . Pierson t he 
way I feel - I just feel this way: 1f X country 
goes in there from Europe a nd says, "~e ' ll lend 
you the money at five percent for nine years, " I 
t hink .ve ought to say, "We 111 lend it to you for 
ten at four a nd a half·" Whatever t hey do, we 
ought to go Just a little bit better. 

~e thought we'd like t o go quite a lot better. 
That ' s why we started giving that twenty - because 
that ' s the one thing that we have to sell t hat the 
other fellows haven't got. ~/ell, let ' s go we;t out on 
the end there . 

1 1m delighted to be pushed out on the end. 

Tha t ' s on an amortization basis . 

Oh yes, r egular amortization . But t he last payment -
why , as long as the payments are kept up, you don't 
give a damn how long it is; and the other fellow 
does . 

Well, I'm all right on this . 

' 
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rll!ordl.nB a-1a1 ooor-at1an boot 111 the ~t.cl ~ end an.u. 
I run 

(«e ard ploued to note that ,you reel that 7fN' nat.lan 1a •PI* n*'• _.. 

the ail.nol 11 not onlr 1n the 1nt.emal but &Uo 1n the intcnat.lonal Ml'bte. 

aw for fllnuil aM we look tornrd to cloee ooop.rat.lon bet • that 1n8t1t.. 

tion and tho eppropr1ate acem' • ot th1l Oeaw •t. 

CO<lpe!'&t1Jir with 701i1r Oe;amt 1n alibi~ the~ OOOIT-- objMU-

l ·.nation of the pruent !1nancia1 situati on of your GoveriiiiCllt. 

ll1a ,_, .. 
Aru-dts-~ 
~otn , 
liodt~ • ''· 
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R£ Crt!Nl:.SE LOAN December 14, 1938. 
11:15 a .m. 

Present: 1olr . Taylor 
r.lr. Vlhi te 

"Mr. Lochhead 

H .~ .Jr: 

Pier son: 

ll.M. Jr: 

Pier son: 

H.M.Jr: 

Mr. 'llarren Pierson 
.!r. Lives ey 
Mr . Briggs 
Mr . Vloodwar d 

I went t o t alk to you (Pier son) a minute about 
this ~hinese thi ng. Are Ne all right on the 
Chinese thing? Anything you ~ant to &sk me? 
Tbis moving all r ight? 

Yes, one thing I want to ask you. 

Please . 

1 understood you end Mr. Jones, or you, were going 
t o get some approval in t be f orm of & resolution •.•• 

Now, in view of Mr. J ones being ill, he a sked Mr. 
rlanes to come up to see him on a banking matter. 
So I t ol d Mr. Hanes to make this suggestion: if 
~r. Jones felt that he wasn't going to be nble, I ' d 
be glad t o handle it the way we always handle it 
here - the f ormal things, written 1n a f ormal way; 
Wr. McReynolds, ~ administr ative assistant, will 
go over to see the Chief Clerk a t tbe White Bouse, 
Wr . Forster, and ask Yr. Forster - give Yr. Forster 
two things , the resolution and the publicity release, 
and ask whether the President would initial - get a 
cle~rance on the publicity . 

Hanes is up there now With Mr. Jones. I f he wants 
t o handle it that way, it ' s ail right, or does he 
want t o wait w1til he, Mr. Jones , can see the 
President himself? So they ' re up there now, and 
that's - if Mr . J ones feels he can't get out for 
a day or two, 1 t ake it my Wr. YcR~ynolds will walk 
across the street and see Yr . Rudolph Forster and 
say, •wr. Jones and Yr. Wor genthau would like a 
clearance on two things, the Bank' s resolution and 

\ 
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Pierson: 

Taylor: 

!' terson: 

Livesey: 

H.M.Jr: 

!.i vesey : 

Pierson: 

Taylor: 

Taylor: 

H . ..: .Jr: 

Taylor: 

R. IJ.Jr: 

1H 
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the publicity." ~o lf you would tell Hanes's 
office to call you when be gets back, he ' ll tell 
you what the decision is . Is that all right with 
you? 

Fine . 

Warren's goi ng to Cuba, sailing on Friday . Or are 
you going to fly? 

TaKe e train t o Miami , f ly from there . 

Mr. Secretary, ar e t he State Department's interests 
taken core of in r eger d t o publicity? 

I wouldn 1 t worry a bout the State De.pnrtment' s 
interests . Nba t do you think we should do? 

'rbe publicity thing - of cours e, we want t o know 
what's coming out, and I r eised a question in the 
meeting last night about whether or not there 
should be some mention that this i s not - does 
not ha ve to do with arms and ammunition . I just 
r a i se t his ques tion. 

Tha t• s the purpose of having the State Department 
sit in here, is t o a dvise me before it's too l ate . 

"e nave n ,Ufferent idea . 

We have a commitment to t he State Department that 
1fe will show the press r elease to them b efore it 

goes out. 

l'lell , ..'hen you go out would you leave that message 

in H&nes • s office, so tnat •.• -wha t? 

(Nods yes) 

.Because 1t might - well, I didn 't know about it; I 
mean I didn ' t make such a commitment, but i f you 
have I' ll live up to it. Wil l you (Taylor) carry 

t hat? 

(tlods yes) 

Because i t m1gbt perfectly well go over there and 
get a clear ance and pop out. I didn't know about that. 
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So what el se is there? 

Mr. J ones di d , though . 

!'a r don? 

· ·s .L.:. 

Mr . Jones d id, because he was t here a t the meet ing. 

Well t aen, he ' d know about it. 

(Di scussion i s carried on 
re Cuba for sever al minutes; 
t ills discussion transcribed 
separ a t ely) 

~nd t ner e was somet hing el se on the China thing . 
You know t ha t they ' ve got two thousand t ons of 
t ung oil .>hi ch i s &rrivi ng, wor t h $800, 000 . 

Yes . 

Us e hal f a milli on of tha t f or capital ; t he other 
three hundred t housand is going t o be ear mar ked 
f or future interes t payments , not going t o spend 
i t . 

I kne·,y t hat . 

A.nd I think 1 t • s - I mean Chen is behaving beauti­
fully , "nd I wisn t hey were all as good - like 
'-hen. 

hn i nter esting comment a t t he meeting last night 
that pr obabl y might be appropria te . Patter son 
wanted to know who t he 
never hear d of them, and he has considerable 
f amiliar ! ty with CIU.na . 

Who? 

Patterson . 

"ho ' s he? 

lie ' s t he Trea surer of the Export- Impor t Ba.nk • 
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And Wayne told him that K. P. Chen - and the 
minute he heard "K. P. Chen, " K. P. Chen' s 
name , he said, 110h, it ' s all right, he ' s f irst 
r a te ." 

~r . Chen, in fixing up that company in Chi na , said 
he ' d give Mr . Kung all the director s he wanted. He 
said he Nouldn1 t fight Kung on three directors as 
l ong as he could appoint t hree other directors . 

"S long a s woo c ould? 

vhen. ~o he appointed three others - merchant, 
tin man, tung oil man. 

4 pparently Chen's reputation is pretty good there . 

Oh yes . 

or course, ~hen f eels very strongly tha t he is 
personally r esponsible to you . 

! t old ~hen - r •ve h~d him a couple times alone 
for t~a ~t the house- r •ve just drilled t his thing 
in . • Now, Mr. Chen, it ' s your personal honor and 
credit that I ' m doing business witn. I ' m just 
counting on you as a Chinese gentleman. That ' s 
what I'm counting on." And he 's got that . 

His health is apparently better, too . 

hnd otis aeulth • • • And I just keep saying, and I'm 
very sincere- I mean I wouldn't be doing this at 
all if I c ouldn't ha ve K. P. Chen personally staying 
here a nd seeing this tili ng trtrough. 

Have you (Pierson) got something el se? 

'lbat • s a ll. 

'£hank you very much. 
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Rl:. FUIA!!CIAL ASSISTANCE TO CUBA Dece~ber 14, 1938 . 
11:25 a .m. 

Present: Mr . Taylor · 
.ir. Wlli te · 

Taylor: 

H.M.Jr: 

&riggs: 

H.li.Jr: 

?lerson: 

H •• A.Jr : 

l'ierson: 

f:L :~ .Jr: 

Pierson: 

n. :l.Jr: 

Pierson: 

Wr . Warren Pierson 
Jlr. Livesey 
l!r . Briggs 
!.lr. Woodward 
111r. i.ochhead. 

Warren wants to talk to you a little bit about his 
trip to Cuba. 

Fine. Let ' s go ahead on Cuba. These people are 
all interested , aren•t you? 

Very. 

nll righl, go ahead . 

I don't Know how much you KnOW ~bout it, Mr. 
Secr et ary. 

I know practically nil . 

We received letters, to which I understand the 
Whlte House has agreed t o give thoughtful con­
sideration, involving expenditures in Cuba of 
approximately four ~nd a half million dollars 
for public works. The State De~artment and 
ourselves have studied the suggestions end have 
made very drastic reductions in e preliminsry 
way . 

The St ate Department has. 

And our - and the Bank. 

I see. 

Tbis thing bas never been considered by t be Bank's 
board or even by its executive committee. But the 
officers of the bank, in connection with the 
Treasury and State Department, have done a lot 
of talking and tbinking about it. 

There sppears to be one major pro ject in Cuba which 
could properly and safely be undertaken, and that is 
a highway and a waterworks - more or less of a 

' 
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revenue-producing nature there, with water works 
in two or three other towns and perhaps some 
small radial highways which will connect .vi th 
tho central highway which r uns dowa t he length 
of the isl and . 

It wus my idea, llr. Jones' idea, that I should do 
what I coulo t o learn all possible about these 
several propositions, then come back here and 
everybody talk them over before a eything in the 
nature of a firm commitment was put out . 

I don ' t KnoR how much 

... 8 ' . --

Well, I - I mean I 
Taylor ltnO'IfS about 
nothing about it . 
know it, it's just 

again -
it, but 
This is 
because 

I know nothing , know 
really - and if I don ' t 
I've been busy and ..•. 

If anybody has a ny advice or counsel for the 
;>eri patetic emissa ry of the Bank, I '11 be ~tlad 
t o ge t it. 

I think i t raigh t be useful to sta te conf:j.dentially, 
Mr. Secretary, that this preliminary of fer of 
assis tance is a contingent one, contingent upon 
Cuba ' s taking two actions : one, paying up the 
public .vorks debt wb.ich has been in default i n 
wnole or in part for tne last five years; hnd 
two, undert.aking a r evision of t he entire tax 
system . In regard t o two, the Cuban Governnent 
hus arranged, tnrough Mr . Taylor and illr . Welles, 
to hove Roswell Magill go down; he ' s going - arriving 
there two days efter Christmas . 

:.!r • .torgenthau. 

••eli, I ... . 

I beg your p&rdon . 

"The Treusury" would be correct - •the Treasury 
help . " 

So he's going down on that. And the question of 
whether or not t ne financial assistance is granted 
really depends on Cuba ' s putt.ing its own house in 
order in regard t o those two points . We assume 
that they •Ifill; they assured us that they will. 

\ 

Regraded Unclassified



I!.!I.Jr: 

Br iggs: 

11·'-·Jr: 

Briggs: 

H. lol . Jr: 

&riggs: 

H.:.I.Jr: 

Livesey: 

B. j .Jr: 

Pierson: 

119 
-3-

)!ou•re perfectly conscious of the fact that in IllY 
dealings with llouza Cost a I•m not saying anything 
about their debt to our private citizens . 

(Nods yes) 

I mean so - I mean - i mean I think I e xplained ~ 
position, didn't I? 

(Nods yes) 

And if I may say so, t or my own - I think that -
... want to choose my language very c aretully -
well , when a government plays a role of - when a 
quasi- governmental banking-lending agency is 
used as a leverage t o collect private debts - I 
per sona lly would think twice about it . I mean 
I'd just ••• 

This wasn ' t put on the basis of a ~ oro guo, 
but on the basis of creating 6 situation in which 
it would be possible t o give sympatbetic considera­
tion t o assist ing them. 

Well , I ' m just tnrowing that out. I mean there's a -
well , I mean I nave always - I t hink you might just 
as well know how I feel . I mean I jus t stressed -
a t the time whan we originally made the loan to 
ChinE , tlla t t hey were held up while tney pai d back 
five mill i on dollars t o the Continental Bank of 
~hicago. I mean the thing was held up. Do you 
remember? 

( Nods yes) 

"nd there was a difference of thought, and I realized 
that tnere was the difference . But I just - a s long 
as I've been told this , I mean, I would - I think 
it ought to be given consideration bow - I want 
to be very - I don ' t want to use the word •ethical" -
but how wise (that's a good word) it is to use a 
government bank as a possible lever to collect 
private debts . 

~'~ell, I find IllY views on that coincide with the 
Treasury ' s . 

l!ou do? 
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~hat we ' ve used the Bank, or tried to use the Bank, 
repeatedly in that direction . It hasn't done nny 
good, i ncidentally . 

~<nd don 't misunder s t and me, gentlemen. I mean 
just as long as 1t 1 s b rought t o my attention .•• 
~nd in this 4uestion of China we•ve been so caref ul 
not to a sk f or a nything in return. In fact, the 
only thing we have asked for .ls in line with t he 
President ' s own s uggestion th&t if they hire foreign 
engineers f~r the railro~ds or highways, that it 
woul<.i be pleasing t o us if t hey were Amer icans; 
that 's the only suggestion we have made. 

Tha t Continental Bank case - of course, t here r:as 
an unusual r ecord of tne Department of State, 
Secretbry L~nsing, I t hink, having written letters 
encouraging these people to go in. And on one 
occasion when we just had written a note and 
n&nded i t out t o the press saying tha t we consis­
t ently did not undert~e negotia tions ~n behalf 
of priva te debtors , in wn1Ked somebody with a 
case - some r eference to this thing - I 've for­
gotten 

llhet? 

Saying t hings in the Fer East, particularly China, 
go by opposites, you can s ay tllat the Department 
consistently !las not done a thing - absolutely 
ignoring what we ha ve done in the Fa r East, because 
there everything is the opposite and different. 
So , f or wnatever value that may have, tney - the 
Fa r East people tend to make out that our govern­
mental agents over tnere a re on a different basis 
from wh~t they are over here. 

Well, as long as it ' s i m?ortant , and if I said not hing 
you might be led t o believe - and Pierson was asking 
for suggestions - that I ac~uiesced in that theory 
of Bj)proach; and I d on' t, and I personally feel 
4uite s trongly about i t. I mean that's··· · 

I think in Cuba , IJ.r . Secretary, what we 're all 
trying t o do is to determine whether it was wise 
t o make the l oan; in other words, whether it was 
a sound pr oposition t o enter into . 

' 
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Well - I mean wben you come back •• •• 

Unless there would be certain other tllings tb.at 
might not be sound. 

121 

VI hen you come back, I'd love to see you - when you 
get back . 

\ 
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RE. REVENUe. ESTliiATES 
December 14, 19)8 . 
4:.30 p.m. 

present: 

H.:l.Jr: 

T~<ylor: 

i! .:&. Jr: 

Hanes: 

a.u.Jr: 

Hones : 

1!. 1.1 . Jr: 

Kunes: 

lolr. Hanes 
lolr . Taylor 
Mr . Haas 

Dia you come ~o an agreement? Didn't you fellows 
work t ogether? 

0b yes. Better let John make the speech, you see 
because from the psychological standpoint I agree' 
R1 tb him very completely, and t ben there are other 
aspects ~o it. 

ll.ake it a short and snappy speech. 

Well, ba s Wayne 

Nobody ' s said anything. 

No? I can tell you my position f airly quickly on 
the thing - is this. These fellows here have been 
over these estimates - I ' m thinking now primarily 
of the income tax esti mates -they 've been over 
those things with such a fine-tooth comb that there 
is only one question left i n my mind at all, and tha t 
is on their estimate of 19.39 income, which must be 
taken in conjunction with the 19.38 income, that is, 
the fiscal - I mean the calendar year of 19.38 and 1 .39 
must be taken in order t o get the estimated income 
f or 194J. 

'ies . 

Now, the 19.38 figure 1 haven't any argument with. 
The 19.39 figure is - shows a very , very slight 
increase over 19.38 in their calculations. They 
base their calculations on an F.R.S. of 100; their 
~ureau of L~bor Standards commoditY prices they ' re 
takir~ at 77.5. Now, tnose two factors, it would 
seem to me - ~ell, the general price level has · 
more influence upon income than the business index 
figure; if we had, in other words, a B.L. S. figure 
or 85 instead of 77, then I'd say this figure here 
is out, all out of kilter, because with an increasing 
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business situation, plus a rising price situation, 
we 'd have an i deal ~rosperity st aring us right in 
the face. Vie haven t go t that, however, and our 
B. L. S. figure is on the way down and we• re getting 
lower prices for commodities t oday than we were a 
year ago . r'or that r eason I'm not inclined to argue 
with t heir figure . But my own- I haven't anything 
to base it on, but my own feeling is that that 
fig ure for 19J9 is not optimistic from their stand­
point . ~·hey 1 re not making - they don ' t claim it ' s 
optimistic. They say, "'Ne 1 re being conservative on 
tha t " but 1 think - the point I'm making is t hat 
t heylve got every r eason to be conservative, making 
that figure, because of this f alling commodity and -
index price f igure . 

I can 't take issue wi th them on a ny other point 
except tba t one . I said to them that I 1d like t o 
see them be a little bit more optimistic about t hat 
figure there and give us a little bit better esti­
mate of income f or 19J9. Vlell, that would mean 
simply the addition to our total figures as ' 
Donahue (O ' Donnell) and George esti mate them - about 
$2J O,OOJ, OJO more of revenue added to our gross 
figure, which would be five billion 700 million 
instead of five billion 500 million, r oughly. 

It would be on the five billion 460 . 

Well , that ' s what I cell five billion five . 

Tbat •s right. 

•lell now - and you think they cou l d add 200 m1111~n 
t o that, on wha t basis? 

On the basis of pure optimism - thct 19J9 i s going 
t o be a year of a little bit better prices on a 
rising scale, and that business - because of this 
increase in business and of the demand f or more 
goods, lYe ought to get - I • m hopeful , in other 
words; I don't say we ought t o - I ' m hopef'ul tha t 
we ' ll get a rising price scnedule, which will give 
us e margin of profit which this price range won't 
gi ve . 

But s t atistically i t isn't tbere . 
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Statistically it isn' t there . It 's just guess work . 
Theirs i s guess too; they 're guessing t hat the 
co~odity price index - the B.L. S. figure, they ' re 
guessing , is not going above 77.5, t hat the business 
index figure is not going above 105 . They ' re figuring 
on lJO . 

On an a verege. 

They're guessing . And t ha t 105 - well, Col onel 
Ayres s ays 104. 

