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TO 

Subject: 

TREASURY DEPARTMENT 

INTER OFFICE COMMUNICATION 

DATa December 19, 1938 

seoretary~~hau 

Jotr , Haa~ff 
RFC Proposal in Relati on to Treasury Cash Posi tion 
and Outatanding Volume ot Treasury Bille 

1 , It i s not clear to us Whether the Treasury hae made 
a detinite commitment to the RFO to permit a ~ublio r etinano­
i ng early i n January ot $500 mi llions ot the 1720 mi lli ons ot 
its potee held by the Tr easury, or whet her t h e Treasury ie 
still i n a ~osition to alter the amounts and timing ot the 
retinanoing, 

1 

It auoh a commitment has been made tor all or the major 
porti on ot the RFC debt , we would never theless recommend 
against retiring bill issues at this time i n order to avoid \ 
adding to the ~resent swollen oneh bnlanoe, tor reasons 
detailed in (5) below, 

Th e sale ot RFC notes to the publ i c would oause a corre­
sponding reduction i n the volume ot excess reserves. Thie 
reduction would pers i st until the Treasury disbursed t he Fed­
eral Reserve balances received trom the RFC, Even 1t arrange­
mente oould legally be made tor banks to pay tor the RFC notes 
by war loan deposit , t h e pr obability is that the bulk ot t h e 
payments would nevertheless be made i n oash, However, with 
exoees reserves at the new recor d high ot $3,4So millions , 
this !actor is not ot great importance, The volume ot bank 
deposita would tend to remain unchanged unt i l diaburaemente 
took place by the Treasury ot the Federal Reserve balances 
received !rom t he RFC , 

2. It it is deci ded to retire Treasury billa in an 
amount roughly equal to the RFO note issue, it may be noted 
that this process would have t o be spread over several weeks 
presumabl y at the rate ot $50 m1J.l1ons or $100 mill i ons a 
week, To the extent that the Treasury reti red billa, t h e 
deoreaee 1n excess reserves and the subsequent increase in 
deposita oooaeioned by the RFO tinanoing would be otteet, 

3. I t the Treasury's commitment to the RFC peralta, it 
would be h1ghly desirable t o poetpone t he RFC 1e publi c otter-
1ng until the middle ot April, and t o uee the proceeds 
thereof' 1n lieu ot a Karch new money t1nano1ng, It t h1e oan 
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Secretary Worgenthau - 2 

be done, we would avoid adding to the cash balanoe until 

the latter has been substantially reduced below present 

levels. 

2 

On the bae1s ot W.r . Bell 1s latest t1gures, the working 

balance at the end ct !.!arch would st111 approximate $1 , 6oo 

milli ons, 1t no new money is raised 1n Waroh. This figure , 

moreover, does not tully reflect the increased revenues pre­

dicted i n the revised budget estimates. April1 however, is 

l1.kely to be our peak oash detic1 t month, am t 500 millions 

ot new money i n that month would bring t he month-end balance 

to about $1, 300 1111llione , plus any inc rease 1n revenue receipts 

not included in Ur. Bsll1 s cash balance estimat es. 

~. I t the Tr easury's commitment to the RFO does not 

permit postponement ot the whole operation until April, but 

does perlll1 t spli tt1ng it up into several parts, we would 

recommend that only a very small RFC i ssue be ot tered in 

January; a substantially l arger one in April; and the balance 

in July or August. 

5· We recommend aganst retiring bill i ssues at this 

t i me in order to reduoe t he amount ot the working balance. 

(a) I t the recommendation made i n (3) above ie 

followed, the RFO money will not come into the Treasury 

until the middle ot April, by which tillll! the working 

balance will have been substantially reduced. Likewise, 

it the recommendation made in ( ~) above is followed, 

only a small add1 tion would be made to the cash balance 

in January. 

(b) The present volume ot Treasury bills, whether 

judged by the market demand therefor, the banking usee 

thereof, or the negli gibl e cost to the Treasury, is 

exceedingly small . Nea.rly halt the entire volume out­

standing i s held in the System Open- Market Account ot 

the Federal Reserve banks . 

(c) In view ot the fairly steady decrease in the 

aggr egate volume ot outstandi ng Treasury notes, as a 
result ot repeated r efunding operations, and the result­

ing d11111nut1on in the volume ot Treasury obli gations 

preeminently suitable tor commercial bank investment, 

adverse criticism might well be engendered by a further 

reduction at th1e time 1n the volume ot Treasury billa. 
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Secretary Uorgenthau - 3 

(d) The banking authorities could well be 
expected to criticize the move on the ground that the 
present banking situation peculiarly requires a larger 
rather than a smaller volume or Treasury bills. With 
excess reserves at a new record high or $3,4aO millions, 
but with banking capital-deposit ratios remaining rela­
tively small, commercial banks can safely make a tull 
use of their excess reserves only by investments in 
short-term open- market paper. The commercial volume or 
such paper has now been reduced to very small proportions, 
considering the banking system as a whole. Treasury 
bills pr ovide an excellent substitute. 

(e) The retirement of Treasury bills , on which the 
interest cost is something less than one-f iftieth or one 
percent, coming so shortly after the Treasury has added 
to an already large cash balance through issues paying 
1- 1/g percent and 2-3/4 percent, might well occasion 
unfavorable comment. As a matter of fact , the retirement 
of Treasury bills might ea sily call attention to the 
unusual size of the cash balance; whereas, i n the absence 
of such bill retirement, the ca sh balance might occasion 
little notice. 

6. The view that the Treasury' s bill-issuing power 
should be reserved tor strictly emergency use does not stand 
up well under critical examination. In this connection, we 
may think of two types or emergencies: A temporary emergency 
during which it may be impossible or too expensive to float 
long-term securities; and a long drawn out emergency, such as 
a major war. 

In the case of the ~irst type of emerg ency, the Treasury 
would find it possible to sell short-te~ securities, such as 
Treasury bills and certificates, almost regardless or the 
amo~ already outstanding, 1t it were willing to pay high 
enough rates of interest . These high rates, it may be not ed, 
would be only for short periods. It does not appear to be a 
profitable policy to reserve for emergencies the power to 
issue short- term bills and certificates merely to reduce the 
rate of interest t hat might otherwise be necessary on such 
securities during an emergency. 

When it comes to longer drawn out emergencies, such as 
a major war, the perti nent considerations lead also to the 
conclusion that it does not pay to reserve the power of bill 
and certificate issues for such peri ods. In such an emergency, 

3 
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secretary Morgenthau - 4 

t he total volume of financing that may be necessar y would 
altogether dwarf the e1gn1ticanoe of the volume of bill and 
certi ficate i ssues that were outstanding Just pr i or theret o. 
During the single oalendal year 1915, for example , t he Fe~ 
er~l Government increased ics outs t anding bonds from $6. 7 
bi llions to $16. 6 bi llions; its War Savings certificates from 
• • 01 billion to ~1 bill i on; and i ts certificates of indebt­
edness f r om $1. 4 bi lli ons to $3. 3 billions. Further, in the 
next four months1 the certi fica te i ssues anoroY~mately 
doubled -- from ~3 . 3 billions to $6. 3 billions . 

It may also be oert i nent t o observe that a fi re escape 
t ha t is seldom or never ueed in ordinary times i s apt to be 
too unf~~lliar for safe reliance in the event of a real fire . 
It ls well t o keep t he mar ket accustomed t o Treasury bills. 

Treasury bi lls and certificates lend themselves well and 
economically t o a t least three types of uses: (a) To meet 
temoorary cash needs due t o the uneven t i ming of r eceipts and 
expenditures; (b) t o oermit borrowing to t ake place in con­
venient small installments as needed, instead of piling up 
unneeded cash b~· large si ngle borrowi ng operat ions - - the 
bil la and certifica tes to be later funded by bond or note 
i ssues of suitable size; and (c) to provide a type of secur-
1 t y ln special demand by the ba.nking eystem for t he quasi­
nermenent inccrporation of a suitable amount of t he ~ublic 
debt . 

Presumably because of the low level of interest rates, 
t he Treasury has not made a point of economizing on interest 
costs by reducing cash balances t o a mini mum. Hence, the 
t hird use cited above, coupled with inexpensiveness t o the 
Treasury, provides t he basis f or the outstanding bil ls. 

In t he light of these considerati ons, a reduction in or 
t he elimination of the oresent volume of Treasur y bills would 
bP en i nferior a nd relatively expensive way t o reduce the 
cash balance. Indeed, as we have argued in orevious memoranda, 
t here are i mportant grounds for expanding t he bill volume 
r el a tively to other f or ms of borrowing. 

' 
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THE COMMANDANT OF THE UNITED STATES COAST GUARD 

WASHINGTON 

lmlll!ANilCK roa - 'lbe Secretm ot tbe 't'Nuun 
(Yia Assistant Secretary Gibbons) . 

Attached bereto ia copy or a ml.uographed c1reular, pre­
pared b¥ the 1oiot Naritl.u LesialatiYe Ocmmittaa or the Naritl.u 
Unions - the controllin& orsaoization ot which is the Natiooal Maritl.u 
Union, e.o att111ate ot the o , 1.0. 'lbia circular n.a prepared tor 
distribution amo01 uoion aaamen, 

I teal you will be particularly interested in the tollowins 
ertracta: 

• • • •an4 •• tar as the rule a ad rasulat1ona now read, 
th"7 could not be better worded, t rota maritime labor' a point 
or Yi .. , it tb"7 had been written b7 ua, • • • • 

• • • "there ia ••ery reason to bali••• that our actiYa 
participation in the tra1n1n1 prosrea tram this u .. on will 
rtoault in helpins to obtain tor all American aa ... n ..; adYanca­
ment in their atandarda, particula.rlJ or thoM aeo who are 
anrioua to adYance themaelYea to h18har ratinl••" • • • 

• • • ..,. can eXl"'ct that rroa now on, 1t no ~her 
obstacle of thh ki.nd 1s placed in our W&J, the ......... 
treintns plan will be a h181>17 auoceutul one, and pron to 
be ot real beneti t to the All!&rioan Marchant Marine, • • • • 

'!bare are alao incloaad herewith, ol1ppinsa troll the "Pilot•, 
dated 16 December 19&8, which paper ia the official orsan or the 
National lleri time Union, &iYiDI tbe action ot the National Couoc11 
on the treinins Prosrut tor •erchant MU18n, Tbe ei8D8turea on thh 
atat-nt are thoaa or the ott1cara ot the National Nar1tt.a Union, 
which orsanbaUon, u abcmo stated, ia an affiliate ot the 0 , 1,0, 

Incloaure a: 

R. R. ••zsam 
Rear A4a1ral, u.s. Ooa.et OUard, 

C.-.>daat, 

5 

\ 
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'COPY 

~ IWUTDIE l.JIGISU'l'In COIIWITTD _ot .!!!!, ;::;"'-=ARI:.;Tn!B=: Ul\'IOliS 

Rooaa 402-404, 1&27 K Stroot, n.w. 

Washington, D. c. 

Memorandum Regarding the Adopt ion ot the Seamen' s Training Plan 

by the Maritime Unions 

Durios t ho period when the last Cons r ooa waa consider ing aettios up a 
tra lnios plan t or Alterican merchant seamen, tho Maritime Unions pro­
posed tha t It any such plan was put into operation tbet it be super­
vised by e joint board consisting or member• ot the lo!a.riti.J:e CCIII!lioalon 
and r epresentatives ot maritime labor. 

6 

Tho r.!arit lma 11niona bad continued their campaign tor such a plan right uP 
to t he tiiDS when the Mari ti.ma lAbor Bill reached tho otage where it waa \ 
being considered in joint conference between tho Senate Commerce Committee 
and the House Merchant Marine and Fisheries Comudttee. Sensing tbo dit­
fioultlee that would be encountered in the practical operation or auoh a 
plan It our proposals were not aooepted, we requaoted that In tho evant 
our proposals were rejected, all action on tbo training plan bo deterred 
until tho convening ot tbe next Congreaa. However, a certain number or 
government ot ticialo and leglaletoro, not knowing tho actnal oituation 
e:r1at1n& in tho maritima field, wont ahaod without consulting uo thorough-
l y, and tho result no thet we wore confronted Withe tra i ning plon whiob 
bad not been givan due conatderation, trom maritime labor's point or vi ew. 
lbl l h naturally, mart time labor' a reaction to the plan wee unfavorable, 
unti l quite recently. 

Various govorDIDSnt ottlciala seemed puzzled by our attitude until it was 
explained to them that , in Tiew or our not being consulted in regard to 
tbe adminiotration ot t be plan, the rules and regulationo which bad boon 
promulgated to carry out the Act were unaatiataetory, and wOuld not moo t 
with our approTal. Tbie resulted in a haait~cy cn the part ot, par­
ticularly, mambora ot the National Maritime 11D1on to participate ae 
enrolleu at the Bor-n Island Training School in New York Harbor, 

However, juot recently, attar several oonteroncaa between the repreaonto­
tiToo ot lll&.riti.=- l abor, the repruontat1TOa ot tho Treasury Dope~nt, 
including tho ~at Cuerd, and roproaentat1voa ot the Maritime Coa.iaaion, 
we wara requested to submit ree-DdaUons in tho f ora ot ... ..s-ante to 
the rule• and regulation. goTerning tho train1ua plan whicb would be 
aati•teotory to Maritime 11D1ona, Tb1a aot1on na carried out, and 
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r eaulted in all our rec.,...DIIattona beiDg ad.opted, ao tbet now the rul e• 
and regulattona go.,.rD.lDg the .,.rlti.M aerrtca are such tbet no one could 
poaeibl¥ object to them on the srounda that they are in &DJ W8.J detrt..ntal 
to tba beat interu ta ot labor. 

It appaare that when the original rulea aDd. regulationa were tormulatad, 
ma.D)' ot them ware adopted trom the rules aD4 regul ations go ... rning t he 
Coaat Guard Serrtca, and they were euoh t hat they would not be applicable 
to o t rainins plan tor merchant aeaman, although they would haTe been 
entirely in order it they were to be applied to the armed torcea ot the 
United Statee or to the Coaat Guard itaelt. We haTe no ground tor be­
lining tha t thi a waa an intentional aot on t he part ot aDJ gonrz~~~&nt 
ort1c1el , but 1t aeem.a it •• aimply the reault ot t ollowing a routine 
procedure that had been inattlled in theae otticiala' minda by lone 
yoara ot serrtce in a government agency which was, ot necaaai ty, con­
strained to a aet-up ot a aem.l-mjl i tary nature. 

The pointe 1D the original rulea and ragulat1ona t o W!Uch • t ook excep­
tion ware mainly t hoae which re• ohed around the uaa ot t ha word "deaar­
t ion•, aDd. around the proposed "iuaat1gat1on boa~e•, which boarda would 
ben had the power to 1nn atigate practically all mattan pertaining t o 
enrolleaa while on acti•e ear•ioe. Attar we had pointed out t o the 
proper otticial a our raaaons tor proteating against theae itema, due 
conaidere tton was given our propoaala , With the ult imat e raault that \ 
tbe required changes were made , and ae t ar ae the rulee and regulation• 
~w r,ad, they could not be better worded, trom maritime labCir•a point 
~lew , 1t they had been written by ua. · 

Tberetore, taking all this into coneiderat ion , and t ba ot her !acta 
enum.trated ae .reaaona tor adopting tbe training pr ogrem, which were aet 
t ort b by t he National Counc 11 ot the National l.!ari t11:111 Onion at ita laet 
quarterly meeting, there ia e•ery reaeon to bali•• • that our actiTe par­
Ucipatton in the training plan t rom t h1a time on Will result in helping 
to ob tain t or all .t.mer1ce.n eeamen an adn.nc-nt in their ataDIIerde, 
particularly ot t hose men who are an&ioua t o adn.nce thauelTee t o 
higher ruinga. 

I t ia ragratable ot course, that all t haae conferences aD4 delays ware 
neceseary, but thi e almply goee t o pro•• the poi nt we raised at tba laat 
Congraaa, ll81118ly, t hat maritil:lll l abor , being the primary party intereated 
and i DTOlTed in t hie issue, ahould haTe been conaulted than more t horoughly 
as t o t he admin1et rative aet-up ot the training plan. Ot course , t hia i e 
now •water under the bridge• , and haTing ahown to the gonrmoent agencies 
involTed t hat in order to make thi a plan aucceeatul tba rapraaantati••• ot 
mari time labor ahould at all tlmea be oonaulted on all matters i n which i t 
i e i nterested, wa oan expect t hat tram now on, it no turther obetaole ot 
thie ldDII 1a plaoad in our ...., , tba aeaman • • training plan Will be a highly 
auoceutul ou , and pron t o be ot real benatit to the .,_rican merchant 

Rl:u 
"'P"" #87 

(Signed) 

Ralph IMrecn~, 
Lagialati•• Rapraaentati T&. 
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&11tor1al published 1n the Deeellber 16, 19:l8 issue ot "TBE PILOT" 

The Training Program 
1lae. ft!COnuuendaliun bv lhe National Council 

that the mtmbenbip or lht Niii U ofllcU.tly to­
done the go'·ernmtnl. tr~ining l>lan for .seamen 
may come as a surpr1-.e to 101ut. But to those 
who have followed the tihmlion cloaely. thi:i ad· 
vice will be jucfged t\5 loHica t and rea listic:. oud in 
the long run, the wistllt to tHiopt. 

From the \ 'try bcginninK. the l:nion was Jml 
on the spot. In d<'ar rihing the Oll()()Sition or the 
Union to go,·ermn~t training or mcrclum t ma­
rine sCRJUCtl. the newti)8J)tra, the ndio, and aU 
the other medi11 of l"'tnclionnry \'l'OJ18i(ttuda. pic­
tured the J\M U os ob.ft<'ting to toe Ideo or troio· 
ing. :\'aturolly. we could rally little or uo 1•ublie 
and Coogre&Sidnal Slii)J.)()rt. since pradically 
e'-e~· American would hke to tote the C. S. de­
\'tloJ> the nnest mtrrh~nl marine neet in the 
'¥.'Orld. Our J)()liry vt"AS.. or rourst, di.,tor;lcd by 
UUs prot..aganda. 

\\'hal "'e: were rt"ully op~ to wa,s the 
method or training mrrchant Jf:ameu, and not the 
idea itsel!. We objrcttd to the probability or seu· 
me n bein~ instilled with an enti-labor IJhilosot'hy 
by militarist ic jnslrUCIOf8, OTld O( yOUllJC 11CWC011t­

ers flooding the h1du~try nrtcr heing tmincd as 
s lrikcbr(•$kCl'5. Our )1QSition Wl'l8 r~··rcelly volid, 
and hus been finnlly I'N'OJ.tnizecl os !(tu·ll. 

\Ve therefore dett~ • ·mined llu, l lhe nH).Sl cxtH!di .. 
ent way to rtlllO\'C this pl'obobility wus aa'Ouud 
the conferent"e toble, tsplnininj;l our t)Qsilion to 
U1c proper gO\'('rnment outhoritics. And the re­
sult or n lo11g M":ri'-"' or ronfen-nt-cs i.J thttt the 
t:nion !1as reeeh•ed llrt>nJ: nssuranl'CS that the 
training pros:·rnm will not be tXJJio~led to the 
delrimcul oC the l'nion. ond that only seamen 
with two years· actual IK"n suvil-c v.·ill be ac· 
cepted as enrollees. 

Certtaiu ho5tile ~rOUJlS outside the ~Mt.: will 
assidiou:sty spreAd the bt-lie( thnt tile membcnhip 
lms l..e<'n sold oul 111('se. MrOUI'S lire not uiTecled 
hy the training JH'Of.:l'fUi'1, ns the NMt: is. und so 
thry C"an talk as miHtonlly nK they pleusc. Words 
ore chea1), As one or the lllt 111bea·s of the Na· 
tionul Council rcuuH'k('c1nbout the llnk lu:dl prob­
l('m: :·\Yc ... took n ,·ery m il itunt s tnnd on the 
1110tler of closing the ll11k holts. Well, we hac! 
none. so il 'was easy to lllke this milihmt s tand."' 

111e :\a tiona l Council \\'IJ clc-ctcd by the m(!m ­
IJ.crshiv to give lendershiJ, and di rection~ ~u~r­
sllil) dot-s not tne8n ('()IISI"nt ·and unna30ning 
militancy; it means the intrtlige_nt Gl)l)lialion of 
IJIOlicin that will•l" .. ~ .. Kn·e to ad,·once the best 
interHt• of the rnnk nnd lllr. We believe that 
on u~ l)UC'Siion or the tmining progmm. the Nu .. 
tiuual Council luu adol'ted u.., rorrttl 110ticy. 

8 
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Art1o1e pub11abed 1D t be December 16, 1938 iaeue or • TH! PILOT• 

- C..ouncil Recommends Official 
E~dorsement Of Training 
School Plan By Mem&ership 

·n•c National Council, at Hs quarterly execuli"e meeting 
lnat week, is.sued a statement recommending that the mem· 
bershl11 o l' the Union go on reco•·d as olllciolly endoroing the 
n.erckant m arll\t tcaininr school 
proar•m ol the Feder·al Govern• 

"""'· fltl'ttofort, a lt.boug h the Union 
had rei~,..~ ita willinr ne:ss to 
C'OO!Hrale wllh the U. S. Maritime 
Comml.1tlo.n jn ma kift.l' tbe train· 
ln.K proaram a t iXt'ue, it had 
wl&.hhtld «ndonement b«a u..se the 
...,t,...mot fa iled to otru positi.-c 

aa&uraneu tha~ the 1) r o 1 r a m 
would not bt u1ed In a n)' maMer 
del.rlmental to the bttl lnt.trt:•LI 
ot the ma ritln1e union•. 

Sino. tltt N XU ha• now r«· 
ee.ind I U(h. a .. u.ranc.u, t.ht Cov1•· l 
eil felt tha t it ~lei l'ee'Ommend 

(ConUft~~ on Ptlt JO) 

Council Recommends Official 
Endorsement -of Training 

School Plan By ~.l!:tl.~.~r.·~.~! "•l•· .,_ _ _ 
(Continued from Pa.r• I) ' .(lltrvic:e •• lnatru~t.or~. · unemployment ccaae~ amon~r the 

rndOI'II(lment or the plan to the1 OOt: attllaring group, eon.alclerallon 

Ut•lon membtr3hitJ. "The National Council of the ahall be g i\'en to the fllltltlor~ ttf 
Objt.'(tJcm" of tho Union to the NaWonftl Mtrltlme Unlot~, In f'XCC· injectinsr ~~w and youns: blood Into 

t t·Ainlnrc plan fente•·ed around the ,1tive ae:-.ion, f'fJCOJl'nl&ing the c:om· our Maret;1me Industry, throuah 
1 uld and rerulatlona of tbe tr:..in. plex and teehnleal nuturo of mod. the medium of tralnlnJl' )'ounr 

lnr ~~ehool which were formulated Crn mel"C.hant ae•·viee aftd the . Amt'riean!l for 3trviee on our Me.-. 
without tho Union havin~t a voice; f'c&Sity for the prac:Uc:•J lNIInin;":t c:hant AhiJ)t.. 
tht apprt.hen.slon o! the Union that seamen to mf!et thla need here:b ~e National CountU of the 

the Cout Curd., wbkh is 5UJ)t':r- gon on rtc'Ord .._. t'ndo,;.lnx 
0

{. SationaJ Maridm~ U n Jon of 
vialn• d~ot xhool mi.,;ht inj«t a tlciaU1 tha PI"Hfnt tralnJng plan Amtriea r.b~re f'f'Nmmends to 
mJiitarbtk, anti·hbor phflosoph)' f« the toiJowfn• ~UMI: ita m.~bus that t.hf'J 10 on ,. .. 
In~ tht mind.. of the tnroiJeu; "'I. Doe 10 "" ~it.1 ot im· ord u oll\..·•ially tnclonin« tM Pfft· 
Ote lade of a.uuraoce from the prorin.c lh• technical knowledl'e enl Maritime tralnin:C plan. 

Commlaton lh.-t new c: om e r s of a ~a,..e number of mtn In the ' (Siped) 
wou~d not be trained for m('.ft'~ant indonry ao u to make ou/ Amu- -Jose~h Cu~, Prnidtnt. 
Mnr.ce and be u~ u atr•Q. ka.n Merehant Marine the t!ine~t Ferchnand Sm.~tb, 
brttken, ainc:e \t the P~Uf'nt and Jafe-n on t.ht lfll' Viee-Pru., 

1int11 thtre 1-t _J'f••Y unemployment ""t. Bec:auae o.t tht t~rt that th JeJ"Om~ Kfn&', See'y •• Tnu., 
an,onJC exper•tneed u-amen: and p-aent le d 

1 1 
· e Fn!dtr.elc N. Myen, Chmt~,, 

h t 11 "' · ru • an f'ei'U at on.t co• · . • 
t t • urt of tht achool to emp~oy erinc the prea~nt tnfnin Jan Atlanbe Daatri~t. 
ltt1nu1n fron1 the metchant mar me I such that there CAn be ,.: ;oubt:; J:"-rede_rlclc C. Phllltp~t, 

.\.... lhe aincel'ity ot purpoM ot I he ad· Sec y., Atlantic Dltstrlel, 
miniatratora ot tht training phm, Ceo. R. !leam .• Tn!a•., 
a nd we have po,hl• t tuUranee Atlantic Dlatric:t, 
that under no drtum.tt.&ntttl wbat.- Arthur T~om.aa, Chmn., 
... ver -"- II ·• y -• I G Gulf D1ttrlet. ' 

, IWl& 1o0e ~Wtra onrn.. C:ha. Dee S , 
n1ent uae U•• LraJnJnc plan for &n7 cuii Di=~ « 1'" 
purpoee tlult woukl bt de.tclmentaJ 
to t.be but lntft-Mt.s of orcanJaeJ 
labor, le.., labor dl•puta; 

"3. The N a lton&! Cooa<ll ol tbo 
NationaJ M&ri&.ae Ualoa llla.t .-. 
«iTid' un .... DCU llat ........ 1a N 

in:tat en tht part ot the Ma.riUM<~t 
Commltaloa a l. tAla d ... to txteoad 
t•ia tl'a.in_tal' plu to "-e Mkr 
l.b&n Mamtn wt.o a.trucr7 b&.. s 
Ynr• aetuaJ Ha M"Set' kMpl .. 
the ~ou&hl. In 111iftd Uta t whn Regraded Unclassified
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19 Deo•ller lr.!e , 

laWRlJIIlOII f OR - 1M SaoNtuz ot tbe ,..._!!l!'l 
(via Assistant Secretary C!bbons), 

l.tt&ched bereto ie OOP7 Of a III.MoiJ'Ilphed o lroular, pre­
pared by tba lolnt Morltt.e La&lalatt•• Ooaa1ttae or tba Mar1t1Da 
Unions - t ba OODtroll lDS organt zatloD ot wblob la tbe National W.r1tt.e 
Union, DD atrut ata or t he c. 1.0. 'lbia olreular ... pNparad tor 
d1et r1but10D &DODI UAiOD ..... D. 