"ell, more wrong then us . 

Tha t 's the r ea son I feel George is right in saying 
100 is a fair level. If you get an avera,ge of 100 

I think you're in pre tty f a ir t erritory. I don ' t 
th i nk anybody can complain a t you for guess ing on 
that basis. 

.7ell, he say s lJO f or the calender year. 

r.ell, on tba t , J.lr . Secr et ary, what we di d - just as 
Johnny said , but the price - the l evel we had in 
mind was 105. Then we t ake f ive off. We ha ve t o 
make some a l lowance for error both in estima ting the 
business and conver ting the business into r evenue. 
::e coulu take it of f after we made our cal cul ation 
in the end on the total amount , but instead of doing 
t ha t we t ook i t off the business index, which makes 

it easy to cal culate new est imat es f or Yr. Hanes 
when he wants them up on the Hill - on capi t al 
ga i ns, f or ins t ance. So you could tell the 
Pr esi dent the thing was cal culated 

Wha t do you mean "air"? 

Error. 

Error. 

~rror in estimating. There always is a - you always 
have to make an allowance for an error, and we took 

it off the business index r ather than taking it off 
a t the end, the total amount, because I h8ve certain -

s everal people working on different es t1.mates, and 1n 

\ 
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that way it makes i t easier f or us t o estimate 
what a ey ctumge in the r evenue law would yield . 
So in r eali ty w~t you' ve go t t her e i s 105 , you 
::lee . 

1 ' 11 snow you somet ning her e wbicll makes an im­
l)ress i on on me . 

How much - h011 long were you f ellows on this? 

About two hours; we nad lunch togetner on t his . 
I n 1336 - these are ~ctUbl Cflendar years , not 
tne fiscal yearS - one ~illion 2JJ million; that's 
the income t Lx . This.is just the income t ax a lone . 
1:1 1937 actual WbS a billi on l5:l oillion . Now, i .n 
19)8, from all thei r sources - bnU t hey ' ve got a 
very carefully broken down schedule - their estimated 
figure of t he t ot al income of 1938 is ~768,00v ,OJO . 
They ' r e fig~ing ln 1 )9 , then, on t he s ame calcula­
tions, 836 . 'rhea tne comb ina tiun of those two go in 
t o Ulake up the ' 40 esti 1D11te of income , 616 million. 
1his is the combined of these t wo . Her e I gave you 
the 19)9 f igur es . 

Now, you s ee, tlut figure there i s not but just a 
littl e bit l a rger then t his figure her e . .hnd the 
r eason way tney're conserv~tive ther e is because 
this Dureau of Lbbor St anda rds price level has gone 
aown t o 77 . 3 from 81 . 

But 816 is only a smell part of the whole income . 

This is just the per sonal - this is Just & breakdown 
sho..-ing the persom;l income tax return , that ' s all. 
1hht ' s ell tha t is . 

Excuse me - how much ••• - er e you through? 

Go ahee.d , yes . 

Do you (~aylor) agr ee wi th him? 

I t hink t hat 1 39 ••• 

Yes . 
.•. that partt:ular figure tha t they have there, 1 
think, is light . Now ho• much l i ght it is, God 
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knows. But I would say that the difference between 
your - on &QY basis of computation, of personal 
income taxes which will be, let ' s say, due in 1938 
calendar year and 1939 calendar - t here ' s going to 
be more of a spread between them; bow much I don't 
know. 

Vlell , last year I was pessimistic and we knocked 
off about 125 million, didn ' t we - two percent? 

Ub-hub, ub- bub. 

And this year we ' re t alking of - Hanes is talking 
about adding how much? 

200 million. 

It's just automatic, is it? 

No , I got that figure from 

Be just guessed it. 

...... 

He just picked it out of the air. 

O•Donnell. 

O' Donnell. But be didn 't suggest it as having any 
basis of fact. But be said it wouldn' t be far 
wrong if tbe F.R.B. was 1U5 and you had a little 
more rising scale of commodity prices or gener al 
price level than we are now. And be said that 200 
million - it wouldn't be a figure tbat was terri­
fically wrong. 

20\J million above .. .. 
550 . 

5462. 

5462 . 

That's right. 

\ 
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Hell , I• ll go along wttn tnat, because I think you 
fellows are on tne down side t his time . 

Oh, we want t o be on the down side. 

George wants t o be on the lower side . And I say 
that - ~ s ay if we con stret ch it 

I thougnt that's where you wanted t o be • 

• Vell ... 
1 said t o Geor ge, if we could s tretch our conscience 
a little bit here in tnis case and bring that esti­
mb te up, I thi~ the encouracement given thereby wil l 
bring i t tnere . I think i t's t he time when you went 
t o be opti~istic ana not pessimistic . 

I'm not sure tnnt will brlng that index - because 
thvt ·Hill work through on the other one . You•re 
telking now about f i ve points on the F.R. B. - or -
oh, you 're Just t alking of 200 . 

~dd it automatically . Five bil lion six six . Just up 
1 t :;.oo million. 
Vle ' d tu.ve t o fix the other part up and make it work . 
In other words, we can ' t give him any e st i mates that 
won 't wor k before a nybody . 

You 're, in other words, willing t o take the 200 
million and stick it •mere it fits . 

Just like you t ook of f 125 last year . 

Jus t l ike 11e t ook of f 125 last year . I was nearer 
right - bow much - we were May off. 

No, Jus t one per cent - one and two-tenths . 

'lha t' s after you took off the 125 . 

This year? 

Yes , one of the closest estimates ever made i n the 
Tr easury . 

Af ter I t ook off the 125. 

'l'ba t ' s right. 

How much were we off? 
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Haas: One and two-tenths, one and three- tenths . 

!I.!A . Jr: 

Haas : 
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Haas: 

ll .!l. Jr : 

Baas : 

Ilanes: 

B. ~.l .Jr: 

l!aas: 

H. !l.Jr: 

Haas: 

B.li . Jr : 

Bus : 

H.!oi . Jr: 

Baas : 

a .M.Jr: 

Hcas: 

H. J . Jr: 

But you' ve added 500 million. Before you added 
t he 5JO mi llion. 

tlhen you t ook it off, it was for the fiscal year 
ending l ast June; and that es t i ma t e , Mr. Secretary, 
was off one and two-tenths . 

After I took of f t he 125 . 

On-huh . 

"ell , that' s pr etty good . 

Tha t ' s a beauty . 

You can put on 200 million and put it - ait i t on 
the nose t his time , maybe . 

Well , bow about t his year, g oing b11ck - the estimates \ 
in the President's budget l as t J anuary? 

You're off six - no, after you 

'J.he 500 back - go b ack t o l as t January. 

Ob, the 500 back . Of course, we don't know; that 
i sn•t up until next J une. 

Dut you're adding 500 mi l l i on. 

We 're adding 500 milli on on to t he year which ends 
next June. 

Yes . 

So you won't know t he r esult s , bow it came out. 

But last year after deducting 125 we hit it within 
a l ittle over one percent. 

One and two-tenths. 

'Nell, I • m willlng t o go along and add 200 this year· 
I think it • s 1n the wood . And you fellows can fake 
your figures t o make it right. 
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1 "9 - C. 

Ob, it isn't a question of' faking, because we have 
a margin of error. 

Oh, well •••• 

"'hey1 ve been conservative. They say they have. 

He' s got 200 he can put on there almost any place. 

Well, don 1 t put it on the income place. I mean 
spr ead it, make it look good. 

'He broke down the income tax, individual income 
tax. We broke down tha t the way - we took tl:le 
work sheets - broke that down to f ind out now 
they a rr ived a t those figures. Tney 1ve got a 
darn good r eason f or it . Those boys are good . 

~wanted both of you- bell, I hadn't been in the 
Treasury a week before I stayed up one whole 
night doing tnis; and I wanted you men to go 
through with it . You' ve (Taylor) d one it before. 

Tnere ' s a lot more work that I want to do on it, 
too . 

'//ell, you- 1 don 't want t o - I know you've got that 
otner crowd in there, haven't you? 

1 1 11 call t hem bbCk when I get through here. 

'.Lbis is 200 million in the 1940 fiscal year. The 
otl:ler one stbnds as is . The otl:ler one is five five 
t en . You•ve got two years . 

'I/ ell •.•• 

The one - tne 1939 

lle •re through with that. 

No, t ha t doesn't end until ne.xt June . 

I'm t alking about the year beginning July 1, 1939, 
and ending June 30, '40 - that you 1 re adding in 
those twelve months 200 million dollars . 
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Banes : 

a . !l. Jr: 
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O.K. 
'l'hat ' s the five billion 462 million, from July 1 , 
1939, to June JO, 1940 . 

You add 200 million. If we can't make that good, 
with the Fiscal and Monetary Committee functioning ..... 

·, 
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?,l.!Jr: 

Jones: 

H!.!Jr: 

J: 

!!!.!Jr: 

•• . . 
'l'.!J r: 

J: 

'!:!Jr: 

J : 

H!.!Jr : 

J : 

:!L:Jr: 

J: 

Hl!Jr: 

J · 

'ti!Jr: 

P.ello. 

Hello , Henry. 

132 
December 14, 19~8 . 
4:58p.m. 

I am distressed to hear that you are laid up now with the 
knee. 

I certainly have got a sweet knee. 

Well , len • t t hP. t too damn bRd ! 

!~ ,·•en~ oan on :ne last night. I don't knoll' how I burt it . 

Gosh! You didn't do some d81lcing there, d1d you? 

Well, I saw some. 

Uh- hub . 

Henry , 1s this Universal Trading Corporation already 
1ncor ;>orated? 

Now , t hat's funny. 
he r e , Mr. Morrie. 

I've got the attorney sitting right \ 
I can sak him. 

YEllh, ask b1m. 

He ' s right here 
to know •hetber 
incorporated) . 
It's been done. 

It's alive? 

at my desk. (Aside -- ur. Jones •ante 
the Univer sal Trading 1e already 
He says it's a New York corporetton. 

It's alive and been done. (Aside -- you mean 1t's an 
existing corporation)? It'e an existing corporation. 

Is it Cb1nese- oli'Oed? 

(Aside -- Is 1t Chinese- owned? - Pause - Who owns it?) 
Uorris says the stock is issued in his name as the 
nominee for t hese thre e men. 

The point 1s -- I thought i n this announcement, which •• 
might just as •ell be trank about 1t and say it is a 
Chinese-owned corporation. 

Well, yes, (Aside - - • e might just ae well say 1t is a 
Chinese-owned corporation. Isn't that whet 1t 1a? ~ 
Pause - Pardon? 1~. J ones wants ) - Pause -
Well, 1~e Chinese-owned and it belongs -- the ulti~te -
hello 
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!U!Jr: 

J: 

H:!Jr: 

J: 

:t: !Jr: 

J : 

J : 

~::.rr: 

J : 

":.:Jr : 

J : 

Hl!Jr: 

J: 

J: 

r..lJr : 

J: 

Hl!Jr: 

We've done 
belonge 
Russia. 

- 2 - 133 

business, you know, with the Amoo whioh 
it 1 e an Ameri can company but it belonge to 

Well, I I would say, and he cannot or contradict, 
that the relation or the Amco or the Russian Government 
would be the ea me as this Universal t o the Cb1neee. 

Well, that's what I wee thinking, eo it Just occurred to 
me that in this press release, which I wlll get over to 
you in the morning - -

Righ.t. 

Uh -- would be the Universal Trading Corporation or New 
York, the Chinese-owned company. 

~le 11, I -- I have no obJ ectlon. 

I m~an. thAt'e just bein£ entirely frank eb?ut lt. 

Entirely. 

And that-- that gives the answer firRt. I'll get tha t \ 
overt? y~u in the morning, Henry. 

Yee -- that -- t hat -- that' ll be the truth. 

All right. They are going to want to know who -- I 
didn't want to get out on the l 1~b about the --

Well, that was why Ur. llorrie came 1n -- to esk me when 
the queetione come out about -- about the corporation 
how would he answer. them. 

Yf's. 

See? 

Yea. 

T~at'a just ... hat we were t alking about. 

~ell, that's tine. Well, I'll get it t o you 1n the 
morning. 

Thank you eo much. 

Good bye. 

Good bye. 
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,.EOERAL. J;ESERVC: SANK 

OF NI:W YORK 

::4 1t(e) 

CORRESPONDEN CE 

COUlODITUL fiLII 

DATI!:. Deo•bel' 1•, lilt0 

S UB.IKcn ULIPBOII COHINA%101 'II!I 

BAll: Of U GLiol D. 
L, 1, lllolc t 

I called Mr. Bol ton at liUO to4aFo 1 ae~attaaed tut 1a 

ocr •• r'C.t t he undel'ton e t o r at.erllng • • • dettnl\ely t1na and th at 

tredtrt t- ere •••ed to ezpeet mother • qu .. ae before Oeo•ber Sl, re­

• ne• llhoK poettton bullt up du r1Jll t he lett r .. daye, 

10n of ontch wu aet.un nc 111. 1aze. All t.bte •-ed 100d ""' to 
of · 

told hie a llUlejhOw IOO>t ot our -erot11l bou eea 11hhb 

h•d direct. horrowin& tao111t.1., troa London baalra, 1nd1reot.ly ~t~d -

helped people lUte "-"r4 lllld or.,naa - t he onl y oeee title 

u •ed t o h•n "'.m•«•.S to OU'I')' t h eir tbort poa1t1oa ln ~hrllnl: tol'brd 

lo tp1te of t he Ul'lllll•e~~U aede b)- t he Butlt o t • alllld wUb the Loa4ta 

u rk tt • t o t ell aterllJII ehort end •• 11reM t bat of courae ao qat• 

be " ohed, a d tor that a ett.er lbou.ld be eoroh'ed, llblth WDUld 

•ll apeaulatlwe operation• aad thet t he aqu .. ae ena1neered ., 

t!'ie brHhh llulci bed at ..,1 rate ~~- 1Dte~aded to otrl7 throuah t he 

~onth or DtoMber oaly. J further aenttoaed t hat •• a reMilt. of llbeat. 

trlea by our Co•ei'DIIo~at. 1D the l.oadoll a enet., oae o f our Oonma..t 

••~clu hlld yuttrdaT aacl t.o4111 bee olterlal 1D 011r 11arltet at.erUaa 

tor torwud J elherr tor the eqa!Yalet. ot -a. ta,ooo,ooo or ro~a~bl7 

00 .. ht l t of the total _, 1.Jlwohe4 and ~~>t t be ~oal ~-lt h•411DI 

t te11 o;~nat1on s had a-.l e4 to place IUGb •t.erllac to r f ol'brd 4tlt"'7 

Without dlt.r1tu.l\J' ad llll\bola' ettee\lna the ,nee. Jae-lb •• aeeordlna 

to t be 1nt ol"tat.toa dw• ae aoat. ot tbtl nerllDI h .. bellS tb .. fte4 'F 

l>llr•ra 1a our eenet., tbia •-• to lDUede • beelt.tiJ' 4••4 here tor 
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riCE -0 ,ESPONDENCE 

COit'l Ollll'fl~ mil 
L, 1, !Cllokt 

F"ED&:RAL RCSERV£ BANK 

OF NEW YORK 

~35 

• 

DATE- l)eoe.ber l t. li:!lo 

5UOJ£CT• ~· CX)Ifi.I&Af%01 ~ 

aax OL aowo. 

tbr t eu rrenoy p roba•l.y on behalf or coaero1 al buyer•• liT CC-'IIIta\1 

Uliclted Cro~> Bolton t h t t ,nfon.Ptlon ' bat be •a.a now 1n touch With 

t l 1 Srlthh r ood and Dtfa:Jit 111n1a\r1ta end bad arrectd wt th thea tn 

t\lture to eonault 1f1,tb h1a whcrrer thq had en n chen11 probl• 1n 

t heir >'• rcbaate 1n th1• ® Untry. In the t cue he woul d 

unt to work in conjunction with us tryt na to route th rov•h u" Ncb 

bunnou u 11:1uld ba't't to be I.IDdont her .. 

I dit~'Usse.! 'With Bolton sc"'' of the r t,urea I'Olleoted bT ue 

••~11 f ro:: our benk11 &toclc hou•••• .to., 611d cooe ted on the tr.ct 

t hft tb11 ~terllnt poe.ltton ot our t e nlca, ~l•tYI modente, h eel bnn " .. 

fll r~her 
duc&d/cro,. ebout tle, IIOO, OOO 1hort on IIOYtDb n 18 t o ts, eoo,ooo dlon 

on Ote•b•r 7. AI be bed prmou•lT ehoe tnt flrtlt tn our c~pthl 

aoveent !"ituJ' .. I ''"' M• ' hoee tor t ht •ttlr 411c!1n& Oeoerr:btr "• tbt' 

11, ' " tnnow or fl~,ooo,ooo eoap1red w1 th en out now or et:out !U,ooo,ooo 

t ht •At k before. f h t 1nttrtlt1nc tttture about thtt fl~,ooo,ooo rtrwre 

•u t hrt it nprtla:~ted ll.Jioet .nt1rt17 toretcn 111Ytltea:~t i n our 

••eurHy IUI'Itna. 1'b1a 11\ter, Jolt.n U.OU,bt, wu 1n Una wttb .tid 

lined to b a • l tDtl'tl oo11•lct10ft 1n Lonc!on, n .. elT, thtt. cMn• tlotdr 

•• r~tt • u go1n& to .t~o• eo upt.um 111 t he tprtnao 

AI " " '"' \he eun411t a en.t tn Loadoa, BoltOil t old •• the' 

bt haC: hOII(h t abou' .. ,0001000 111 tht 1Rti'IIOOD 11h1t'h PI'ICU C..U1 w!p .. 

out bts lone• o t tbt h .. t .. ~· (bis .ab•ecav•• oablt et•••• the' 
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FEDRRAL RESERVE DANK 

OF NEW YORK 

CORRESPONDENCE 

COII U OIIITUI. n-l.JI, ___ _ 

L. 1. laok._ 

• 

DATrJleoaber 1~ liMe 

SUDJECT, tJL.IPI~O~U CIO .. ae.ti!IOI I'Ifl 

- IAU Of DOUIO.. 

bi t tot al purchaata tor \be 4q ••re ln ezoe .. or M,ooo,ooo). ~he 

1t erl1ns ll U'Icet wu uadoubttc117 ati'ODI at t h e -•t u cS ther e wu u 

tncreuinc .rtcSenoe or a central cltalrt to wen ap all poa1t10ft by 

tltt end or the 7ear. Aa a rtiUlt Swe411h oro.,.,., belcu and pUdtra, 

all aeQIJJ r ed b7 apeaulatora 1D Bept •btr tor tonal'd dalhe1'7, were 

now btlns l1qu1 4attcS . lleaallb1le, • • • rtiUlt o r thh l1qa1dat10ft , t he 

pressure .... or oovr .. taken oft the ron al'd • •rket 10 t ha t t he f orwal'd 

dheoWi t htd not w14ent4. 

In rrence, t h e pl ctllrt bad t\II'Dtd rather badlJ' tor a11b1la 

n e ruul t or th e aqvallblt ln the French Ch•ber O'fer the proetdDre 

to be followed in the debate. J'lJlllllT lltrn.a4 •-td to bawe _, 

out With hl a lDalnen" tbat t b t lllldctl b t dlaouutd tint ADd •• 

tllinl• oow l ooked tbh bl.ldltl waa U kel7 to bt adopted wS. tbollt 41t­

tlcult7• I n t h at oue, Bolton thoa.lbt, t b t treno t~~>vlil hewe olHr 

u u t nc th rouch t he r111t or the ,. .. r. aHDIIhlle Cer1pel .. a celetac 

•u ll uovnta (about £1100,000 a clair) . Car1cuel wae not too happy, u 

Bolton put 1 t, u be wu 41atlarbtd about tbe c enerlll polltlolll 

•lt•utton. 

lloltOG ulltd llbnher "" lap•••• •era 1Der•e1nc their 

col d lb t p.enh .acS I tol4 bill \hat •• a .. of alloot tll, Joo,ooo ... 

00 the •llJ', o r ,, l•n ~ to be lb1ppt4, .mtob •e•t hHrter 

lhl j!Qt a ta tt1• \h• aa-4 b- •Mia& tar a11b11to lb11 •-td to 

ind1oete to ••• 1 Ntcl, "''' tbe ,.,_ .. , ••rt •P•41Dc -• '"'" 
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,.EDI!R.AL. R£SERVtt IJANK 

01' NEW YOAJ< 

~F''''--"" CORRESPO N D E N CE 

:37 

D ATE. ~~~n_l·1 lta. 

(X)I P'IDDtUJ=....:.n:.=L::a;:,_ __ _ 

L. 1, ICDoke 

SuaJccn IILIPIIOII O)I JU8#IOI lllfl 

___ .JAil 01 DOl.IIDo 

Do• t haD 1n J'.Otn' -th a 'lhlob •••eel to be bol'lle out alao b7 Ule tan 

thtt their bor row11111 ln a .. t o:rtt ba4 ••• up J'ap14J.T. Boltoa J'~l1ecl 

tbtt h & hedn 't aetn ao:r .Japtneae o perat.lona la the Londoo ••net tor 

1 lonr while au cl ••• under Ule l.aprudoo the\ th e .Japtnue .,,., liO'tf 

ea.~•l1 111 t ha1J' attaiJ'a tnUnl:r Ulroucb ... fork. One J't .. on toJ' thla 

dQt bt t ba 41tt1CIIIlt;r 11bleh t h e .Japaoeae had npultncecl 1n the eat~•a• 

urbt Wh1ch • • • loa\bt to t all: e J apan••• oontraota. Bol ton - •'" 

on the tr1 4enl!lc dh-t oa dlYtJ' t o J' tonuo4 delheiiT aad ~olrt ot 

htt'1 ton ud aaltl coalnc to t o the London aanet !1'011 all quarteJ'I• 

he u~ed llhethn the Ch!otH bacl - pletecl thelJ' aalu and I euace1ttd 

tbet prot abl;r the 'llul.lc ot Ulelr holdllll• bad bHD d1 1po1tc1 ot. 

AI tar 11 .~talr• at boaa ••• oonoel'lltd, Bolton •••td to 

be hopeful to be able to 1 ft tbi'IIU&h to t.he a .. 7t1J' llut wonted u 

to •hat wauld happeo tberMI\U'o t he poUUcal d tueUoo i n aJrope 

• aa Wldoubtedl7 ba4J there wu • looJ'Nitd diltJ'Uit lbotD .. e17wt1trt 

i n l!:ncland t owar4a all Oenao• aucl the op1o1oa pJ' .. dled t h1t Bi tler 

' " ro1Da to aue -e •-nnUOD ln the lprtna Wbteh wolllc1 •­

trouble la a..rope au4 U.lttl;r to or .. te another .... e ... t hen. 

LlttiCI 
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a Cbin tM OWII..S •1•0'• b&a appll..S to tbe Elq)ort..l.olport. Bealt tor 

1o10o or • liD• ot cNC!i t up to tu,ooo,ooo to finece the purcbaM 

•d esportatioo or •.nca acrlcul.mr.l -.! -.-.tactw-ed product. 

to Cbina 111d tbe 1aportet1oa or 11004 oll troa Ch1Da to tb1a co\ID trTJ 

Cbina, 'lbl.cb pro<Uc .. aubataDti~ tbe ctire world ~or tb1e 

_.,j1 t;T 1 c d 

IIIBRIWI, "-.. or tbe aUuatioo 11h1cb baa aiated 1A 

ChiDa the paat tn 7eare 1t baa not b- poea1ble tor uerl.caA 

ooo....,.e to ban a depeDdabl.e, replar ODd CODtlmaolaa ~ ot 

wood OUJ ODd 

IHJ8US, tbe lhlln<r8al. !rediAe Oorporatioo baa coatract..s 

with Foo ShlDc Ccaaero1&1 Coapac~T, a Ch1DaM corporatioa, tor tbe 
. . 

pu.rche .. ot orppro:d.8atal,7 210,000 "-• ot 11004 oll to ba dalher..S 

to thia CC>WStz7 perl.odloall.T &arlzaC tbe aazt n .. 7e&r•J ed 

OOOaaera 1D lldequate 8111JP17 ot tld.a proclllct at rea-·hle prl.caa 11114 

will ~.apooo,. oa.r toNI.p tre4e 1>7 -me to be exported acrl.oulmr.l 

111d aeutact:.ared pJ"DddlotaJ 
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10'11, tHIRIIOR&, liB IT BmlLVID, that, lllbject to tha 

appronl or 

Corpol'&tiOD that 1t ..uJ., UpOil requ .. t ot the S.CrataJ.7 ot tha Tre&all'J 

w1. th the appronl or the Preld.det, purcb&M tu,ooo,ooo add1 t1ou1 

pret erred atoclt ill tha Beak to eabl.a 1t to azted tha cr.di t, tha 

Export.-Iaport Beak o~ 'llalbillgtoD .,.tborbe loaoe to tha Ullinreal 

Trediftg CorporetiOD up to but DDt .,re tba tu,ooo,ooo tor the purpoeae 

horel.n etatad. .tJ.l. euch lO&Da ab&ll -ture prior to J~ 1, li44, 

eiW.l be IIDCOD41t1~ IU&niDtaad bJ tha Beak or CbiAa, ad eball 

be Slbject to .. ch other teras ad ooo:td1Uooa aa tha hecut1n eo.dttea 

or tha !xport.-!Jiport B&Dit aq reqldra; 

BE IT FDRti!ER REOOLVED, that tha Preld.det or Vice Pruldet 

and the Traeeurer or Aeld.et&D t Traeeu.rar be ed tb4v .barebJ ara 

eut.horlead ed directed to take ech aotl.oo ae aq be aace&lllll7 or 

daainbla oo babal1' ot tha Beak td.th reepact to all - ttere ill OOOD&etl.oo 

with tha Mid loe; to eter illto ach acre-•t or acr-•ta td.th 

the Appllcent or tld.rd parttae 8Dd to Mlo:a each cha&•• or 110dit1cat.1Dfte 

in the datalle or Mid tar.a ad -d1t10De •• tb4v d- aeceel&%7 or 

CODY&l.c t to C8.r1'J tld.e reeln t10D ill to attect; ed to Mite diebllr ... 

•oats tro. tt.e to t1aa ill accordaca td.th t.ba tiNe ed ~ttooe ot 
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tbaHtloJ ~. tbet _, aou- tae par-t to tile ~ 

111tbori. abaU ftnt be £4JIOiad b)' O.anl. llooaMl of tba BIBII or 

other CoaDMl 4aa1pate4 b)' Ida. 

COPT of a NIIOllau- adopted b)' tbe zz-tlft eo-lt.t .. of a14 Bait 

at a aMUac ~ oa tile 115tb 4q ot Dec-.r, Ull8. 

D UDII88 •O•", I ban ~to Mt rq baD4 ID4 tba 

e.1 or a14 llaak, thb U.th 4q ot Dec.-ber, 111118. 

140 
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P.ARAPBRA8J: OF TllLJ:GIUK RECEIVED 

J'ROK: American l:lllb&aay, Paria, Fr ance 

DATE: Dec•ber 14, 1938 , 4 p ,a, 

NO.: 211!5 

FOR 'l'REASt1R T. 

141 

To<lay exchange markllt bueineaa here ie again on a 

r estrict ed scale , with no sp ecial movement 1n any one 

direction. It ie the belief of market cir cles that t rading 

will continue dull and listless until the Christmas holi­

days are over , unless somet hing ~foreseen 1n the inter­

national political situation or in Parliament should t&ke 

pla ce. Quotation for s t erling was ar ound 177.73, and it 

seems that the f und did practical ly not hing on the market . 

No cnange i n forward rate f or sterling . Some pressure on 

t he 'oelga, 

Rentes advanced a f ew centimes on the securit y market. 

Parliament has been asked by the Government to approve 

addi t i onal credits totaling about 1420 million franca under 

the 1938 budget . This total incl udee 692 mi llions tor 

nat ional defense, and 500 millions for service of vnr 1oua 

l oano which have been issued since the end of 1937 and 

increased requirement& f or the service of loans issued 

abr oad or expres sed 1n othc currenc i es. The relevant pro ject 

or law has an accompanying memorand .. · • hioh indicates that 

a deficit of approxiaately 6!500 a11l1on france appears in 

the 1938 budget up to t he fir at of November, 

Certain f inancial obeervere1Mnk that the iaportanoe 

of 
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of the object of Sohacht 1 e visit t o London has not been 

sufficiently realized i .n Paris. These obeervers point out 

that the meeting with Norman 1c of special inter est i n 

view of CUrrent political event•. Berlin , they state , i s 

~~xious to overcome the monetary restrictions imposed 
enormous 

upon Germany because of/armament expenditures . I t is 

predicted in this connectron that ther e will soon be ~ade 

another capital levy of f r om 6 to 14 percent for ar mament 

·ccount, and that Germany will naturally be obl i ged to 

maintain an embargo on export s of funds under such cir­

cumst ances. If there is to be a relaxation of curr ency 

restr i ctions , therefor e, there will have to be a reduction 

in public ~d esp ecially ar mament expenditures . 

The ~ondon cor respondent of AGINCE ~CONOKIQUE report s 

the City vi ew that the pres ent Rome-Berlin maneuver s are 

more of an economic order t han polit i cal, and t hat Bchacht 1 c 

vtei t i s attracting 1nuch o.ttention there f or thio reason. 

I n this r eport it is st ated that the City believes Schacht ' s 

main purpose in coming to Lo~don is to improve GeTman­

~Ti tisb t r ade relations becaus e • in view of the fai lur e• of 

the voyage of Doctor Funck in Central Europe , Berlin author­

ities are dieturbed about the possibility of a co-erci al 

cattle backed up by Great Britain' s vas t material resources. 

The Basel correspondent of AGINOJ: J:OONOIUQUE reports 

regarding Schacht ' s visit t hat Beyen, BIB President, has 

left 

\ 

Regraded Unclassified



143 

- s-

left for London and that Beyea will talte part i n tile 

talko which Schacht baa with Norman. In th1B r eport it 

ia at ated that it 1 & pceaible that the BIB will play aD 

tepcrt~nt part 1n the ccsmon action bein& t akiU racardiDC 

Ger me.n Jews if e. positive reeult i e reached in tb1a reaar•l 

bet ween Schacht and lfoni&D. 

DID OJ' IBSSAGJ:. 

WILSOI. 

l 

..... /I ,..... . .. 
' . i l 

\.. 
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pJJUPJilUI OF nLICIWl RJOIIYD 

J'ROK: .uaer1oan Dlbaaay, Berl1n, Geri!Wly (part atr) 

DA'l'J:: Deo•bar u., 1938, 8 p.a. 

Jo.: · 738 

Jo. · 38, for Trea8\U'y fr01a Heath. 

It 18 atated at the Re1ohab&nk that the t rip whioh 

Schacht made to London - reference my telegram Jo. Sl of 

December 7 - baa no apecif1o object other than to aaoer­

tain the attitude of financial and GoTeroaent oirolea i n 

Great Bri ta1D. toward Geri!Wly and the proapeota of be•ter 

financial and eooncaic arrangement• b etween Germany and 

Great Britain, According t o our 1nforut1on, Schaoht 

1e to report t o Bitler at Kunioh upon hil retur.. There 

h aoae taint •hope• among ao<lerate GoTernaent el•enta 

t hat Sohaoht'• report might poaaibly bring about aoae 

moderation of the Ge:raaa pol1c1ea whicil haTe brought gra.,. 

probl•• before the eoonO!aio authc:r1Uea of the GoTera­

aent, It 1a taoitly admitted 1n GoTernmant circlea, and 

in t rade oirclea frankly admitted ~hat exchange and 

export probl•• lt.&Ta bee decidedly intena1f1e4 by the 

boyoott reault1Jl& tr01a antl-.Jewiah aeaaurea aD4 orpnise4 

outbr-.ka. 

Today reliable inforaation oaae to ae that 1.D. reoat 

aontha there baa bem a am&ll retir•ct of apeoial billa 

forming the undiaoloae4 floating debt 41aou.ae4 in ay 

• telegrsa 
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1oelegru of Deo-ber 8, Io. 3'7. I coUld uoio learu iolle 

uount of the deoreaae beoauae of a1orio1; pany ordera tbai 

no i.n!orlll&t10D. be giYeu ou1; abou1; the •und1aoloaed debt• 

but it waa adlllithd tba1; there waa no s ignificant daoreaee, 

Another thing I learned waa thai; prhaioe ballll:a, daepUe 

reporta in the f i DAnoial preaa 1oo 1ohe contrary, atill hold 

in t heir portfolloa. Tery coneiderable aaounta of epeoial 

billa . It 1e poaaibl:e thai; .technically 1t ia true tlaa1; 

actual • special billa• are not held by c ertain b&Dlta. ! he 

Reichab&Dll: t ries to pueh back t o aooep'Ung pri....ate banlta 

special billa which it haa a ccepted f or diaoount; for 

several montha it haa been s elling not the bille thalli­

selves, but a certificate or title to a special bill which 

the Reiohaballll: i taelf holda. Upon o011plet1011. of the aale 

a special bill i a earmarked for the par chasing baDlt ' • 

account, and t he aiiiOWlt of the bill ia deducted trOll 

the t otal •wpeo1al bill' h olding• of the Reichab&Dlt. 

~lthougb aotual payaenta on the laaio billion and a 

half Reich loan do not at art until Jan\al')', it is adai tted 

that they are making plana already for a new loan which 

might be ~ounoed in rebruary, 1939J ahoUl.d thie be 1ohe 
more than 

ce.ae, n•••••nxrt eipio billion arka woUld haTe bean 

borrowed by 1ohe GoYe:r~t on long tera for the ourrenio 

fhot.l year en.ding 1ohe 1;hirty-f1ra1o of Marcil. In the 

GoYerna•t 
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oovernment it ia admitted that the oonaortiu. which waa 

organized by the Reiohllbanlt for floe.t1ng the varioua Reich 

l oans baa not been able to diapoae of all of th• to the 

public; the fav orite rwaor ie that about 10 percdS of the 

vari ous loans floated ia etill held by the oonsort1ua , 

but what I believe to be a good authority infor.ed ae that 

t he percentage is not that hip. 

There baa been a net 1noreaae in short term debta of 

nearly three billion IIIB.l'ke during the present period, 

which sllll lllll8t be added to the increase of long t era debt 

ot eight billion or more for the whole eua ot Governaent 

borrowing. During the next few months the ahart term 

debt will be aubatantially reduced, it is claiaed; however , 

there was a reduction of only forty-five •1111on marks dur­

i ng the aonth of October. 

Gll.Bill!. 

EA:LQ 
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p.uu.PBRAU or T:a.mJWf R:IO&ItiD 

rROih J.auioan lillb&l8:r, Parh, France 

DATI: Deo•ber 15, 19S8, 4. p.a, 

JO, l 3118 

FOR. THE '1'Rti8URT. 

Toda:r 1J1 acre ao~h'e ~rading the franc wae favored; 

a fair amount of a~erl1ng waa obtained by t he fund; which 

at opening offered f ranca at 177.73 and graduall:r brough~ 

ih peg down to ~e preaen~ rate of 177.6'. One month forward 

rate ia 5 centime a; three montha, 85 centimea, Slight i­

pronment in tb.e belp. 

On t he securi~y market t here waa a better tendency, 

with a gain of about 70 oenu ... 1J1 rent .. . 

Today'• atdemant of the B&nk of France (ae of Dec­

ber 8) ebowe that t he gold reaervea inoreaaed wety aligbtl:r. 

Decrease of 658 aillion franca i a ehown in commer c ial p ort­

folio , and a deoreaae of 1,300 lllillion franca in t hirty-

day adTancea. Thera baa been a reduction of 68'7 llillion 

francs in note circulation, and an increaee of 1,64.7 million 

france in depoaita, Gold cover ratio 11 60.16 percan~ 

again.e~ SO.l '7 percent. 

Tb11 lew York office of .lGINOJ: IOOIOJI.IQUI reporh tha~ 

a pr opol&l hae been placed before the Preaidan~ b:r Sir George 

Paiab that an internauou.l conference be called for tb.e 

purpoee of eeek1Jag •:ra and aeana of adUing ~be econo.ic 

and pol1t1oal 41ff1ou1t1ea wb.ioll now aenaoe world peace. 

In tbe repor~ 1~ h reoalle4 ~bat the AdlliD1atraUon 
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bu in t he pa1t l'lclhH 111011. prepuall oolcll)'. 

!he report al1o 1D41oatea tbat then 1 .. 1 to be 

agre•ent OD the pUt of 'lallliD&toa tb&t the Uae lla1 

1~8 

ca.e when thl UnUM lt&tll u4 Gr•t Br1ta1a aipt well 

.ue a co- on 4eolarat1oa u to the lnel to be •1at&1al4 

for the dollar-etlrl1q rate. 

!here 11 a repert 1a the J'IIUOU.L PRill tllat thl 

Finance Kin11ter t1! B•lci•, J&DJllc , ea14 in Bru11111 

yuUrday that thee 11 ao que1Uoa of 1111killg the Be)&1u 

curr ency to the p-4, &D4 that 41Yalu&Uoa of tile Belpu 

franc 1e not be1Ri oonl14ere4 by the Belciu OoTernact. 