I real JOU •111 be pertloularly iotareated 1D tba rollowtnc 
ertracla: 

• • • ... o4 ae tar a a tbe 1'\llee u4 ree;ulat1ons DOW rea4 • 
t b117 oould not be llet t .,. worded , rroa Mr1t!Joe labor'• point 
ot Yl .. , it tb117 hac! been wrl\tan b)' ua. • • • • 

• • • " t haN 1e •••ry reneoo t o ball••• thut our aot1Te 
parUolpaUon 1D the tra ining PJ'041'U t rcm t his tiM OD will 
result in helping to obt ain tor ell ~rioan .. amen an adYanoa­
•nt in their atonda.rda, pnrUcularly ot thoae mea wbO are 
UXioua t o &d•enoe t ba-lTea t o Upar raUnsa. • • • • 

• • • . .. oaa ezpec\ t hat troa DOW oo. 1t no tur1ber 
obataola ot tbh 11:1¥;,18 placed 1D Ollr' wq, the ...... n•a 
tra1D1DS plaa will 'M a htgbly -oa .. tul oM, and proYa to 
lie ot reel llenatlt to the /-rlou Marchant Jaarlna . • • • • 

l'bare are aleo 1nolo .. d herewith, ol1pp1ns• troa the "Pilot•, 
dated lS Deo•ller 1938, wb1oh paper 1e tba ott1o1al organ ot tba 
National ilari U• Union, s t•lng tb a ac tion or the llatioDel Counoll 
on tbe tra1D1118 PI'Oir&a tor - reh.ant ..... D. 'l'ba e1patuna on thh 
atat-t an tbo .. or tbe otttcara or the llatlocel llarl\ iM Unloe, 
wbloh orautaaUon, .. abOft Rated, ia u att111ata or tb.a C,I.O. 

R. R. W*'S2R 
Rear Malrel, u.s. ODaat Ollard, 

c ., •• ,. 
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!2!!11W1mlll LIOIIU TI!! C(IA<I ft'l! ~ !J!!. IIABITD!! OOI&S 

a.- 601 MM, lilY l S\net, a,w, 

o. ...... 11, ltlll, 

.._ ...... Repr4i!l \be 1\dopUoD ot t ile -D'o 'fniaiy Plaa 

~~- \lie Kari\t.a O.iaaa 

Dlll'iac \be period wMD \ba l u\ CoD.sreu wu oouiurlac N\Uac 'IQI a 
tra1D1118 plan t or -rioan •nballt •-•• tba llal'itt.a ODiOIU ,.,... 
poead that It UJ ouoh pl aa •• put i nto ctperaUoD that It be aupar­
Yiood hJ • Jolat board eonolotiD8 or ..abera of tlla Waritt.e Ca.aieeloa 
and repreooD\atlfto ot •rUt.. la-..r. 

~ liar! U• UD.Iaaa bad ooat1Due4 t hoir -.pal.p f or nob a plaa rip\ liP 
to tlla U• •baD tile llarl\1118 Labor Bill reaelled tile otap wbore 1\ ao \ 
belac aouidend Ia JoiDt oODtarenoo ho'-n \be s auta o-roe a-lUM 
ancl tllo Bouao W.roballt ldariDD aa4 llaborlu OCIIal. tbo, Sollo1118 tba tlt­
tloultloe \bat would bo oaooun\ored Ill t ile praotloal oporatloD ot ouob a 
plon It our propo .. la ...... not aooopW, w requaotacl \llat ID \be ..,.., 
our propoaalo wro roJoatocl, all aotloD oD \be tralDIIIS plaa be clatorrecl 
Wl\11 \lla OOD-1111 Of tba IMIX' Coll&ftUo a-wr, a aor\aiD a.IMr of 
go.era.ant ottiolalo &Del lealolot or o, not kDOWlac tho aotuol aituatioa 
exlatl .. Ia \be Mri\t.e tiold, WDt abead wltbo\1\ ooiUIUl.UDC u tboroucll-
lJ, and \be rooult •• tllot wo aro ooatroaW wttb a t ralalac p loa wbloll 
becl DO\ baeD llftD clU OOUicl01'0\IOD0 ~ •rltt.a l o-..r'o poill\ ot Ylow, 
~ito aa\UI'OllJ, .. rtu• l abor'• reaoU oa t o t bo plan •• untnorahla, 
WlUl qlli\a ftOOD\lJ, 

Vert- p.e..-at otfleiab o.-6 puaslocl hJ our a\Uhllo a\11 l\ aa 
nplat.et to n, .. \lla\0 Ia Yin of our not holac ooualW Ia reprcl \0 
tba adainlotraUoa ot tba plaa, \lie ralao aJicl ftlulaUou wbloll lla4 Mea 
p,.....Jaatocl t o Mft'7 out tlla .tot wn -uafeotoi'J, &Del ~cl aot _, 
wttll Ollr appronl, !llh noulW 1a a llooltaa.,. oa tllo part ot, par­
UoularlJ, ...._ ... of tile KaUoaal llari\t.a 'OIIioa to panlolpah ao 
oaroUo08 at tile ..,._.. Ialaad 'fnlDIDC S&Mol Ia ... TOI'Ir Baftor, 

Bonnr, Jut nwat1J, after -ral ...ro- M'-D \be ...,....ata-
Uwo ot arl\t.e lUor, \lie rapn•ataUfto ot tile !Nualf DepariMat, 
lllolucll!l \lie Ooeat 0.1'4, oJicl np-a\aUfta ot \M IIIUi\t.a c-l .. loa, 
,.. an ~-Mel \o n-.tt n-MaUou Ia U.. t- fit -••'Ita to 
tbo ruloo aa' l'!lalaUoao IOftftiJII tlla traial!l plea atoll w'IIU M 
oatlofaahi'J \0 Morl\t.e UIUODao !Ilia aa\loa •• Ml'l'locl oat, aa' 
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INolllW la toll ov INI-DIIatlou llolq ac1op to4 0 eo Ulet now tho rul oo 
on4 nplaUou COftftlll& tile •11 tiM Mnioe on ouoh that oo ou oolll4 
po .. lblJ HJMt to \Ilea Oil \lie pou4o that they are In uy -.,. 4otrl•otol 
to tile Mot latoreoh ot lollor, 

U appooft tut tdleJI tile orl&lll&l ruloo u4 ftl\lleUo~~a won t-laM4, 
IIODJ' or tlle:a "" a4.opto4 troa tho rlllo• u4 Hculotlou IOftNI .. tM 
Cout Ollal'd SOnioo, aa4 tlloJ ..... ouch \bot tlloJ wolll4 not bo oppllooll l o 
to a \rolllllli! ploD tor Mrolloll\ ••-•• altllouch tile,. ~d 11oft llooD 
ooUnlJ t.n order I t tMJ wra to 1M appllo4 to tile ar.4 torooa ot tiM 
llll t to4 state• or to tM Cooot Ouard. ltMl t. llo haft no lfOIIJid t or 1Ho-
ltn1111 that \ blo ... oa lntantloul Mt on t ile port ot 07 f!Oft.-at 
ot ttotal , but lt ... na lt woo o18plJ' tho rooul t or tollOW'Ioc a rou\lno 
prooo4ure t hat bo4 liMn lnotlll o4 1n \booe ott l otlllo' a la4• bJ l ooc 
J'IOrl ot Mnioo In 1 C0YO,_Dt apllOJ' whlob wo, ot M00111\J' 0 OOil­

otrolllo4 " a aot-up or a _, ... uttar, •turo. 

Tile potoh In tho or tsi DOl rul u e4 ncul atlono t o wlllob • t oot ozMp­
ttoo wra •lolJ \boN wblob ro ... l~ around tile u.. ot tbo word. "4ooor­
ttoa• , ont1 aroacl tbo pro-a4 "l llfto\lptloll llo&fto•, wlllob ~ wolll4 
haft had t bo p-r to loTOattca ta praottooll7 all .. \taro portalnloc t o 
oaroUooo nile on .. u ... oo....-too , Attar w bo4 polnto4 oat t o tha 
proper ottlolalo our reooooo t or protootlq optu t tbeM a-, 4uo 
oono14eratlon •• stno our propooolo, w1 t b tbo ultt•to roault that 
tho roqul ro4 olloapo ftiN •••• onc1 •• t ar u tbo rul oo onc1 ftlllh \lou 
oow roo4 , tboJ ooul4 not bo 1Hottor wor4o4 , troa .. rtt t.e labor'• point 
or Tl ow, It tlleJ 1114 booD writt e n by .... 

Thorotoro, toltias all tblo toto oono14oNUon, anc1 tbo otbor tecto 
oo-rata4 eo rouou t or oclopUq t bo tro1D1n& Pro&r'Uio Wblob won 01\ 
tortb bJ tbo NoUoDO l Cowatll ot tbo NatloDOl L.ar ltt• Ollloo et 1\e l oot 
quarter ly -tlq, tboro Ia eftr, ..... . t o bollno tllot our eot!To por­
tlolpo tton In tbo trolalas plu troa t lllo tiM oo w'IU rooult ID hel p loc 
t o obWn t or all AMr l ooll "-" o n adftllo-nt ID t he i r •"""'•r4o, 
portlOIIlarly Ot \ bON -· who e.ro &11111..,. \ 0 o4ftDOO tbo•olftl \ O 
hlcber rattnp. 

U lo rosratoblo ot aouroo, tllot all tho .. oolltonnooo 0114 dolor• •ro 
OOMa .. r,, but tbl o o18ply 11001 to pJ'OTO tbo poln\ •• ralao4 a\ tbo l ao\ 
coocra .. , -17, tile\ .. r1tt• labor, bol lll!i \llo pr i N rr par\J 1Btoraato4 
&lld l llTOlTOd Ill \bl o 1uuo0 alloul4 lloTO MOD OOIIIUltod \hell OON \IIOI'OQSlllr 
u t o the a4aln1o\1'11Uft oo\-Q ot \bo trala1DI!i pl oD, Ot OOUI'M 0 tb lo I• 
llOW "•tor 1aD4or tbo llr14p" 0 0114 boTIIII ollowll to t bo I OftrDMDt IPDOIOI 
1n.,.ha4 that la oftor to aka tll1o plu •-•tul \bo ropraaon\atlftl ot 
-.ri\1M labor oMa14 at aU tt.a 1M ..... ua4 on aU .. ttora ID wllteh 1\ 
l o 1ntoraoM4, ..... o~q~eo\ tut troa - •• tr ao ~r Hotoolo ot 
tblo 111o4 to pl.oM4 la ov 1117o tllo -•'• trsllllac plu w'l ll bo a lllc":l 
o11ooooohl -. u4 'ProTO t o bo ot ,_1 11-tl\ to \1M ._rl_. •roheot 
• r1De. 

RJ: .. ..,.. ,.., 
(Sipo4) 

Ralph ....... 
lAslolotln Reprsaoatottw • 
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TREASURY DEPARTMENT /1 f , _/") 

oNnJt OI"'''C:& c:owwu Noc:AnoN /t/ i r ??'\ 
.... ' 

DAft Dec-bar 19, 19~ 

•o Secretary Morgenthau 

roooo Ill' . Taylor 

Ae :rou probabl7 discovered through developments later i n the dey, 

Lochhead , Cairns and I went over the so~called Schacht proposal on financing 

retugeu at 9:4~ th1e JDOrnlD& with Mottet, Linsar and ~hilles, The aen" 

ot our objections was contalDSd in the suggested cable which I understand 

Sunmer lfellee subcll.tted to rou. The propoeal was so outregeoua that our 

reeling wae there should be no connection estobliehed between anr funds raised 

by the various outside i ndividuals and t he liquidation or the confiscated \ 

property. 

Bewley called this afternoon to describe ths circumstances Which bad 

surrounded the British suggestion tor joint action on the establiehment or 
s tab1lhation 

a ft'und to support the Chinese currency. I enclose a cow ot the ..-crandllll 

Which be l ett with ae. I thanked him tor the intormntion and said that 

whereas I bad had no further discussion ot this subject since I had last 

talked with hi.a, a:r impression was that the tung oil credit arrang""ente 
about 

constituted/all we intended to do at this time; that we telt that we had 

mftde a pretty strong gesture and that whareaa we were not discarding the 

poseibil1ties or the t7Pe ot cooperation which thay suggest in the memorandum, 

I didn't think that it was a veey ~diata poaeibility. I beae.{theae 

comments on the conversation Which I had with Su.ner Welle• and the one 

Which I bad with rou on this subject. He than went on toeaxplain that the 

Export Ored.lt Ou.rantee Which tha:r cont-.plated uoountad to· approxl.aatal:r 

one-halt alWon pounds to finance purohaaaa or truoiUI on t» Bum& :rod., 
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that Parli8lllflllt would probab~ aot on the legis lation which had been 

proposed ear~ in February, He allked ae 1t .,.. would like to han 

additional intonoation about oredita guaranteed b)' tha Export Credit 

Guarantee l'ulld as they developed, I said that we would like ••ry INCh 

14 

to have this information and that we would reciprocate, He than 

expresMd some ourioai ty about the remarks which 70U had Mde i n your 

press conference on Latin American cooperation and I gave him the general 

background, 

I talked to Swmer Welles at lunoh about 11m Edwards, He thi.nka 

vary highly of Edwards and thinks he would be very uset'ul 1n the con­

nection whioh I mentioned, The rest or the Latin American Republica 

Division of the State Department likewise reported in and gave him an 

excellent cheok. Edwards is leaving tomorrow atternoon tor New York 

preparatory tor sa111ng ror Nicaragua, I would like to have 70U meat 

h1a 1t you rt.nd it poaaible to do so , and in any oase , I would 111ce to 

be able to have a pretty definite talk w1 th Edwards before he leans, 

enol 

' 

\ 
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T. v. Soong t old the British Ambassador ln 

october that Chinese Government were thinking or 

setting up a stabilisation fund . He said the Chinese 

dollar was undervalued at 8d. and that apart from 

te~orary shocks to contidence the 8d. rate could be 

maintained, if a reasonably large fund were established. 

The Bank of China in cooperation with the Hong Kong and 

Shanghai Bank had been supporting the market . Since 

the attack on canton there had been a considerable 

"""""' e. Hue or exchange and the Dank of China had had t o 

put up substantial amount to support it. The Chinese 

banks were ready to put up r~ millions for a 
"'-t 

s tabilisation fund , ~ felt t ha t without outside help 

the fUture was uncer tain and that if this were not 

rortheocd ng they might have to conserve their resources 

for the •ni11 tary needs of the Chinese Government , i n 

which ease the dollar would probably collapse. 

T. v. Soong a sked that British Banke or 

authorities put up similar amount (£3 millions). If 

this could be increased t o £5 or £10 millions the dollar 

would be impregneb1e for a long per iod. 

Soong said the mat ter wee urgent end the 

situation critical. 

Soong suggested that a 810e11 committee of 

Chinese and British bankers should control the policy 

and operations of the ~d. No details were suggested 
\.:. ~ 

and none have yet been !ll~nf The Hong Kong and 

Shanghai Bank would be ready t o put up and operate the 

fUnd if guaranteed against eventual loea , and if it had 

control over the operations o f t he fund. The 

operat ions would presumably be on the same linea • • 

those conducted hitherto by the Chinese .uthoritiea 

working in cooperation with the Hong Kong and Shanghai 

Bank./ Regraded Unclassified
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Bank, the objectiTe beina to preTent the collapae ot 

the currency and it poaaible to maintain it round 

its preaent rate. 

It a similar concession trom United Statea 

banka were aTailable chancee ot aucceea would ot 

course be greatly increased. 
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lli::ETI NG OF FISCAL AND r.IONt.TARY 
ADVISORX BOARD 

December 19, 1938. 
10: 30 a.m. 

Present : 

R . :~ .Jr: 

Bell : 

H.li.Jr: 

Delano: 

H. M.Jr: 

Mr. eccles 
t.!r . Delano 
IIr. Bell 
Mr. rluml 
!lr. Hanes 
Yr . Taylor 
!.lr. Currie 
Mr. White 
Mr. Hoes 

11The Fisc~>l end t:onetery /odvisory Board has been 
·advised by the experts of the Treasury, Federa l 
Reserve Bo&rd and Na t i ona l Resources Committee that: 

11 1. the 193d na t ional income is estimated a t ~62 

billion. ~or the c alendar year 19J9 it is es timated \ 
tha t the n~ tional income will be between $65 and 
i6~ billion." ' 

hny discuss i on on item one? 

Item t wo : "A national income of around $80 billion: 

"a. would provide substantial reduction of 
unemployment. 

"b. would provide Feueral revenues sufficient to 
bblance the current level of cash expenditures on 
the basis of the existing t ax structure ." 

Might make 1t read a little better 1f you put 
"would provide" up after the 11880 billion.• 

I think that's right. I think that's right. 

(Delano comes in) 

Bello, Mr. Delano. 

~orry to be late , sir. 

Do y~u (Huml) want to show Mr. Delano how far we•ve 
gotten? Have you got a copy for ~r. Delano? 
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'l'oke that one. 

We 're jus t doing one and two, Mr . Delano - it' you'll 
t ake a minute to r ead tha t; everybody' s satisfied 
with one and two . 

All right, sir. 

~r . Bell made the suggestion to t ake t he words 
" would provide" and put them after t he"$80 
billion, " so it would read : "A nati onal i ncome 
of ~round $80 bi llion would provide: a. ····" 
That • s an improvement . 

Shnll ;;e go on with three? 

"J . An income of $90 billion or more is attainabl e 
through full utili zation of our man power, plant and 
equipment, technology and natural r esources, assuming 
t he eliminat ion of some important bottlenecks . 

Any questions on three? 

11 4. Also it is important for Federal fiscal policy 
t o t ake int o account: 

• a . changes in the volume of the out s t anding 
debt of State and l ocal governments and changes 
in the volume and character or their expendi tures 
and receipts . 

"b . changes in the volume or capit al expenditures 
being Wldertaken by priva te enterprise . 

• c . the f act. tha t av1.!lable suppl y of credit i s 
so g rea t tha t pr esent and prospective Federal 
borrowing will not create a shortage of credit 
a va ilable a t r easonabl e r ates for private ent er­
prise . " 

I ' ve got a suggestion on that, Mr. Secretary. 

I:' lease. 

I 1 d make a the last statement and ma.ke b a and c b. 
And on b I• d have it read this way: " changes in tbe 
volume of capital expenditures being undertaken by 
private enterprise and any hindrances or bot tlenecks 

\ 
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tending to r astrict the expansion ol: private 
expenditures." J. 1d put tha tright at the top. 

Now, you ' d make b what , Geor ge? 

19 

I 1 a make b the first, a , and make c b, and a c . 

The idea bei ng that tha t ' s the relative importance . 

Yes, uh- huh. hnu the whole document i s speaking 
about the other ~ospect of it . 

And then I'd make tha t addition thht I suggested . 
::ant me to r ea<i that &gain? 

If you please . 

Now o; would read - a as modified: "changes in the 
volume of cepite l expenditures being undert~k~n by 
private enterprise ond ~on.y hi ndr ances or bottlenecks \ 
t ending t o r estrict the expansion of 9rivat e 
expenditures . " 

I think tha t ' s good . I t hink it ' s al l right . I 
like it . 

Do you like it, Bell? Ur . Del~ono? 

Sold . No? 

I t hink c lsn• t the s ame kind of a thing that a or 
b is, and I think if you make c part of your - say, 
your intr oductory st~o tement tha t it is impor tant 
f or Federal - well, lt l ooks a s if then it's important 
for 1t - it is likewise imj)or tant for it to t ake 
into account thes e other tiVo •••• 

In the origina l text tha t was a finding. 

However, I think it m.lght appropria tely be there, 
for this reason - s ee whether this in any way modi­
f ies the view -: tha t you ' re speaking of the f act 
tha t the fi scal policy has to t ake into account 
t hese changes listed under a , changes listed under b, 
and your fiscal policy also has to take int o account 
t he f eet tha t there is plenty of credit so if it's 
necessary to borro;, you are not restricting the 
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amount a va i lable for capital. I mean with a l itt l e 
str e t ch I t hink it coulo go appr opriately in there . 
Ana 1 t di dn 1 t s e em Lo be quite important en ough t o 
make a n i ssue of i t by itself . 

Th~tt ' s what I ' m t r ying to a voi d . Th e place the t i t 
now appears in - in o the r words , you say thLt while 
yo ur e xperts a nd so on agree tha t the available 
s u pply o f creui t is so great, so a nd so, i t is a lso 
importa nt f or Feoer~l fiscal policy to take into 
account a a na b . 

Your ide~o is to 1•u t i t 1.here, '/layne? 

I 1 d put it - c &s pa rt o f your introducto ry sta te­
ment . 

That "••lso it is importt:nt for Federal ..•• " 

I n o ther nords , while the a vail!obl e supply of credit 
is so g r ea t , it is also i mpor t a nt f or 

I don 't see any ob Jection to tha t . 

It seems t o me the ttppr opr i Et e wa y W t< S the way it 
was befor e; th1. t it i s one of the t hings reported 
t o us by our experts . They r e,:>or t the rwti onal 
income such, production such, t<nu credit is such . 
;, nd 1 t seems to me tbu t it ought t o be a number 
f o ur arui tha t number five shoald ha ve " and b 
attacned to it . 

••ell , 1Jr. Ruml , the thought v.as tha t in order to 
tighten the do cument , in or der - ,to t r y to ma ke every 
statemen t in here be a meaningful o ne , a s though we 
.'!e r e r eally g iving the President something . Tho t 
ga ve i t a l ittle t oo impor t ant a positi on for r a ther 
a n obvious poin t . And Ne f e lt i t t i ghtened it somewhat 
by huving it s ubsid i &ry to t his , and I t hink i t ' s 
4 uite appropr ia t e there, t hat fi scal pol icy has t o 
tok e •• • Let ' s tak e it the other way a r ound . Sup­
i'Osing we s a id it was importa nt f or fi scal policy to 
t e ke into a ccount the f ac t t ha t the a vailable s u pply 
of credit is ro t so great . You can see tha t this 
definitely would belong under c . So the f act it i s 
so g r eat doesn ' t mea n i t doesn ' t bel ong there. 
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It' s a mat t er of l iter ar y for m • 

I t isn ' t important? 

tlo . 
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I t hink to have it gr ouped as it is now gives entirely 
the wrong meanin& to the thing . I think you .••• 

I' d prefer to see l t a port of four . I think that i t 
is different, per sonally, t han t he other two items 
under a and b, vnd personally I agree with IVayne 
tb&t if i t .vere made c. part of f our i t would give 
better unders t anding , or a better r elationship . I t's 
put in here noN as one, tHo - or a , b, Lnd c , just 
c.s tnough it bad the same relationship in nere as 
a and b, wnich I don ' t t hink i t nas . 

I don't think it does at all . 

.; 111 you settle it , Mr . Delano? 

•'lell, when these l i terary fello1vs ge t at i t , I ' m 
lost . lt means the s ame to rue . 

Bell, do you want to settle it? 

I don ' t care . I t doesn ' t make any difference t o 
me . How do you want it, Eccles? 

I sugges t 1t be made the way Vlayne put it t here, 
be a part of f our. I don ' t care i f you - I like 
Geor ge ' s change: bring b back ond make it a, with 
t he addition, and put the present a as b; get r i d 
of c and make it part of f our. 

WaKe c four and make this other five? 

No, the other ones would be sub- heads of four. 
"Also it is impor tant to • 

You assume t her e is this c and then i t i s impor t ant 
that you consider .••• 

uell, you'd have to change the r eading, wouldn't 
you, a bit? 

\ 

' 
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~h~nge the meaning . 

Very definitely. 

That would substant16lly cho.nge the meaning of it . 

I ' d like to m~ke one more plea for the appropriateness 
of i t, necessity for being where it is. The question 
i s that there are certain things that it is important 
f or fiscal policy t o take into account . One of them 
is, as we sta ted , the volume of state debts; the 
other is t he changes in capital expenditures, with 
the addition: "with t he bottlenecks end restrictions 
on ca;>ital expenditures . " And the third is the fact 
t hat tnere i s plenty of cr edit ava ilable so any 
aadition to the outstana!ng debt would not restrict 
capi tal investment . So the appropriateness of it is 
quite clear . 

I like it the way it 1s - I mean very much - but I ' m 
no t going t o fight about it . I •m all fought out. 
I like it the w~y it is . I went over it l ast night; 
it isn' t a thlng - us fur bS I ' m concerned, l think 
this m~kes sense . But i f somebody else doesn ' t, it ' s 
all right with me. 

Well, I don' t think Lh&t it has enough importance. 
It's in here, and if you and Dan and Mr . Delano feel 
that tha t's sati sfactory to you, I wouldn't - I 
wouldn 't ar gue on E technicality. 

Including the addition that Bell made - I mean that 
George made . 

Th6t goes under a . 

How Rbout it, l.lr . Delano? 

'llell, that ' s restoring 1t to a , b and c, the way it 
was , but with that addition about hindr ances and 
bottlenecks. 

:lith the one exception that b becomes a and a ••• • 

Oh, you do do that. 

Just change the or der t o put the most impor tant 
first . 

\ 
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.Ul right. 

You going to leave c where it is? 

Yes . 

c becomes b. 

b become~ a , c becomes b, R~ a becomes c. 

That ' s a l l right with me. 

Marriner? 

23 

Yes, I think it's - I haven't seen it until Just 
now, so ! haven't h&d any opportunity except Just 
this discussion; but I c an 1 t see that i t• s awfully 
important. It • s in here, and you can argue either 
side of it, just as George - or a s 'llayne presents 
one side and White tile other. I'm wi lling to go 
whichever way the r est or you decide. 

How do you want it, Bell? 

lt• s all right the way it ls with me . 

llr. Dela no? 

All right for me the ~ay it is, with those r earrange­
ments. 

Al l r ight, Uarriner? 