DID KIIIAOI. 

'fiLSOI'. 

' 3 

Regraded Unclassified



HJ!Jr: 

Jones: 

"0.!..1 r: 

J : 

l!Wr: 

•· .. 
:c:Jr: 

J : 

J: 

"'lJr: 

J: 

~r: 

J : 

!CUr: 

J : 

HiMr: 

J : 

HliJr: 

J : 

0<> ahead. 

Hello. 

Good morning. 

How are you fe eling today? 

December 15, 1Q38. ::_ 4 9 
10:47 a.m. 

Oh , I feel a little better than I did yesterday, but I 
a o still in bed with t hie bum knee. 

Well, I' ll be darned. 

But ! can operate Just ae well in bed as I can any other 
w &.y. 

Yeel 

Because I don't have to see as ~ny people and I can uae 
~he te lephone. 

Good . 

Ah -- I 've Just -- s1noe I 'm sending you a letter--

Yes '"' 

Wblch I Jus t elgned, enclosing the resolution with a 
place t or the boac' signature on it --

Good! 

And -- I 'm t elling 1n t hat letter t hat the R.P.C. in ita 
r esolution passed, conditioned thPt the boss O.K. 'd it 
and t.bet the R. F. C. would agree to buy this stock. 

I see . 

Upon ynur request, I have inoluded in the letter, t.hat 
the R. F .C . wae prepared to buy the stock upon your requeet 

I see . 

And then I'm aleo enoloeing a oopy of a press release. 
or course , the story is all out. 

I know. 

Ae JOU know, but I'• -- I'a making another -- another 
release which I t hink 1e appropriate under the o 
cee. 

Good ! 
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Which you will eee when you get i t , and that ie -- well, 
I won ' t go 1nto i t now with you, but you ' ll aee it. 

xes. 
I thi nk i t i a hi ghly desirable that it go at the same t ime. 

well now -- ah -- i s it coming from your offi ce? 

I t will reach your offi ce i n about fort y mi nutea. 

~Yr: In about forty mi nutes? And -- I -- well -- could 

J: 

uwr: 

J: 

~!!Jr: 

J: 

HllJr: 

J : 

!UIJr: 

J: 

!i!IJr: 

J : 

:!l.!Jr: 

J: 

l!LlJr: 

J: 

l!l.!Jr: 

I thought you would send it to the White Rouse. 

I do, but 
Treasury. 
per sonally 

I wanted it eo t hat lt 
I wonder i f you could 
to Ur. UcReynol da? 

Well, I'll see that-- who? 

Lie Reynolds. 

14oReynolds7 

Yes. 

doeen't go all over the 
tell them t o deliver lt 

I 'll see that 1t goes to McReynolds. 

UcReynolds, and t hen --

Then he ' ll bri ng it to you. 

Xes. Otherwise lt may float all over the Treaeury. 

That 's right. Well, I'll get lt t o you in just about 
f orty minutes. 

Fine. Now, you'll take care of yourself now. 

I ' ll do that, and, (aside, ~et'e see one of thoae t hinge)• 
-- Oh, yes, then you'll take it up with the boee? 

Ah -- I ' ll do just what I said. I'm goi ng t o have Uc­
Reynolds go acroea the atreet and gi ve i t to Foeter, and 
tell him tb&t we would like to get it cleared; but before 
we do that I 1 m goi ng to -- I told S umner Wel ls be could 
take a look a t the publ i city. 

Xee. 
so I'll aend it there first , and from ther e over t o the 

White Houee. 
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Alright. Now they -- ot course, they 've already given 
out all the publ1c1ty. Somebody apparently did it. 

Well, they waited to see Wayne last night , but they had 
the story. 

Yes . 

And Wayne said that they undoubtedly got it trom some ot 
the direotore ot the Export-Import Bank. 

Yes. Well, I asked him -- I asked him t o treat it all 
executive until we had --

We ll, s omebody there talked . 

But ;pu know when you have seven, nine to eleven fellows 
together --

And Wayne was successful 1n getting them to put 1n that 
word as a commercial, you know. 

That's right. 

He -- he - -
\ 

I thought it read alright. 

Well, he played it down hard, you see. 

I thought it read pretty good. 

But he couldn't tell them 1t wasn't so because they had 
gotten it trom some director. 

Yes. Alright, wel~ then I 'Ll - - this will come to you in 
a little while. 

HL!Jr: Swell. Thank you so much. 

J: Nothing else? 

:!:.!Jr: No -- uh -- ob, I thought -- I had P1ereon here yesterday 

J : 

HUJr: 

J : 

!ilJJr: 

Yes? 

And I told h1m that -- to ebow you a latter that I waa 
thinking or sending to 

I may -- be did, and I thought it was an excellent letter, 
and I made one little suggestion. 

Good! 
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Which he said he would bring to you thts morning. 

Swell ~ But you liked the letter? 

I - - I 11ked t he letter immensely. 

F1ne. 

152 

And the only suggest ion that I made wae that you make no 
mention ot twenty years. That there m1ght be that the 
t1me be appropriate t o the purpose, etc . 

I see. Well, that twenty years - - ah -- well, y?u 'd 
r ather leave that -- ah --

Leave it blank. 

Alright. 

I say I think from your standpoi nt, because I know 
those c1rds down there a litt~e -- I don't--

Yea. 

It you ever g ive t he they ' ll never give that one 
up end they ' ll never get another one, you see? 

I think it'a good t rading. 

So that -- I j ust sa1d t hat -- appropriate -- wel l , I 
gave h1m the language. 

Tha t ' s good trading. 

And - - otherwise I thought it was s nice letter. 

Thank yon so much. 

And I think t hat's alright except that -- J ust-- I 
wouldn ' t put that in now, you see? 

Save it. 

Tha t 1 s right. 

I ' m wi th you. 

Good bye. 

Thank you. 
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:.IEJ:,Ti liO OF I'!SCAL AND MONETARY 
ADVISOR~ BOARD 

December 15, 19)8. 
11: 00 a .m. 

Pr esent: 

H.li . Jr : 

Whit~ : 

Eccles : 

l:ccles : 

H. J .Jr : 

'llhile: 

H.w.Jr : 

toni t e : 

'#nite: 

llr. <.ccles 
Kr. Bell 
llr . Kuml 
Mr . Taylor 
Mr . White 
Mr. Gaston 
Mr . Baas 
Yr . Currie 

Bt.ve rou hr.d a chance t o see t his , llvrri ner? 

Not this l atest one . I went over one yesterday 
af t ernoon l a t e . 

That was Mr. Ruml•s or iginal. 

I huJ the same one you got a copy of yesterday 
eft ernoon. 

! went over it las t night . 

Tha t's whLt 1 did, went over i t out home l e st night. 

I s t his aft er or before I r.ent •••• 

l hct' s t he final one . 

nanes had t o go t o the Social Securi t y Boar d . I 
waLt ed him t o put - l ook a t the t ax thing; he 's 
put ~uestion marks after all the t ax r ecommenda­
tions . 

Wr. aanes bad two copies , so we haven't got enough 
to go ar ound . 

Well , here ' s one with this questi on mark, which I 
want to keep . ,uest1oned all the tax recommenda­
t ions . 

There were a couple of brackets of parentheses I 
left out of the duplica t e that I should have put i n, 
t o i ndica te those hadn' t been a ccepted by this 
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committee - merely t entatively s uggested . 

l'le •ve got a question 1aark on page 2 after 1 and 2 
and under 4, (b) - practically the whole page . 

Well, let • s ;;o ahe&d and see . Shall we - sha ll I 
read i t out loud and see where we are? 

"P:>licy. 

"'fhe Fiscal ana :loneta ry Advisor y Boar d agrees that: 
J.h., ob,jective of Federal l'iscal and mone t ary policy 
is t o assist in i ncre&Si06 na tional income, production 
~nu e~ployment (End . • . " -noN, why brackets, Barry? 

··~, it was Just tha t Mr . Ruml 'ifl 6sn• t sure t hat we 
would all a gree wi th tha t. 

I s imply - may I s t" te this , the t in draf t ing this 
thing yesterday i n longhand, I put in parentheses 
e l l i tems Nith which I thought ther e was - I 
couldn ' t be sure there wus complet e agr eement ; and 
the things tha t are not in brackets I think -
thought there WhS agreement on . So I didn ' t 
sh t e a nything I Nvsn •t r eesonably sure sbout. 

l1 ell, do you want - how do you went to do t his, 
Marriner? Uo you want t o do item by item? 

I would think so. And on the bracket, I would just 
reaa it on through. 

(Bell comes in) 

Bello, llan, how are you? Haven 't missed ar,rthlng 
ye t. 

Oo t a copy f or the Dir ec t or of the Budget ? 

'.l'tw t • s the one that 1 s being r eed . 

''-hank you. 

I ' m Jus t r eading the first port . 

"The ob jective of Federal fiscal and monetar y policy 
is t o assist 1n increasing national income, product ion 
and employment (and t o oake s uch preparations as may 

' 
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liell : 

Eccl es : 

eell: 
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seem a avisable for the administra tion of fiscal and 
<D'-'netary policy t owar d mi tigu ting t he sever! ty of 
future booms ~nd depressions)." 

Well , let ' s do one thing - how about t hat first 
s entence? i'iho wttnts to t alk? 

Wel l , t hi s i s the same a s it wa s. You didn 't - there 
i s no c hang e in this one. 1 ca n express ~ feeling 
as f e r &.S - I c ould accept that just a s it is . It 
seems t o me tha t it's a gener al broad statement and 
it ~ould seem t o me tha t t ba t•s a proper objective. 
I don 't know how Toe could sta te the objective in a 
broader manner then this . It doesn 't pin you down 
t o detai l , but it does cover the general broad 
philosophy , it seems t o oe, and 1 could accept that 
~self . 

Vlell , I c ould accept it, but I' d like to leave the 
pn r t in b r &ckets out . 

Wel l , that ' s the purpose of the - I mean why do you 
have to state it at all, the policy of the committee, 
the objective of the committee? 

•he co~ittee ought t o have some kind of an objective . 

I t mLy change ever y ~onth, i t seems to oe . 

uoesn •t SLY the c ommittee; i t says t he "fiscal a nd 
~~netary policy ." 

'L out's ~11. 

"ell, "Fi sca l and 14onet t> ry Advisory Board agr ees 
t na t: ... " 

~4he objective of Federa l fiscol and monetary policy 
ls t0 assist in increasing national i ncome, production 
and employment. " Now, 1 don't know how on earth that 
can change . If it isn ' t for that, wby, then it serves 
no purpose at all, it can serve no purpose, it would 
seem t o me . It would be .•. • 

well , i t may come out when we r ead the r est of this . 
This is a report to the President on this···· 
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Dut you've got to put your name to it if you agree. 

It aaay come out when you r ead the rest of it . 

l'lel.L , the point about the bracket part of i t - I 
said last night I want to leave it out because I 
think that - oh, I don ' t want - if we have a future 
boom or depression, I don't want to have the.m say, 
•well, you said that was your r esponsibilit y . • 

*ell ••• 

I mean I t h1nk the first sentence is 0 . K. The 
bracket part - I feel we• re t aking on too much 
t err !tory. That' s the way I ilel. 

llell, you only take that on to the extent that it 
outlines an objective. It doesn't say that you have 
t he responsibili ty to mitigate it. As I understand 
lt, we 've got to have some objective to function at 
all ; o therwise, we haven 't got any premise to start 
from . 

I think 11 increasin~ national income, production and 
employment" - that s enough. 

I 1o rather in sympathy with Yr. Bell's position that 
it ' s taken f or granted and the nature of t he subsequent 
di scussion, I t hink, hardly necessi t ates tha t first 
par agraph. I'd delete it completely . 

Do what? 

~elete the whole paragr aph . It ' s implicit in what 
f ollows . 

VI ell, from that standpoint - l et 1 s go on and see -
come back to t his and see if Harry's point is well 
made . 

"The Board has been advised by the expert s of the 
Treasury, Federal Reserve Board and National Resources 
Committee as follows: 

"1. Th.a t for the calendar year 19J9, bar ring the 
appearance of factors not now known, national income 
will be between $65 and 168 billion. For 19Ji 
national income is estimated a t $62 bill ion.• 
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George, do you agree to that 65 to 68? 

That ' s within the ranee of the thing. I'd be on 
the low side . 

Xes. Any discussion on number one? 

I 'd stick 1938 first. 

I agree rltb you. I was going to say that. 

Yes - is so- and-so, and then put the other f or ' 39 . 
I thi~ that's good . 

1 38, yes. All right, shall I go on to two? 

One is O. K. , then, with these .••• 

I take it it is. Three little experts sit ting 
in a row (liaas, \\bite and Currie) . All together? 
What? Nobody fall off the r a il? 

Not yet . 

All right. 

"2. That a national income of about !SO billion 
i s required to provide substantial reduction of 
unemployment; and that an income of $90 billion 
or mor e is attainable through full utilization of 
our man power, plant and equipment, technology and 
natural resources.• 

That's a mouthful in t here. How about it, experts? 

I think it ' s important to point that up that way. 

George? 

'.l:ha t 1 s number two? 

Yes . 

That work was done by the - we haven't checked that; 
that ' s been done by the Resources Committee . 

Well, bell, you ' ve got a chart there. 

\ 

Regraded Unclassified



I! a as: 

S.li.Jr: 

Hoas: 

l'hi te: 

Currie: 

Hsa ~ : 

nh1t e: 

t.ec les : 

••h i te: 

Haas : 

<.ccles : 

de&s : 

158 

-6-

Tha t's on three . 

Oh . Well, is there anything in two that you c an ' t 
go along with, George? 

~e've got a rough check on that, which roughly 
agrees with that, but I haven't made a detailed 
study of that. 

Both on the ground of the detailed study and, I 
t hink, wouldn ' t you say, George, on t he ground of 
general ~ priori r easoning a nd the general situation, 
that this is within the r ealms of ext reoe likelihood; 
it ' s even conserva tive . 

'l'here were a few words ·~e meant t o put in there, llr . 
Secretary, a nd apparently left out . That's 80 
bill ion at present price levels . It's just theoreti­
cally possible you could hnve b national income of 
80 billion with no reduction in unemployment, just 
because prices were higher. I think it ' s a little 
mor e airtight with "at present price levels" in 
there. 

l ' u have a l ittle objection t o that. I think it1 s 
r easonable t o assume an increase in prices, because 
a ctually getting up to 80 billion would cause an 
increase . I 1d leave i t t he way it is. 

I thi nk so . 

Prices would go up some if you g ot a - couldn 1 t hel;> 
it, if you g ot up t o an 80 billion 

1'hat• s r i ght . 

We could put it "moderately bighe1 prices" or 
"slightly higher prices" or l eave it out. 

It r s just a rough statement, and I'd leave it as 
1 t is. 

or course, theoretically, you could get an 80 
billion •• •• 

4heoretically, yes. 
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•.. national income, end get no increase in 
employment. 

•heor eticelly, but it's not likely. 

I'm satisfied with lt as it is . 

-: r g 
- ~ 

Say "not less than at present .• I think - take 
the 90 billion dollars, then, of national income 
t o eliminate the unemployment - I think that's 
what it's intended to say. 

No . 

That you could reach 90 bill ion at full employment • 

Full uan power, I think, • •.• 

Yes, .1. think Danny ' s right, that tha t follows. 

tiays 90 and more . 

Anything less than 90 billion would not do it. 

~0 woul d not necessarily provide it. 

I think it's more effective there if you split 
those two statements up. 

(a) end (b) ? 

~ither (a) and \b) or make them a separate head. 

Yes, we'll do that- (a) and (b) . 

>'~ould you change the construction, Wayne, or ••• 

No, it ' s si.mply -you get two very separate thoughts; 
they a re related. And I think i.t's just more 
effective if you do split them up. 

I think so too; and they ' re both important and 
distinct. 

So you ' d change that to two and three and then 
change all other numbers. 

' 
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Just change it to (a) and (b) under three. Tney•re 
r el a ted to that extent . 

Nhat are you trying to say, what are you t r ying to 
convey? I get t he 80 . 

That 90 billion is Vlholly possible with our present 
r esources, • .. 

I see. 

.•• man power a nd technical e quipment. 

!hen I t hink they're two s epar a te i dea s. I think 
t ncy ought t o be s pelled out a little bit, don ' t 
you think so, Dan? 

uell , I tllink you s ay probably e little more -
I don't know whether this will be made public or 
not - 1 think 1t will be interpreted that the 
Administration ha s got to have 90 billion dollars 
before we stop spending . Now, is tha t what we 
mean? 

You never stop spending, Den. You mean before we 
ge t rid of tile deficit. 

Sell: l s thnt what we're tr:ting t o s ay? That's how it's 
going to be int~rpreted. 

Taylor : 

.thite: 

H ... t.Jr: 

~nat's covered in the next sentence • 

It migllt be so interpreted if it weren' t followed 

Let's do these, discuss t hem, s ay we don't agree 
to anything, go back over them, give everybody a 
chance. 

Bell: I don ' t ob ject to number two. It has that criticism, 
I think . 

H. t4. Jr: •I ell, we •11 go over the whole business • 

"That with a national income or a bout $80 billion 
(at present price levels) existing revenue sources 
and rates will provide sufficient income to balance 
expendi t ure at present levels.• 

You•re repeati ng yourself . 

i 
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That ' s different . 

Different thought. 

I mean why the bracket "at present price levels" 
and then again " present levels"? 

That means expenditure levels, doesn ' t it? 

That was a mistake. That • at present price 
levels" was meant to go up in two, got in three 
by mistake . 

That was the thing that Currie suggested in two . 

l hat ' s right . 

What do you mean "at present levels" at the end of 
the sentence? 

ht present levels of expenditure. 

Pr esent levels of expenditure . 

~ight billion or more . 

That would be interpreted to mean the expenditures 
in the pr esent budget, over eight nine . I don't 
agr ee with tha t sentence . 

Xou say • a t present levels . • I 1d say "at present 
levels of expenditure." I don ' t know if I want to 
say it, but if that's what you mean ••• 

Don 1 t you want to d efine your expenditures a 11 t tle 
bit more t here? 

Well , you'd have t o state a specific amount. 

No, I ' m not talking about the speci fic amount , 
but define whet you mean by •• • • 

Want to call them Federal expenditures? 

Xou can say •ac t ual out-payments• or whatever it is, 
rather than various bookkeeping transactions that 
we might enter into . It•s th!s whol e thought or • • • • 

\ 
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Yes , I see what you mean. 

•. thought of t he amount th&t 1 s actually contributed 
by the Federal Government, as opposed to 

Of course, the sooner we get 11 t erm to distinguish 
those two concepts tha t you1 re going to use mor e and 
more, a ter m tha t would sui t Danny Bel l and the rest 
of t hem, the better it would be . 