O. K. 

Now we go on wi th the next . 

J.!r. Secret a ry , looking at this - may I interrupt and 
go back a little bit? 

Pl ease. 

I Just want to go back t o three . Looking at this 
!'rom the s tvndpoint of the person who bas seen it 
ror the first time, would there be any reason ror 
saying • so•ae i :nportant bottlenecks, such as ••• " 
and explain what you - Just give an indication of 

\ 
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what you mean by bottlenecks? \Ve all know her e, 
but I 1 m wondering if the person reading it for the 
first time - say, 11Such as wha t kind, for instance?• 
and so for t h. Would you clarify it a nd say • such 
as"? 

'//ell, then you get t hose groups worried. 

You don't went to do that. 

I think 1 t • s dangerous. 

I was thinking about the person seeing it for the 
first time. Thet doesn ' t mean anything as it is 
now. 

If this was published to is 'Ray, I think it would be 
meaningless to most people . Vle ' ll go over there -
Just got word the ~resident will see Mr . Delano, 
~r . hccles, Bell and myself at two o ' clock -we'll 
go over there and he ' ll sa,y, "What does this mean?" 
and we interpolate ~<s we go along; if he likes any 
of it and wants t o use 1t - any of i t - I take it 
we 1d have a chance t o interpolate a nd add for him. 

1hat 1 s right . I Ju.st bring it up as a .• • 

I think you ' r e quite right. I've been trying to do 
what he likes , Keep this thing boiled down. knd 
if the President said, "\\hat bottlenecks do you mean?• 
then we could tell him . But if this was a public 
docucent, I thinK you're entirely right . 

That answers my 4ues tion. 

Any other 4uestion before I go on? 

"In pursuit of the objective of attaining a higher 
national income we make the following r ecommendations 
with r espect t o fiscal policy for t he next f i scal 
year: 

•1 . If taxes are to be increased, those selected 
should be such as interf ere least with additions 
to the aggregate income of the American people . These, 
amo~ others, .. . n - now, I w ouldn 1 t get that these -
I don't get that these are the ones that we recommend, 
if they want •• • Is tha t clear, that "these, among 
others , are •••. • 
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1hat 1 s the change we made Saturday. 

Is that all right? 

We cut out the two taxes , capit al gains and undis­
tributed pr ofits, left the four in, and t hen sai d 
thht these t axes , among others, and wi thout spell­
ing out ~hat the other s would be •• • • 

1.11 right . 

You'd liAe to r epe&t the word •these taxes.• 1 
think that wi ll make it clearer, Ur . Secretary . 
• These t axes, among others .••• • 

"~hese taxes, ~mong others .•. • 

"These taxes, among others, are: estate t axes, gift 
taxes, lowering t ax exemptions as income rises, 
higher income t&x on middle brackets . " 

Geor ge nas a suggestion here f or another phrase 
ins t ead of "lowering t ax exempti ons." 

What does he say? 

\ 

That ' s ambiguous to me . I 1d say something like 
this: "lowering per sonal t ax exemptions i n higher 
income brackets . " Tha t, I think, is what is a~eant -
not as the income rises . 

,\ell, clear it v.ith ~!r. Ilanes first, before we put 
it up to the rest. 

Just a question of stating it, J ohn. 

Say it agai n, George . 

I ' m not sure mine is an i deal statea~ent of it: 
"lowering personal tax exemptions in t he higher 
income brackets .• That isn ' t perfect either. 

Tba t isn' t what you a~ean. 

I t's as the bracket rises, t he exemption becoa~es 
lower . 
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It stays the s ame . 

Yes, it's uniform, as I understand ·it . 

Well , there ' s two concepts, one v;here it stays the 
same, the other where you have a vanishing one, l i ke 
Mr . t.ccles is t al king about; I don't know what ' s meant 
here . 

unat we were t a lking about ln the - t alking about 
tne idea of giving un exemption on the t ax after 
it 's computed, a fl&t exemption of a hundred dollars, 
which makes the same exempti on for a man of 150 , 00~ 
as a man of $2,5v0 . 

7hL t 1 s differ ent from t he vanishing concept . 

V•hy not "lo·.tering per sonal t ax exemptions• ? 

11 i thout s pecifying. 

Yes . Nobody will i nterpr et 

Th~t•s a different concept of it . 

Tha t means going doNn to one thousand 

It ht.s about the same effec t , doesn' t it, JohnnY, 
as going down? 

No, this ~roposal doesn't bring new people under 
the income t ax, as I understand it . 

Unless you change t he net - unless you change the 
net exemption of tax - 1 mean unless you make that 
~ small er amount , insteucl of a hundred dollars make 
i t f ifty dol lars, then you go down into a l ower 
income group . 
I under stand this, but maybe I'm wrong . "Lowering 
t ax exemption ns personal income rises." I t makes 
sense to me. 
If you put that in, it makes sense : • as personal 
income rises.• 

' 
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'!lu.t's what somebody suggested . 

Isn't ttu;t whut you me&n'? 

I thi~< that' s a l l r ight, but it wa sn't in the 
first one . 

"Lowering personal exemption - tax exemption a s 
the personal income rises .• 

27 

~hbt would avoid the ambiguity tha t it might r e fer 
t o national income, as George says: "lowering 
per sonal t ax exemptions as personal i ncome rises ." 

Is that al l right, Bell? Wr . bccles? 

1 hat•s the way I understand it. 

All right. l.r e we r eady t o go on with two? 

11 '.'/e advise agains t new t axes which operate to reduce ' 
substant i ally consumer purchasing power . ·rnese, 
among other s , are : processing t uxes, sules t axes, 
tuxes on payrolls , excise t axes ." 

I 1ve got t o stop a mtnut~ and tell a story. This 
is based on the f ac t t ha t the Presiden t and the 
Vice Presiaeut n~a ubout three hours together . 
I g.:> ao;rn in tilt! elev& t or l'li th the Vice President 
hfter the Griuir,n Di nner . Be takes his tnumb und 
dr ives it ~bout four inches into my belly and be 
says , •Bow are you and Wal lace gettine a l ong , old 
!.Ioney Bags? " 'J.he t 1 s wha t be cells me . So I s aid, 
" <'retty well. 1' So he sai d, "Well, God damn you, 
aon 't g ive in an inch." Somebody must have been 
t elling him sometnine , Lnd es I a lways say when 
somebody t al ks to him, it must have been tbe 
President. 

He doesn 1 t apparently like processing taxes •. 

Nuts! So I said, 11 /iell , how about a little support 
on the Hill?" He sai d , "You' ll get it all right." 

1 felt it ri~ht in my stomEch where he dr ove his 
thumb, t oo . 
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Liridiron Club dinners do some good, don ' t they? 

'lhis ts all r i ght with me . I like "processing 
taxes" underlined . 

!t•:; f i r s t . 

.nll right to go uhead? 

Li ke "taxes on p&yrolls •. . • n 

i<ecessary ta!ngs . 

Wouldn't like to have 1t eliminatea, but I'd like 
to h;;ve it expl&lned that it's for •• .. 

current oper utlng . 

You ,,:;nt t o change 1t? 

28 

No , I don ' t t hink it con be changed, b ut I ha te 
to see us go on r ecora as opposi ng t axes on payrolls 
f or Social Security benefits . I ' m agreeable to 
r a ising money for tha t . I ' m opposed to r a ising 
money th.:t way for financing the deficit . But l• S 
to an insur~<nce scueme, I'm not opposea to it . As 
a matter of f 2ct, r•m in f avor of it . 

It does say, Wr . Bell, neN t~xes. 

If there are new benefit s , t nen I 'm i n favor of o ew 
t axes . 

Unless taere were some oth~r tax . 

Well , I t hink if they were going to s et up an insur­
a nce scheme, t he people who benefi t by i t ought t o 
pay f or i t . Tha t 1s what it i s . 

Doesn ' t that r a i se o different i s sue? That i s , if 
you decide on on insurance scheme , then i t wouldn' t 
be r egarded as a t ax, unless you .• • • 

Well, I'm looking at the Social Securi t y - old-age 
benefi t s under the Social Security as an insurance 
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scheme. 

Well , once t he principle of insurance i s accepted, 
then techni cally, or if one w&.nted t o be, i t s eems 
t o me , meticulous about i t , it wouldn' t be a tax; 
be sor t of a collection . 

<'remiu:ll . 

.<'remlu:n . 

I aon •t thinA that ~ould really be the position 
there, b ecause if new taxes were t o be increased -
tru.t.•s tne s ec.>nd une - tnen we ~ouvise agains t new 
taxes which operu te t o d e.:reo se ••. • 

Is 1t your (nell) thought thf' t the increase tha t ' s 
cor.ting in January mi &hl. be r &gar ded as a ne·.w t ax? 

29 

Lither tnut, o r if you have increas ed benefits t ha t 
you want t o levy ~dditionol t axes . From the 
st~ndpoint of r egul&r expenditures of the Govern­
ment , t his is ~<ll right , if tha t is what Ne 1 re 
t alking about . 

You may b&ve a scheme somewh£l t outside of tha t - I 
thiDA Soci al Secur ity is outsi de ; i t has an effect, 
of course, ;mien i s the thing tnat I think has go t 
to be consi der ed , but possibly consider ed sep&rat ely . 

uould t nis satisfy .tlell: "lie aovise against new 
taxes to pay f or the r egular operating expenses 
of the Government . " 

l.lr . Wa llace would s ay his is not r egular . He wants 
a processing t ax coupled 1witn • . . 

I don 't think this i s so bad . If the benefits are 
going t o be increuaeo , then we want to raise them 
t he same way. I ' m i n the same boat . Now, if I ' m 
misleading anybody - I don ' t want to leave anybody 
under a misa pprehension. 

I think it 1 s - t his 1s all r i ght if we have an 
understanding among oursel ves as to wha t tnis means . 

Is that all right with you, Wr . Delano? I •c i n 
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the same boat . I aon 1 t know whether you are, but I ' m 
in the s ame position tha t Bell i s . Is that all right -
I mean a s we subse4uently said? 

Yes, I ag r ee as to the interpre t ati on. 

That all right with you, l:.ccles? 

'It ell 

loell, I mean so f a r as Dan' s and my position . 

or course, I•m someNhat opposed to increasing the 
payroll tax for a ny purpose at this stage . I think 
it tends t o keep the national income from going up, 
the tiling that we want . In principle I'm opposed 
t o increasing payroll taxes for - as I say, for any 
purpose . r• ve understood the reference l:lere to it, 
however , t o onean as applying to the budget . 

Balancing tl:le budge t . 

•rna t • s r ight . 

1hen I think we ' r e all ln agreement - l mean as to 
the purpo~es here • 

Yes . I take it tne 4uestlon as to tl:le desirability 
of additional payroll taxes in the event benefits 
are increased is not being raised at tl:lis point. 
Though there ~ight be a difference of point of view, 
tl:lere is not an i ssue there . That i nsofar as the 
committee agrees, it ~grees on the assumption that 
this relates to increased payroll toxes which would 
go toward b£ lancing the buaget . 

\ 

Well , we 're agreed, but I don ' t 1'/Snt to be mi sunder­
stood so if it comes up in another way •• • • 

ile can each go our own wey on that. Al l r ight, 
gentlemen. 

•J . ~he Board notes with approval t he pr oposed 
changes in the budget presentati on and recommends 
that the princi ples embodied in these changes be 
extended as rapidly as feasible . • Then I think 
we ought to have here a lit tle somet hing - reference 
nan or sometl:ling, so they know what we ' r e refer ring to: 
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that thing that the President approved. Don't 
you think so? "Well," he ' d say , "what do you mellll?" 
Just t ha t t hing we sent over to him- couldn't we 
just have that attached? 

At t ach a copy of it . 

Ju~t att ach a copy of it . 

'!hat would be all right . 

•?:ell," he :night say, ••.vhat do you mean?" I 1 d j us t 
a t tach a copy . 

The t 1 s tht! :aemorWl(lum that he ' s 0 . ! . • d . 

I t nln.< ,.e ought to b ttach it. 

• s ee r.ppended copy . " 

11See a ppenaed copy . " 

"4· a . for the purpose of adding to the nutional 
inco~e next year , and or preventing what promises 
to be ~ serious bottleneck within the next yea r or 
so, action should be t aken to secure a large r ail­
road equipment pr ogrc.m . " 

~xcuse me - right on thLt, 1 want t o say t hat we 
are m&king considerable progress i n studying for 
t he President t~e possibilities of finsncing Go vern­
ment - o:·:ned power ,>r o j ec ts 

uovernment-owned wha t? 

power projects 

outside . 

I mer. n we•re not r eady t o r eport on that, but we •re 
maKing progr ess on it . 

You mean bonnevi lle, T. V. A. ? 

Yes . The ones tbs t bave revenue . 

Boulaer? 
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hll of them ; e ll of t nem th~t either have or expect 
t o nave r evenue. 

That's not futur e, that ' s- that would cover the 
items that are now in t he Treasury held a s a ssets . 

That ' s right. 

The idea being to take them out, refinance them 
separat ely, and refund t he Tr easury , thus reducing •••• 

~net's rignt. 
tne process of 
nicel y. 

Thet ' s rigut . But I mean we•re in 
studying tna t and ne•re getting along 

"4 · a . For the purpose 01' adding to the national 
income next year, end of preventing what promises 
t o be a serious bot tleneck wi thin t he next year or 
so , action shoulu be t aken to secure e l ar ge rail­
r ood equipment progr am . 

11 b . Recovery could be further s t i mula ted by addi­
tional goverrunent uctivities financed through self­
financing government corpor a tions . A special r eport 
on such activities will be l Ater submitted . " 

Mr . Secr e tary, on that point, in ca se that should be 
misunderstood , - this ge t s over the extension of 
government ac tivities - you could , if you wish, add 
some sentence lilte: "Tnese activities should be 1n 
the main such us to f aci lit ate private investment 
and promote expansion of private industry. " 

Say i t aga i n . 

n •hese t.cti vi ties should in the main be such os Ylill 
f llcilitate priva te i nvestment and pr o!Dote expansi on 
of private industry." 

Fine . I like tha t. As it r eads .••• 

As it r eads now, it•s just the extension of Govern­
ment activities. 

I think it ' s fine . ~11 right with you, Bell? 

Fine. 

' 
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:Jr . Delano? 

1 don't know woy we shoulC1n ' t put it in. 

Hbsolutely . I think thll t 1 s u gooe1 addition. 
l'lhi te - I ' ve been kidding 'llhi te about this for the 
l &st couple d ays ; tha t's wl1y I ' m luugh.ing . 

t.ll l' ight for 1'1 ve? Anybooy el s e in the l'OOlD 
tn" t ooesn't lilte - a s we go along , please shout. 

"5 . lha t :.. comprehensive survey be star ted with 
the vie~t of i mmediately s ettlng up machinery to 
ob tt. tn t-11 necesst- ry deta iled informa ti.:m with 
respect to the current rece~pts a nd expenditures 
o f Sta te, loca l und munlci~&l administr&tive 
bodies a nd to cha nges ln the volume a nd mak~-up 
of tneir outs t anoing d ebt . " 

I like tha t one; I think tha t ' s good . 

We h<.ve a preliruin~ ry r epor t befor e us Nhich the 
Tax i..i vision has >J r e pal'ed over the weel<- eno .vi th 
s ome expe-rts th<.y ha ve thet·e . They jus t ha nded !Jr. 
Ha nes - Ml' . H:..nes gb v~ it to we - r summary, a 
on e t. na a h~lf page summnry ; they ha ve the l r. rge 
l'B;J.>l' t, ::hlch can be r e:..oy at one o ' c l ock . If 
yo u 're e t all intel'u:!ted in he~o r ing the summa ry 
la ter . .•. 

Tha t's - l e t' s r un t n rough this ; if we're in 
agreement on thls , t hen I' o like Banes to rea d 
tha t . ...11 r ight? But let's see i f ..-e can get 
t ogether on thes e t .•o pates . 

•o . nrrangeraents shoulo be maue at once tha t 

\ 

No ul u make pos s ible e ngineering ~nd leg~l pl~nning 
of various public works which would be a vai l abl e f or 
immediate prosecution when re~uired to give incre~sed 
f lexibility in the timing of public ex?enditures and 
increased bSsura nce of va lue a nd utility of the 
expenditure itself . 

"These a rrangements are much needed ..•• " - ca n 't 
you g et a bette•· wor d tha n "arra ngements• ? 
"Arrcnge.nents" woulei be a l l right a t fir st, but 
t o say "These a rra ngement s a re much needed ••• •­
couldn 't you say •these studies•? 
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•These studies ••• • 

I mean the s econd ti.me • ••• 

It ' s a pl an, but the word 11 plnn" has sort of a bad 
odor . 

• Pr ogr am" - •This progruo .• • • 11 

Yes, " program" is better . 

"This program .•.. 11? 

"This program •.• • . " or would you say •These 
programs .•• • ? 

•Tnis pr ogr aan is ••• " 

11 • • • is muc'h needed , • • 11 Is that all right? 

11 This pr ogr am is much needed not only becau se of 
the current magnitude of Federal, St ate and local 
publlc wor ks and r elief programs ..• " I woul dn't 
use tile ;vord "magnitude . 11 couldn't you use "current 
size•? 

" ··· current volume .••. " 

Current what? 

If you s aid "character," it would be better yet. 

• ••. current character"? 

" . , . the char acter • • • n 

!4arr1ner, •• • 
You wouldn ' t put "current character,!~ would you? 
You' d put " character of current Federal, •• • • " 

" •.• character of the current ••• 11 
- how would you 

say it? 
"··· the character of current Federal, s tate and 
local public works • • • " 

' 
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11 and relief ... " You don ' t need n programs" 
there and you don ' t need "pr ogr am" under rea r mament. 

Got to reconstruct it q uite a bi t , Qaking that change 
a t first . 

"Thls progr am i s much needed no t only because of the 
charuc t e r of the current . • • " - ho•.v does that •••• 

" .. • of current Feder al, St u t e a nd local ••• " 

"· •• ~ euerul , State and loca l public works und 
r elief programs ..• " 

" . •• of r elief • . . " You don't need " pr ogr lllll11 t tu:re 
and ;ou neea - aon • t need "progr am" after "rearmament" 
anywhere. 

Put tue .• ora •expendi ture" in t here . 

" but eve n more especially because of the exten-
sive rea rmt:ment being unde r t a ken. To make certain 
tha t the re~rmament pr ogr am shall not be continued 
a s o device t o reduce unemployment or to s tirnulo te 
business ac tivity, it i s essenti a l to have such pl a ns 
per fected &s ·.vill ;>ermi t :• r eady t r ansfer of employ­
ment from armament industries into needed productive 
public and private works ,;>rojects os soon as peak 
activity in tne a r mament pr ogr om is ;>essed . " 

Gentlemen, I like tha t . Can you fix that up with a 
couple of ·.:ords , boy s? I meli.n change "current" end 
" chart c ter " a nd the r est? 

Well , we •ve got the cha nges tha t have been sugges ted 
already. Unless there ' s another 

!low, would you gentlemen liKe to hear Mr. Hanes 
give us what the men did ove r the week-end on this 
loc&l a nd state thing? .'/hat you got there, John? 

'l'his is a summ~ry of - and it ' s rather hastily 
gotten to11ether , as you wi l l understand ••• 

..:ould we come back to what - some on e or two 
things I ' d like t o a dd t o this . I' d like to come 
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back to it . You're not assuming that 

No . I was, but I' ll come bock to it. 

Jill r lght . 

"1. 'lhe analysis of published data for the past 
years can be onalyted by t he Division for Tax 
rtesearch . " lind so f orth. 

36 

"Either consultants such ~ s those from ••. • • " 
tells what they need on the teclln1csl thing . 
t hing is not something you want to t&ke over 
tnis afternoon. 

- tl:w t 
This 

there 

Let ' s let it go, John. 

It just in summary is en outline of a plan to do 
wbat you contemplate doing to get this state and 
local and subdivision d a t a ava ilable to this com­
mittee . That ' s what it is . 

l"here i s s 4ues tion r aised there . I don' t know 
whether you want to L"aise 1t now . That might 
re ... IL.re soone addi tlonal consul tents, and they 
g1.ve &n e stima t e of the amount ..• 

\ 

'l.ney give a n e s tima te of the cost of this thing to 
the Tr easury, doing this kind of work: about $45J, Ov0 
e yea r . l hat's " guess; nobo~ Knows wru.t it is . 

·•ell, I don ' t thinA we ought to ••.• 

I don ' t thinA it ' s something that you want t o 
d iscuss . Suy you ' re s tudying the possibility of 
getting this coordina tion bet11een local and state 
govt>rnments with the Federal tax aut horities . 
That covers it, in my opinion . 

.1.11 r ight , L!r . Eccles. 

I think t his is very good as · fa r a s it goes. It 
does seem to me, however, that it isn' t - it isn' t 
quite complete . Just what is it that we ' re aiming 
at? .hs I understand it, 1t i s toe ttempt , in look­
lOb for ward to 19401 the 1941 budget, to avoid, so 
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far as fiscal and monetary policy is able to do so, 
a bogging down. 

No'll, that can well happen . If, in other words, 
the Federal expenditures are not what the budget -
this is all based on an assumed - budget expenditures 
ba sea upon an assumed cash contributi on by the 
Federa l Government - if t axes are substantia lly 
increased and the Federal revenue, Nhat they collect, 
i s substantially mo r e than is anticipated, and the 
Feder al expenditures shoul d be less, you could very 
well get a budget, so f ar as t he cash is concerned , 
which i s the t hing tbt t affe cts tbe economy, tha t 
could bring do~n i n 194J - that could bri~ about 
a deflationary period again . I t hink tha t s - ond 
it doesn 't seem t o me t ha t we•ve covered that possi -
bility here . 

You make an e s ti1oate, Dan , that there will be 
expenditures, we ' ll say of eight billion -wha t, 
eight billi on four, for ' 40 - for 1 41? \ 

On the basis you• r e t ulKing about, yes - eight billion 
t our . 

' 
~:.igb.t billion f our . 

~>bout ei ght billion nine i s the tota l. 

Yes . ·..:nat ' s wit h armament . 

No, tnat ' s aith Socitl Security investment 1n it. 
That ' s cash •..• 

That's cash. 

Somewhere betVIeen eight billion and eight billion 
f our, I should say, would be the cash outlay . 

And then you esti mate the revenue , without any new 
taxes at all, a t & cert~ in figure, don 1 t you? Now, 
that would t hen give the cash deficit of so much. 

Now, assume then that t axes are very substanti&llY 
increased, on the one hand , and the expenditures 
Just don't go out, you don't get the expenditure of 
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the eight nine, so tha t you actually hnve your cash 
deficit d uring the fir s t half of ' 4J, the c&lendar 
yet r '40, which is the last half of t he fi scal year, 
actually come togethe 1· ve~y r apidly, on this size 
of ~ na t ional income, the proposed - we estimate a 
na tioow l income of, say, at the end of th~ year, 70 
billion . Now, if you begin t o get £ cash balanced 
buoget on th~t basis, you ' l l get the same condition 
... think y ou got in 1937 . 

Now, I mea n I just wrtnted to - I think thvt thGt 
ufter all is the thing we're a iming a t here . And 
we have stated some general principles, which I 
concur in, but it just doesn't s eem t o me that the 
report ca n be complete unless - a nd I have tnis 
thought in wind here: tha t if we favor a ny new or 
any additiomll taxes to apply to this fi scal year , 
1940 , that we shoula only f uvor them if there is a 
corresp~nding increase in the aggrega t e c ash expen­
d itures in that year. Now, tht. t - tlu.t doesn't 
meun tnat 11e don ' t f a vor an increase in t a xes of, 
soy , 5JO million if you 're going to s pend 500 mi llion 
more than we are now spendi ng. But i f we believe 
in the principle t hat the budget is going to be 
balanced out of an increased na tional income, then 
t o bala nce it b lln increase in t axes before you get 
t be increasea m: tionr. l i ncome can well prevent us 
from getting the increased income . 

You said the other day, Mr . Secretary , tha t you 
favored incre~sing the taxes and the income 
together - I mean tne taxes a nd the expenditures ; 
that if t hey were golng to increase t he expenditures, 
you were favorable to increasing the taxes olong wi th 
them . Vie l l , I •m f a vor uble to that, and not necessarily 
increosing the expenditures first a nd then the taxes 
a fter . But unless we - iftbey 1 re going to increase 
t .. xes here f o r tormaC~ent end t hen d ecrer.se expendi­
tures for o ther purposes, so that the aggregate 
expenditures are not increase-d but the t axes are 
increased , you can v ery well, it seems to me, s top 
the increase in t he nation&l income by increasing 
taxes too soon . 

llr. De l ano, is this the w&y you feel? 

Yes , I have - I had prepared n state ment .vi th Dr. 
HUI!Il here about this matter. I may say that our 
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Resources Committee, the f our - Dennison, Merriam, 
Ruml, a nd I , wer e t ogether on Sa turday . I n f airness 
t o the others, I think I ought t o s ay tha t I think 
uennison is in complete agre~ment with Ruml aDd me; 
t ha t Merri!.m, 11b.o has been a s tudent of poli tics al l 
his life, raises a bugaboo wbicb a good many pr acti­
cal men ~ould raise, and that's the expediency of 
cert~in ac tion; the political expediency has got to 
be consider ed . '1/ell, of course, we know that you and 
t he Pr esident will t ak e those things into considera­
tion . 

~ut I do say this : I believe that the pr ojected report 
on possible f iscal a nd monetary situation in 1940 is 
of par ticul&r interest, since r am impressed by the 
facts pr esented to us by the experts ; that r eal danger 
of another sharp depression in 1940 exists, particu­
lar l y in view of the disappointing present esti mates 
on notional income f or toe year 1J9 . I cannot but 
believe that the Federal budget bas an important 
influence on national income and that some expendi­
tures ha ve more influence on na tional income than 
other expenditures, and that some r eceipts have more 
influence than other r eceipts . Accordi ngly, it seems 
t o me that it is part of publi c fiscal wisdom to 
consider Vlhat we are able t o do in the present sta te 
of our knowledge t o protect our na tion against t he 
demorelization of another economic crisis, and if 
possible to assist towar ds the higher national 
production, income, employment lind s t andGr d of 
living vnd well-being, which we ere convinced our 
national r esources are vbl e abundantly to provide . 

Of course, tnat •s been shown 1n a good many ways, 
i f you wunted me t o argue i t. For instance, a Bos ton 
arcnilect pointed out that in public works the nation 
dropped from something like lJ or 14 billion down t o 
about t hree billion; end o good deal of it was 
speculative building: bank buildings, apartment 
buildings, hotels. All sorts of things wer e built 
&11 over the country - speculctive building - and 
the s t a t es and t he cities wer e going wild on build­
ing . Then, ell of a sudden, t hey all quit and left 
the Government holding the bag . 

True . 
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Now, either Government has got to continue t o hold 
tne bag or else it' s go t to convince these other 
people tha t they' ve got t o do their share . 

~0 

'l he troubl e is we 1 ve never given business o chance . 

1:hr. t may be true . 

1h&t 1 s the troubl e. He get up to a point ~~ere 
business is ~bout r eudy t o step in with new invest­
ments c.nd then we crack down on t hem in this place 
and that pla ce . ?ie nev~r give business a chance, 
and He t «ke it for granted that business won ' t come 
througn . ns l ong as Government is doing this thing, 
&s long as GoverruJ.,nt is the chief borrower, business 
won• t . ;,nd this assumption thnt we ' ve got to keep 
tllese bi g defic i ts - c.s long us we keep these big 
defi ci ts , t her e isn 1 t much reason or encouragement 
!'o r business to go in. I mec.n the question of either 
business or the Gover~en~ - I ~gree with you one 
or tne other has to uo it or tnis country •• • • 

·•e l l, of course, tnese big deficits you speak of -
71•1en you look a t it from the standpoint of na t i onal 
deficit, some of tnese figures that a.re being made 
s.n:w; til<. t tne n&~ion&l deficit i s nov. her e near "-S 
big &S t he uovernuent deficit . 

I don 1 t know wila t you mean by national dlfic i t . 

I mean in the same sense that we use the wor ds 
"m• t i onal income . " We 're speakJ.ng of the aggrega te 
income of all t he citi zens of the country . 

~ut you s ee, J.!r . Del ono , i f I understand - if I could 
re&d that again - I don ' t think that you and I ~re 

very f ar avart, but I don ' t think we ought to do 
any more shado~-boxing . I mean •••• 

No, I don ' t want t o do that either . 

hnd I aon•t wont to . And I ' m not going to try to 
ask you t o try to conform, but I thi.nk that there 
is an honest difference of opinion between llr . 
r.ccles and myself , &nd I don ' t think that we can 
ge t t hose two opinions together , that 1 s all. I 
mean - I ' d like to r end t his if I may - I jus t don 1 t 
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thinK you can get us t oge ther . 
reason why Yr . Eccles shouldn ' t 
views this afternoon. 

But tba t •s no 
present his own 

Oo you want to look a t this (a short wri t ten state­
ment used by Mr. Delano as ba sis for bis oral 
statement on page 23) , Dan, with me? 

Go ahead ; I 1ll •••• (Looks over B. U. Jr•s shoulder ) 

Is this pr oposed to be i ncorpor a ted in this? 

No , it was - Ruml and I thought tha t perhaps you ought 
no t to, in t alking to the President, s t op here without 
w11 rning him ; in other words, it' s awfully easy to neve 
convinced the country tha t we•re out of the woods 
and tha t we see a way of getting out of t he woods and -
without foreseeing what may happen in 1940 . 

"ell, I d on ' t know .1hh.t 1 s going t o happen in ' 40 . I 
<.ion•t pretend to be smart enough. j,nd I want to be \ 
very, v ery frank wittl you . I t hink the only contri­
bution that I c an make is - going over t his af t ernoon, 
t he only thing I c an do per sonally is to try to get 
the Pr esiaent - I mean I'm Just repeating myself -
to t hink in t erms of lin income of 80 to 90 billi on 
dollars , and that in the va rious things which he has 
which he is going to pr opose, tha t be will give 
car eful considera t i on ~1hetner - not only the budget 
but all the various l egislati on which he may or may 
not have in mind- whether i t ' s going to help us 
a ttain this 80 to 90 bi llion dollars or whether it's 
going t o r et ard it; t he budget is only one thing . 
No,·; , ~>11 I can do is to do that. I heartily believe 
in it. I go a l ong thoroughly with the idea of 
planning future public works so we s nould be ready 
in c ase - particular l y if and when we get out of 
this urmament program. I mean I believe in these 
various taxes. 

l cannot go along, as I understand wha t Mr . Eccles 
says - I mean this thing tha t it is -this is what 
I may refer t o as a school of thought - tha t i t is 
something t o worry about if in the second halt of 
' 40 our deficit is smaller . I mean I just can't 
get myself to subscribe t o that, you see . 
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Mind if I say ••• 

I just can' t get myl!elf •• •• But what I' d like t o 
say is, please feel free, both you (Del ano) and Mr . 
~ccles , t o band him in a supplementary report on 
anything you want t o . Can I be any fai r er, Wr . 
Delano? I mean I'll go along as to this . Will 
you (Bell) go along so r ar? 

~es , sir . 

l ' d like to have Wr. Ruml ••• 

out bey;lnd thht I just can 't go . That doesn't mean 
thzt ~r . Delano can't bund ln a supplementary r eport 
and Mr . hccles hand in a supplementary report . And 
I c an 't go beyond what ' s on tnis paper now . And it ' s 
an honest difference or opini on . I t' s an approach. 
I 1 m more than wil lin& to continue to study this 
thing . 

l:lut • can 1 t help but think if in the s econd luJlf or 
' 40 our income i s up ano the nation' s income is up 
and the expenditures a r e down- I tinnk it ' s good 
news; and you people thinlt it' s b~od news . 

No, you' re wrong on tba t. 

I can • t help but ttllnk it 1 s good news. Vlha t? 

~tand up a nd caeer . 

Let me clarify my position here. Ne've said here 

" ayne, ar e you - do you agree, do you want to say 
something? 

r don ' t think you're very far apart . 
you s ay i t the sume way; that ' s about 
to . 

I t' s pr e tty fundamentlll with me . 

I don' t t hink 
all it amounts 

·~be Secretary of t he Treasury cert ainly c an' t say in 
a report that because we fear the deficit is going 
t o be smaller 1n the second half of this year 1940, 
that we're going to have a depression. 

\ 
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II ell, nobody ' s saying tha t . 

woming close t o it . 

You suy right here - here ' s what you say in number 
two : " t, na tion11 l income of a r ound ~so bi llion would 
pr ovide Feaer~l r evenues sufficient t o bal ance the 
curr ent l evel of ~"sh ex~enditures on the b11sis of 
toe exi:; ting t ux structure . 

tloil , .. e say further tha t next year we 're going t o 
nove a nutioohl income of no t more than 6d billion • 
.. e 1 r e 1<. billion from SJ bi lli on dollars - 12 billion 
rro::J it . No., , .. 11 I ' m s ~;y ing is , l et 's let the 80 
billi on of n~tio~l inco~e tht t we want to r e•ch ­
l~ t ' s let th._ t bt 1tnce t oe buaget on the basis of 
•·nut we soy i s existin!l Federal r evenue sufficient to 
t ake cure of toe current level of c&sh expenditures . 
,:o\7 &11 I' lJI "'rguing for here is for the maintenance 
ol' tne current level of cash expenditures and the 
current level , g ener nlly Si>enking, .:>f cash - of 
receipts fr om pr esent t ~>xea . 

"'vent hough the na tionul i ncome goes up from other 
causes . 

ioe nati onhl income going up will incr ease the 
revenue and will d ecrecse t he need of expenditures . 
1low, ttl.e only difference - t>nd I don ' t tl:link there 
is a a ifference - I 1 m merely arguing f or letting 
nati"nel income, which ~il l give you an increased 
t :.x r evEnue anJ will ut.ke possible " r eduction 
"urough relief of expenultures - I want t o let the 
buaget be b~lanc~d out of tha t 1ncreasea nati onal 
inco~e t>n~ not incr eLsed t uxes ~nd decre~sed expendi­
tures ln a :nunner thl. t IIOUl a tend to avoio getting 
tn& t dJ billion oollbr nli tion&l incolJie . 

Now, t ha t' s - . • • and I think ;ye can well do it. I 
think Ne can just do tha t . I t hinK we can increase 
t axes r.nd not incre~se expenditures, accor dingly 
for ce a decreased defici t on a na t ional i ncome of 68 
billion and you ' ll never get the SO bi llion. 

Mr. Secr eta r y, I was >t the meet ing Saturday; ~r . 
Delano was not here . After the meeting I again 
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went back to the Resources Committee, I aga i n 
communicated with Mr . Delano on the subject. It 
was my thought some statement of this character, 
in addition to the concrete pr oposals , should be 
made to the President a t this time . But in vi ew of 
our discussion on Monday, I thi~ it was - or on 
Thursday, when both you and Ur . Bell e xpressed some 
r eservations a t the present time about going along 
in o. s t a t ement t h& t the na t ional budge t has an 
influence on income, tha t some expenditures have 
more influence than others , some income more than 
others, it seemed to me that at the time our minds 
as e group were not s ufficiently clear to warrant t hat 
statement being made by the group . 

On the other hand , after tslking ·;:ith l.!r. Delano 
and with the Committee, we felt that the President 
should at least have tha t expression from one member 
of the committee, and accordingly thi s was pr epared 
as a statement which Ur . Del ano could make person- \ 
ally, if you wish. 

Perfectly proper. 

I thi~ this 4uestion of policy we're discussing is 
extremely fundamental to toe whole economy. I think 
up to toe present time the a ttitudes have been mis­
understooa. I think they can be made clear . I 
thirut toe .c.ngl.ish language is per fec t l y able to 
t ransmit the ideas necessary . But I don't think 
the time now has come to make eny s t atement that 
would involve the group . 

Mr . Bell can talk for himself , but if I understand 
him correctly , he ' s agreeable to the s tatement as 
we• ve clecred it up through that. Isn ' t that right? 

That ' s right. 
' 

I t ' s agreeable to me . Now, if Ur . Delano, r epresent­
ing t he National Resources Committee, wants to make 
a supplementary statement, and Mr . Eccles, as Chairman 
of the Federal Reserve Board, Kents to make a supple­
ment ary statement, it is perfect ly pr oper . 

One place it does not tie in - in t he meeting on 
Saturday ther e was one i tern r e!err ing t o the f act 
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th" t a study would be m&de referring t o the situat ion 
in 19~0 . This starts out by saying, "l believe the 
or ojected repor t i s of p& rticulur interest • •.• • 
lf t hat p&ragraph is no t going to be included here, 
tills s tatement shoula r end : "1 believe a projected 
:-e!Jort should be made . " 

lhe reason th;. t ·:.as d r opped out, :.lr . Ruml - it was 
t hought tht t tner e 1 s a good deal i n this memorandum; 
tha t the COillLli ttee is yoU . .'lg yet und has lots of time , 
~nd t he time ·"ould be quite appr opriu t e ~ond propitious 
aQY time later, aft~r possibly a more careful study 
of the buuget, wnich will nave been r eady by tha t time, 
is nwde , for u f w•ther memorandum to go f orward to 
the President t aking up thll t s pecific f act; t ha t 
tuert ~as no neeJ t o f ur ther complica t e t his important 
1irl>~ rt!,.tort by s n.>oting all t he 1.orks a t once ; so 
t h£• t there Wt<S nothing t o be l os t at this time by 
l~aving out th~t reference, ~ nd possi bly somet hing 
t o be gained, woen t here wi ll have been fuller time 
for aiscussion, fuller time f or ex~minution of the 
budget, <• no umple time t o give i n a n addit i onal 
report . I t ukc it this committee doesn' t intend to 
give just ont! re~ort a ye&r . 

This f i rst s entence can be modi f ied . But it was 
pr incipally froiD the point of view of ina icati ng 
our knowledge of the exi stence of t he problem, tha t 
a t t ne meeting S:J t urday sucn a ptragr aph ~tas in . 

I >< Sked tna t it be left out because I wasn' t r eady 
f or it personally yet , bOd I f e l t that tha t particu­
l a r p><ragra ph would no t help the Pr esident one way 
or the other in wri ting his budget message . Every­
t hing in here would . I thin:.< this is ns fa r e s I 
can agree t o 1 t . But t tw t doesn 1 t mean ttw t t. s the 
yenr goes on and other things come up - there will 
be plenty other things come up . But I j ust think 
it is always better to call e s pade a spade; I ' m 
j ust no t ready f or that yet , pe r sonvlly . Now, again, 
I• o say tna t a nr gentleman here of this group can 
hand it in if they wanted to . I want you people to 
feel tha t .vnen we go over there the President i s 
yours , and I ' 11 t ake a back seat . 

"hich was it you cut out? I 1 1D 
clebr on tbis discussion here . 
fla r ry? 

not just entirely 
·llhu t was cut out , 
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Th d s t a tement t~at the buctse t f or t he first holf o f 
194~ - tha t the deficit in the budget of 1940 would 
res ul t Ln a dec r ease ln Gover~ent contribution to 
the nutionul income in toe s econd ha lf of 194J , Lnd 
th,; t tnc· t f uc t justifieJ the ;>r epar a tio n of a special 
report t o b e au:de on toe _>oss ible effects . 

It i:r..; nU!llber four on PC.ee two . Di scussed u g r ea t 
de&l on S~; turday . " I n vlew of the f act t ha t t he 
e ntlc t p& t ed deficit will be grea tly less in t he 
seconu n!l li' of the c ominc fi s ca l yea r, and i n view 
o f the conse<,u ent d ecllne ln additions to buying 
:>o 1er . ... 11 - tne n we went on l nd said tha t 'le would 
in& .<e - .:e r ecognlLe t lliS ;>r obl em e nd will make e 
speciul atu:~y an<! r e;>ort 1< ter on i t . t.o y :>u 
r'!..:embe r ? 

Yes ; I s till don't see why .... I t seems co me 
tiw t th~> t 1 s the ne-.r-t of tne wao l e issue. The r es t 
of tll h Ls mor d or less jus t sneer verbiage . i:tl 
taL< b bout wh:l t Lne income i s go i ng to be next yebr 
& nd tha t the ru. tio nel income urounc.l aJ billion 1'1ill 
do certbin thif16S, &na 11e con get an income of 90 
billi o n . '• e ao ;,l l t hnt , but tnen we don ' t g~;t down 
t o r eally the h e&rt of tne .~hole thing . 'lie get righ t 
U? t o tnc ~oint ~nd t hen ••.. 

Not wnolly . The t 1 s be ln.; a 11 ttle less t hfon fb1 r 
t o tnis . I thirL< there :.re a l o t of ve ry importbnt 
tnlngs being sa i d . 

Yes , but tney lead u~ - l end right up to the •.• 

vo y J U feel t11ere woula ~e a nything l ost, r ealls ti­
c&l ly a nd pr actica lly, i n tntl w ~; y of nel ping to 
clb r i fy tn~:~ Pr esident • !l mind .~ 1 th r espect t o ll 

f o rmula t i o n of butlget policy if t n is particular 
j).:>int 11ere p.;~s tponea , l e t 1 s say, .v i thin & re~ son­
c b le perioa , so you NoulJ na ve am~le time , if you 
s o felt subse,,uently and if thert! wasn' t; agr eement, 
t o submit a specia l report on i t - d o you think 
t here woulo be unytnl~ realisti cally l o st? 

! uon • t t h ink we • r e ready, of course, v.'"i th t he 
r eport now, but it doesn ' t seem t o me tha t this 
r epor t t o the President i s cot lplet e at a ll without 
advis ing him tha t there l s ~his ve r y important 
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problem th&t we expect t o m1$e r. l a t er r eport on; 
tn:. t o th <'r Nise we giv e him this a nct no r eference 
i s M&de a t all to wha t seems to me may be a very 
vit&l issue, a very vital 4uestion, the ~uestion 
or t lming tnis wnole thlng. 

1-nd .:ln 11hich you n ;; ve u 1mole yea r to r eport . 

~ix month!:! . 

I •m not 'lul te sure tne.t tho Secret~o ry a nd r.!J· . Sell 
':'nder s t "nu tue ;.oos l tion which you sta t ed . I n fact, 
.L feel N 1 tn .lnyne 'Iaylor t nu t Lhert is some l uck of 
w1ders t anding of the ex,>ression ~< nd not of L he re~;l 
i dea . !n otner •or cs , I thinA i f they interpr~ted 
wn~;t you s uy as I int er.,re t it, there Kould be no 
aisegreemen t . But I don ' t thin.< you would possibly 
be nbl e t o clel; r it up sufficiently o. t t nis t.Lme . I 
don • t .<noN, I'm no t sure; there mignt be something 
" little .1orth while /;h i tlng for . 

I wi s h y ou a nd .'layne would Wlderta ke t o do t hut 
j ob, beca use I ugree ni tn y ou . 1 don• t t hin.< - if 
t here 1:; ~o ny f unuumenta.L d i fference, I ' d like to 
kn.)N nhere it i s . 

!Jo y :>u tninA, d li.r:-y , it e i ght be acce ptabl e t o j ust 
put in nere t !lL t r. p!'obleo or timing or toe Federal 
ouuget ··1i tn t:1e develop.nent of pr i vate buslness in 
tne mo r d dis t~nt fu ture tn&n the yeLr 194J KOul d be 
Wlder study ana a report will be made, just t o 
lnu.L .:a t e we have tnought a bout tne problt-m of timi ng 
o.nd of g ou t·ing t ht: t ·11o things in, with each o the r ? 

I tnin.t there woula be luss opposition t o it . 

I thi~< you would be better of f if you menti on tha t 
in conver:~ation r a toe r tha n t ry ing t o g et tha t 
~articular s tate~ent o r a s i milar state~ent included 
ln tne t hing tha t you ha ve here . 

//ell, tha t ' s all r ight. I think tha t this part tha t 
Wl>S t aKen o ut - wha t .·.e hove a gr eed t o in the s t a t e­
ment seem~ t o me t o bt> sot.tewha t incomplete . It takes 
us s t ep uy s t e p up to a very .Lruport a nt poi nt, a nd. 
t ha t ' s t he timing , tne 4ues tlo n of t irning . Anu t nen, 
we ' r e not pr dpared now t o tcnke a r epor t o n this ques­
tion, b ut it aoes seem t o me tha t e ither i n this 
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report Ne should say to the President that a later 
report should b e made covering this question, which 
is so vital, of timing Government r eceipts and 
expenditures with that of private, and we ' r e trying 
to f orecast the thing into 1940 . 

•·ell, you can s ay that when you get over. But I ' d 
like to personally see some of the forecas t before 
I even put my name to it. See? 

~>ure • 

I •rn not saying t hat if l ater on the people can come 
in here and we see something - but, in other wor ds, 
I' m not yet convinced thut 1940 isn 't going to be 8 

good year; I' m not convinced it's going to be 8 

b<"l year . But before I beg in to ;>ut my name down 
aoo s&y tn&t I'm going to worry th&t 1940 for 
bt.slness is going to be bt:d, I ws.nt t o be a;lfully 
convinced . 

••ell , I t hink what we ' re speaking or here is the 
first hulf - it's the last half of the fiscal year 
and the first half of the calendar year '40 that 
we 1 r e considering in connection with this 1940 
budget . No., , I•m not convinced either th6t the 
firs t half will be good or bud, but I do think 
t bb t Nnether it is good or bad will depend very, 
very gre& tly upon waa t the f i scal progr~om is 1 and 
I s bould li~te to - I t hiM H is absolutely essen­
tia l thut it be made good . We can't - Ne can't 
possibly, it seems to me, let tnings turn down 
again in ' 40 because of an improper timing of 
fiscal ~olicy. ~hat ' s tne ••.• 

"ell, 11hy don't you, when you get over tnere, 
either say it verbally or hand him a memo on it? 
out I'm not ready yet to cross thEt bridge. 

'.Vell, I'm only 
must consider . 
of any detail. 

crossing iL as u problem tha t we 
I •m not crossing as to a 4uestion 

"ell, wna t you •re really s aying is, isn't i t , 
Marriner, tha t a billion dollcr new tax program 
is too nenvy and a half billion is pr obably all 
right. Isn't taat about it? 

' 
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No . \/hat I'm s aying •. . 

I rueen f o r additional taxes fo r t his period . 

Vlha t I ' m s aying i s ths t if we ' r e go1n& to ,>ut on 

r.a:iltL>~.l t ~-.xes , tnen we should h&ve add i tional 

bX,>endl tu r es , o r il' we ' re goll).g to nave add1 tional 

ex.,enal tures to en .ve should ha ve addi tionel taxes . 

You .<now you're going to ha ve the addi tion&! 

ex.,endi tureo in the f orm of this a rmament program, 

so, g o ing lJ~ock tnrough that thing, Nhy , .. .. 

I mean :Jddi t i om.l aggrega te ex,>endl tures . Now, if 

y ou ' re ~uing to hove a dditiona l agg r ega te expendi­

tl.l'es , tnen y ou snotild put on add l ti.:>nlll t1.xes . 

If r ou ' r t n :> t , I tnink it i s a very serious 4uestion ­

I d on • t sa) y ou. Silould n 1 t , bu t I thi ru< i t ' s " matt<J r -

t nu & i t 1 s 11 very serious ._uestion lis ~o .;!l6ther or 

ttOt buuit i JIU• l t bxes shoula be levied; if you don ' t 

n~ve aduitiona l aggr ego te expendi~ures , i t cannot but 

b e uefll: tioru, ry . J,nj there a re cer tain ty ;>es of 

taxes suca as .1e t:>ent i .:>n th• t -.oula be very touch 

wore Jefla&ionury tha n othe r k inds . Ana l t is th~t 

-.uestion t:o1. t I tniiM is so terr i bly im,lortant nor: : 

./hether , i f 11e ~JUt on add i tl<>nal t &xes, wnich I 

think Johnny r epor teoa .vus bei ng considered - if 

fte 1 r e ~o!ng to ~ut tnos e taxes on and not h&ve &n 

aggreg1 te increase in e xpemiitures, &ho t you c an't 

help but get a deflatiJ na ry developmenL . 

:.:or l'lner , yo u wouU take this into account: U111t 

if you nad extr eme activity outside the budge t in 

tllt!se al11; rego t e a,aoun ts • .. 

1 1 m s pe o.<tine of tne whole t hing, yes . 

• n:.t ' s waat l me&n. You o&ve to t ake the whole 

picture into account . 

" C\1, • d on ' t .:ant t o be o.isunderstood on that . 

1h&t is , th1 ~ - i f we ge t this r a i l road equipment 

thing a nd - or 11' you gat a build ing ac tivity out­

sloe the b uaget, &s u result of Governme nt a c tivity 

outsi de the budget, t hat ' s just a s good so tar a s its 

effect on t he c olllJaunity buying power as i f i t wer e in 

the budget, hnd you muy well get a reduced defi cit 
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of a billion dollars if ''e can g e t a billion dollars 
of activity outsi de of th.e budget. So ·.that I'm 
thinking of is not merely the technical budget; I'm 
thinking of the over-all picture of items which the 
Government can stimulate outside of tbe budge t as 
11t:!ll as within the budget . 

You people lay so much. stress on what the budget will 
do . Give us 15 million bales of cotton th.at the 
l.l overnment o·Hns and a f ive cent price of cotton, 
h~o ving nothing t o do with the budge t a t all, and 
look a t t he effect it nas on one-third of t he popu­
lat ion of the Onited St a t es . And we 1re tal~ing 
as if the budget was the l as t a nswer t o t his year . 
I• m just no t convinced . 

I agree with you • 

I think it's 11 !)ieee of the picture. 

It i s e. piece . 

.Cut to put this down and not, for inst ance , tall< 
about <• gr icul tural commoditie s and our world market 
and Lll the res t of i t - nnd our exports and our 
i mports, all the other tninss, our balance of pay­
i!lents , the gold -,uestion - ever ything else wnich 
goes int o it, makes up th i s nt.tional pros perity, 
und heng this whol e thine on just this one thing 
onu not mention t he o ther s - I' m jus t not going to 
do it. But tha t doesn 't mean •••• 

I "'oulon' t do it e1 tber . 

\ 

'rha t doesn't mean - I mean 1 am, for instance, very 
much convinced that if the ~outh isn't prosperous, the 
rest of the country c an ' t be prosperous, ~nd with ten 
mill ion bales of cotton, more or less, o<med by the 
Government, you can ' t do anything about cotton prices. 
Now we don ' t say anything about i t, but it

1
s a very 

important thing, end one seventh of the total r evenue 
goes to t his agricultural program . And so L mean 
before you go to that, I'd want to say a lot about 
agriculture; well, 1 don ' t think we 1 ve got room for 
it, but it has a very illlportant effect on the whole 
question of na tional w enlth. 
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<>o what 1 again say is tha t I will do the least 
talKing when we go over there . If it' s agreeable 
t o you people, I ' ll read this memorandum, l e t the 
rresident read it; then I 1ll s ay that Mr. Delano 
has a supplementary statement and that Mr . Eccles 
has e supplementary sta tement , end you people aro 
at liberty , of course , to say wha tever you have on 
your minci. 

Per ha?S Ur . ~coles ougnt to come first on tha t. 

•:;ell, I don ' t- I won't argue tha t . It doesn't 
make any difference t o me . And I - I don' t want 
l OU ~ o get t he impression, Mr. Secretary , tha t I 
tnink th:l t tne whole solution either is .vithin 
merely the buaget. 1 thi~ we've done a lot of 
things in the past that h8ve r e t arded ?rivate 
activity toat aren '~ Nithin the budget. I go just 
as i'ar as you do in tha t regard. 

\ 

I t hill!< there &re so ma ny things . I mean this 
ques tion of thls whole economic fabric - I mean 
there a re so u1any th lr\65 which I think ar e wr ong, 
and I - thi s is - I 1 m more than willine , after the 
first of t he yea r, to sit dovm with you people and 
continue these studi es . I 've found them very pr ofi t­
able, r• ve f ound t hem very useful; I ' d like to con­
tinue them. But I think if the President will give 
us the time ana thought ana go over those thi ngs, 
t hen l i s ten t o your supplementary statement, that, 
• t hinK, is about ul l we can hope to go over. 

But, es I s ay , I ' m r to ring t o go and t alk about wha t 
is happening to the f a rmer in this country. I think 
it's a terrible situa tion, think it's get ting very 
much worse . But I ' m not going to ask you peopl e to 
Join me in a s t e. ternent today. 

'-ould I s ay something? 

Excuse me - c an you hold your thought? 

Yes . 