:;ell , Danny, do you want to define it? 

lohy, I don 1 t think there 1 s a l o t of" difference 
bet~een the t erms . 

You're not talking about next yes r • s budget; you're 
t &lk1ng about tae present r a te of expenaiture, which 
aoesn 1 t mean expenditure lod~>y or yesterday, but it ' s 
the present. r ate , which we ' ll say has been in effect 
a ere for a few months . 

Vi ell, you 're tal king about an expenditure level of 
somewhere between seven a nd nine bi llion dol l ar s . 
No:: , the Presi dent ha s come out and talked about a 
..,e rm&nent l evel of s even billion, but the l as t two 
budgets have been eight llnd a half, eight nine . 

',\ell, this isn' t talkinG about any - recommending 
any type of expenditure . It merely is pointing out 
th&t if the nati onal income was up to dO billion, 
which is a figure et which Ne Hill still have a 
substantial amount of unemployment - 11hen it is 
up to t hat point, that the existing tHX structure 
woula give suffi cient income to about equal present 
expenditures . 

I don ' t think it will . You f i gure we ' ll get about 
seven and a half, don ' t you, Geor ge, on 80 bi llion? 

I ' ve forgotten ~·hat the figur 11 is, but I know this 
won• t make it . 

uo you mind getting i t , because I t hink it ' s 
terribly important a t this juncture tog et t hose 
amounts . 

O.tL 

Don • t you think so? 
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Xes, r think so. I think we can word a paragr aph 
ther e which will agree . • • • (Steps out of rooiD) 

You can s ay that wbole thing a l ittle better than 
thnt. See, you're talking about national income 
and then you say just income . You' ve got to say 
Federal receipts or something like that, and then 
• balance this expenditure" -define that a little 
bit more. 

Yes, the layman will say you 1 re talking about 
income tbe same as tbe national income above. 

Xes . 

Xes . 

Got to be straightened out, I think. 

The significant thing is that as the nati onal 
income goes up, your Federal revenue goes up 
without an increase in taxes . 

But I think we can say it a little bit clearer 
than that. 

The study by this Twentieth Century group bad a 
figure of nine bi lli on at present r a te structures • •. • 

On toe 1928 income. 

On tbe 80 billion. 

Little less than 1928. 

Oh, they applied the •28 national income to tbe 
present tax s tructure . 

yes . 

1'he other way around. 

Then I 'm adding on the additional Social Security; 
eight point two, then it comes up to about nine 
bilJ.ion. 

But doubtless a difference of e stimates there . 

' 
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My figure of seven four may have included the 
Social Security, I don' t ~now; George had two 
charts , one was excluded and one included . I may 
have gotten the figures mixed . 

Do we want to wait 

V.hy can't we go on with the others? 

Then come back. 

Xes. 

"4· That t he a vailable supply of credit is so great 
tha t ~resent ana prospective Federal borrowing will 
no t create a shortage of cr~dit available at rea­
so~ble rates f or priva te enterprise." 

I don 't taink anybody would want to quest ion that. 

llell, it ' s been true now flr f our years. I don ' t 
Hant to argue about it. 

"h, credit can be expanded up to a preposterous sum 
on the basis of 

hven without much expansion, the funds that are idle, 
a vailable f or i nvestment , are v ery large . 

It's all right with me . 

Bell : I think the ste.te:nent is true. I question whether 
you want t o say it . 

Ruml : 

Eccles: 

llr. Bell, that ' s one or the things people are most 
worried about . This business men's group on Konday 
night that Fortune had together - one or their 
principa l apprehensi ons . 

I agree with Beardsley thot the great cri t icism 
of Government spending beyond its revenue is that 
it is taking savings that otherwi se ought to go 
into private industry, on the assumption that if 
government ta.kes a billion or two out there 's 
going to be a shortage for private industry . And 
that is one of the points that the opposition make 
first, Just as though t here isn't enough f or both. 
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Well , t hey 're perfectl y' honest about the t hing, too, 
you see, because that's what ' s happening in France 
and they look at tbe French picture and draw the 
parallel with the Ameri can picture, wi thout under­
standing the difference. 

Without understanding that French capital is running 
out of France and we• re getting it. 

Well , just the mere statement - does that eliminate 
the i mpression that ' s around? You say these people 
were very much concerned about that . Now just making 
th!s statement - does tha t relieve them of t heir 
concern? It doesn't prove any.thing . 

~ell, but it ' s a statement. 

It's a statement of what we feel . 

A statement of what we find here. If you want to get \ 
into the basis of the finding, we could present a -
plenty of evidence, you could write a long docu-
ment . But this is a statement based upon the find­
ings of tne ••• 

••• of the three organizations . 

Yes, that ' s all . 

I n other words, when three organizations speak -
Tr easury, Federal Reserve Boar d, and Nat i onal 
Resources - a nd make a statement o.f' that kind, 
it' s as significant as a sta t ement by aDfbody in 
the Government, I should think . 

I think it • s an i mportant element, because if t ha t · 
were not true we certainly would be thinking in very 
different terms . 

Very . 

But they 're s t i ll going t o have their doubts after 
they r ead it . No question about t hat . 

Uh well, you can't cha~e the doubts of some of 
them, no matter what yo~ do . 
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.But it ' s dispelling the fog to that extent. 

~uite r ight. They may come - ask for evidence; 
then we can give it to them. 

.!£6 

lie can give them plenty of evidence. We can make 
a case on this thing . This isn' t Just pulled out 
of thin air. Plenty of data to back that up. 

Do you doubt it as to fact or as to wisdom of saying 
it? 

As t o wisdom of saying it. 

I thi~ that's the s a fest s t a tement in the whole 
group . 

\',ell , I agree with you. I think ttwt•s a very 
definite - I don't think any questi on about that 
statement. 

I think that's the safest one there . 

Well , it certainly is - I a gree, I think that that's 
a sure one . 

(Haas r eturns with charts) 

Well , 'lfe can come back on all of them. 

•'ie just were movi ng ahead, George . Now we go back 
at~ain . We' ll go b ack t o three now . Bow about 
tha t, George? 

1~t 's h part of this - you know, I've worked out 
tnese figures, Mr . Secretary, and gave you these 
tentative figures t hat were on this chart. But 
if they 're to be published, I think we ought to 
check these figures Just as carefully as we do the 
revenue estimates. I think they're all right, but 
J. 'lf OUldn't want to stake my life on t he thing. 

Well , hell, you get up and say 80 billion dollars 
a t the present level will balance it . Well, you 
say that ' s what you believe. Some other fellow 
says you're cock-eyed, it will take 82. Then he 
gets up . I mean it gets into the realm • · • • • 

' 
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Yes, you can hold out in en argument a long time. 

Yes, I think that 

And I mean some other fellow says it 's all wrong, 
it t akes 77. It's like the notiona l income; not 
everybody agrees that our method of f i guring the 
national income is correct. Isn' t that right ? 

Thct •s right. 

xnd how ~any unemployed are there . 

It ' s a l l en estimate. 

I wouldn't be too fearful , George, if that ' s what you 
boys had . I mean let ' s give us the best we have . 
All this stuff - we•re doing a little crystal-gazing. 
Nha t? It ' s a little crystal-gazing • 

.1. think George is worried about somebody getting up 
and saying it t akes a hundred billion, not the 82 . 

~hat does it say? 

Here ' s the present expenditure, see, t his line, 
eight nine . And here's t he national income of 60 
billion, produces that; 70 bill i on • • • • 

Well , is that •••• 

National income of 70 billion will produce six billion 
two of r evenue. 

70 billion? 

Hans: Yes . 80 billion, seven four • 

Gas ton: 

Haas: 

~ccles : 

Baes: 

txcluding Social Security? 

That 's holding Social Security at t he 19.39 level; it' s 
assumed that the Social Security will balance itself 
on each side of the balance sheet . 

But it certainly wouldn't at tha t national income, 
!.eorge . 

Huh? 
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"hich it certainly wouldn't do at that national 
income . Social Security would certainly a ccumu­
late a t that national income a lot of funds. 

So on the cash point of viev1 .vhut would the picture 
be? 

Here you are - seven billion four a t 80 billi on. 

'l'hat isn ' t going to balance it . 

'1bL t .vr.s my point . 

Includes just the 1939 level of Social Security. 

lobich balances out on both sides . 

You uon•t include another tnree or four hundred 
million because of the increa~e in payroll ••.. 

\ 
•r;11 t will be over eight billion 1f you take ~octal 
o:iecur lty in. 

'lnat wouldn 't bal ance the budget. 

•;,oulan 't be eight billion, b ecause you' d have to 
run up 6JJ mi l lion on that , on Social Security .•.• 

You•a run that .•• No, eight billion wouldn' t , not 
at the present picture . But, Dan, if you h&d a 74 
billion nati ona l income, your Social Security ..-ould 
accu:nulate mor e tha.n i t would ut & 64 nati onal income . 

~ell, that's true. 
figure 500 million 
on a 1~39 level . 

But tner e is already in that 
of Soci al Security taxes, s ee, 

As I understand it, he figures that Social Security 
income will about off set Soci al Security out go; that 
t he o:ioci a l Security, be s ai d , would about balance 
out, be no accumulation. 

Oh, I didn't get tha t. 

hccording to George as you talk her e, you ' ve got to 
get about eight five. 
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ilell, He picked this figure out and were conservative 
on the basis of t he Twentieth Century study . Now 
that obviously is not one that you would want to t ake 
as agains t George 's . 

I ' d tuke eight billion. 

You'd take eight bill ion. 

If you•re sure of eight billion, I'll take eight 
billion. 

Wha t do you mean, r evenue? 

And balance the budget - pretty close t o it, with 
authority t o reduce ex~enditures a little bit. 

lf you• ve got eight billion income, it would be much 
easier to be lance 1 t, because there would be certain 
expenditures there just couldn' t be the same pressure 
f or. 

Raas : I think a real question whether you should put the 
Social Security in, because the increase on that 
won ' t help you on other expenditures . That 's why 
it was kept constant there - thinking of balancing 
the budget . 

ri . .. . Jr: 

~ccles : 

H.:J. Jr: 

Bell: 

a.!.l. Jr: 

Let me ask you s omething: if we ' re going on the 
premise that et 80 billion the unemployment thing 
is solved . 

It isn't solved , but it will be greatly reduced 
and the burden much less. 

May I Just run through this thought, what I'm 
getting at . Let' s say at 80 billion the talng 
is, we'.ll say, almost solved. Then you won ' t 
have to have that two billion dollars in there for 
relief and public works. Is that right? 

That• s right. What you ought to have is P.W. A. 
eliminated entirely and W.P.A. substantiallY 
r educed, if you have eight billion dollars and 
80 billion dollars national income . 

So I me&.n would tbis be drawing on the imagi.nation 
too much, to say if we got 80 bi llion that then the 
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t ot al expenditures would be reduced to eight 
bi llion? See what I mean? 

Well , that's a nice thought . I don't know. Should 
be . You can say 11 should be . n 

Y. e 1 ve got t o make an estima te 'llha t 1 t would be in 
tbe~e two years, and allowing a billion for relief 
we get 8395 (millions), incl uding public works back 
on t ne ol d f i gure, you see. 

How .auch is t hh t total? 

Tha t t o t al ls a395. 

Geor ge here ha s go t a fut ure normal year which t o t als -
now much? 

'-l gnt billi on 395 mi ll i on. And 1t leaves r egular 
oper a ting up a littl e bit from wha t it was in 1 39 
and cuts down public works t o t he old figure of rive 
ond ~uts lo&ns and inves t ments a t the same figure as 
it NBS i n ' 39 , cuts relief to a billion, cuts the 
C.C. C. t o 300, Agriculture to 700; Social Security 
it leav~s a t the l evbl of payments now, assuming that 
if tne payments increbse ther e 1vill be t axes to 
compensa te; end includes • .• 

You di dn' t read tne morning pbper . 

i here ar e slight changes you might make in this. 
You might compromise. 

ni ll you plea se wait a minute? 

Nha t we did there, !olr. Secretary, i s a ssume tha t -
well, we put it tha t way so if enybody thinks that's 
t oo much or too li ttle, you can cut that much off . 

Wha t I ' m t rying t o argue about, Dan, is: is 80 
bill i on high enough? Is - thut 1 s the thing, be­
cause I know the President wants that figure, 
because he asked me about it - wha t f igure. Is 
that enougb.? 

Well, I believe it is. 
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I should t hink that this - t hat certainly ought to 
be the - I should say not higher than that. 

Well, you'd s peak of the cash budget . I think 
there's b great - that 's different . I think you've 
got t o t hink of this thing on t he basis of a cash 
buc!get; tha t if you' re going to think of balancing 
it on the basis of t he bookkeeping budget, t hat 
IYOuld ::Jean, of course , a substantial r e tirement of 
the public debt through the Social Security taxes . 

If you don 't do that, you're headed for a lot of 
trouble. 

Absolutely . tio it seems to me that it ' s imvortant 
thnt we distinguish between the cash nnd the book­
keeping . The cash is the thing v;e ' re interested in 
from the question of vroduction and employment and 
so forth. It's cash budget , not the bookkeeping . 

'ilell, the only thing - I differ a little bit with 
Dan; I don't t hink BJ will do it. But if you go 
much bbove it, i t seems so impossible to a ttain 
tna t- if we can't att ain it at dO, we'll never 
a ttain it . Is that r ight? 

Yes . rlre you talking about 80 national incoce or 
eight billion revenue? 

80 billion national income. 

Uan, I think 80 billion, on the basis of - on a 
cash basis would give you a balanced budget - on 
a cash b asls not on a bookkeeping; but it would 
certainly gi~e you a balanced budget unless there ' s 
a lot of extraordinary expenses for Army and Navy 
and things of that sort by tbnt time. Th&t is, 
there ' s no reason t hat 80 wouldn ' t give you a 
balanced cash budget . If you merely take into 
account what the reduction in unemployment alone 
is going to be, that i n itself - you could keep 

' 
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up practically every other expenditure, and merely 
the r eduction in the unemployed would give you a · 
balanced buuget at 80 billion. 

o~ell, the way I feel - we 1 re all - 11t least I •m 
t &lking for myself - doing e little strdosphere 
f lying; at 80 billion the air gets pretty rarified. 

nxol : It' s absolutely . inaispensable, because - I mean 
from an employment standpoint , you•ve got to get 
tha t figure or you haven ' t got a system that ' s 
/,Orl(i ng . 

a.:J. Jr: 

Eccles : 

H.:i.Jr : 

eccles : 

Baas : 

Eccles: 

Gaston: 

eccles : 

Gaston: 

B • ..!.Jr: 

I Non't ~rgue with you. 
11" I'm l eft t o myself, I 
b~lanced buage t at 80 . 

;;ha t I •m only arguing about -
don 1 t think we' 11 get a 

I don't say you will, but wha t I say is t hat you can 
unless you go ahead and devel op a lot of new channels 
f or expenditure . 

~ell , that ' s what I'm .•. 

;~nd what we 're trying to s ey here is that if we get 
& nationa l income of 80 billion dolla rs, the t toe 
exis ting revenue sources and ratt~s no·11 in existence 
•vould provide sufficient i ncome to balance expendi­
tures against receipts. No..- , tha t ' s with the - I 
tnink we ought t o amke that clear t hat 1t is the 
cash income and the cash expenditures . 

In o ther words, the Social Security is off on t he 
expenditure sidE but included on the receipts. 

Tha t ' s right . 

Tha t would just prove out, according to George's 
figures . Of course, that isn't a balanced budget. 

Cash - but let's make the point of cash balanced 
budget . After all, t hat ' s the t hing that influences 
the question of national income and employment. It 
i sn't the bookkeeping, it ' s the cash. 

Xes . 

Again, unless you fellows insist, I don' t think I ' d 
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qualify any of t his stuff t oo much. I ' d leave a 
couple loopholes knowingly. I mean I wouldn't 
specify cash; I ' d jus t say balanced budget . I t hink 
we ought to leave it a little bit vague. 

I t hink we could include a couple words that would 
Just do that. I nst ead of saying "about 80 bi l lion" 
we could say "around 80 billion." Tha t makes an 
area a l ittle wider . 

Big circle. 

nn~ instead of saying nat presen~ expenditure 
levels , " just cut that - " ~ill ' groyide sufficient 
income t o balance expenditures . 

Ho11 will it r eea? 

nThet with a national income of around 80 billion, 
existing r evenue sources end rates doubtless will 
pr ovide sufficient income to balance expenditures." 
Now, you can skip the word "doubtless" in there if 
you want to . 

Thut t akes away the effect of your "around . " 

Thnt you c an't safely balance 1t until you really 
reach tha t r egion . 

$ometh1ng slignt ly d ifferent from t ha t - my 
thought is that as long as you have & potential 
of 9J and as long a s yuu can balance the budget 
at SJ - in other words, the thing can be done . 
!io1t , you h&. ve options as to how you 1 r e going t o 
do it, so f orth and so f orth; but never thel ess, 
from the standpoint of physical producti on and 
from the standpoint of the present physical 
requirements, the thing i s a solvent situation. 

That implies pretty much that if you don't 
bal ance it a t 80 you•re running grave danger 
of insolvency . 

No t insolvency; you're running gr eat d anger of 
getting an inflation. 

You' r e being unwise i f you don't balance the budget. 
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At that point , perfectly possi ble to have a balanced 
budget which at t he same time would be positi ve with 
respect to the effect on purchasing power. 

That's right. Your committee can't see the possi­
bility of new pressure groups which would greatly 
increase expenditures; it would be unwise a t the 
time to give in to them. 

I go along personally Just for one reason, that I 
Nant the President and his people to be thinking of 
an 80 billion dollar national income and doing 
every thing to get it; ~ond I want them to have their 
eye on that ma rk, on tha~ bench mark, 80 billion. 
Now to me - I mean the important t b.i ng is to get him 
thinking , "Now what can I do tor each tha t bench 
mark?" Now I'll eo along on that basis, and I'm 
n<>t going t o pret end to be smart enough to krow 
.1h&t will hhppen. But l think if we get his eye 
on t hh t - I 1 m hoperul a lot of gooa things will \ 
napven. olhat? 

Tvke your chance on being willing t o balance the 
budget if' it gets to that point of income . 

Oh, I might bal ance it when it reaches 77 . But I 
mean wha t I'm getting a t, Uarriner - I 1 ve arrived 
at my own thinking; if I could get the ?resident -
and the res t of us ge t him to thinking in t erms 
that the important t hing 1s to increase the 
na tional income, then give him a bench mark that 
he ccn shoot at, then we 'll sit back end hope that 
s ome grou;:>s ereu•t smart enough to think up some­
thing new, some new kind of law. But I do think 
'Ne •ve got to give him a mark to shoot for; I think 
du is as gooa as any . 

I think it' s import ant for them to get the idea 
that you not only can balance the budget a t 80, 
but that you must . 

I agree with Herbert . You •ve got two obJectives . 
First, get his idea on the 80; I agree with you on 
that , t hat tha t ' s f irst . Secondly, that i f we 
can reach that, see, then we not only can balance 
the budget a t that time, but it is desirable t hat 
we should balance it. But to try to balance it 
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t.guin, may I be a little relllhtic? I •m 11illing 
to do these f lights, but as f a r as I'm concerned , 
I don 't Whnt to put in any • must" about it, or 
unyth.l.ng else, b ecuuse t hen immediately that 
comes - at th>~ t point, "Y/bnt you going to do if 
it uoesn•t?" 
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Look r ~ thtr peculiar to say we must balance the 
budget when we get to SV. I mean such big figures 
tnere - it becomes o little academic . 

Tnese &re only findings from our technict.l experts . 
.. e •re not giving any doctrine here . 

~&rriner, unless you feel strongly on balancing 
thE. budget (smiling) •..• 

I 6on 't say we sboula say that. Dut I do think 
it is important to make this point : th~ t we not 
only 1100t to get the national income to 80 billion, 
but if we get it to 80 bill1un, then it will give 
sufficient revenue a t the present t ax r ates t o 
effect " balanced budget, so long as expenditures 
don 1 t exceed " cert!lin amount . Now the point 'lias 
nHe tha t a t BJ billion - thli t. if we bad 80 billi:m 
now, we ' ll say that i t' s expected that the cash 
budget would balence. 

l',ell .... 

Tn .. t • s practically •.•h&t we say here. Apparently 
Geor ge doesn't altogether ~gree wi th that. 

At 80 it would be very close; it. would yiel d 8 . 4. 

Why no t say "approxima tely" then? 

He s~ys "ar ouna . " 

I'm satisfied - •around 80 billion." 

• xr ound" is a little less tban •about .• 
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All r ight . Let ' s just take 1t as it is . 
it read now, Harry? 

:76 

Bow does 

' 
•That with a national income of around 80 billion 
dollar s, exis ting r evenue sources and r ates will 
provide sufficient income to balance expenditures.• 

.llight change that to "existing Feder al t ax r eceipts .• 

That ' s the v ery thing I t hink you should vvoid, 
r ight in line with wha t you ' re saying - t ha t that 
will proVide sufficient r eceipts to balance t he 
budget. 

Bses: Thnt leaves you an out on declining expenditures 
because of the rise . 

'llhl te: 

H.~.Jr: 

Eccl es: 

Taylor: 

Jhite: 

Eccles : 

Taylor: 

Bell: 

Eccles : 

Or leaves you an out on increasing expenditures 
because new pressure groups come i n. But it 
i mplies you c an bal ance it at that r ange and should . \ 

'N e 1re t alking here about data end when we say, 
"'lie mus t balance the budget, • we 're editorializing; 
it ' s policy , · end we ' r e t alking about data . If you're 
going to get policy, it ' s something else again. 

I •m just saying i f that sentence i s complete, it 
just seems t o me • • •• 

You've got t o stick 1n a couple of •Federals" there, 
Barry. 

Yes, it bas to be •Federal expenditures .• 

"... to balance expend! tures ." They say , •Well , 
balance what expenditures? " When you say tha t, it 
doesn't mean anything. 

They're fixing it up, putting in a couple "Federals" 
there. 

Bow about put ting • exi sting t ax sources and rates 
will provide sufficient revenue - Federal revenue"-
if you want to say it - • to balance expenditures.• 

• . . . t o balance expenditures at present levels.• 

Guton: 11 o . 
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It's a f ac t . 

olell, I don ' t think we want to a dmit that the level 
of e ight billion, or eight billion nine, is the 
per manent level of expenditures. 

1\e don't admit it; we don't even state it. We 
simply say, i f we had a na tional income of around 
80 billion, tha t the present r evenue sources and 
present tuc r a tes would be sufficient to do it, 
but it doesn't say • •• 

But it won't according to estimates; it will fall 

&ut you say "around" in t her e to give you enough 
leeway . It may be ol or 82 or 79 . 

Stretch i t t o 84. 

... 

You say tha t around 80 billi on you could balance the 
thing. I think t o s ay you're going to balance 
expenditures and then stop Nithout saying what 
expenditures - toe press is certainly going to 
say, "#hat does that mean?" 

Want to s a7 "balance expected expenditure~ 

Can 't say tha t. 

No . "hy not tall< about "',>resent expend! tures~? 

lol'IY don't you give a f i gure ot around eight? 

You could say "around eight ." 

n 

n .. . 
t o balance expenditures ····" 

at ar ound eight billi on." 

I don't think so. 

Well, why? 

It migbt be higher, might be lower. 

Ot course we•re not saying - we 1 r e Just saying that 
that Jdnd 1 of 8 revenue at exis ting r ates will balance 
expenditures if at that level; it they're less you' d 
have a surplus, if the expenditures are mor e you ' d 
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still have a deficit. 

\'/ell , the way it was written here before - "That 
with a nat~.onal income of about 80 bi llion, existing 
revenue sources and r a tes will provide sufficient 
revenue to bal ance expenditures ••• n 

11 ••• a t " 

" at the present level . " 

I c oula accept that . That suits me . 

~~ = There ' s another method t hat's a little more expli­
cit . You might say &round 80 billion dollars would 
~rovide eight billion dollars of revenue and then 
say that expenditures in the last t •.1o years have been 
so much, including amount s for W. P . J... end so forth. 

B. li .Jr: 

Ruml: 

H . ~ .Jr: 

Eccles: 

R.•l. Jr : 

~ccles : 

If you don 't mind, I' d like to leave it open- ended, 
advisedly, on expenditures . I ' d like to leave it 
Ol)en-ended. 

Uh-huh. 

1 don ' t want to figure it back. I don't 11ant to 
give the.m too much to figure ; afraid we mi ght get 
caught . 

I ' m like you, I think the way that is - you can 
put the word •around" in there, helps out a little -
with tbl. t word •around," the statement like it is. 

I'll take i t that way . 

~o will I. 

\ 

tluml : That ' s the point a t which Mr. Del ano saw it yesterday­
tha t way. 

H.-I.Jr: 

dum!: 

H.:J . Jr: 

"u.:Jl : 

What way? 

hs it is. 

Be was satisfied? 

Yes. 
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And you? 

We •ve got to let Bell think about i t. 

If you substituted the word •current• for "present , • 
it would make it slightly more ambiguous, which I 
take it i s what you want. 

(Hearty laughter) 

"That with a national income of around 80 billion 
existing revenue sources and rates will provide 
sufficient income to balance expenditures at current 
levels.• 

You can put in "approxi.mately current levels . • 

"· · • at approximately current levels . • I think that' s 
safe. 

J•nd then after that, put two question marks in 
brackets . 

They can ' t sue you for that one. 

All right now, where were we? Old we go by number 
three? 

This, Mr. Secretary, 

Say, 1n this thing somebody swiped my paper. 

It •s right under your envelope there, isn' t it? 
Isn't this it? 

Oh yes, t hanks . 

14r. Secretary, I think the public when they see the 
SO will probably think of eight billion, because the 
Waley-Eaton letter this week has SO, and they go up 
to SO and say eight . They may figure it out very 
simply that, say, t en percent would be the ratio, 
so ten percent of SO billion would be eight billion. 

Yiell, that's all r ight. 

llay I suggest this, Eccles and Bell and Ruml: let's 
keep movi.ng; then those three gentlemen should take 

\ 
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this thing and they can work on this t hing and 
get it to us not later than Sa turday. Then we 
can look at it again. Is that all right? 

Al l r ight with me. 

OtherWise we won't get through today. 

180 

uher e we can, l et's O. K. it; wher e there's a question 
l et• s l et them work on it. 

•tell, they 've got most of it. 

17e sort of go b y three and we sai d we agreed on 
four. Now we're- we haven't talked about five, 
have we? 

No . 

"That the influence of t he budget upon business \ 
activity is in large part conditioned by the amount 
and source of receipts and direction of expendit ures. • 

I didn' t agree t o tha t l ast night . 

Vlell , i t can be crossed out this morning . 

oVher e is thnt sheet I worked on? You're bringing 
some of this back on me. 

Tha t one ••• 

Tha t was a point, Wr. Secretary, 1n the findings. 
Do you r emember how you bad it, Beardsley? 

~bat some expenditures have more influence than 
others and some r eceipts • ••• 

1-'our or five points. 

1~ e lumped 1t up in one sentence, put it in there. 

Well, from~ point of view it' s a perfectly 
obvious statement . But I read some of those 
editoria ls, Yr . s ecretary, that you sent me 
commenting on the appointment of the Board. 
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Yes . 

And ~o or three unfavorable editorials - one 
particularly struck me, wnich said t ru. t obviously 
no - obviously the F'ederal budg6t has no effect 
on the economy . And sometimes we fail to r ealize 
wha t the state of public knowledge is in t nis and 
how .i.t .i.s sometimes desirable to put a pi n down. 

but isn 't - we're giving this to the President as 
our views, that ' s our f i ndings . It seems to me, 
when we consider we ' re not r eally d r s wing this 
up to i s sue - t o releose cs a committee; we ' re 
mer ely giving it t o the President s s indicating 
t o hi m wtu; t our findings - who t our beliefs or 
our findings are, and ..•• 

nell, I 1m not ready to go a long, personally, 711 th 
five . I 1 m not r eedy for t hG t yet . I mean I want 
to hGve more t i me to think cbout tha t . I go Blong 
with six, but I ' m not r eady for five . 

Unless -you may not f eel it ' s appropriate to put 
in here, that' s one problem - but unless you, it 
seems to me, accept the logic of tha t, then there 
is no justification for selec t i ng one kind of tax 
r a ttler than another . 

Or one type of expenditure . In o ther words, all 
expend! tures would have the same e frect, .,.nether 
~;· , p , ;. , or P . W. A., t.nd all types of t axes - no 
differ ence whether they're - it's a ~Lestion 
of tne t o tal deficit. 

But, you see - if I mby have a minute - then we 
ge t into this ~bole 4ues tion of the chart and 
everything else . I uon ' t w11nt to be put on the 
defensive to explain this five . I 1 m per sonally 
willing to go a l ong with differentiating between 
t hose Kinds of taxes; I ' m willing to d o t hat . 

Then it isn 't necessary ther e, because in that 
case it • s implicit in your selection of certain 
t axes . 

I ' m willing to go ~long with that, if the o ther 
people ere; but I very definitely don ' t want to 
be put in the position of underwriti ng five . 
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Isn't it true that five ties up with the thing in 
parentheses that you also ~ant t o strike out, and 
that they aren' t necessary for immediate considera-
tion? 

'Lhese are still in the realm of the findings of your 
experts, that 1 s all. You ere advised by the experts. 
'l'hese - this is not pert of the r ecommendation. 

Nevertheless , if he doesn't a ccept it, it shouldn ' t 
go forwar d . 

I ' m det&cbed from the committee, and if this is 
~ade public - and you've ~>lways got t o go on tb.e 
assumption it wi ll be - and I go up on the Hill 
on sometning else; I don't want t o be cross- examined 
at this time or maybe subsequently . Now, maybe sub­
sequent l y I'll a ccept it; but as to five, I'm not 
ready f or five , personally. 

llell, you ~ouldn't - I see, you' re in a little 
different position, because you may feel if this 
should be made public Bnd you nave to go on the 
Hill, you have to - it puts you in a position of 
trying t o explain the thi ng. 

That's it. 

But you ~ouldn 1 t ob ject then. 

I d on't ob Ject if you a s Chairman of the Federal 
Reserve want t o go up when you testify and 

I mean, for instance, in this report to the 
President, wha t we should say - well now, I feel 
tha t tha t's a proper statement a t this time and 
I•m willing to O.K. 1t, and you say, •I •m not 
sure . 11 

Let •s put a question mark. 

~11 right, let ' s put a question mark. I'd like to 
think about it, as to whether I think it ' s necessary 
or not. I ' m not sure it is, but if it's all r~ght 
I'd put a question mark there, which means you re 
~toing to eliminate it as rar as you•re concerned . 
~ut I'd like to think about it. 
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Tlu; t 1 s all right. Now how a bout Bell? 

Well , I think it ties i n with all this discussion 
we 've hud on these cbarts . 

Yes, it does. 

It gets back to the old 4uestion of whether or 
not we should spend and spend in certa i n ca tegories 
in order to i nfluence the economic picture . 

~ot so much that, Danny. 

I don't think that says t hat, Danny, at all . 

You might take that interpretation, but it isn't 
the necessary one . 

Th~;t i:m ' t wha t tt1ey•re t rying t o say . If they 're 
saying t hat , then the sentence should be changed . 

\lhu t uoes 1 t mean, then? 

1/ell , it means tha t certbin types of t axation have, 
l et's say , a different - they e ech of them have 
different effects, a l so certain types of expendi­
tures have diff er ent effects . Has nothing to do 
with whether they should be greeter or lower. 

Just e statement of fa c t , that ' s ell . 

I t hink that ' s fundamental; you take i t i nto con­
sider btion every time you try to deci de t o put a 
t ex on .• • . 

Consumption t ax or capi tul gains . 

"nether it's a good or bad t nx, whether you •.v ant t o 
do W. P. A. stuff or P.W. JI. . s tuff. 

l think wha t the Secret ar y ' s thought is , is this 
legitimate difficul ty tbet he doesn ' t want to have 
that r aised now. You can accept that thesis. When 
it comes to a question of attempting to put any 

\ 

exac t qualif i cation or measurement or statement as 
t o this t ax versus the other, that, I take it, the 
Secretary doesn't want to approach yet . hnd t he only 
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way in which he is meeting this difficulty is by 
merely specifying the particular taxes or - which 
he appr oves or disapproves of. Yet I don ' t t hink 
that you ' re going that f ar merely by this general­
i zed s t a tement. I think it's so general, I don't 
see how anyone could disagree with it. It merely 
says certain types of expenditures and the amount 
of t hat effect; unless t ha t were so there would 
never be any question .•• • 

Bel l : I think it is well-worded , l.lr. Secretnry , from •••• 

H. ' . J r: 

•atte: 

Eccles: 

H •. !. Jr : 

I don't want it. I'm sorry, but I can't at this 
tlc e . I'm impressed nith seeing those things . 
•• man like Dr. Viner says, •t-ow maybe it ' s all 
right , but nobody 1 s done enough study on it t o 
say :mether it is or it isn•t.• And I want to 
s ee ,oor e study before I go up and suddenly find 
those ch£rts f acing me a t some hearing end find 
I signed my name to that. • Wel l , how about that?" 
•Well, you sai d t hat ther e . Now what a bout that?" 

So I mean I Just - what Viner s aid; I want more study . 
H1mes goes even much further; Hanes said no one has 
snown hi m y et t ha t a hx on ••.. 

Sa l es t ax . 

.• tha t a sales t ax is defla tionary ; no one ' s given 
him any data to prove it. Lver ybody says so, but 
nobody ha s any da ta to pr ove i t. llo>~, I don ' t go 
as f ar as he does; he ' s talki ng for himself . I ' m 
willing to go al ong with wha t ' s on page 2 . But I ' m 
not wi lling to go along wlta t hat. ~nd I realize­
and you say, •i'lell, the difference is, we 1 r e talking 
about s pecifi c things, and then i n five we ' r e 
generaliZiD8. n And franklY I Just don't want to 
flnd eyself suddenly with a bi g chart in front of 
me . Maybe - but Eccles , you said you' re IYilling to 
thinK about whether it•$hecessary or not . 

I ' CI like t o think of it in connection with everything 
else that's going in there, t o s ee whether or not I 
th ink it ' s necessary to complete it. 

nell , is it agreeable t o you gentlemen to leave it go 
by with a question mark, knowing how I feel about it? 
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It is from my point of view . I thinA it is i mpor tant 
to recognize t ha t this state~ent as it s tands i s 
s i mply int ended to be a statement of fact , and no 
l)&rtioular discussion of method is involved in t he 
ste tement of f act. I'd like to make th~t clear, 
bec~use there are many methods by which i t can b e 
af)proached, of which we had one . 

I t has this advantage: this is date being submitted 
t o you • •.. 

1 mean if it' s - if Eccles and some of the other 
peo~le thl~< it ' s important enough, tnere ' s no 
reason wny it can't be put on as an appendix to 
t h£ sta tement . If Eccles und the rest of tnis gr oup 
.vant t o bring this - "Mor,enthau doesn 1 t concur, n 

th~ t's all. 

•' e ca n just wr i te t his l n here, s ay, 11 Agreed to by 
so- r nd-so , and not by so-and-so . " 

I thinK you need two c~ tegories, one of dissent 
<- nd one of def·erred judgment. You pu t t he Secr etHY 
in a very a ·.vkwar d positi:>n to dissent from i t . 

I ' m not dissenting . 

I don ' t tnink the sentence means at all what you 
t hink it ' s int ended to mean. And I've come into 
it, a s you An:>W, l a t e - I haven ' t looked it over; 
I get an entirely different i mpression. 

olha t do you tilin<t it means? 

I t hlnk it means .vha t I s ui d . 

Say it again. 

Y~u • re s i mply s aying th~ t cer t ain types of taxes 
n&v~ a d i fferent effect than other s - tha t you 
think they do and certain types of expendi t ures 
have a differ~nt effect tnan others . It hasn ' t 
got any t hing to do, let ' s say , with this compensa-
tor y t hing or • •• . 

Or you don ' t say whs t kind of effect tney nave ; but 
they just have a different effect. 
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In other words, o soles t ax would have o different 
effect than an i nheritance t ax. You mi ght say that 
putting cap! t al stock into o bonk has a different 
effect from a IV . P. A. expenditure . You aon ' t say 
wlla t effect; you mer ely Sl!Y the effect is left 
open to study . We ' r e no t bringing in the charts 
th~ t wer e presented . 

hnd you t hink tney have d ifferent e ffects . 

uhether the multiplier is one or f ive , we don ' t 
say; but se do Anow different expenditures have 
different effect s , end ~e•re not prep&red t o say 
«hnt effect . That 's 11hLt Ne 1 re s t udying . 

But you uon 1 t s~y you ' re studying . If you don ' t 
mi nd, I just don ' t .1unt to put ·my foot into tha t 
door, because I'm afra i d I ma y have to go into the 
r oom, t hti t 1 s .. 11. :~ow, t hat's jus t the ""Y I feel. 
On the other h~<nd - 1 t m~ty not seem consistent \ 
! 110 willing to sub~cribe t o wha t ' s on page 2 . 

~>ell , it's .... 

rt •s Just - I Just have a reeling on it, I mean, 
so t he others can think about it . 