I think what ' s happening in the agricultura l picture 
i s very danger ous; you don't have to wait until '40, 
it's right on us now, and it's getting worse every 
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day. But I d i dn 1 t s ay - I don 1 t th i nk t ba t - maybe 

lat er on we may want t o s ay somet hing ~bout the 

purcha sing power of the f armer and what ' s happening 

to him, and the effe ct of the purchasing power on 

the purchasing in the citi es , and a l l t bat. But 

there ' s so ma ny t hings , ond I don ' t have t o wait 

unt il ' 4J, I can show :you fel lows right a s of today 

what is happening i n agr iculture and the whol e com­

modity picture . Go ahead, Harry . 

hfraid I' ll have to step a lit tle out of my ro l e . 

But I 1 d like to say this . ver :y br ief s t atement : t ha t 

I sho~d myself feel badl:y.if a supplementary s tate­

ment of any kind went t n wlth the or iginal s t a tement 

a t t his tlme, for ttlis reason: this i s the f irst report 

maue by this committee . I thinx i ts - the value of 

its advice i s gr eatly e~anced if ther e i s no indi ­

cation that there is any difference of opinion. I n 

vievt of the Secr etar y ' s .repeat ed s ta t ement that he i s 

glad to continue and to s tudy these pr oblems where \ 

thet·t is ~ probabili t:y of some common oeet ing ground, 

as I ver y d efini t el:y feel ther e is, I think ther e is 

sometning very subst antially to be gained b:y postponing 

any supplementary views until an adequate time has been 

ho.d to r eexamine both positi ons and see whether t her e 

isn 1 t s o!lle common g r ound; so th~t t when it does come 

to t he Presi dent it wil l be the opinion of this com­

mi t tee and not t he opinion of certain individual 

members; because to come forward , s ay, ~ith supple­

mentary opinions wil l mer ely be to r epeat what t he 

r r esi dent has neerd f rom di f f erent 4uar ters at dif­

fer ent times, t. nd he again wil l have the feeling 

tha t "oh hel l , they disagr ee t oo ; ther e ' s disagr eement 

among the exper t s and t he advisers; well, maybe I 

better go slow on this ." 

bo that ~ s hould feel much happier if some postpone­

ment of the supplementary stat ement s could take 

place until the near f uture, t hough I can quite agree 

wi th both Wr . Eccles and Kr . Delano that i f they 

cont i nue to f eel tha t way, they would be r emiss i n 

toei r duty t o not br ing it to the att ention of the 

Pr esident i n s uffici ent t ime t o af f ect present policy ; 

but· I don ' t t hink tb.a t tille need be today. 

Xou don't mean, narr:y , t hat verbally lYe - you t hink 

it would be i nadvisable t o say t hat - f or instance, 
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tha t we feel that this r eport •wouldn't be complete 
unless it i s followed up a little later on by 
a supplementa ry r eport after studies a re made with 
reference to this particular situation. 

No, I don ' t t llink that would fall in the cai.egory of 
the kind of f ormal supplementary statement that I bad 
r efer ence to . If you say that or a l l y, I tlilink i t • s 
fine , but if ther e ' s any appear &nce of formal disa­
gr eement which bus to t ake the f orm of a minority 
report or' supplementary sta tement to which all the 
member~ do no t agree - • think there is something to 
be gained by no t ra ising th~t at t his time. 

vould he get tnis &greement ? The last point there 
indicutes that further study is going to be made of 
the stu te and loc&1 t bing . Further s t udy is going 
to be made i n this 4ues tion of a rmaments . Can' t 
:1e ;>ut in a colorl ess phrnse ther e th8t ~ further 
study - without r aising the issue - that ~nen a 
clec.r vie•.r is gotten of bow much the budget is 
suaping up, the tax r evenues , and we get a clear er 
view of the prospect s for 1940, another r eport 
~.111 be :nade on the problem of timing . 

I •m a!'ra i d I was gullty of drafting that, t o.lking 
about t he sharp r eduction in buying power. I 1 m 
sorry . But jus t put dovm that a probl em will arise 
tnere . 

You mean tn addition to the last parhgr aph . 

uurrle, you see - whe t a r e we going to say about the 
agricultural situation r ight oow? I mean we 're feeing 
th~ot right toaay . What are you golng t o s ay about 
tha t? Tha t ' s Whh t - what you going to s ay a bout ten 
mi llion bales of cott on, what you going t o say about 
toe .. her. t ? 

One hundred million bushel s of wheat. 

I take it in this report from the Fiscal and Uonetary 
J..dvisory Board - I question whether you 'd want t o 
bring in all the troubles under this tent. 

They all have en effect on the notional income . They ' re 

right here with us. 
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You could br i ng in endless problems in th&t field . 

I didn't mean to e xclude that. I think we can phra se 

it so that the problem of gearing in timing with the 

\'lhole fisca l picture - .d. th wha t 1 s happening in 

agriculture, business, housing , construction, e very­

thing else; I wean tie the two together . 

If you vn.nt to put in o sentence of timing, I don r t 

n~ ve uny objection . I have n~ objection to timing -

tu:; t tue 4uestion of t iming shoulo. be consider ed -

bot h pr ivute ~< nd public expenditures . 

~ure, tha t ' s right . 

~ould you aicta te n s entence of tha t kind right 

no;; , Lbuch? 

I f ~ ..>ur na tlon~l incotue goes up, your buaget is 

bvlance.;, ; t na t t;Lkes cere of t he t i ming. 

If y.>u coU:a .;t: t some sentence of that kind - if 

it ' s ~graeto ble t.> the otho;r s , the r ej)Or t could ••.• 

I don't know .vhether 11e a~~.ve ti:De . 

\ 

~r . ~ecretary, I want t o ~ssure you tha t on behalf 

of the nesources '-OIIllllittee I don ' t .vant t o -certainly, 

t o muddy up the w :~ ter, and 3lthough I read the state­

ment to be sure I got it acr os s correctly, I t hink I 

didn ' t have i n mi nd anything more than an informal 

sta tement that .ve had - this wasn ' t - this wa sn ' t 

t he complete Lnswer to t he wbole problem, thLt we 

hud to do s ome taore s tudying on it, t here ;vere 

d~<ngers , r ocks wend, and <>11 t ha t , .vit.hout consid­

ering even those ser ious ones tha t you have i n mind . 

But that• s a l l I had in mind: that 1·:e wanted to play 

f nir with tbe Pr esident t o the extent of not letting 

him get the notion tha t this was the complete answer 

a nd everythit•g was l ovely until 1940. 

\'!ell , I think you ought t o say it. I still think 

you s houlu s&.y it. I think you should make that 

sta t ement , Mr. Eccles should say what he has in 

mind . 
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I think we have made splendi d progress 1n a better 
understanding . 

I t hiru: so, and I think that - that this is the 
best tha t we can do for l)eople who approach the 
thing from different hngles. !low, 1f there are 
certain things unsaid and undone, I thi nk by all 
means you should say what you have on your mind, 
and Ur. Eccles should svy it. and the President 
after all has the benefit of w~t these people can 
collect £nd bring to him to help him. 

lolr . Secret ary, isn't the &mwer t h£. t t here is a third 
thing that Harry doesn't mention? There is agrec­
~ent, disugreement , and 'un>'lilli_ngness to make a 
co~itment £t the pr esent time. And it seems t o 
me perfectly r easonable thot ~'.!DOng four people some 
people h~ve ideus , o ther people don 't want to commit 
tnemselves at the present time . 

llhich is me . 

uoesn ' t i:n;>ly disugre i:IIDCnt . 

l'.hich is me. 

Three minutes l ete now . 

Ha&.s and Curri e and .. nJ.te hove tltls thing r etyped 
and get us over one fresh copy , ribbon copy, for 
every person at five minutes of two, please - the 
White Bouse . 

With or wi thout t he sta tement of timing? 

I very hestily - I've just scratched this out. 
"When a clear picture i s obtllined of (a) the whole 
budget picture for the next fiscal year; and (b) 
the prospects of developments in business and 
agriculture, a further report will be presented 
on the problem of timing Government expenditures 
a nd r eceipts with private expenditures in the next 
fiscal year . " 

Put the foreign situati on 

\ 
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I don 't like these things on the run. 

I'd be inclined to leave it out. 

I'd r ather let Mr . Eccles or Mr. Delano make a 
verbal statement or written statement. 

56 
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The Fiscal and Monetary Advisory Board has been advi sed b7 

the experts of the Treasury, Federal ReserYe Board and 

National Resources Committee t hat: 

1. The 1938 national income is estimated at $62 bil­

l ion. For the calendar year 1939 it is estimated that 

the national income will be between $65 and $68 billion. 

2. A national income of around $80 billion: 

a . would pr ovide substantial reduction or 

unemployment . 

b. would pr ovide Federal revenues sufficient to 

balance t he current level or cash expenditures on 

the bas 1B or the existing tax structure . 

57 

) . An income of $90 billion or more i s attainable through 

CUll utilization or our man power, plant and equi pment, 

t echnology and na t ural r esources, a ssuming the elimination 

ot some i mportant bottlenecks . 

4. Also it is i mportan t tor Federal fis cal policy to 

take in to account : 

c:- a . changes i n the volume or the outstanding 

debt of State and local governments and changes 

ln the volume and character of their expenditures 

and recei pts. 

b. changes in the volume or capital expenditures 

being undertaken by priva te enterprise. 

c. the tact that available supply or ored1 t is 

so great that present and pr ospective Federe~ 

borrowing will not crea te a shortage or credit 

available at reasonable r ates f or private enterprise. 

In pursuit or the ob Jective of attaining a higher national 

i ncome we make the fol l owing recommendations with respect to 

fiscal policy ror the next fiscal year: 

1. I f taxes a re to be increased, t hose selected should 

be suches interfere l east wi th additi ons to the a.ggre­

gate i ncome or the American people. These, among others, 

are : e state taxes, gift taxes, lowering t ax exemptions 

a s income rises, higher i ncome tax on middle brackets. 

2 . We advise agc1n£t new taxes which operate to reduce 

substantially consumer purchasing power. These, aaong 

others, are: processing taxes, sales taxes, taxes on . 

payrol ls, exc ise taxea. 

\ 
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3· The eoaro notes w1 th approval the proposed cbe nges 

in the budget presentation and recommends that the 

" rinciple s en•bodied in these changes be e:ttended as 

rapidly as feasible. 

~ - a. For the purpose or add! ng to the national i n­

come next year, and or preventing what promise e to 

be a seri ous bot t leneck within the next year or 

so, acti on should be taken to secure a large rail­

re ad equipment progr am . 

b . :tecovery could be further stimulated by addi­

tional governn~nt activitie s !inane~~ through 

self-financing government corpora tione . A ape clal 

repo:-t on such activities will be later submitteJ.. 

5. That a comprehensi ve survey be s t arted with the 

view ot immedla tely se 't ~ing up IDilchinery to obtain all 

necessary detailed informati on with respect to the 

current receipts and expend it~res ot State, local and 

munic!pal administrative b odies end to che~es in the \ 

volume and make-up or t he 1r outstanding debt . 

6 . Arr1mgen.e n ts should be nnde at once thR t would melee 

pos s ible engineering a nd legal planning or various pub­

lic wor ks which · auld be avs1lehle tor i mmed1a te prosecu­

•i on when required to g ive i ncreased flel' ibili ty in the 

timing ot public expe nd1 t11res and increased assurance 

ot value and utility or the expendHure iteelt. 

1beee arrsnge3ent s are much needed not only beca use 

or tl:e current magnitude or Federal, State and local 

public works and r elief p rogr ams, but even more es­

pf' ciel.~.y because or the extensive rearmament p rot;ram 

being undertak en. To make certain that t he rearc.aa:ent 

pr ogra m shall not be continued as a device to reduce 

une mployment or to stimulate business activi ty, 1t is 

e s s en t i a l to he.v~ such plans perfected as will permit 

a r eal;r transfer of employment f1•cm armament indus tries 

i n to needed !n ·cduc ti ve publ ic and p r1 vate ·.•or k e projects 

as soon as peek activity i al the armament prof r &.m is passed. 
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TREASURY DEPARTMENT 

INTER OFFICE COMMUNICATION 

DAn December 19, 1938 

TO 

rAOM 

Secret ary Morgenthau 

!Jr. White 

Sub ject : Price of Domestic Sil ver tor 1939 

1. A decis ion mus t be reached before January 1, 1939 with 
r esnect t o t he price that the Treasury shall pay for newly 
mined do:nestic silver. A decision with r espe ct to the price 
~ id t or domestic silver can be made at t his time without 

co~~itting the Treasury or the Administration with respect 
~ pny subsequent decisions which may be taken on t~~ whole 
sllver purchase progr am. 

2. The economic aspec t s of the problem, whe ther to maintain ' 
the present price or t o reduce the price, are of secondary 
i~portance. The amounts involved are small and the net 
economic effect i s of a lmos t negligible importance t o our 
nPti onal economy. 

'· In view of the r elativel y minor importance of the economic 
consider ations i nvolved, r.e feel that the decisive considera­
tions should be political . 

4. The immediate tw!Oi economic cons i derat i ons - though only 
or minor importance - favor, on balance, the continuance of 
the 61l- t cent price t or the following r easons . 

a. Any reduction in the price from present levels 
would i ncrease the unemployment in the mining industry. 
"er e the price reduced even t o 50 cents an ounce, the 
loss of employment in the mining industry would be a 
maxiiiiUm of 2,000 workers, and probably half thr.t number. 
(The s tatement s made by the silver interests as to the 
eYpected increase in unemployment consequent upon a 
d r op in price give ti~res which are pr eposterously higb 
and quite inaccura te.) 

b. The present price paid for domestic silver does 
have t he ef fect o f increasing the purchasing power in 
the hands of the people at this time when there is a 
large volume of unused labor and plant capacity. A 
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10 cent drop in the price pai d t o r domestic silver 
will, ~e esti mate, have the effect of r educing the 
na t i onal income by some thing like 815 millicn, over 
hP l f of r hich represents wages,dtrect and i ndirect. 
rhough the inc r ease in buying power is quanti tatively 
very uni $por tant t or the country a s a whole, i t is 
impor tant t o r certain mining communitie s i n the 
. es terr. St a t es . 

c . The ourchase of dome s tic silver does not add to 
the government debt. A d i f f erence in the or1ce paid 
uer ely change e t.'.Je amoun t of t he et> 1gniorage pr ofit 

·• h l ch the Tr e nsu:-y might use at some time in t he 
future t o reduce the out s tanding debt. 

d . It is claimed by numerous economi s ts t.Oat there 
a r e otrer and be t ter ways of increasing ouyi ng power 
thrn grant ing a oubsidy t o silver or oduce r s . Un-
UPstl 01ably t.~ ie claim is sound. Unfortunat ely, it 

is quite irrel evant. The other method e are not 
no l iticall y eva ilable . Even i f they were available 
they cou l d not be ava i lable in suff1o1ent volume to 
rend.er purcha se B of dome a t ic ell ver uneconomic under 
pr esent cond1 tiona. \'11th much full er employmAnt"ii'­
sub si dy t o domestic silver or oducers would be econom­
ice.lly qu1 te indefensible. · 

' · T~ obJections to the policy of suoaidiz;ing dome s tic 
•llver pr oducti on are : 

a. 'l'he chi Af objection t o the continua t i on of paying 
a hi (jl er price fo r dome stic silver than tre wor:;,d mar­
Y.e t p rice ot 4) cents is t!'lat such a pol1~y consti t utes 
an unearned and unmerited i ncome f or the o~ners or 
mining s t ocks . The va l ue of such a subsidy amounts t o 
Sl2 t o $15 mil l i on per year (assuming an al ternative 
pri ce of 4; cents), s large part of vrhich goes t o the 
st ckholders or s few mining cor porati ons. Nor must it 
be overlooked that even the 4; cent world marke t price 
is in fact a subsidl~ed price. 

b . By paying a higper price ror silver, we are increas­
ing the amount or silver producti on and adding t o our 
huge stock of silver. In vie w or the fact that t here 
seems t o be no prospect that the bulk of this monetary 
s i lver will ever have any mone tary use, the additions 

61 

to our monetary stook would eeem t o be wasteful. (How-
ever, as s tated above, our silver purcbaees do not r epresent 
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wa s te eo long ae the silver 1e being purohased at a 
~~hen we have a large volume of unemployed labor 
a nd napital goods.) 

o. By maintaining a high pr1oe for silver, we render 
impossible the large scale industrial use of the metal 
which v ould t ake place 1t the worltd pr1oe fell to (say) 
)0 cents. 

6. Realistically, the balance of economic consi d erations 
ls , t o r the present, on the side or c ontinuing to pay the 
subs id y t o dOID8 stic silver producers. HoweYe r, we must 
bear i n mind that this 1s perhaps the least Jus t1f1ed of 
our •publ1c-works expenditures• . It should therefore be 
one or the first to be curtailed as we approach tull employ­
ment . 

62 
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December 19, 19~. 
4:01 p .m. 

HJ,!Jr: Hello. 

~perator: Senator Glass. 

HUJr: Hello. 
carter 
Glass: Hello. 

~JJr: Hello, Senator. 

G: How are you, Mr. Secretary? 

tc~r : Fi ne. I talked to the President at lunch today about 
what I came t o see you about Yesterday. 

G: Yes? 
~!~r: About postponing anything unti l after the first of 

February. 

G: Yes? 
HUJr : And he said he would be glad to go along with you on t!at 

bas1B . 

G: 

:!l.lJr: 

G: 

!C:Jr: 

HW'r: 

G; 

HI.!Jr: 

G: 

~r: 

G: 

All right , i f he'll j us t stick 
ho.,ever 

Yes. 

You might consider , 

You might consider the feas ibility ,of introducing the 
bill 

Yes. 

And making such changes in it as hearings may suggest, 
because that would g ive it t he prior stat us t o any other 
b i ll , --

I see. 

On the calendar. 

May I thi nk that over ? 

Just think it over. I thought of i t after you left 
yesterday, but I di dn 't want to call you back about it. 
You think 1t over . 

Thank you very much. I ' 11 do t hat. 

Because I want to cooperate with you as tully e s I can. 
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Fine. Well, the Pi-eaident. oa1d he would be glad to go 
along with you on that. bae1e , but. I - - I -- give •e a 
chance t.o t.b1nk 1 t over. 

All right. 

Thank you. 

Regraded Unclassified



.. 65 

REB 

SEcrEtary of StatE, 

Washington. 

1448, DEcEmbEr 19 , 6 p . m. 

FOR TREASURY , 

GRAY 

London 

DatEd DEcEmbEr 19, 1938 

Rtc ' d 3:03p. m, 

AftEr a fairly activE forEiGn ExchangE markEt on 

Saturday whEn thE dollar opEnEd bid ~ut closEd fairly 

hEavily offErEd at 4,67-3/8, thE markEt has bEEn quiEt 

today, ThE dollar opEnEd this morning at 4, 67-1/4 but wEnt 

to 13/16 at fixing timE . 78 bars of gold wErE dEalt in, 

67 bEing marriEd and thE rEmaindEr bEing suppliEd by thE 

markEt. ThE pricE wa! 148 shillings 8 pEncE which gavE 

onE pEnny prEmium. ThErE wErt practically no aftEr fixing 

gold dEalings . This aftErnoon thE dollar bas bEEn bid with 

thE British authoritiEs sEllina a fEw dollars at 4 , 67-1/8. 

ThE closE was around 1/2 . 

\ 

ThE FrEnch authoritiES acquirEd a fa ir amount of stErling 

on Saturday and pEnnittEd a slight improvEmEnt in thE spot 

ratE and today thEy havE purchasEd a small furthEr amount of 

stErling 
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2- #1448, From London, DEc , l9, 6p. m. 

a ttrli~o around 177 . 55 aftEr which the ratE rEmainEd around 

,52 wi t h lessEr amo\tnts of stErling acquirEd by thE FrEnch 

fund, 

n~= 

HPD 

JOHNSON 

\ 
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DATI: 
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Aaerioan llabaaey , Paria , J'ranoe 

December 19, 1938, 5 p .m. 

2129 

FOR TREASURY. 

67 

The market was quiet with the franc again 1n aotiYe 

demand. It is estimated that during the day the f und 

obtained about 1 ,000,000 pounds. At opening the tund 

entered the aarket offering f r ance at 177 .80 . I t gradually 

lowered the p eg to the official closing rate of 177. 52. 

5 centimes ia the forward rate for one month; for three 

months, 72 c entimes. \ 

Very atrong and a ctive security market; gain of from 

3 to 4 f r ance in r entea. 

In the Chamber the dieoueaion of the 1938 budget is 

progresaing smoothly and rapid~y. That body will pr obably 

vote on this before Christmas . It is expected ~bat on 

December 26 or 27 the diaouaaion in the Senate will begin. 

I n financial circles it ie felt that while the discuaaion 

of the finance law for 1939 will br ing up crit icism of the 

decree laws, there are not likely to be any political 

complications beoauae o f the more faYorable a~oephere 

created by eipe of illpr~•ent in t he financial situation, 

the recent reusuring declaration& by Bouet, and the 

ame~ioration of the ~bor aituation. 

For the month of October budgetary r eyenue was around 

leo ,000,000 trance le .. than t he reYhe4 eetiaatee , but 

it -e abo\R 1,176,000,000 !renee aore than far the eaae 
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period of laat year . 

1 Today'• French financial preaa oarriea detailed acoounta 

of the reported reaulta of the Yiait to London by Sohaoht . 

However, so far t here 1a very little co-ent on theee 

r eported resulte. Schacht failed entirely 1n hia miseion, 

according to reporta telegraphed from London. The ~OENOE 

ECONOlliQUJ: repreaentative in London underatande that Sohacht 

told his f riend• in London that the financial outlook for 

hi s country waa preoccupyin~; t hia oorreapondent adda 

it wa s made c lear to Schacht that eo long as the present 

policy of pressure abroad and oppression at home ie con­

t i nued by Germany, the Oity waa not dispoaed to enYiaage 

any sort of collaboration with that country, 

EliD WSUOE . 

WILSOii. 

EA:Lft 
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TREASURY DEPARTMENT ~ 

INTER OFFICE COMMU N ICATION l 

DATE December 19, l9J8. 

TO Secretary Morgenthau 

PitO N Mr . White 

SubJect: Di gest ot Governor Eccles' Speech o f December l , 19)5 t o the New York Chapter of the American Institut e of Banking 

In order t o pr eserve our present system, it is essential to understand the nature o f a capital i stic democracy and the 
op~ration or t he profit motive. The role of the Government should be tha t or an impartial coordinator . The basic obJec­tive of national polioy should be the maximum encouragement t o oriva t e enterprise so t ha t it may furnish the greatest 
possible employment and producti on and distribution ot goods and ser vices. The Government should not discourage, displace or undertake t o compete wi th privat e enterprise. 

But there are purely eco nomic reasons why the Government should maintain a volume o f expenditure necessary t o sustain consumer buying power. As private enterpri se diminishes, the Go vernment can partly compensa te for it by incr easing expendi­ture . 

Functionally, the Government, through moneta ry and fiscal policy, can do much to make economic progress smoother and steadier. 

The pri mary purpose o f the banking system is to c r eate and mai ntain an adequate supply ot money -- that is, o f banks depoe i ts - - by ita landi ng and i nves t ment operations. I n the process or deflation, af ter 1929, f orty percent of our volume o f bs.nlt money wa s extinguished. The Government did nothing 
t o "destroy confidence•, but there was no confidence to destroy. Wha t was r equired was collective action on a scale which only the Government cou ld undertake. It ought to be olear from 
this experience t hat neither the individual bank nor technical rules can provide l i quidi t r. Liquidity should be provided collectively by the Reserve Banke being i n a position to lend on all sound assets. 

Bankers are now worried about the relative scar city of opportunity to make l oans or investment~ outside t he Govern­ment and municipal securi t i es. I f the banks do not meet 

Regraded Unclassified



.. 
secretary Morgent hau - 2 

or esent ·credit needs, there will be a demand tor Congress to 
enact legislation setting up Government agencies that will 
m~et the needs . 

It is not real1stio to compla.1n that interest rates are 
low. The solution of the individual bank's problem 11es in 
expanding the ~rket so that the returns, even at low rates, 
wlll exceed the r eturns on a r estricted h.1gh prioe pr oduct . 

Wi t h respect to taxation, what we are really concerned 
about is not t he tax rates by themselves, but how much we 
have l eft over after we pay the taxes. A high rate of tax 

70 

does not necessarily impoverish a nation. The real point 1e 
not the rate of taxation but how much is lett over after pay­
ing taxes . Our major objective must be a max.1mum of produot1on 
~nd employment. That 1s the only way to aoh1eve balanced 
budgets. To attempt to cut down expenditure, whether privat e 
or public, before we have reached a r easonably adequate 
na tlonal income would be a very short-sighted repetition of 
a mlstake which has been made before. 

The problems facing us are essentially economic and not 
pcl1t1cal. No central banking policy can provide an adequate 
productive use of creative funds . When national income declines 
rapidl y, a democratic government must try t o arrest the cumula­
t i ve deflationary forces . Private capital cannot employ people 
profitably when there is no demand for t heir products or when 
excess capacity is developing. Positive acti on by t he Govern ­
~nt 1s essential to i ncrease consumer purchasing power and 
to ryrovide employment. To this end the Government, through 
lts borrowing power, mus t t emporarily take over and put 1nto 
action t he otherwise i dle funds of its investors and when there 
l s a vas t shrinkage in the volume of bank mo ney, must create 
new money by the sale of securit i es to the bank.1ng system and 
put this newl y created money to productive use. 

Wi t h the arresting of deflation we must try to sustain 
an orderly recovery, avo1d.1ng such pitfalls as excessive in­
vent ory accumulation and excees1ve extension of consumer credit , 
of inadequate capi tal expend.1 tures in the basic indue tries and 
of wrong t i ming of publ ic with private expenditures as 1n 1936 
and t he Government 1 a t oo sharp w1 thdrawal of tunds fro• the 
spending streams as in 1937. We mus t better understand t he 
bad eff ects of unbalanced price cond1t1ono. 

We must reoognir.e that te.xation pol1oy should be closely 
integrated with monetary and fiscal policy. The type, timing 
and effect or taxation upon t he s timulation of privat e enter­
prise, or restraint if a speculative boom threatens, must be 
considered, as well aa the r a ising of revenue. Taxation ahould 
no t be increased in a depression and decreased 1n a boom. We 
!llllet recogni:te that the principle of a fiex.1ble budget ie a 
necessary safeguard of private capital1ea. 
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TREASURY DEPARTMENT 

INTER OI'PIC:I CONNUN1c:AT10N 

To secre\aq llorca\blal 

A abort mi" ef tht v. 8. 2oymaes ttcp.rib 

MER' for tht mk a4tps ptcp'b!r 17. lpl 

Except for Wonda7, 'llhen the -rut •• etro~~& ud acth'e, the 10.,.~ 

10ent aec:urH7 ~at •• reported to be relaU•n11 qu.iet last wMk. u­

ev•r, turno.,.r 'bJ 1o.,.nact aec:urlt7 dealers 1n41c:ated a rather alaM'ble 

dai ly •olllllle, which oaq be acc011.11ted for 111 n1 tch111& operatloaa ud 

secondaey 41atribll.t1oll of the 11ew 1aauea, IaacUrt Q' 11 i7Plcal of \hi a 

period Ju.at prior to the 7Mr-ad. 111-e ccapMJ u d M'l'iJI&I 'baak ' 

beylD& appaarad 111 the ~lcet for 11a1 ted •OUIIta, 'boo.t what tra41n& thers 

""' appearacl to be aa1n17· ewltchial operat1011e. !he •rut ahcwad a fl .. 

tone thrO'Q&hou.t and ~ endeace of d.u.d tended to force pricea upward 

becau11 of limited otter1JI&a, 

Prlct! of S'rM,eprr )op4e ware pnerallJ better with 1ate....U.te aa4 

long luu.t! -ap u anne- of 3/32a4a. !he two new ftnd hau.ea aho•ed the 

graahat p.lDa. !he as of 194'7 oloaed the week -ap 7/324da at 102,6/32441 

ol e!, llllcl the a-::!/4e of U60/66 wars -ap 10/32a41, cloalal at 102.11/32441 

bicl. The a ilt allorteat 'boada Mild ott ec.ewbat aa4 were 4o1111 an a ... nc-

of 3/32441, 11h1cb chanp oaq be at\rillu.wd la part to the tact that '..be 

Tr.alu.rJ note -'-rlU11 han be• tairl7 wall •WD4e4 into tha Jlar• 

duriD& which Uleae ~Db are oallable. Prien pf '"'"" pottt were abotaS 

unc~ed on •"•race. !he_ - l•l/8• at Deo•ber, 1143 olaeed the nelt 

Wlchanged at 101.7/32ada lo14. o.ar-\eM o~Hptlcu were vcliM&ed Oil 
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&YONC•· n. net rewlt of the wHit'• price oh8D&e• waa \bat the ••erece 

pr1clt of ell tr•81U'J 'bollu, the loDC .. t 1're&81U'J bona. ud the loac-a t 

troaOUI7 notea repJ.Ded the record h1Ch lwnla attal.lled ill October, 

J)Ml•ra' Portfoltpe 

The prinolpal chalice in uelera' holdil]f;l wae aD $18 lllllllon rednc\lon 

1o Traallll'7 not .. •turll]f; fraa 1 - 5 7Mre, which app•r. to be the 

reoult of dhtr1'bu\1J]f; part of their h oldlllf:& of the nn 1•1/sf, not .. of 

I*:.-ber, 1943 rec:ei•ed on allotac t. 'fo\el hold111C' were recluced alloct 

$25 million which, i .n effect, re•ereeo the pin of that eOIIDt duril]f; the 

prnioua week. 

Tre&IU1'7 bondt 
'l're&IUI'7 no teo 

I I 

Trt&IU1'7 billa 

{1 7ev) 
{1-6 Tr•·) 

H, 0, L. C. bonda 
?. r . w. c. boD4• 

{1n a1ll1ona pf dpllvt) 

l!oldiDCe Boldil]f;e 
Pte. 10 Pte;. 12 ' ' ' ffitern \ 

39,2 
66,6 
36,6 
5,4 

-1. 2 
a.~ 

128,9 

:34.2 
43,7 
18.7 

0 
-1.5 

8,4 
103,5 

- 5.0 
- 2.9 
-17,9 
- 5.4 
- 0,3 
1 6.1 
-25 •• 

Dealer•' turno•er {purchaaea plul aalet) contiaued in cona1derable 

• ol,_ dur1QC the week elthoQC:h ...,..,hat reduced fraa lhe week before, 

!he do1l7 ••.race wae about $3JO 111111on a dq, of trhich abov.t $100 

million wae in Tre&81U'J boDda, 

lp StcurlSt lege 

Corporate eecur1tJ fbuclac ~brine the wHit to\eled $&7.4 ailllon 

of whlch onl7 $6 a1U1on waa for...., capitel. !be tbNe aoe\ reoct 

new oorporah ie.,.e, two of which nre aenUoned 1A laat week'• report 

{ tbe Central Ill bole PllbUc Santee and the Cheoapealte a. Oh1o bond ie.,.•) 

...... •l'OCdeh ud atloq ell WHlc. '1!1>& ihlrd iuu waa a $7,7110,000 

ottennc of o.._ llollatab Pa...r CorporaU• W/f(. f1rat aDd refu4.1ac 
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.,0~~ boD4a of 1963. fha cool recep\1011 c:hc theaa 11.,..1 1a ~. 

earn\ UT be a\\r1lnl\e4 lA part to \ha pr1c1Dc: which wu conl14ere4 a 

bit \oo cloae to the ~~~&rat an4 ln part to the fact the\ \he;v ,..._ 

off ered a\ a U1111 when banD &Ad other 1n•aa\ora ware 41recU~~&: \heir 

atttnUon maiDl;v toward \he nn treaeur;v hw ... 

Corporatt lop4 MHk.tt 

73 

Tha IIIB1D faatnre of \ha corporate bond ~~~&rkat &lr1Jic: \at .... It ••• 

t ne etrengthe nlllj!; of aeccnd gra4e bonda whlc:b had dec:Uned abont 1• 1/2 

po1Dta clnriDC \he prertoue four waea. lloo4;v' o liU bond pr1ce •••race 
ad•&~~ced about l/4 pclnt . Ra1lroad iawea were the atroaceat oec:UOJI 

of \hh group t browlllj!; ad41 UoDIIl. weight lnto the ad•anca. UUU tlao 

were up about l /8th point as a rlae 1n utlll t;v aioc:lta brought abo'llt a 

171DpatbeUc upow1"6 ln \he lower grade utllH;v bonda. B1gb gra4e bondl 

=ain ta.lDed the b lgb lnah reached 4D.r1ng the eacond •••It 1D llo••blr. 

In the !on~ len lle t, luropean heuea conU~d olU&&:lab w1 th a tendcc;v 

t oward further aoftiDlng. 

ltdertl " ''"' 9rete kc911AS 

Tho oDl;v tranaactlon b;v \he Reoer•a S;yot• waa t he replac-nt of 

$40,100 ,000 ~~~&turing Dec:lllber 1•, 1938 !reaeur;v bUla with $29,000,000 

n.,. 'l'reaeur;v bllla ~~~&turlac llarch US, 1939, $8,100,000 other !reaeur;v 

blllo, and $3,000,000 1•1/zf, 'l'raawr;v ncteo of llarch, 1941. 

There ware nc po.rc:hloeo lll&da on \ha ... York urat for 1nno-nt 

ac:oount 4ll.r1JI&: the parlod Dec:aber 12 thro"QCh Dec:•ber 17, 1938. 
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JR ~~t~.::Itk . 
Tokyo 

Dattd Dt c Emb rr 191 1938 

Rto ' d B a , m, 

SEcretary of Stat £, 

Washington . 

79~1 · Drconbtr 19 , 6 p . m. 

Department's 419, Dtccmbtr 15, 7 p . m. 

Thr following statonrnt, as furnishEd to us by 

Hugh Byas , was mad£ this afternoon by th£ ForEi gn 

ll1nisttr in rrply to quEstions at a prEss conf ErEnCE 

wi th thE forE i gn corrr spondtnts: 

"iir , Arita : An Early cEssation of hostilit i ES 

74 

in China is rarnrstly dEsirEd not only from thE standpoint 

of peacE in East Asia but for thE sakE of th£ nationals 

of third powers i n China as well as of thE 300, 000, 000 

Chintst , REported foreign loans to tht Chiang Kai Shtk 

regimE though they may bt purely tradE proposi tions will 

nrcrssarily lrad to thE prolongation of hosti l i t i Es 

and thr cons Equ rnt onbarrassmtnt and inconv eniencE of 

forEign nat i onals . ThE rtport of an AmEri can l oan i s 

thrrEfort an opportuni ty to say what WE cannot but s~ : 

it is a regrEttablE act on th£ part of th£ Uni tEd Statts 

which has hitherto actEd with di screti on and undErs tanding 

i n 

I 
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- 2- #793 1 Dtconb tr 19, 6 p. m. , from Tokyo. 

in Chints£ affairs; and if as thE Uni tEd Statts papers 

say, i t is a political gEstur E of thE UnitEd Statts 

towards Japan, I think therE will bE nothing morE 

dangErous . 

ThE JapanesE p EoplE may regard that t hE prEs Ent 

loan is r Eally i ntEndEd as Economic prEssurE but with 

powErful Economic unit , and its rEsults r.ill provE qui tE 

contrary to what is ExpEctEd by AmErica . At lEast 

LhE JapanEs E pEoplE will undoubtEdly find nEw grounds 

for strEngthEning thE proposEd nEw ordEr in East Asia . 

PErsonally, I am surEly not inclinEd to rEgard thE 

loan as a polit i cal gEsturE towards thE activitiEs of 

Japan. 

AskEd if thosE rEmarks would apply to a loan 

by GrEa& Britain and how ht would regard thE prospect 

of common Economic prEssurE by thE Uni tEd Statts and 

GrEat Britain thE i·inisttr rtp11td : ' I say Exactly 

thE samE thing ; this appl i Es to a Bri t ish l oan. But 

pErsonally I am inclinEd not to rEgard that kind of loan 

as a political g EsturE.' " 

GREW 

RR :DDH 
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EDA 

SEcretary of StatE 

Washington 

731 , DecEmber 19, 5 p. m. 

ton.~· .:fU, p 
PEIPING VIA N. R. 

DatEd Dtc EmbEr 19, 1938 

REcEiVEd 12:51 a . m. 20th 
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DEpartmEnt ' s §liQ., DecJ;OOEr 19, 7 p. m., concerning credits 

to UniVErsal Trading Corporation. 

OnE. To date thErE has bE£D no direct referencE to thE 

AmErican and British loans f~nancing EXports to China in 

thE P£i ping VErnacular prEss, This ini t ial lack of pub­

licity is possi bly inspirEd by a dtsi r£ to minimiZE thE 

importancE and implications thErEof , A TiEntsin ChinESE 

nEwspapEr of today' s datE publishEd a DamEi rEport from 

Japan of a statrmtnt by thE Mi nistEr at LargE to China, 

Tani, to thE EffEct tha t thE crEdits EXtEndEd thE National 

GovErnmEnt wi l l havE no EffEct upon thE outcomE ot thE 

prtsEnt situation and that thE foolishnEss i n nations 

wi ll soon disappEar . 

Two, An indirEct rEfErEnce to th£ financial assistancE 

thus rEndErEd is found in a DamEi rEport fran Nanking datEd 

DECEmbEr 17, stating that c Ertain provincial and municipal 

dElEgatES 
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EDA - 2 - #7311 DECEmber 191 3 p. m. from PEiping 

dElegatEs arE to tElEgraphically circularizE forEign 

EmbassiES and lEgat ions i n China and thE AmEri can and 

cErtain EV»opEan nations requesting thnt thE supply of 

monEy and munitions to thE National GovErnment bE stoppEd. 

ThE Foreign prEss in PEiping has thua far publishEd 

nEws itEms rcgording thE loan wi thout comment . 

ThrEE o ThE announcement of thESE loans has had 

as yEt no apprEciablE Effect on thE currEncy markEt 

in North China which wos unchangEd. ThE banki ng rEport 

of today •s financial markEt in TiEntsin mEntions only 

unimportant tronsactions a t 19t and 17 5/16 and othE~IiSE 

rEports a dull pEriod. 

R~J)Eatcd to Chungking and Shanghlli . By mail to 

Tolcyo. 

LOCKHART 

IVWC : PEG 

\ 
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EDA 

s ecretary of state 

Washington 

~··'A'·fl 
CHUNGKING (VIA N,R. ) 

Datad DecEmbEr 19, 1938 

Received 12:15 a .m. 20th 

607, Dtccnber 19, noon. 

DEpar~ncnt • s 6, Dcconbcr 15 , 7 p . m. 
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NEWS of th£ granting of credits to bE used in financing 

t hE exportation of Ameri can products to China which reached 

Chingking almost simultaneously with reports from London 

of the imm1mcnt granting of British orcdits t o China was 

greetEd in Chinese official and privatE cir cles with 

marked elation. ThE llinistcr of FinancE is reported in 

the press as having expressed gratifica tion •at this fur­

t h er Evidence of America's friendl y interes t in China ' s 

progress and dEVElopment , which China will not i'orget" . 

"This credit, 11 Dr. Kung is quoted as saying , "will furthEr 

the d evelopment of China's economic potentialities and 

will enlarge American trade in China" . 

The local press has given much prominence to the 

matter of which the motive of the TA KUNG PAO on December 

17 is represEntative . Thi s Journal emphasizes that the 

credit is purely commercial, that it constitutes a fresh 

testimonial 
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EDA - 2- #607, DEcEmbEr 19, noon from Chungking 

tEstimonial of Sino-AmErican friEndsh ip, that China 

dEspitE financial difficultiEs will continUE to 

fulfill its financial obligations, and that though 

purely a commercial transaction it will have thE 

political effEct of dEaling a blow toJapanea e aggression. 

This paper expressES thE hopE that thE granting.of thEBE 

crEdits will cause GrEat Britain to follow suit. ThE 

CHINA TIMES OOimltnts that t hE significancE of thE 

granting of crEdits liEs not in t hE i r amount but in 

t heir implications which in its viEw amount to thE 

first step on t hE part of GrEat Britain and thE UnitEd 

StatEs in mal< in;; a 11 concrEtE reply" to Japan's wish to 

SEt up a new ordEr in East Asia and that thEY constitutE 

a warning tha t "ChinEsE coopErat ion with th t Eu~pEan 

powers and t hE UnitEd Statts cannot bE dEstroyed. " 

ThE fact tha t thE crEdits camE aftEr thE fall of Wuhan is 

notEd and thE conclusion drawn that Anglo-AmErican re­

cognition of the Jlational GovernmEnt h ' s not bEEn affEctEd 

by military or poli t ical dEVElopmEnts . ThE ExtEnsion of 

Anglo-AmErican crEdit s to China is hEld not only to mani­

fEst thE traditional friEndship exi sting bEtwEEn China 

and thEsE An(5lo-Saxon powErs but to rEflEct thE commencE­

mEnt by GrEat Britain and t hE United Statts of sttps to 

impltmcnt 

79 
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EDA " 3 " #607, DEcembEr 19, noon from Chungking 

implEmEnt thE LEaguE rEsolutions to assist ~ina . 

REpEatEd to PE1p1ng for mailing to Tokyo. 

PECK 

ROO:~C 

(AboVE rEfErEnCE (DEpartment ' s 6, DECEmbEr 17, 7 p .m. ) 

EVidEntlr rEfErs to DEpartmEnt 650, DEcEmbEr 15, 7 p.m. to 

Shanghai . 

.. 
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REB 

Stcrttary of Stat£, 

Washington, 

1485, DEcEmbEr 19, 4 p . m. 

Shanghai via N. R·. 

DatEd DEcEmbEr 191 1938 

Rtc 1d 3 :30 p . · m. 
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\ 

On£ . GEnEral rEaction in local forEign and ChinESE 

circlEs to thE EXtEnsion of crEdit s to China appEars to bE 

that continuous JapanESE disrEgard or AmErican and British 

riBPts has at last rEsultEd in a dEfinitE sti ff Ening or thE 

AmErican and British attitudE and that thE EXtEnsion of thost 

crEdits is a symbol of this changE . Local prEss rEaction is 

summariztd bElow as of possiblE intErEst to thE DEpartmEnt . 

Tlvo , ThE NORTH CHINA DAILY llEWS wElcomEs thE EXtEnsion 

of British crEdits and an AmErican "loan" to China as indica­

tivE of a stiffEning attitudE ; points out that thE sizE of 

thE EXtEnsion of Br itish crEdits is political rathEr than 

CO~E~Cial ; EXprESSES thE bEliEf that thE act ion Of thE 

British and AmErican GovErnmEnts will undoubtEdly annoy thE 

JapanESE but that JapanESE d1srE: ard of forEign rights and 

intErEsts 1n China tEnds to invitE no strons considEration 

for that nation ; assErts that in any EVEnt this action con­

stitutEs no infringEmEnt of intErnational law; and concludEs 
that 
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REB 

2- #1485 , From Shanghai, DEc. l9 , 4p. m. 

that should Tokyo dEcidE upon rEtaliatory mEasures, Great 

Britain and thE UnitEd Statts arc in a position to re­

taliatE more effEctivEly . 

ThrEE . ThE SHANGHAI EVEHIEG POST MiD ME RCURY rEfErs to 

this developmEnt as the "biggest pi ECE of news out of 

Wash1n6ton in many months", and points out that both thE 

AmErican and British credits will bE used to develop com­

munics.tioro llhich art a primnry nEEd in the industrializa­

tion of the far hinterland . ThE EVE,·IllG POST concl\ldcs: 

"Most of all , pErhaps , it is caUsE for rejoicing that thE 

full f acts of the China situation arE at last being rEaliZEd 

abroad ancl that TIE have probably passEd an important turning 

point. " 

Pour. ThE Crl ii!A PRES$ ch aractErizes the action or the 

American and British Governments as Encouraging and stresses 

the fact thnt if China can bt g iven crEdits for thE purchase 

or machinery for productive industry, hEr natural r EsourcEs 

will product sufficient exports to financE thE war. 

Five . ThE local ChinEsE press enthusiastically welcomes 

this a ssistancE to China and dEscribEs it as an "epoch making" 

EVEnt of grEat political significancE . This action of thE 

American and British GovErnmEn ts is also bEl ievEd by local 
ChinESE 
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3-#1485 , Prom Shanghai, DEc. l9, 4p . m. 

~1inESE papErs to mar k thE bEginnin~ of closE coopEration 

bEtWEEn thESE two govErnmEnts in dEaling with thE situation 

in thE Far East . 

s~. ThE local Japanese papers havE not yet Editorially 

rtftrrtd to thE EXtEnsion of thtst credits to China, nor 

havE local Jo.po.nEs £ officials or ~usintss m£n thus far 

bEEn hEard to comnEnt upon t h t s £ d tvtlopmtnts . ThErE art 

no indications :;tt t ha t tht JapnntsE contEmpl atE any rE­

taliatory mEasures in this area . 

RO'.'I 

Ei-21 

RE \)tllttd to Chunt;king and PE1p1ng. To Tokyo by mail . 

GAUSS 
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TREASURY DEPARTMEN T 

INTER OFFICE COMMU NICATION 

DATE December 19, 1938. 

TO 

'ROM 

Secretar~~enthau 

Mr. Ha~ 

As I mentioned to you sometime ago , Ur. Bell asked 

it we would give him some assistancs in preparing the 

President ' s budget message. At tached i s our No. l preliminar y 

draft. We have incorporated in the d.ratt some ot the material 

which we worked up a t your request last summer, when you 

expressed the possibility of making a speech this tall con­

cerning the fiscal posi tion ot the government. 

The dr aft as i t now stands i s, ot course, very pre­

l i minary and needs a ca reful r echecking, which we shall be 

glad to do it i t is decided to utili ze t he material i n the 

oesst.ge. 

i 

Regraded Unclassified



- ..... 

,_ - Regraded Unclassified



BUDGET MESSAGE OF THE PRESIDENT 

To the Congress ot the United States: Pureuant to 

orovlaiona ot law, I transmit hereWith the budget ot the 

United Statee Government t or the fiscal year ending June 30, 

1940, together with thie meeeage , which is a ~art thereof . 

Economic Recovery 

85 

In my budget message ot last January, I was obliged to 

call your attention to the then-current recession in the 

level ot business activity. Today, in contrast , it 1s grat­

U'ylng t o be able to osl 1, y~ur attention to the vigorous 

business recover y that hae been under way since early summer. 

The recession 11hioh began tn the tall ot 1937, end • hioh 

has been eo henp1ly reversed during the nest seven months, 

altogether lacked the earmarks or a ma;or economic denression. 

The raotdly rtsing level ot busi ness aotivity in 1936 and the 

first eight months ot 1937 had been aocomoanied, lt is true, 

by a renetit l on on a small scale ot some ot the ill-advised 

business and specul,tive practices or 192g and 1929. But the 

sounder economic tzoamework established by Congzoess in recent 

Years , among other tactore, haloed to or event a develop~ent 

ot those deen and grave maladJustments that bring on a maJor 

economic oriels. 

This time tbere was no oriels. Our banking system 

~ohed through unruttled. Wholesale t oroed liquidation 

' 
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was absent. We avoided the shooks, the disorganization, and 

the desnair or l ate 1929 and the early Thirties. 

~evertheless, large inventories or many kinds or goods 

he1 bP~n built uo; and when demand slackened, a great many 

bus inessmen t ook !right, mistakenly rearing a reoetition or 

th.~ t long and disastrous economic decline which lasted from 

192Q to 1933 · Emnloyment fell orr with great rapidity. 

There is always the danger that any business recession, how­

ever mild at the outset, may become greatly accentuated by 

unreasoning !ear -- may feed unon itself to produce a downward 

S'liral , 

When, after six months or declining production and de­

cltn1ng emoloyment, business still gave no sign or imminent 

r evtval, I decided that it was time !or the Government to 

act. On Aoril 14, 193g, in fulfillment or the pledge made 

by this Administration that it would not stand idly by when 

the course or events threatened the economic well-~eing and 

sP.curtty or our ponulation, I sent a special message to Con­

gr ese nrooosing immediate action t o start an upward spiral 

ct fuller emnloyment and fuller utilization or our material 

resources. 

I proposed three grouos of measures: In the f i rst 

gr oun, additional aooroprlations !or the Worke Progrees 

Admtntatration, the Farm Security Adminietrat1on, the 
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!l•tlonlll Youth Administration, and the Civilian Conservation 

cor ns . These aonroor1at 1one were made by the Congress. 

In the second groun, I nlaced the Administrati on 's plane 

t o m~~e a~d itlnnal bank resources available for the credit 

ne~ds ot the country through the deeterili~ation of annrox­

l~tely one billion four hundred millions of Treasury gold, 

•cco'll'>an1~d 't:y act~on on the oart ot the Federal Reserve Board 

to reduce r eserve reoutrements by hbout three-cuarters of a 

~illl;n ~ollnrs. These nr ooosale, whic~ did not reouire 

legislAtion, were made effective in short order. 

:.:y third set of nrol>ooale 'lias designed to nrovide det1-

n1t~> AdA1t1one to the nurohasing power of the Nation through 

t~~ creation or thousands of new Jobs on oub ic works, 

~r.~lu~lng the following: Enlarg~d authority for the low-cost 

hous ns orogram of t he United States Housing Authority; the 

ren•Tal or ~ederal a i d for nublic works projects ot State and 

locPl governments; flood control and reclamation works; addi­

tionAl hlgh~ay construction; and additional Federal buildings . 

ThP nroeseary legislation f or thftee nro~osals • as likewise 

~nile te<l by the Congress. 

IVhAt have been the results? It is, ot course, imooss1ble 

t o isolate the results o f t h i s many-sided orogram, which is 

•tt11 in nrogress , from t!le natural forces ot recovery that 

\ 
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~~v· been increasingly operative. After all, ~he busineee 

r ecessi on of the latter oa.rt of 1937 and the early part of 

1q3g was lArgely an inventory recession, soringing from 

te-:.,orary overoroduct ion of manufactured goods, and not the 

T>roduc~ of deen-seated maladjus tments. llevertheless, as I 

hAve said, it was essential t o insure that t his recession not 

. et out or hand . And this was precisely t he result of our 

, rogrsm. 

The downward spiral in bus\ne es and emnloyment was 

chAcked w\ thin a few weeks of t he mere announcement ot the 

.,ro{ram; and the uoward ~ovement, which began in June, has 

been nrocoeding with grea t vigor ever since. The level of 

outout or our factories and mines , as measured by the Federal 

1eeervp Board i ndex, was 76 in May; i t rose to 77 in June, 

to g3 ~n July, to gg in August, to 91 in Seotember, to 96 

1n October, to 111 in November, and a preliminary estimate 

gi ves the figure ot 103 in December. 

~e ~now , further , that th~ addi t ional funds made avai l ­

Rble b:v the Congress tor the \9orke Progress and Public IVorke 

Admlnietratlons have enabled us to relieve wan~ and to 

strpngthen nurchasing power during t he months ot slack though 

increasing emoloyment; and tr~t these will continue to con­

: ribute to em.,loyment and to the vitali ty ot industr y tor 

mAny months to come. 

\ 
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It is reassuring to all of us who believe in the funda­

mental soundness or the system of nrivate enterprise to see 

our country vigorously resuming its march t oward higher 

lev~ls of economic Qroeoerity after eo brief an interruotion. 

It \s Also conducive to oonfidenoe to note that t he avPrage 

annunl volume or industrial production in the United States , 

se measured by the Federal Reserve ~oard index, has shown a 

ga \n •n ever y year since 1932, wi t h t he etngle exoeotion of 

the y~er Just en~ed; and that the oresent calendar year has 

onen6 d with the Nation f acing and already exoerienclng a 

broad- gauged economic recovery, 

The General Budgetary Outlook 

The budgetary outlook or the Federal Government is 

lnse~arably bound un with the economic outlook for the Nation 

as a whole . 

~ithout an~ change in the tax structure, the Government ' s 

revenues outo~atically r1ee when bueinese turns uo and auto­

mat \cally fall when busl nees turns down. The reverse situa­

t \~n obtains with reeQeot to several imoortant classes or 

Government exoenditures . Ae you all know, the aggregate net 

de!1clts or the past six years have been due orimarily to 

' 
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extraor dinary outlays - - extraordinary outlays designed to 

nr ovtde work for the unemployed, loans for needy farmers and 

home owners, and financial aid also to banks, railroads, and 

other lmnor tant elements or our economic structure. The 

demands unon the Government f or exnendituree of this charac­

~P.r naturally increase in bad times and diminish wher. tlmee 

get ~etter . 