This is the l as t memorandum Ne ' ll probably send the 
~resident anyway; and there ' s pl~nty of time to 
consi der the wor aing, explan&tion as to whet ought 
to be said in connection with both tne part i n 
pa r entheses and the other s . 

~r . Eccles, there's really no l oss in leaving i t 
out, because i t 's quite implicit in your recommenda­
tio n of t&xes, becaus~ if wo didn't feel certain 
t axes wert! desirable and othe r s not , I don ' t think 
we would subscribe t o them . 

Tha t ' s wha t I sai d : in rela tion t o the ~hole docu­
ment , I 11o not sure it ' s necessary . And I'm not 
sure it i s necessary . 

! think it might b e the subject of a later end more 
carefully considered memo randum . 

'.Vha t I • d l ike to say - "In pur sui t of the objective 
o f a ttaining a high national i ncome • • • • In other 
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woros , I 'm trying to taink of higher national income, 
bigber nEti onal inco~e, you see . 

Wbes t you going to do w1 th number s ix on t be bottom 
of tbe page? We passed number five ; didn ' t do 
anything about number six. 

"Tha t it i s extremely important for Feder al fiscal 
policy to take into account : 

(a) the outstcnding debt of state and local 
goverru:~ents , and tnolir fscal operations, both 
as t o expenditures and receipt s ; · 

lb) the volune of capital expenditures being 
undertaken by priva t e enterprise ." 

Th~t i~n•t ~uite the sa~e. 

In other wor ds .• • . 

I go along on six . 

I cun . 

••ha t ? 

I can go along on six. 

l can go al ong on six . 

!lot a - so do I, but I think t lul t you have - what 
you ' r e real l y talking about in each case is movement. 

:.leening what? 

(a) reads as if it 
outstanding debt .• 
ta l k about volume. 

were very static. You say •the 
Then you go in the other one and 

~hanges in volume - quite right. 

How would you have it read? 

~bey can fix it; they •ve got what r •ve -what I'm 
talking about. 

Put "changes in the volume ." Tha t's right. 

\ 
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::.ume t bing applies more to the outstanding thing 
than it aoes to tile • • • 

xll right to go on two? All right, !Jan? 

Uh-nuh . 

i\u:nl? 

~es . 

lea 

" In pursuit of the objective of a ttaining a higher 
natio~l income we make the following recornmenda tions 
Nita respect t o fiscal policy in the next year .• 

J ay I just go b ack again t o t hat t hing in the brack­
ets . If you're going to leave the brackets i n, taen 
I tn1nk there shoula be sometning again on top of 
two, you see . I mean you don 1 t say anything on 
your r ecommendation about what ' s in the brackets 
on the firs t page . I jus t want to draw your atten­
tion to that . Harry, s ee what I mean? I mean you 1 re 
talking about 11 in pursuit of the objective •• " -you 
say "objective of • • . H higher nbtional income" and 
you leave out booms ~nd depressions. 

~ut tha t ' s the second clause of that; the pert not 
i n brackets does cover that . The policy state~ent 
is the part in brackets, end the part no t in brackets -
the part no t in br~;ckets hi t ches up to that state!Dent. 

••ell then, be all t he more reason to leave it out -
the part in the brackets. 

'rbe part in brackets hitches on to pert 8 in recom­
!Dendations on the third page . 

111. New and additional t axes should be imposed only 
if there is a corresponding increase in aggregate 
expenditures and then only if such expenditures add 
more to nati~nel i ncome then new taxes take away.• 

Tba t isn' t wllat I read l ast night, Harry . 

r:n1 te: N o . 

I don't think you want t o say tllat. 
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No, that wasn ' t that way l ast night. 

Hnve you got that copy? Well , even if it weren ' t -
even if you d i d happen to pass it by it can come 
out now. ' 

No . 

It wus there, but probably you di dn ' t notice it . 

I t was in the s tatement yesterday . 

116-S it? 

Tnere it is - t he last 

unere is it, Harry? 

uown a t tne bottom of the page . 

ilell - "New and &.utli t.Lonal t axes should be imposed 
only lf • • • • " - no, I can ' t soy that . Can you, 
l>an? 

No . 

No . 

~een a avocating the op~osite . 

No, I can't say t hat . 

Neii , nave you been advocating t ha t you incr ease 
the t axes even if there is no 1ncrenswexpend1ture? 
For i nstance, an armament expenditure - that ' s an 
increased expenditure . This mer ely s ays t ha t taxes 
should be incr ea sed onl y if there i s an increased 
exjlenditure . 

'l'hot 1 s an entirel y d ifferent philosophy; I c ouldn ' t 
subscribe to that. 

Of course, you could put t axes on heavy enough right 
now, nnd it seems to me i f it ' s important and you 
wont t o balance the budget now at 65 by trying to, 
you coula put very heavy t axes on and create a con­
dition ~f diminishing r eturns, possibly . I n otber 

\ 
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words, it seems a very important thing - the very 
hear t of a fiscal committee, it seems to me , would 
have to do with whether or not additional t axes 
are going to be put on before the national income 
r eaches a certain point . It 1 s fundamental, it's the 
very hear t or the thing. 

Mr. Secretary, we did make one change which might 
slightly alter that before - we said r ight ~bove 
that 1t is "w1tn respect to fiscal policy in the 
next 1'1sca l year." In other words , it's not - this 
is no t a statement of general principle, but it 
just applies to tbis next year . Ana I thought you 
h>d said you would not fa vor additional taxes next 
year unless t!lere were going t o be additional 
expendi tures on Drmaments . 

••ell, that isn't wnat 1s been t alked about a t all. 

'i:nr t doesn't s ay that the way 1t is . 

Yes it does ; i t says for "the next fis cal year . " 

No, I can ' t say tha t. 1 mean that thing -I couldn' t 
subscribe to one a t all, even changing a couple 
words . I mean I just don't - 1 couldn' t go along 
•lth that . 

"2 . lf taxes are increased, they should be those 
interfering least d the ddi t l ons t o the national 
income . These are arranged in order of preference . " 

I'm willing to subscribe t o the t . 

That ' s all right. 

And there ' s e list t here . 

h couple new ones which you didn ' t see . 

"If taxes are incr eased, they should be those inter­
fering least with additi ons to the national income . 
•hese are arranged in order of prefer ence:" 

I should taink one could be resta t ed in a way that 
you .. • • 

\ 
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I doubt if you could do that. 

Ar en't you going to make 1111)1 recolllJilendati on with 
re~pect to t axes for next year - i n thi s document, 
I mean? 

1/ell, here • s the - let. me just take " minute or 
two to explain. I 1 ve been here now f ive years. 
In the firs t place, I 've alw~ys token the position 
before the committees th11 t I go on this law, which 
zay or may not be correct, but I 've taken it: I have 
never recommended any form of additional taxes, and 
the. t ':le wsi t until ~ongress sends for us and asKs us . 
"nd t hen it's what kind of taxes . Tney say how much 
money. That ' s the position I 've alsays taken. I 
took that position ~t my press conference this 
mor ning and I've never originated- I mean as Secre­
tary of the Tr easury. 

Now, a s to the way it ' s going to boil down - this is 
very confidential, Marriner, a ll of you- I mean so 
thut you have the whole picture , t his is tne latest 
situation, &nd it ' s shifted twice t his week, but 
this is t he l as t one . The Pr esident says he ' s going 
to ask for an adaiti?nel billion of t axes, 500 million 
of which will come in during the fiscal year ' 39- ' 40 
and tne other 50J million would come in in the subse­
..,uent fiscal year . Is tna t right , Dr.n? 

1'ha t • s r ight . 

no•< could you get it in this fiscal year ' 39- '40? 

'lhat•s !.lr . Banes ' problem t o try to work out. 

You've got to get it passed before !.larch 15 . 

You• re talking about nsc&l yeor ' 39 . 

July 1, • 39 , to June 30, 1 40 . 

Ge t iu,lf of it then - get the last half · 

That ' s right, yes . 

'•ell, I - in the year ' 39- ' 40, out of t he - what 
t hey r ecomcend is s bi llion dollnr tsx bill, of which 
only 5~0 million would be collectible in •39-'40 . 

Regraded Unclassified



-40-

Bell : In the fiscal year 1940 , tht~t • s right. 

£ccles: 

ilell: 

3. :.1 . Jr : 

t.ccles : 

Gas t on: 

H.'LJr : 

z~ 1: 

H.:• . Jr: 

Bell: 

H.:L. Jr : 

Eell: 

In t he fiscal year 1940 . I t • s the fiscal year ' 40; 
collect half of it and hulf of it would come i n the 
next year . 

Is tha t right, Dan? 

1hat •s right, yes. 

nnd - no , and t hen in the subse~tuent year you get 
o billion. It's a billion dollar t ax bill. 

b billion a year, and you1 a get nalf of it in the 
l~st half of the fiscal year ' 40 and you' d get a 
billion ...• 

I t' ~ a billion dol lar t ux bill, but you creep up 
on 1 t so the t for the fir s t two years you get a 
billion and a half. 

Largely est &te t ax ; you .'IOUld.n ' t ge t much. 
' 

.. gainst that - we have never spoktm as confidentially 
us th i s; it ' s very confidential - toe f isure again as 
lt wos of Uonday or Tuesday for national defense, was , 
:m a cash basis in the coming fiscal year, 500 
~illion dollar s; but the cppro~ristion would be 
~ t le&st f or a billion, wouldn t it? 

l didn't get that last part. 

ooell, I think so . Taking what be di d with Coast 
Guard, f or example ; he asked for three cutters, 
nine lllilli()n dollE.rs . You said, •Well, I ' ll g ive 
you ttiree because that' s all you cun spend." I 
t ake it he ' s doing the same with e verybody . 

I didn 't get the l ast part on the bill ion. I got 
the informati on all we'd send up in the subsequent 
estimates v•ould be 500 million. 

He didn't tell me tha t either. I'm Just taking it 
He said the Navy- they want so much- I ' m t aking 
it he took it on the bas i s tney'd only s pend this 
much, there W()uld be at least two-thirds left. 

I see. :lell, I don't know. 
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~ell , I'm jumping t o t ha t conclusion. 

Tha t probably is right, in view of nis previous 
discuss i on . 

I ' m jumping a t that conclusion. I may be wrong . 

n6ain so you nave whet he has i n his mind, what 
he said - try, if '#le 1 re go tng to be out of pocket 
5JJ million on national d efense, for everything 
over anu above the regular - he says , "I want 
t o raise 50J million f or tha t." 

:..93 

out he doesn't- but that isn't in addition to 
this t ax that we ' r e t alking a bout. In other words, 
you said tha t he wants a t ax that will give 500 
million in the fiscal year 140 end a billion in 
the fiscal year 1 41 . He doesn't want another 500 
million t o meet that. That ' s what he \'/ants the 
500 million for . 

The 5JO million is t o mee t the extraordinary national 
aefense appropri a t ion. 

He expects tha t there will be an appropr iati on, say, 
of il billion dollars, but of ac t ue l cash e X!Jendi ture 
during the fi scal year of not mere than 5JO willian, 
say half of wuat is appropriated . 

Th.at' s right. 

De surprised if it r eaches anywhere near a half. 

I ' m giving you the mos t recent and t he mos t confi­
dential information I have- Now, s ay t his to Delano 
but nobody else, please, and caution him, "ill you 
please? 

Yes, sir . 
I Just say I'm not surpri sed a t tha t conclusion. 

Now, here ' s my position, you see, knowing this­
and no'K that you know it, I don ' t want to be in a 
position to say, •Well now, you can ' t haVe 
additional t axes unless you have additi onal 
expenditures " because, 1n the first place, the 
President do~sn't arrive a t that - he said, "In 
order to t ake care of the Army, Navy &nd Coast 
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Guard, I'm going to spend 500 mill i on dollars . 
J ohnny , raise me 5JO mi llion dollars additional 
t axes ." 

And therefore, knowing that - I mean I say I'm 
·111ll1ng to go along snd say, "'.'I ell, i f you' re going 
to do tha t, !.lr . President .• " -I mean he isn't going 
to dissociate me one minute as Secretary of the 
Tr easury fro!ll the next minute as Chairman of this 
Board . He ' ll say, "Wha t's the matter with you, 
Henry? ••er e you dumb the other day when you were 
ovdr here?" So, knolling this, I'm willing to Join 
you people in saying, "o'lel l , if you want 500 
million, l!r . President, ;~e consider these are t he 
least defla tionary and these are t he ones which 
are t he least desirable . " Doesn't thht make 
sense? 

Yes , but, Mr . Secretary, some thing must be wrong 
with the phraseology of number one, because that' s 
ex~ctly what you had . 

Just exactly - that ' s Jus t what we say here . 

But I don't want t o say you :nus tn• t have new t o xes 
unless you ~ve neK expenditures . That' s what I 
can' t swal low. 

It ought to be possible to r epnr ose it . 

I thl~ tb~t•s im~ortant, number one . 

I 11ent to be r easonable . Try lt. 

Ur. Secr e t ary, isn't it fair to state tbls : t ha t the 
Pr esident ha s talked to us from time to time on tbe 
nati~nal d efense program of substituting national 
defense expenditures f or P. W. A. and W. P. A. In other 
wor ds , he would reduce other expenditures when be 
s t art s in on his national defense program, so there 
will not be additional expenditures over the present 
level. Therefore, the t iJ X to be levied wi l l be to 
t ake care of th& present level of expenditures . 

But t hen again, being on the level with t hese people, 
~anny, were you imprersed when be said that? 

\ 
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Yes, I think you bave to be practica l in the tbing. 
I uon 1 t think t his expenditure can go up above nine 
btllion . 

Of course , be denied that a t the press confer ence 
end those figures you snowed us contemplate addi­
tiorwl expenditures for tbe a rmament, ove r and 
~bove the corresponaing expernitures for t his 
year . 

1 tnink thEt1 s a f ac t too; that ' s wha t it will 
r esul t in • 

.. na t I oon1 t want t o s ay is t his . Eccles and I 
nave en nonest difftrence of opinion . I don' t want 
to say publicly that you can 't raise additional 
t axes unless you have additional expenditures . 
I don ' t want t o be in that position, see? !low, 
see if you fellows cane e t me into the ,>osi tion 
"here I feel comfort&ble . i 
lieU, ·rlthout going to the c;.uestion of wha t the 
f o rmula tion should be, Mr . Secretary, mey I point 
out til~ t unless in fact no additional taxes a r e 
tuken in beyond whe t goes for expenditure, unless 
there be some extraorulncry t ax thct has no effect 
'-'il&tevcr on purchasing po~:cr, the effect of such a 
policy will be damaging to t he nationa l income in 
t11o 11ays, because it •.rill both r emove purchasing 
poGer from the hands o f tbe people and will incre~se 
cos ts, thereby increasing prices ~d getting e 
destructive situation. The fact of that just 
simply c~nnot be overlooked . 

You're t a lxing about~ nutivnnl income of 80 billion 
liS the ob j ective . Therefore , the t<.x program, the 
ex;>endi ture pr ogram, have to f1 t into wh& t thn t 
ob Jective is . And it seems to me tha t we •re going 
counter to a rriving a t tha t objective t o the extent 
thot we impose additional taxes, unless a t tbe same 
time there nre expenditures to off se t t hem . I mean, 
in other wo r ds , we ' ve got a Federal e xpenditure of 
a round eight billion dollars . Vi ell, to try to 
r educe the deficit by t exes on the pr esent nati onal 
income basis tends to freeze the national income 
where it is . Tbat •s my theory . 
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I ' d s~..ggest a substitute thero: th&t ther e shouldn' t 
be any drastic increase of taxa tion, in view of the 
present status of recovery; if in or der to improve 
t he budgtt position a modero te 1.ncrense in tax 
r evenue is considered desir t bl e, then it should 
b~ sough t from the right sources . 

Of course , something could be done to increase t ax 
r evenue by shift!~ the sources of it. 

Thbt 1 s very difficult, pr actically. 

llht t l>robably is happening - 11e ' r e plE.ying a gr&nd 
sum~ of put ~nd take, or tak~ ond put. The dollars 
lid I.~>Ke in t Gxes r1e have to put out on ·1:. P . A, and 
p , ,l' , ;. . and toe buaget gets higher and higher conse-
._uently . 

.. ell , to be entirely fair to myself, when I saw the 
? r esident on Sunday I w&s entirely satisfied and 
hapvy - when he told me Sunday tha t he 'Has goi ng to 
usk f or only 5)J mil l i on t ux bill, of which - and 
i•e upped one 50 J mi l lion . You were present, Dan. 

Yes . 

.. ell , this isn't counter to thllt . 

No, no . I was convinced , a f t e r listening to the 
other people, tha t a t this stage of recovery s t ax 
bill calling for 500 million, which would only be 
really collectible in tbe second yee r after the 
time it was passed, was accept6ble . I did not 
r ecommend a billion dollur s . I think 500 million 
at this time i s about &11 we could stand . 

I think you can't stand tbll t unless you•re going to 
spend the 500 million . 

Well, you 'r e going t o . 
Well , you• re going to; don ' t have to worry about that • 

Tnat• s all we say here, tben. 

Jus t a difference in approach: •Which co~es first , 
t he chicken or the egg?~ xou say the expenditures 
come first . 
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They go t ogether her e . I thi nk t he t ax and expendi­
t ure go t ogether . 

I f t hese f ellows , pl us Ruml , can put it on a basis 
of recovery r a t her than e xpendi ture, I 'll go along 
wito you . 

'Lbat1 s tile onl y basis I ha ve i n mind . 

Uarry, di d you bave what I s aid in • •• • 

Not this l a s t . 

197 

If you people can work it out wi th Ruml tha t you put 
it on t he basi s of r ecovery - ~< t t he present stage 
of r ecover y we can ' t stand much mor e t axes •.. 

I t hink it woul d be ver y easily s t a t ed ; v ery e asily 
el iminate t his statement of pr incipl e her e . There •~ 
no need for tha t statement, since you agr ee on what ' s 
going t o be done . Time to fig ht over the pr inci ple 
is when t her e ' s a di fference i n t he r ecommendations . 

Can ) ou fix i t up? 

I t hi nk so . 

And make i t pal a t able t o me . 

.. e 1ll try . 
He l l , I •m not - I ' m not advoca ting expenditure fir st 
bnd t hen taxes . I•m advocat i ng t ha t tney go right 
together 

1 
ths t you get t he t &xes to take c are of the 

expenditures . If t hey ' re going t o i ncr ease the 
expenditure 50J million, then I 'm f or increasing 
taxes t o meet that. 

Wel l , on t ha t basis we•r e pr actically t ogether . 

That ' s wha t I sai d . 