Ti mes a r e getting better, And , for t his reason, we may 

lo~\ forward to substanti al reductions in certain imnortant 

cla••es of exoendituree. For the same reason, we may look 

forward t o increases i n the r evenues from our present tax 

structure. In a wor d , assuming that adeouate revenue pro­

vtston wi ll be made for all new exnendituree, we may look 

rorwprd with confidence t o an imnrovtng budgetary situation, 

Some l mnrovement i s al ready manifest. Since the 9udget 

Summation eettmates of last July, the Treasury Department 

h~s r aised its eettma~e of t ot al revenue receinta for the 

current fiscal yeBr ' l939 by somet h i ng more than half a 

billion dollars; and the ~resent e sti mate tor the fiscal 

Year 194o shows a further increase of anproxtmately Sl52 

::11lltons. 

tlevertbeleee, the full erteote or imoroving business 

~~on the budget will be dela yed. In the payment of ~oat 

Federal taxes , a delay of from one to fifteen mon t hs is 
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311owe~ the taxpayer. Hence, the Treasury' s receipts ~o 

not nr omotly and tully retleot changee in the un~erlying 

econo~io s i t uation . Thus, the income t a xes to be received 

t:r t he Tr easury duri ng the t1ret halt ot the fiscal year 

19~ wlll mainl y reoreeent the tax liabili ty incurred on 

t ~e l~com~e or thP. calendar year 19)8. The l ag ls much 

s~aller in t he case or exci s e taxe s , but even here t here 

1s some delay. 

On the e~enditures side, we cannot eecaoe t he tact that 

t he gr eat er c art or the total Federal budget is not open to 

s1gn1f1can t r eduction without curtailing or eliminating essen­

tial gover nmental services. 

The more flexible c art or our total Federal expendi t ures 

consists or the emergency outlays , orincioally those tor 

oubl 1c wor~a an~ wor k relief. I bel i eve t hat a substantial 

reduction in the total or t hese items will gradually be 

r ossi bl e, 

I n my ooin1on, however, it would be a very serious 

mistake it Congress and the Administration were to undertake 

a t this time an arbitrary and violent curtailment or these 

outlays without reference to the immediate economic and 

em~loyment situation. 

A or1vate enterprise may lay ott a thousand men tor 

reasons ot economy and profit thereby. Por the Ns tion ae a 
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•hole, a man lai d ott is no economy unl ess be finds another 

job. Every man laid ott is a dead lo~s . To the Nation, a 

day' s lAbor lost can never be recovered. It is lost t o all 

Pterntty, 

I thtnk t he businessmen or thie country, no lese than 

the needy unem~loyed , are entitled t o soeedy reassurance on 

t his ~otnt. The Government i s going to reduce i ta work 

:-eU~!' eXTend itures and its nublic works exnenditures just 

as fast as o t her jobs can be f ound tor the workers on these 

rolls . But, i n my o~1nton, the Government should not cur­

tall these exnendttures any taster . 

To undertake violent contract ion before the natural 

•xna~ o i on ot ~~ivate industry ie ready to take up the slack 

~ould mesn several things, all ot them bad : It would mean 

thrcwing back unon the inadeoua te treasuries ot our State 

and local governments the entire burden ot unem~loyment 

r ell•r. I t would ~ean great suffering and want, and loss 

or selt-ree~ect t or many or t he unemoloyed. And it would 

mean e disru~t1ve withdrawal !rom American industry ot a 

volume ot nurchasing power that business needs right now. 

Redi rection to National Defense ot Part ot 
Work Rel i ef and Public Works Expenditures 

On the other band, I believe t he t ime has now come to 

t r ansform the character ot oart ot our work relief and public 

Regraded Unclassified



- 9 -

works exoen~itures. A substantial prooortion of these out­
l ays sllould now be redirected to service nlltional defense 
needs. 

"'e are all aware or the gr~tvc and unsettling develop­
~ente tn t he field of 1nternat1~nal relations during the 
r~s; f~w years , and rar t tculs rly during the past year, 
!ntern~tional ccreements have been violated re?eatedly, 
~rest nP.w armament nrograms ere being orosecuted by a number 
of t~e leedtng countries o r Eurooe. With modern weaoons or 
warfare , the nations or t his hemtsohere are no longer as 
~6!~ from attAck as was f ormerly the case. And under the 
oonotttons o f modern war, adeouate prenaredness ~eans doing 
CA ny things t n advance t hat formerly could be nos t noned until 
the r.ctual outbreak or war. In conseouence, t he whole oroblem 
or th• nft ti ons l defense of t he United States has been trans-
!'or J"ted. 

I exoect in the very near future to send to the Congress 
a soectal message bearing uoon our new reouirem,nts tor 
n~tlonnl defense, making soec1f1c and detailed reco~enda­
tlons. I want to say at this t i me, howe·1er, that the Nation 
during the next tew years will be able t o f ind very useful , 
end even vital, emoloyment tor t housands of workers now on 
thP- rAlter rolls. 

\ 
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In this, ~s in other connections, it is important to 

r eall !e tha t the problems of unemoloyment and reemoloyment 

hAve been accentuated by the virtual disappearance during 

t he depression of the a~nrentice and employee training prac­

tices or nrivate industry. Formerly these training pr act i ces 

converted t housands of grammar school and high school 

@rP1u~tes t nto s~illed workers. 

Tr.king i nto account the numbers arri ving a t working age 

c~ch year, and t he number of ~orkers el iminated by death or 

re t irement, tt apnears that the number of available workers 

tn the Untted States has been increasing at the r ate of some 

~0~ , ono a year during the oest few years of di minished train­

tn: o~~ortunities . Thi s means t hat more than three and a 

halt mtll1~r. wor~ers have Joined t e e available labor force 

slncP t he bestnning of 1933· 
I be!ieve that our new orogrem shoul d include ~rovlsion 

r~r t r ain i ng l a rge numbers of relief workers 1n the 1ndus­

t r1Rl nrn~e seee related to our national dftfenae nePds . This 

~11 1 not only relieve t he nat i onal shortage of skilled wor kers 

t hat exi sts tn these fields, which are as necessary to our 

oeMe t\me prosperity as t o our n~ttional defense, but will 

also prove a blessing to the 1ndtv1duala involved. 
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Budgetary Aspects ot Caryital Outlays 
Made by Federal GOvernment 

I bel teve that the present is an aPPronriate time to 

csl1 your attention to the i mportance and significance ot 

CA~ tta l exnenditures i n the budgetary outlays ot the Federal 

"-ov,. rn'!ent during the Past tew years. A t r ue and widesPread 

un~crstsndtng ot t he Federal ttnances during this period 1s 

th~ norA desirable because or t he frequent misconceptions 

A~d ~ts stetements in t hi s connection. 

So~e ot the misunderstanding ts traceable t o the special 

char~cter of our Government 1 a bookkeeping an~ accounting 

nr l\ot l ces . 

In our Treasury's acocunt e, no distinction is ~ade 

bet~e en cs~ital investments and ordinary oryerstlng exoenses. 

~~n t he Government buys land an~ erects e new nost office 

butldtng on it, thereby, nerhaps, eliminating a previous 

r~nt e~ense; or when it lends money to l municiPal ity t or 

th~ constr uct i on of a new sewage system, the outlays are 

tnter~d on the Treasury's books as current eX"Oense.s, no 

dtffPr ent from those tor paper a.nd nencile. 

And, if the Treasury during a given year takes in lese 

monPy ~n taxes and s i milar receipts than the aum ot what it 

T>Rys out in oner a t i ng exnensee, cnpi tal inve~tmenta, and 

\ 
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loAns , together, the torm~l resul t on the Treasury's books 

1s n deficit, e ven t hough the nP.t result of all thA se oner~­

t lcns h~G been s real and large increa se tn the a s sets or 

t he ~eder~l Government , or in t he i ncome-pr oducing assets of 

t~e tiP tton. 

In ~rivate business, deficits of thi s kind are not 

call•d deficits at all . They are celled osn1tal investments. 

Th~ or~tnar7 business enter?riee e xoluces c~~ttal out-

1.ryp fror: 1 ts oner ating enense acc 'lunts. It treats the'll ~s 

nd l t • ~ns to i ts cani t st account and it is often glad of t he 

o•> or tunlty to sell bonds t o i nvestors t o obt ain the money 

t ' mr.l':e n•Jch outlays. The same i s t rue of many fore i gn 

g•wer nments . Further, many or our o"n St ate and local 

gov•rn'!l• nts dis tinguish between oa'> l t al c.nd current exoencl -

1 t nr• l n the ir annual governmental budgets. 

3ecause our Federal Government does not do so, and 

l:ect.use , ln conseouence, d i s tor ted no t t one or the character 

•nr1 Bl!!ntticance of t he f or mal. Feder al de t1c1 t frequently 

fiM v•tde a ccet't ance , I am submitting below two very inter­

r~tlng t nbles ~overtng t he f i ve end one- thi r d years between 

July t , 1q;3 and October 31 , 193S: 

' 
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Coaparteoo ot Pe4eral OUt lqe 'for Durable I a p1'0'f' .. ent.a • a.d Reeo • erable Loa.oe &D4 ht.•e•taente 

wi t h the ~et Deficit f or the Period Jul7 1, 1933 to October 31 , 1938 , lno1uo1•e 1J 

••' Wioit ( pen 48fic1t leu 48bt 
ret1r.-at) .. o. o •••• • o ••••••••••• o •• ••• 

Leaa: Pre,.,.ent of ao1dier a' bonua •••••• 

•at deficit .xc1ud1ac bortue • .••• . . • 

7e48ral outl.qa for oturab1e i~~pro•e .. ah 
aal reoo'f'erab1e 1oaaa and 1n•eetaenta : 

Direct 7e4eral ~b1io work• •••. . ••.•• 
Reoo•erab1e l oaca aD4 1n'f'eatmente •• • • 
PR\l l o roa.d.a ••••• o o • • • ••••• • ••••• • ••• 

Cono«r'f'ation work t hrouch Ci 'f'iliaa 

CoD .. rTatioD Corpa ••••••••••• o••••• 
••w conat ruo t1on pr oJect • of 

IPA iJ •. .... ................... ... . 
PIA &r-h to Stotea and 1oclll co,.. 
e~t• for ~blie worka (1Do1ud-
1a& ~Dlatratton) •• •••••·····• •• • 

total ou\lqa .................... .. 

(In a 111iono of do11aro) 

Jul7 1 , 
1933 

t o 
J 'CIIle 30, 

1934 

2 ,1195 

326 
893 
261! 

332 

19 

1,8}8 

Jlll1 1 , 
1934 

t o 
JUlie 30, 

1935 

J . 2Q9 

1,661 

Jul7 1 , 
1935 

to 
JUlie 30, 

1936 

4 , 550 
1 .6n 

2 ,877 

435 

2~ 
486 

4o6 

234 

1 ,900 

:o.t1oH (-) or .rplue (+) oa ourrut 
aconat , eml 'll41ac boDila lf . .. . . . . .. .. . - 1,05] - 1 ,1)11a 917 

Jul7 1 , 
1936 

to 
.TI>.Ae 30, 

1937 

} , 149 
557 

2.'j92 

456 
192 
351 

386 

595 

?D 

2, 253 

Jul7 1, 
1937 

to 
JUlie 30, 

1938 

1 ,}1!4 

190 
1 , So4 

• m 

Jul7 1, 
19311 

to 
Oct. 31, 

1938 

1,12~ 

l.l?lt 

l~ 
91 

105 

244 

70 

709 

'foto.l 
Jul7 1, 

1933 
to 

I Oct , 31 , 
1931! 

16,311 
2.Z3Q 

14. 911 

2 ,213 
l 1129 I . .. 
1 , 5()8 .... 

2 ,071 

135 

10, 165 

- 3 .916 

if OD tM lo&eh of 4&117 'l'reaau.rr etot emenh ae re'f'iaed on Jul7 1 , 19311 , t o reflec t •r• accurahlJ the !lMao1al 

trMIACtiO&I of \he boODetruetioD 71D&DCe Corporation, eo .... ut, Credit Corporation, :llual n eotrlfioaUoa 

.Aoaain1etret1oa, aa4 ~rt-~rt Jack of 'Jaabiacton. 

~ :a.at..a.a ntlqa for Mintenance Md repal.re of roade , ba.11cliaca aD4 other pra'f'ioualJ conatructed pabllo wrka. 

~ Jzo1ua1•• of eu1tab1e pro'f'ieion t or debt r e4uot1on. 
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'table B 

Co•parioon of the Bet lncreaee in tho Public Debt witb Pe4aral Outl~e 

for Durable lllp!'O• .. enh and lteco•erable Loano and In•aat .. ato 

for tbo Period Jul7 1, 1933 to OCtober 31, 193&, illcluoha 1f 
(In aillioao of 4ollaro) 

Iocte!llt in «ro•o public debt •.• •••• • •••..•. ..••• . •• . ....• •. •• . .....•.• 

!.en: Iocreaao in General lund balance •.•. , • , , •. ....••. •. , .. , .• •. •••. . 

!let l ncreau in public debt .......... ... , •.....••..• , ..... ...... . 

!.on: Propqaent of ooldlere 1 bcnua, 110t prertouol7 

included in forul public debt .......... , ..... ..... ...... ......... . . . 

Jot lcereaco in public debt excludln« bonuo •..• •.. . .•• .. . ........ 

Fedoul outlqo for durabl e i~~pro•ollonto end reco•erabla loano 

and i n•eotaento: 
Dlroct J'oderel Plblic worlco ._ .. . .................................. . 

Recoverable loana e.nd in•eat,..nto .... . .. .. .... . .. , ...... ; .. ... •• , .. 

P\lbUc roads ......... . ......... .. .. ... . · .. . ........ .. .......... .... . 

Conoorvation work tbroU&b Cirtlien Conoor.ation Corpo . ••.... ..• .•. . 

!lew cons t ruction proJech of WPA y ....... . ... ..... .. .. ......... .. . 
PIA s ranto to Statoa end local so•o~to f or public worko 

( includia« aa.1niltrati n e:<ponaeo) ............................ , • 

'ro tal outlqo ......... . ... .. .... .. ........ ............ .. ....... .. 

SLabilha tion lund ..... .. .. ... .. . ......... .... . ... ........... ... , ..• •• , 

Total ..•.. .. ... . .... . .... .. .•. .. ... .. .. ... ........ .•.. ..••.•... 

l5,SSli 
1 .707 

14,177 

2 . 2JQ 

111947 

21213 
1,829 
l~SOS 
21071 
1, 709 

-..!3.5 
10,165 

2 1000 

12·165 

!I On t he baoio of 4a1l;y Tre&8\U7 otatoaenh ao rertoed on Jnl;y l, 1935, to re­

flect mor e accuratel;y the tinenci&l tren ... ctiono ot the Beconotruction J'inenca 

Corporation, Coamodit;y Credit Corporati on, ltur&l Electrification Adainiotration, 

&ad Export-Import Bank of WaehiQgton, 

Y ixeludeo ouU~o for -.intonance and repairo of r oade I buildia«o, and other 

prertouel;y conotructed public worko. 

!ro te: The not 1Dcreaae I.D the Plbl1c debt 11 leu thaD the OUI!Illated deficit 1 

oxcl uoive of public debt roti roaento, be.., .. certain tlmdo which were not 

accou.ntod t or aa bud«etary receiph nevertheleu inoroaaod tho General J'u.nd 

bol&oco or tho 'lroaour;y, and therob;y reduced t he need f or bcrrowinc. Soae $817 

milliona of fu.ndo ueod in t he tirot inatance to i ncreaoo the Oenoral l'und bal­

ance , aa well ao the $2 bllliono appropriation tor tho Stabilisation l'und1 aroae 

out or the incroaent reonltins troa the ra¢nction ia tho weicht of the COld 

dollar . Tho General l'und balance waa &lao inoreeoed b;y aeicniora&e on a1l•er 

acquired under the S11Yer Purchaoe Act of 19311 and under the Prall dint 1 
• Proc­

lamation dated AU&Jlat 9, 19311, aaountinc to $467 ailliona: and i n other~· ~ 

including net tranaactiono 1n co••rnmontal checkinc accOQAto ($659 a1lliono) 

and oxceaa of rocelph o .. r expend1 tureo ill truat eccoUDta ($190 ailliono) · 

Partl;y ot!oett1nc tbeoe increaaoo wera e:<pend.itureo for aoltin« loueo ($2 •11-

liona) and ~ante to tho Federal IoaerYa b&Dka tor loaaa to bQaiaaao($27 ail­

Uont) . 'l'ranoactlono roopectiQg national 'banlc nota roUreaanta ara axcludod 

troa the t oresoinc ttcuraa baeou•• tb~ are e aeant1all7 publio dabt tranoactioaa. 
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The first of these tables, called Tabl e A, shows that 

2uch the grea ter usrt of the formal Treasury deficit between 

July 1, 1933 and October 31, i93~, exclusive or outlays t or 

dt bt ret irement and the preoayment of the soldiers' bonus, ts 

8ccount ed for by what a businessman would c~ll •capital 

\nvA etments" . 

Thus, during these five and one-third years , your 

GovPrnment inveeted f our billion dollars in such things as 

! ~· rove ents in rivers and harbors, the Tennessee Valley 

\uthorlty, recl~mat1on orojects , ~ubl1c buildings, additional 

nusrter~ to house army and navy units, and recoverable loans 

Rnd Inves tments . 

SoMe of t heee ca~ital outlays will be direct ly self­

l1nu1dat1ng i n large oart or in whole. Thus t he conservation 

•nd utn~~atlon or 'Osrt of the nation's great water no""r 

I'P91Jurcea, through the Norris Dam in the Tennessee Valley, 

t h• 0 oul der Dam in t he Sout hwest, and t he Gr and Coulee Dam 

In the North~est, are not only adding immeasurably to the 

~lft l on • s baste wel\lth, but through their electric power output, 

t hev wt l l directly return to the Treasury a l ar ge :cart or all 

ot th~ ~cneys advanced for their construction. Other out laye , 

1n the form of loans, will also be returned directly to the 

TrtR.sury a s t hese loans are r epaid, 

Regraded Unclassified



( 

- 16 -

Besides capital outlays of t h1s character, more t han 

FiX billion dollars addit i onal of Federal money was invested 

duri~ th1s oeri od i n other types ot public i mprovement s . 

soae of t his was in the torm of grants t o State and local 

~ovfrnments tor nubl i c highways, schools , hospitals, libra­

rica , weter and sewage systems, and so on . Most ot t~ia 

~rou~ of capital outlays will not be directly recouped by 

thP Federal Government. They have added, nonetheless, to 

t he tangi ble and useful wealth of the Nation, and will add 

t o the real national income for many yeare to come . 

The total of these t wo groups ot Federal investments 

duri ng the past f i ve and one- third years exceeds t en billion 

dollars, and consti tutes more than 72 percent of the total 

ror~el deficit, exclusive of debt retirement and the soldiers ' 

'bonus. 

In other words, the whole of the remaining deficit over 

this five and one- third year period amount s t o less than tour 

billion dol lars. This sum cover ed all of the emer gency 

rr.nenditures for direct relief, t be great bulk of the outlays 

! or ~ork relief, as well as substanti al sdditions to the 

durable equipment ot the Army and Navy, such as ships, tanks 

nlanes, and t he like, which are not accounte~ a s capital out­

l~yA . F0r t he fi scal years 1937 and 193g taken together, the 

budget was altoget her balanced on current account , exclusive 

ot suitable provision tor debt r eduction. 
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I ncrease i n Public Debt Entirely Offset 
by Increased Treasury Assets 

and Caoital Outlays 

The situation aooears even more favorable when approached 

from t he standpoint of the publio debt, as is done i n Table B. 

The increase in the gross publio debt in the five and one­

tt ird yerrs ended October 31 , 1938 was roughly sixteen billion 

1o1' ar!t . !~ore than two ooint two billions of this represents 

only the substitution of formal debt obli gations for the 

Fold1er!t 1 bonus certificates wh1oh were not previously 

lncluded in the public debt , leaving fourtee n bi llions to be 

accounted for . A l i ttle more than ten billions i s accounted \ 

for by the exoendi tures for durable improvements and recover-

able loans and investments that I have previously cited. 

An,ther seventeen hundred mil lions i s offset by a correspond-

in~ increase in the amount of cash i n the Treasury ' s General 

Fund. Finally, even the remaini ng two bi llion dollars of 

t hp increase in the gross public debt is offset by another 

item -- the Stabilization Fund --, the proceeds of which will 

eventually be available for debt retirement . 

In other words, the whole of the increase i n the gross 

nublic debt is equaled by the i ncrease in cash and other 
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11
e

9
ets on t he book s of the Treasury or by expend1turee f or 

durn~le i mprovement s - - capital expendituree; wi th the 

except i on of the payment of t he s oldiers ' bonus, 

Federal Aid to State and Local 
Publi c Works ProJects 

I t i s , of course , quite possible t ha t some of our 

~ubllc works projects of r ecent years could have be en com­

nle t ed a t somewhat lesser cost if we bad d1er egarded t he 

o~jectlve o f absor bi ng t he unemployed eo fa r as pos si ble . 

:.t kewlsP , there a re doub tle ss a few bli nd i ndividuals who 

'llould obj ect to gi ving any pe cuniary value t o t he conserva­

tion work of t he CCC ca~s, a nd who would perhaps cavil at 

othPr it ems. Personally, I am convi nced t hat we got good 

economic val ue f or the money wa apent. 

~rther, t here a r e some oersons who may co~laln t hat 

~othing was added to the assets of t he Federal Govern ment as 

~uch to of f set the Federal gra nts ot money t o Sta te and 

local govprnments to help them fi na nce t he schools, hospi tals, 

nubl l o r oads, br i dges , r ecreational f acilit ies , and ot her 

aur~ble public works completed under Federal pr ograms during 

the ')Sil t few years, because the legal. t itle to all these 

i mprovements remains i n the St at e and local gover nment s . 

\ 
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I believe t hat nearly all wi ll agree that this is an 

extremely narrow view or the caee , Nevertheless, let us 

follow 1t u~ a little. 

As many of you ~now, the total interest-bearing debt 

ot State and l ocal governments had been increasing without 

•n t~rru~tl on during the two decades ended i n 1933. That 

yenr foun~ many St~te and local governments in a nrecariouc 

~oett1on. The demands unon them for the re l t er of the un­

c~~loyPd were enormous. But falling tax collections had out 

~ertcuely into t hP.tr resources . To cap the situation, thei r 

credit status an~ the tr ability to borrow had been greatly 

1m?a1red . 

In th\s situati on, wh~t hannened? The Federal Govern­

~·nt too7. over a large nar t or t he burden of unemployment 

r~l1e!. Further, its grants or money in connection with new 

locAl government construct ion pr ojects made lt oossible f or 

nPoded i n?rovements to be financed. Then as the force or the 

Go•·ernment 1 e many sided attack unon the depression became 

lncreLatngly effective and the level of business activi ty 

rose, the nroblem of delinouent taxes began t o recede and t he 

ft~anc1al stabilit y and credit position at State and local 

governments were restore~ . 

I am sure t ha t every camber ot Congress has seen examnles 

of the thousands of local public works erected with Federal 

' 
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at ~ . Every single county in the Uni ted States contains one 

or more or t hem. Yet , how many or us realize that , i nstead 

of t ncrePsi ng at t he rate or nine hundred million dollars a 

year , as had been t he case during the previous decade, the 

: ~tal net debt or St ate an~ local governments actual 1y declined 

by one hundred mill ion dollars between 1932 and 1937. 

Wtt~out the Federal s pending- and-lending programs , tax­

nnyere as a whol e would now be nay1ng added State and local 

taxes t o cover r el1et exoenditures an~ int erest on borrowed 

fund&. Fur t her , a very l arge fraction of the Federal Govern­

ment ' s non-ceryital wor k relief outlays has cons i s ted of exnend­

i tur ee for the ma int enance and r epairs of the public works 

of State end local governments. 

Thi s is one country; end 1t is t he dut y or t he Federal 

en~ St ate and l ocal gover nments alike to mini ster to t he needa 

or t he peoryle. There are some purPoses and some occastons in 

co~n~ction with which the Federal GovArnment is tn a better 

~osition to raise and distribute funds than are the State and 

locAl governments. In the end if, because of such emArgency 

snendtng or Federal runds, Federal revenue requirements shoul d 

r i se, it 1s clear tha t this has made it nos e1ble for State 

and l ocal government revenue needs to remain lower than they 

would otherwise be. 

Regraded Unclassified



- 21 

Federal EX"Dendi ture Program Increased 
the National Income 

It 1a clear, then, that even when we confine ourselves 

t? t he cold figures and the 11mi ted objectives ot private 

book'~ecp1ng , UJUch the greater part ot the budgetary det1c1 t 

pr1 of the increase i n the publi c debt during the past five 

snd one- third years have been offset by increases in the 

~t·rial asRets of Federal , State and local governments. 

This t act will doubtless come ea a su~rise -- and a 

cleasant surprise -- t o many persons. But I do not want to 

exagqer a te its importsnne . Even if i mmediate tangible publ1o 

1ru~rovements and recover able investments had accounted for a 

n•ucl\ smslter proportion of t he total , our deficit expend! turea 

woul d nevertheless have been thoroughly justified a s essential 

~~r te of any sound program of econo$1c s t atesmanship. 

I think you will all agree w1th me that the active use 

ot ~n adeouate volume ot purchasing nower 1s essential tor 

n•tion~l ~rosnerity . In the lest analysis, we all give 

emnloyment to one another t hrough our snending and our invest­

in@: . When some of us become frightened and atop spending or 

investing our incomes, we force other people out of jobs an~ 
comnel these other people to reduce their spendi ng. This is 

t he way in which a vicious spiral of deflation and unemploy-

ment pr ogresses. 
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,\'hen this process began on a huge ecale late in 1929, 

the failure of the Hoover Administration to come quickly to 

the rescue reinforced the fears that were freezing up pri­

vate s'Oending. Since 193 3 , the Federal Government bas been 

making un, in nart, for the defaults of private spending, 

tnereby directly creating jobs, and, in addition, helping to 

t~-~" out the rears restra1ning priva te spending. 

:~ny ner~ons have failed to understand that Federal 

deficits , Federal borrowing, and Federal sp ending and invest­

in~ during neriods of subnormal business activity and sub­

non•l~l employment create rea l additions to the national income. 