'lie 1 r e all t ogether . But •• • 
The way i t ' s sta ted her e ther e ' s a principle which 
goes beyond that , and I t ake it t ha t it ' s not necessary 
t o r aise tha t principle a t this t i me, since t he 
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recommendations a nd things in process a r e t hings 
you•re t ogether on a na can be so stated . 

~!r . ~:ccles just stated - I ' ll go along wi th what he 
Shid , 

~et ' s restate tha t thing along that l ine, t hen: 
th~ t if they 're going ~o incrense expendi tures , 
tney should increase t axes a long with them t o 
~eet the increased expenditures, so that the 
defici t is not increased . 

~omething a long that line. 

Dut in view of the s t<. te of recovery, you don't 
!'eel t h~ t further drastic t e xes are celled for 
a t tnis time . 

Uut- I ' m not fooling myself -but in this thing 
there is a philosophy expressed .vhich I don't 
subscribe t o . 

There is something 1ao r e t han t hut implied in this 
sh.tement, that ' s true . 

I uon•t w .. nt to get iu tha t "something more . " 

Right. 'J.ha t can be out quite lo~g1tima tely . 

He ' s Nr1tir~ a prescription !'or this particular 
sitU& t1on ·<fi thout go in<; into nis medical philosophy • 

Th~ot all r ight with you (Bell)? 

:te:J . 

xll right . Thi s is wonaerful. 

Now, all. yo u go t to do is - wha t else is ther e? 

lhere ' s a c ouple of new t axes been slipped - been 
;lUt in . 

Sllp,.,ed? (Hearty laughter ) 

Barry, that ' s the time you slipped . Oh boy, you're 
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going t o nave t o t ake that for a month. 

! bope he got that on the machine. 

He did . 

In the futur e wi ll you underline t he ones that were 
slipped in? Let me l ook at those firs t . 

They are (c) and {d) under t wo . 

~oesn • t say Rhicb ones . 

I think you better wait until Hanes looks at t his 
list. 

You ' ve got six in this s t &tement . Have you put some 
more in? 

(c) on.:t (d) ·.~er e not in the list whi ch the Secre t ary 
saw last night . 

.Vere they slippery? 

(c) and (dJ under two - capitul gt>ins &nd undi s tri­
buted pr of1 t s . 

Oh yes . Oh yes . Herman Oliphant 

I just was a minute toheod of time . I knet~ you 'd see 
it . 
l woulo l!Ae t o object to the order if you - if they 
Nere included . 

~ou missed the upr oar ious laughter bechuse Harry in 
a moment of weakness said they sli pped s coupl e in, 
and t he ones t ha t t hey slipped i n wer e (c) and (d) . 

Yes. 
Sell : I think - thought it was pr ett y wel l agreed in t he 

meeting the other day t hnt the income taxes men­
t ioned were t hi r d i n or der of pr ior i ty • 

.\nit.e: Inco~e t ax on t he middle br ackets , t hir d . 
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That wa s second . 

No, I think i t followed the inheritance. 

Well, t hey put gif t taxes ••••• 

,a) and (b) were grouped together . 

'.l.'hey wer e originally. 

2CO 

hgaln going - as f ar as t he President is concerned, 
all he •s interested in for the moment, and Hanes, 
was inheritance ta.xes and gi ft taxes and the - a.nd 
(e) .... 

Widdle brackets . 

(e) and ( f ) • 

(e) end (f) are together, r eally . 

(e) and (f) . 

~ell, not altogether, Dan. I mean you can take 
(e) and modify the exemption and it has the effect, 
of course, of increasing the r evenue; but it's s 
l ittle different t han actually applying an increased 
tax r ate . 

I agree to that . 

It has the effect. 

\ 

On t he first one , Ur. Secr etar y, the Federal Government 
does not have an inheritance tax. It's an estate tax. 

~es , I know . That ' s a good point . 

This capital gains and undistributed profits - we're 
not looking at this from a po~itical standpoint; 
we ' re considering - we know that it may be t horoughly 
impractical and the President might not even bave 
proposed them; but looking at it from the standpoint 
from which we•re discussing this , the economic effect, 
these taxes a re certainlY pr eferable t o increasing 
t axes on the low income group or i ncreesing sales 
t axes or aDYthing of the sort. They - I'm strong 
for both of them. 
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Woula it be agreeable t o you t o have e rum session 
Vlith Hanes? He ' s over o.t Social Security this 
morning . I a sked him to go over to represent me . 
rl ill you have a r ums ession with him on this? 

I 1 11 be gl ad to see him, but I don • t think 1t would 
accoto!)l isll very much - either him converting me or 
me converting him. . 

You alNays come out where you started on thet one. 

How > b.Jut three? Does anybody went t o change three? 
Processing , sales taxes 

Uid you m&ke a decision on two? 

I 1 m going to wa i t until Runes -5.ees this. 

ilo Y•l U went Hanes to s ee tnrat: too? 

'lhree ~ lso, very definitely . 

Yes . 

On three, I don't t hink we can mbke up a very strong 
case for its exac t order . 

But leave processing taxes fir s t, Just to help me 
out. 

In other words , waether this is t•o or one, they 
all look bad . 

out leave processing t axes fir s t . 

I 1 d move ( c) up to second place ; but that 's Just a 
question of opinion. 

\ 

•'le can just cut out "These are arranged in order 
of leas t desirability," if you don ' t like that phra se. 

I wonder a little about that; I think it's a 
doubtful point . But the thing about the sal es tax 
is t hat it not only takes away from consumer income 
but it also tends t o obstruct purcha sing. You get 
a double effect out of a s ales t ax tha t you don't 
get on a tox on payroll, a r~sistance to price···· ·· 
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That ' s t r ue of t he processing tux . 

Processing t ux likely will get ,, , 

u~t a triple effect on processing tax because 

Dec~ouse you get mark-ups all along the line . 

Just ~ question of personal 

202 

~oula you' put capital g ains and undistributed profits 
lest ? 

I would if you mention them at all . 

! don ' t tnink the President will mention them, but 
I do think that from our point of view it' s a good 
tning to make a r ecord here on that. 

Does this ruean we 're in f avor of eliminating the 
present excise taxes . 

Just talking about increa sed t axes . 

Talking about increased t axes . 

liew taJtes . 

lhat•s all, just new t axes . 

! f t axes are increased . 

How do you feel about t ha t unaistributed profits and 
capital gai ns? Don 1 t you think it ought to be put 
in there? Why should we shut our eyes jus t because 
Congr ess doesn' t like them? 

Oh , I don • t - I mean I ' m the f ello?t t hat took it on 
the capital gains - I mean on the undistributed ··· 

They ' re the e a siest t axes to defend I think t her e 
ore . 

\ 
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I was Just looking for an eas ier time next year; 
i don' t suppose ! 1 11 have it. 

On the undistributed - one thing I was never 
sa tisfied with on the undistributed was the way 
i t hi t smal l business. 

•rna t' s right . .l:lut the principl e • •• 

As to the principle, where it got into the big 
corpor a tions, wby, I always t hought i t worked 
pretty wel l. But when i t came to the little 
f ellows , I just never could s ee i t. I mesn I 
t hink l t made i t very, very diffi cul t for the 
man wlth a modera t ely smal l business . 

203 

Yo u and I a gree a hundr ed per cent. The proposal 
I wr ot e up on that •• as a fifteen thousand exemption 
r i ght from the sta rt . 

vlel l, I •d go bigger than thllt . 
hi t s thos e fellows; and I never 
explain wtzy it didn ' t hit them. 

That's where it 
knew a good answer t o 

It ' s the little stoc~holder of the bi g corporation 
tha t was getting soaked . 

~e had some e xperiences ~itb that t ax, end I'll be 
very glad t o relat e them at any appr opria te t ime. 

~ell , can we go a l ong? ~e • ve got ebout ten minutes 
more . What? 

•lell, I . ... 

Go ahead , ~arriner. 

I was just going to s ay, do you - l e t's l eave a 
ques t ion on them. Personally I 1d like to see those 
two in. 
I'm going to ask you - lianes to meet with you fellows 
again. 
! don ' t care whether they're put down below the 
others. I think as a pr ac tical mat t er you won't 
ee t them in until at least after you get (e) and 
tr J in. 
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uhat about four? 

I uon't know how you arrived a t the statement that 
the defi c it t he second nalf would be less than the 
deflc i t the first half . 

~on ' t you think tha t is so? 

I d on 't KnoN; just haven ' t f igured it out. 

Your income t ax, your payroll t ax- you e ll step up 
the first hr.lf of 140 . Your W. P. A. pr eslllllably with 
the recovery of business will be slightly lower. I 
don 1 t t hink - see hO'.V it can be avoided . 

I 'm not so sure ~bout the tux pvrt. 

·•ell, the r a te goes up . The present r ecommends tion 
is half ... 

I sa t in all yesterday noon with t hem, Dan, and 
the way George ' s stuff - I r ead it that way. 

This is Professor Hansen - this is his sugges t ion, 
isn ' t it? At least that ' s where I got it f r om. 

nave ~uite mat eri ally increased receipts in t he fir s t 
six months of calendar ' 40 . 

Bell: ' 40 , yes . ;'ell, this is all r ight then. 

i.cdes: 

Haas: 

Taylor : 

.. hite: 

•urr ie : 

Haas : 

Our oxn experts are all agreed on tnis: both Federal 
neserve and TreEsury , a nd Resources ; it all f its 
into it . 
I think that that's the way i t ' s goi ng to work out. 

'.!:hat iiBS certainly the impression I got frorn ••. • 

~ocial Security recommend t hiS too? 

Not on (b) , but (a) . 

It ' s all involved i n the whole problem of Social 
Securi t y . ~uestion whether you want to take a 
pi ece of it like this and make a decision. 

\ 
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I r aised this poi nt w1tb toe President . Be Just 
brushed it aside . But that doesn ' t mean he ' s 
right . Let ' s Just pass i t . I mean Hansen con­
vinced me it ' s all r ight . But I just want to get 
thr ough the whole memor a ndum today, so we ' ll have 
lL over the week-end . 

I ' m con- - certainly convinced or lt . 

acnsen convinced me all right. 

~ren' t you sure that yo u're not starting sooething 
th~ t you can't bold back? 

·•ell, they've st&rted it, Don, a- nyway. But let ' s ... 

hell : I guess taey did . 

H . ... . Jr: 

Sell: 

li . •:. Jr : 

•lll te: 

n.• .Jr: 

.'.ere Y-'U there when the Pres idenL said, "No" 'f He 
t olu JJe , "No, I don ' t w11nt to change it, because 
once ,,e chall£e it we ' re sunk .• 

I think th~t • s right . 

He said, • once •'le change it, we ' re sunk." Be said, 
"I don ' t wan t to uo this ." I g li Ve this to him 
~unday . He said, no, he didn ' t went to do i t. 
He said, • once ~e let tne barriers do~, we 're sunk . " 
~ut that doesn't mean necessar ily het right or 
\T6 ' re right , 

~ltference in point of view. Others might say that 
once ne lets the barriers do•n, he ' s ~ved. 

I •m willing to take it. But I 1~ rusbing a t t his 
po•nt; I 1d like tog et the whole thing once . 

"The Bo6rd notes with approval the proposed 
adopti on of the principle of the •Businessman ' s 
.cudget • and recommends th1• t the principle be 
extended as r apidly as feasible to include 

"(a) the shift of certain ussets to self-filllincing 
government corporations; 

"(b) the shif t •.•. " I don• t like the wor~ - isn't 
"shift• sometimes consider ed an under-shirt. 

d~l: ~lso a gentleman wi th a blac~ beard . 

\ 
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"(b) the sUift of certain appropri~<tions to self­
fincncing gover nment corporations . Examples: Far m 
Ten<oncy Program, H. L. ,\ ., 0 . S . Marl time Commi ssion, 
etc . 

"6 . (a) F'or toe pur pose o l' adding to the national 
lllcorue n~xt year, and of pr event ing what pr omises 
to be o serious bottleneck within the next year or 
so, hC tion shoul1 be taken t o stimulRte a large 
rt.ilr;,ad e<tuip!llent ;>ro&ram through a self - financing 
government corpor a tion. 

11(b) Recovery could be s timula ted ;11thout adding 
~o the deficit by an extensi on of certain other 
govern'!lent activities through the device of self­
flou ncing in government corpor a tions. Examples 
e r e toll ro~ds , bridges, tunnels , public gar aees, 
e tc ." 

The only thing I ' d r aise- as I s lly, I ' m rushing -
I <Jon ' t know how a nybody else feels , but I just 
·:10ndered if und"'r siJ< - if thnt sor t of thing 
shouldn' t be indicated, but :H·e we reudy to say 
r~1lnay e4uip~ent? 

,·,'ell ... 

lccl es, have you crossed thet bridge? 

You mean (b) . 

(a) • 

I' d be jlerfectly ready, b .. c~<use ,,e did an awful lot 
of work on tha t before . .cut :.s to whether or not 
it should be the government cor pora t1on or whether 
th. ro; should oe a - I quest.Lon whether we could get 
tha t over or not . But if not , then certainly the 
railroad equipment thing shoulo be t ackled . I think 
1 t ' s fundament al. And th.Ls commit tee that' s been 
ap~ointed - they likely will approach this from the 
standpoint of hundr ed percent loans by ~he R. F.C. 
a t very l01v rates, .1hich would be somewna t of a 
subsidy t o the ra1lroeds to get them t o go aheDd. 
!low, tnat ;;ould be certainlY better than nothing, 
but it possibly wouldn ' t be as good ~s this, because 
we wouldn ' t nave t he same kind of control over it 
t ha t a government corporation would . But I don't 
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know of any field of private activity thnt would 
be- tba t•s as necessary, and will be in the future 
and wi ll likely create a bottleneck, and a t the same 
titne would actually lose less to the government; 
it ~ould be more self-li4uidu ting in nature . 

Marriner, it s ounds awful good, but I wish t hat th is 
l anguage 1vould be not qui te so s pecific as n r ecom­
Oiendati on, because I f eel, ! 1m sure !.!r . Delano feels, 
t ha t unless he sees black on whi t e tha t be can 
s t udy - it certainly sounds 01arvelous, but v:e haven't 
seen anything cS ~ board . 

¥ou oi6ht say "prefer ably ." 

¥ou•ve all got - t he memo ranaum• s her e, very complete . 

•lho t I again say , couldn't - whot we say - • For the 
pur pose of adding to the notional incotoe next year , 
and of preventing wha t pr o:nJ.ses to be a serious 
bott leneck within the next yea r or so, ac tion should 
be t aken t o stimula t e a l arge r o ilroad equipment 
progr am" - and stop rJ.aht there. 

That ' s all right. 

Stop right tnere, leave of f • self-li~uidating 
government corpor ati on ." 

RWil : Tha t • s all right. But you ous t lecve out the 
lott l eneck situation because t ha t applies only 
to the r ailr obds; t;o t t o leave tlu:t out. 

a . ~ . Jr: 

... ccles : 

H .. l.Jr: 

!:.ccles: 

R~~:~l : 

use tha t as a type . 

If you• ve go t t o t alk about bottlenecks use t his 
::s c type, say, • Tbis i s not t he onl y t bing " 

I ' m rushing a little bit here; I knoN I am . 

'lle.Ll in view of the fact you haven't read the 
memo;andum and the other members of the committee 
are not completely sold, possibly , or in a position 
to support tbat program, I would be will i06 to 
leave it in genera l terms. 

Suc~s? 
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hS a t ype case her e . 

O.K. 

"Recovery coul d be s t i mula t ed without adding t o 
tno deficit by an exten si on of c er t ain o t her 
goverrunent acti vities t hr ough the d evi ce of self­
tinancing in gover nment cor por a tions. Examples 
are t~ll rotds , bridges , tunnels , publ i c gar ages , 
t:tc 4" 

Tnht ' s all r i ght . 

"7 . ThLt t. co;aprehensive survey be s t a r ted wit.n 
tne vi~N of tmmeaiateiy setting up machinery to 
out;;in all necessary d et:.iled inforcati on 'lli th 
r~s~ect to tue curr ent recei~ts bOd expenditures 
of St~ te , local ~d ~Wlicipbl aaministrative bodies 
~nJ t~ changes i n th~ volume ~nd ma~e-up of t heir 
outstanoing debt . 

11 1:! . li r rhngernents should be muue at once t na t would 
tnnke possibl e engineer i ng ~ nd l egal pl anninE of 
V<~ rious publi c works which would be ava i l <. bl e f or 
immedia t e pr os ecuti on wnen r equir ed to give incre:.sed 
l'lt!Xibiii t y i n t he t iming ot' JlUblic elql endi tures and 
incr easea assurance of valu~ and utility of the 
~xpendi ture itsel f . " 

That ' s a neN one . 

Nati~nal a esources . 

I suggest ed t het t hi s morning . One of the gr eat 
uifficul ties tn:.t we n:.ve ulways had i s being able 
to hcve things availat-le ,vhen, as , and wher e needed . 

Tha t ' s right. 
•·nd a g r ea t cr iticism th~ t I hear d ldondoy night of 
~'"' whole pr ogram 'NBS the f ac t 1 t lool!:ed wastet'ul ; 
th!!.t t:1ey .•eren• t ge tting enough for t neir money. 

'//ell, I t el l you what I •m wi lling to do . If the 
experts can uork I ' d be wi l l ing t o give up a 
~crfec tly goou S~turdey morning to meet ag~in , 
;(arriner . 
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Suits me . I - Saturday morning - let ' s see. Yes, 
I can get - I 've got t o go up to that - I agreed 
to ~o to some New York gridiron dinner affair that 
the f inancial group is having - l:l ill Dougl as and 
Leo Crowley and - agreed to go up there - the head 
of theStock Exchange, Martin. We can catch the 
midnight. There's a train ••• 

. • a r ound two . 

I 'll make it H point to catch t~at and get her e 
if you .vent to have " meeting Saturday morning . 

I tnink •e ought to, because ;.·e didn' t just have 
time •.• 

oihen are we meeting with the Pr esi dent? 

Monday a fternoon . 

O. K. , "a turday . 

Monday morning would be too l a t e . 

' 
And 1f Currie and ·/lhite had a Sunday off they wouldn ' t 
know what t o do with it . 

That 1 s right . 

Haas t oo . 

Ten o 'clock ~aturday? 

Suits me . 

·• en o ' c l ock. 

I Hish you could make it at lO:.)J . 
hnve a rtesources ~ommittee at 9:40 . 
in 40 minutes wi th them •• • 

I tell you, we 
If I could get 

~ould you do it in 40 minutes? 

I agreed t o put in an appear ance. 

Dan? 

It ' s as good as any t i me. Putting me 1n the 
I•ve got about four days of work here, which 
don't finish by llonday I'm SWllt • 

hole . 
HI 

10 : .)0 . 'Nell , I think we got over a lot of grouno. 
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