Whe n our Government borrowed money to fino.nce 1 ts great work 

relief, public works , and lending programs, it did not create 

debts to foreigners; it borrowed money from its own peonle . 

In ef fect, the Government sai d to them: 

'There is a great deal or unemploy~ent end want and 

fin9nci al distress i n this country, because you are afrs1d 

to snend or i nvest your money . Unless someone spends t hat 

money, ml'n and women who have been thrown out of work by 

your f111lure to spend i t '1<111 be kept out of work . If you 

nr e errs id to spend your money at this time or to invest it, 

we will borrow it from you and spend and i nves t it i n your 

steed. • 
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so the Federal Government stepped in, borrowed that 

idle money, epent and invested i t , and in that way gave use­

ful employment to millions o! idle wor kers. 

"Is took millions of i d l e dollars, millions of i dle 

wor~erP , and thousands of idle or halt-idle fact ori e s and 

g~ve t hem ell work to do . And the value of the goods pro­

duced by theRe millions of workers end t housands or factories , 

olu• thP value of other goods and services whose production 

was stimulated by the first wave ot reempl oyment, was added 

to t~e national income . 

And , s ince labor const i tutes, directly and indirectly, 

the major cost of pr oducti on , I can t el l you that, regard­

lese of bookkeeping, there i s a very real eense in which t hio 

country got tor virtually nothing , all t hose bridges and 

h 1~hwGyq and dams and schools and hospitals t hat we bui lt 

wi th deficit e~endituree . WhY? BeoauRe directlY or 

1nd1rectly, they were bui lt wi th labor that would otherwise 

~ave remained idle • 

• Yhen analyzed i n t he f a shion t ha t I have just outlined , 

the Government ' s for mal budgetary deficits of t he 9ast tew 

yeArs t ake on a new char acter, and one that 1s whollY dif­

ferent from the operating de! 1o1ta t hat mi ght be reported by 

e orivate business enterprise . 
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The Level of Federal Expenditures 

An analysis of the character that I have just made is 

essential to a clear understanding ot the fiscal history of 

the ryast few years. But what of the fUture? To what extent 

~ we rea sonably look forward to a reduction in t he level 

ot Feder~l expenditures? And how adequate i s our present 

tex structure to meet our revenue requirements under normal 

cr,ndi tions7 

To anyone who has foll owed in detail t he annual budgets 

of recent years, it is olear that, although added responsl-

1>111 tleP have increased the Government's regul ar operating 

e~enditures , the large excess of the present level of expend­

itur es over the 9re-depression level 1s due pr1~~~arily to new 

classes of outlays thnt were altogether missing from termer 

budrets. This is clearly portrayed 1n Chart 1 and Table C, 

wh i ch 9resent a comparison, by classes ot outlays, of the 

average expenditures of the fiscal years 192g-1932 , inclusive, 

wlth those estimated tor the f i scal year 1939. 
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Several useful observa tions may be made from the data 

1n Table C: 

(l ) About half t h e total budge t for 1939 consists of 

olaGnes of outlays that were altogether missing from the 

~drets of the years 192g-1932, inclus ive. 

(2) Uore than one- half of t he gross increase and nearly 

t~ree-fourths of the net increase in t he outlay s f or the 

older cla sses of expenditures is accounted for by nat i onal 

defense and public wor ks. The decline in t he outlays for 

vcter~ns ' rye nsi ons and benefits , resulting from the preoayment 

of the bonuc, i s roughly offset by t he increase in the cost 

of our le&i alat1ve, Judicial, and civil establi sh~ents. Much 

of the la tter increase is attribut able t o t he administrative 

cost• of the new executive and independent agencies estab­

l1ched in r ecent years . 

() ) Tne to t al of t he older classes of outlays f or the 

tlscel year 1939, $4 , 53S mill i ons, is substsnti s lly l ess than 

the sct uel rece1nt s , exclusive of payroll taxes, of $5, 041 

~~llionA a nd $5 , 4S7 mil l i ons , respectively, i n the fi scal 

ye~rA 1937 and 1936, and the estimated t otel o f such recei pts 

of $~, 790 millions for t he fiscal year 1939. 

Al t hough the older cla sses of exPendi tures will be about 

ll , OOO ~llions greater in 1939 t han t he average of the years 
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192&-19)2, inclusive , the possi bilities ot drastic reductions 

t~erein appear to be l i mited. The past tew year s have wit­

nessed a coneider able growth in the responsi bili ties imposed 

u,on the Federal Gover nment a.nd a necessary growth i n the 

nnchinery by which those responsibi lities must be di scharged. 

FUrther, the outlay for na tional defense is tar more likely 

to increase than t o decrease in the year s i mmediately ahead. 

The chief opportunity tor savings i n the older classes ot 

exoend1tures anpeara t o l i e i n the fi el d of public works, where 

the 1939 outl ays, exclusive of the Public Works Administration, 

ere scheduled a t soce $676 millions, as compared wi th an aver ­

age of $ ) 03 millions in t he five yea rs 192g-1932, inclusive . 

I t i s among the newer cla sses or expenditures t hat sub­

s t antial reductions should be possible as the national income 

i ncrea3eG. Direct relief, work relief, and the Public Works 

Administration a ccount t or $2, 6}9 millions in t he 1939 budget. 

I t , as a result or economic pr osperity, these expenditures 

co~ld be elimi nated, and our o t her publ ic works outla ys reduced 

to normal pr oport i ons, the l evel of Federal expenditures would 

b~ r educed by three bill i on dollars. A well- balanced prosperity 

wo•lld Also !)ermit us to reduce th e cost of t he .agricultural 

s1Ju stment program and ot the Civilian Conservati on Corps . 

~oreover, the very forces that would make poesible a 

~bstanttal reduction in all the se outlaYs could be expected 
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to produce a large increa se in tax revenues. Our pri mary 

budgetarY problem, in other words , is one of rest oring and 

~intain1ng national prosperi t y , 

There are some persons who do not see the problem i n 

thle light . They would choose what seems to them the •easy• 

end "obvious• way t o balance the budget , They say "Let ue 

turn this whole problem of relief back to t he Stat es, counties, 

olt~Pe , and villages. Let us eliminate comple t ely from t he 

Federal budget al l outlays for d irect relief, for work relief, 

end for oublic wo~~s grants to Sta t e and local governments.• 

To me , a bala nced budget achieved in this f a shi on would 

bP spurious , i f , indeed, i t tur ned out to be balanced at all . 

I see no advantage whatever to the country as a whole i n aohiev-

1~' a formal balanci ng of the Federal budget at t he cost of 

unbalancing t he budgets of our State a nd local governments. 

For , in one way or anot her, the unemoloyed should and 

~ust bP provided for . I beli eve that State and local govern­

ments may right ly be asked, a s they are being asked today , to 

a ssu.e the primary r esponsibil i ty f or their unempl oyablee - ­

the phys ically a nd mentally disabled. I believe, further, 

:h~ t State and local governments can properly be asked to 

assume a large share of the repair and maintenance work that 

ls being done for them today by WPA labor at Federal expense . 

Fede ral work r elief expendi t ure s should be supplemen t s t o , 

r: ther than substi tutes for, 't he regular publi c works main­

•enance outlay& of State and l ocal govern~nts, 

\ 
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aut the general problem of large-scale involuntary 

unewoloyment is a nat ional one and ie best handled on a 

n~~ti onal seals . To force the whole t1nancial cost ot meet­

i ng this nroblem upon t he State and local governments, with 

their ~reatly varying resources and burdens, would be, ln my 

?olnlon, an unwise and even sha~~tul step backward. 

I bel1eve , then, t hat outlays tor dlrect rel ief, work 

relief, nublic works, and the Civilian Conserva tion Corps 

&.ould consti tute flexible element s in our annual bud.gets, 

rls!ng when the need increases and falling off rapidly as 

unenmloy ~r.ent diminishes. During t he next fiscal year, as is 

indi cated by the budget e stimates conta ined herein, I expect \ 

so,.ce of these Pxpendi tures to be not ably diminished. 

In the oase of one important type of outlay -- social 

securit y --, we must look forwar d to substantial increases 

for so~ years t o come . The largest part of the preeent 

•octal secur ity expenditures 

?~ llropd 0 etlrement Accounts 

tor the Old- Age Reserve and 

l e being separately fina nced 

by cur r ent end scheduled increases in special taxes on 

employers and employees. 

In additi on to these specially-financed expenditure s, 

ha•ever , the Federal Government is committed under the social 

Security Act to large outlays for grants to the States for 

old- age assi stance, child welfare, dependent Ohildren, aid to 

t ~e blind, vocational rehabilitation , and the like. It is 
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not sufficiently recogni~ed that, unli ke t he schedul ed 

tncre~ ses in other socia l seourity expenditures, these grants 

sre not covered by any sneola l stat utory provisi ons for 

tnc~eaAed r evenues. These uncovered social security expend­

ltur~~. which amounted to about $230 mill i ons in the fis cal 

'JC&r 193g•, and e re est1ma ted at $277 millions f or t he t1scal 

yeer 1939, and $ milli ons for the fiscal year 194o, are 

exoected to conti nue to rise for some t i Qe to come . 

It 1~ cl eAr th9t the new duties and re sponsibilities 

as«Uued by t he Federal G"vemment duri ng the la st few years 

will ~ake imooseible a retur n t o the nr evi oue levels of 

~ederal exoendlturee. Qui te in t h e other direction are cer­

t•in new demands for Fede~al assistance t hat are now recei v­

l nf and deservtng i ncreasing attention 1n the f ields of 

~ed1cal cere and education . Nevert heless , t he high le vel 

already r eached by total Feder al expenditures, a nd the add1-

tion9l commitments already establi shed by acts of congress, 

should exer t a vory powerful r es t raining influenoe upon bot h 

~ongrPes en~ t he Executivs i n connection with all proposal s 

for sddi t i onal Federal out lays . 

* For the fi scal year 1935, however, receipt s from the payroll 
t axes levi ed f or old- age benefit s were in excess of the 
PX?enditures th~refor , i ncluding transf ers t o the Old-Age 
Re~erve Account anc the Railroad Retirement Account; and , for 
t hl A r eason, t he net total budge t ary outla7 t or soci al secur ­
i t y in excess of payroll tsx receipt s was only $73 m.1111ons, 
e~clusive of retunds . For the same r eason , the net total 
~dget~ry outlay on acoount of sooial security t or the f i scal 
yeqr 1939, a ft er deducting paYroll ta~ re~eiote, is estimated 

at $2~1 millions instead of $277 millions. 

\ 
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The Revenue Side of the Picture 

'!'htl enla r ged responai bili ties and obligati ons now 

rest1nr:- upon the Federal Gover nment oa n be effectively dls­

O~' rt·ed, i n the long run, only if adequately financed by t h e 

l'eMr•l 1•evenues. 

I do not mean that ever y dollar of expenditur e, regard­

le~r of its character, mus t necessarily be met by talC collec-

tions in the orecise year i n wh1oh it i s pai d out . The cost 

or ca•er!"ency outlays , for eJCample, may sometimes be spread 

over oevl'rsl years. Likewise, t he cost of oapi tal i mprove­

menta , part icularly those of a self-liqui dating nature , may 

?root> rly be spread over a number of y ears . But we must be 

sure that over a reasonable period of time the aggregate 

recei nt s of the Treasur y are more than the aggregate expend­

itureR, l eaving a margin for debt retirement. 

'lie have not yet l>.ad an opnortuni t y t o w1 tness the fUll 

revenue-yieldi ng power of t h e preeent t alC structure under 

conditi ons of oust a ined prosperity. Estimates of the 'tot al 

revenues t hat would be produced bY t he t ax system under vs ry­

in, economic conditions cannot be made with any great measure 

of •ccuraoy. The Treasury Depa rtment , after careful study, 

h~~ found that the revenues are i nfluenced not only by the 
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"~1ume of business activit y, t he l evel ~f price s , and t he si:!:e 

of th~ Mti onal income, but also by many other factors . 

,\:lonP' t !'leoe are : The distribution of the national income 

o.mon:· t ne veriO>lS income classes; the pat tern as well a s the 

1ev6l of business activit y; and the rapidity and direction 

o~ onnnges in incomes and prices . Hence, we must be content 

:•ith rouf:h estimates . 

t:ev~rthe~ess , we have excellent grounds for believing 

tllet the revenue structure of the Federal Government has been 

-re•tly str engthened.du ring ~~e last five years . The very 

eons1dereble e~ens1on i n the volume of actual recei pt s since 

1932 la shown in Chart 2 and i n Tabl e D. The great i mprove­

~ente in business activi t y, employment, prices, wages, and 

'lrofi ts have been i mpor tant f actors in this gr owth of actual 

revenue; but changes in the underlying t ax s tructure have 

li~ewise been of very considerable i mportance. 

Wit h full knowl edge of the 11mi tat ions at t aching to the 

coat ski lfUl e sti mates in thls field, I asked the Treasury 

D~~?rtment to make the best estimate it could of the i ncrease 

in t he revenue-yielding power of the tax system since 1932, 

~rsu~tng a l evel of national income of $70 billions -- a~rox­

l r.a tlng t hat of the calendar yea r 1937 . That es timate, out­

lined in Tabl e E, shows tha t the aggregate yield of our 

nresent tax structure under the general oond1 tion named ia 
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~ore thsn $2 billions greater than that ot the tax struc ture 

48 it exi sted i n 1932. It the payroll t axe s levied under 

the social securi t y Act and the Carriers Taxing Act ot 1937 

Are excluded, the total i ncrease is estimated at $1,350 m1l-

11cns , ot which some $64o millions may be attributed to the 

reneal o t pr ohi bi ti on. 

I al ec asked the Treasury Department t o make similar 

esti mates, rough though they must neceasarily be, ot the 

agFTeie te receipts that might be expected tram the existing 

ts x structure at various levela ot national income. Theae 

estimates , which are intended t o indicate only general orders 

of magnitude, are presented in Chart 3 and Table F. 

These exhi bits indica te What I mean when I say t hat t he 

~rcblec of balancing the budget is pri marily a problem of 

economi c recovery . At a level ot $SO billions in the national 

income , not only would receipts approximate $7-3/4 billions, 

but our emergency relief pr oblem will have disappeared. With 

t t e unexcell~d natural resources wi th which our country ia 

tlessed, with i ts wealth ot ski lled workers and able indue­

trial leaders, our national income is clearly capable ot 

rising not only to $SO b1ll1one a year, but to $90 billions, 

and $100 bi llions. 

\ 
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Table 'I' 

Estimated Federal Receipts• by Principal Sources, 
a t Various Assumed Levels of Nati onal Income 

Based on December 193g Tax Rates 

National income pa id out 
$60 : $70 • $So : $90 • $100 

' 
. 

b111i one : bi llions : bill i ons : billions: billions 

(In millions of dollars) 

:rr,co_e t nxes 1,7g0 2, 573 3, 329 4,265 5.350 

. 1scellaneous 
1nte rnlll 
revenue 1,9g3 2, 3g5 2,761 3, 153 3, 559 

309 4oo 496 602 712 

: hce"laneous 
:-ece1 '>t s 200 200 200 200 200 

r 'll t oxes 720 g24 93g 1 , 05g 1,173 

Total 4, 992 6, 3g2 7, 724 9,2gl 10, 994 

• :xcludee t ruPt accounts . Payr ol l t axes :~.t 1935 rates. 

' 
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Nevertheless , I strongly believe that our tax structure 

requi r es further strengthening. This strengthening is needed 

to insure t hat its underlying power keep pace w1th the growth 

1n the obligations and responsi bi l ities or the Federal Govern-

aent . 

During the pest f ive years, partly i n cooperation with 

t~e Stetes , the Federal Government bee es tablished a compre­

nen•ive 3ystem or social security t or our citir.ens. The 

9'ea t .. .aj ori t y or our workers are now members or the contri b­

ut ory old-a~e benefit system, under whioh they wil l be 

•nt1tled to regular payments as a matter o! r i ght Ylhen they 

have grown too old to work. For the dependent aged who do 

not qual ify !or benefit payments under this system, t he 

Governoent, in cooperation with the Sta tes , has provi ded !or 

old-sge as sistance payrrent a, Federa l-Sta t e cooperation has 

•lao brought about the establ i shment ot unemployment cooroen­

eetl on &:/stems 1n every Stat e in t he Uni on. I n addition, the 

Feder'll G?vernment under the social secur ity Act prov ides 

~~ante to the St ates ! or child welfare, publ i c heal t h work, 

vocati onal rehab111tat1on, and a1d t o t he blind, 

Thl e comprehensive system o! social security, as I have 

'revlously point ed out, is by no means wholly self-supporting. 

Outlays fro m t he general revenues will be required tor parts 

or the system trom year t o year. Further, as you all k.now, 

\ 
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.-e have e stc.bl18hed in r ecent years a soil conservat i on 

orot r P<il &nd related agricul tural adJ ustmen t activities that 

Are now costing about $700 millions annually; and, as I have 

• 1•ev1ously pointed out, there have been other i nc reases in 

tn~ r~f'Ul•r reou i r e ments or t he Federal Government . Chief 

8 ::-o"l. tr."~e for the i mmediate future are the r equirements 

f?r r.• • i onsl d efense. 

t.r.e t hing we must all ar>n recis t e: In t he long run, the 

.e· •?ci~1 re1nonsib1li t ies t hat have been assumed by the 

::'edP!'A1. Govpm a.ent will be sunnorted by tax revenues, or they 

··111 1nev1t~bly be abandoned. The only certa in n rotect1on 

tl'. t ··~ Cl\ n make for the ore serva tion or our reforms is to 

eeo to l t thet the str e ng t h of our revenue syst em keeps pace 

•1th the de r..pnds which it is ~alled upon to bear. 

Recommend.9ti ons 

r t r erero -e reco=e nd t ha t the Congress devlae and llii])OSe 

•dclt1o~s1. t 9xes that will provide $500 millions or more or 

annual reve nues . I f urther reco mrr.end and s t rongly urge that 

&r.J and 1111 new outlays beyond t hose provided for in thi s 

buo•ct b~ financed by further sddltlonal revenues. I a l so 

recom .. end t l'>.a t al l of the t empor!lrY mam.:faoturers' exoise 

t':·ee he r e newed and that t he corporation i ncome t axes that 

P~lre t h l s yea r be reenacted in suoh form as will, at the 

uln1mum, yield no less revenue then they are est1~ted to 

''leld a t n reaent . 
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Presen t : 

!! · ·• . Jr : 

:.feR : 

~ocuhe1...t : 

Oll,>ru.nt : 

~.ooc llnend : 

H • .! . Jr: 

ri • . Oj . Jr : 

r.tr . Ha ne s 
.A r . 'l'ay lor 
Mr . Oliphan t 
t.! r . V·'hi te 
""r . "tcReynolds 
Mr . Ha a s 
•r • Lochhead 
- t· . Gibbons 
Mr. Oeston 
..! i s s Cha uncey 

December 19 , 1938 . 
9 : ):> a.m. 

£6 

1 !us t - so everybody tlill know, Mrs . Mor gentha u 
ana • a r e ~lanning to l ea ve her e on t he nigh t o f 
J vnut.ry 2 , get bac k bere mos t l i kely on t he morning 
of tue !6tn, unless ~omethlnr comes up . r•ve c l ea r ed 
lt ~itn t ne Pr esident . 

!lac? 

r ha ven r t a nything . 

I spoke to you on Sa t urday &bout t he ~ninese reques t 
t o r ene .v tne gold loLn - t h e privil ege f or ano the r 
yea r . I 1ve t aktm it U;.> ·:;i th t r1e legal d epartment, 
found out i t would be be t t e r t o make i t ju~t six montns . 

'lm.t •s bec&use the s t ;. t u t e h&s e xpired , a nd s o forth . 
You KnOR ~obout it . 

d e tola me abou t i t . 

~r . Bernst e in s pok e t o me r bout i t. 

Her bert , • •• 

Yes , s ir. 

. . would you pr epar e f or my s i gna ture a letter s end­
ing tne t ear s neets of t ne s t abiliza t ion at•ticle i n 
Fo rtw1e - I ' CI like to send it to e very member of the 
Committee i n the Bouse tha t passes on t h e s tabi liza ­
t l ·:>n bill, ana eve ry 111embe r i n the Senat e t ha t will 
pass on i t . Yo u s e e? 
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Gaston: 

a. r~ . Jr: 

Gas ton: 

H.!l.Jr : 

Gaston: 

H.!l.Jr: 

vas ton: 

l! . :i . Jr: 

Guston: 

H. ;.1 . Jr: 

~}aston : 

a. t .Jr: 

Oliph'-nt: 

Gaston: 

B. :.! .Jr: 

Gast on: 

d.M.Jr: 

Yes, sir . 

Plus the leaders in the Senate and the House. 

Yes . 

I• he. t? 

:ies. 

/1nd if - you might consider the possibility in the 
case of, l e t •s say, tbe Vice President and the 
Speaker, of maybe actually sending them a copy of 
Fort une . i?e have them. 

tiave they arrived? 

I think so . 

Yes, t Nenty-f ive copies . 

~ee? See, you mlght in the case of two or three •.•. 
But that ' s what I've got in mind . '1/ant to get a 
little propaganda in. Will you fix it up for me? 

Yes. 

To the Vice President and Barkley and the Speaker. 
I ' d s end it so they get it right after Christmas, 
so it won' t come in with their Christmas mail. But 
everybody on t be House and everybody on the Senate 
who will have to pass on the sta bilization fund. 

In the Senate you have both the Appropriations Com­
~ittee headed by Glass and tbe Banking Committee beaded 
by ·Hagner . 

You want botb committees . 

Yes . Then you m~g!lt think of taking up with 
Colonel • • tbingumabob. • • - the Secretary of the 
Senate 

Halsey - yes ••• 

Halsey - and get b1lll to put it 1n the first issue of 
the Congressional Record . 
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Gt ston: 

11 .... Jr : 

Gt '"'t >n: 

~ . . . Jr : 

ti • • • .:r : 

~it. n: : 

1 . . .. J~ : 

,, ,(: 

·-· .... .... . 

I, , .. Jr: 

t.JCt\lk~ J : 

. . 
L. • • • " . •: 

- J-

~ or t une will a ppr e c1a t e 

;;.- .Yll l I. J.l s o do it. f or me . If y ou l'lant me, 
I ' ll call nal sey myself . 

Mig lit b e better . 

'l'hiM not? 

'i:>u {G;.s t vn ) c;,on uo it . 

1.11 r l.;h t . 

88 

• el• ni.n tne t 11' ne m.nts t o speak to me ••• - wh<. t ? 
- :> :t.)U &:n.:>\7 H: lsey~ 

I &nJv h~m uit~ wel l . 
tn:n.; fvt· you (li . : .. Jr) 
~f ti ne , th&t ' s ~>11 . 

I t hinK it woul a be a nice 
to C<Jll him . Jus t <> "uestion 

i t l~n ' t ne<:ess~>r, . I .<not: H1.lscy v er y well. 

.. ell, Hill y.>u do it? 

~:>u ao it i n tne n~me •.. 

"" l t; .:06 t ? 

He ' l1 get i t in in ;;or.lt:bouy ' s nt~me . I t !link it "oulci 
be .ttce . 

I tnink 1 t .voula be u ~:oou iaeo . 

1 t!lirL. i f you g" t Ume SOCII! time uno woul tl t a l .< t o 
h l"l , t!t.lsey 11ou ld fe e l n ice . 

Jn, I t a l K to h i m d l thtl time . 

! 1 11 s peek t o Mr . Gas t on about whe ther or not - t hey 
nLd & relo>~Se - ,-,hethe r or no t the ..:hlnese should 
r. nn>unce th i s had b een r e neHed , a nd l e t it go that 
.::.y ' ...• 
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Locbhend: 

Guston: 

Lochheaa: 

I! . .:. Jr : 

Locbnead: 

H •. i. Jr: 

Gibbons: 

H.l! . Jr: 

Gibbons: 

H.:.t . Jr: 

:lcR: 

Gibbons: 

H •• : . Jr : 

hbite: 

H.:: . Jt" : 
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••• or wbet~er we should Just put out that tnis 
had been renewed for a further period. I'll speak 
t o Llr. Gaston. 

Wha t • s that, silver? 

No, this is to make avai luble t he exchange . Came 
out originally in ' 37. bimply say it had been 
r enewed, I think, keep i t v ery simple. 

All right? 

That ' s all . 

bt eve? 

I •ve been after Anslinger on t his Coster thing. 
He assures me thnt t he i r r ecord is s uch t bat there 
couldn ' t be any mix-up there . 

89 

1 told you, aidn ' t I , a bout Tommy Corcoran- keeps 
call ing up about t hese jobs for new ~ongressman Fay. 

Yes . 

And 1 turned i t over to Helvering - Commissioner 
Helver1ng; that ._ didn't want to get into ward 
politics . 

Be cleared it that afternoon. 

He spoke to me Thursday or Friday about 1t. 

I Just wanted to make sure you ~ew about it. 

Harry? 

.!:he capit al flow has been r everseo again; it's inward 
now . 

Yester day at t welve o ' clock I called on Senator 
Glass a nd had, r think, a most profitable conver­
sation, and I went into the whole history of what's 
happened here in connection with the Comptroller ' s 
office and everythi ng else since tbe first of 
Septe~ber down t o date, the whole business; and then 
I told him that tbe purpose of rq viSit was to 

Regraded Unclassified



:i • . Jr : 

.!cR : 

d . ~ . Jr: 

.'o!ti t e : 

li .J . Jr : 

rec~mmend t hat t hey do not consider any bankine 
!~gislation until after tbe first of February, 
so the public might be i nfor med of wha t the S. E. C. 
,voula bring out in their bearings on Transamerica . 
!t t hen developed that he hod ~ commitment to Leo 
Cr owley ; and he asked Leo to co•ne in and sit down, 
and Leo agreed tha t t ha t was t he t ning to do . But 
t r1e ::.ena t or was very much worried obout wba t Marriner 
Loccies would or wouldn' t <1o; t ha t he was so close to 
the President, so fortn and so on. So I t old b1m I 
couldn' t vouch f or Ma rriner Eccles, but tlr . CroiVley 
was tnere and I c oulu voucn f or the Treasury and I 
coulJ vouch f or the Comjlt roller of the Currency . 

~o I'm going to speak t o tne Pr esident about it at 
lunch . But I'm ~uite sure tha t it ' s all right. And 
• t old nim I thought thtt tne public would write the 
bi!J. ~fter tney h&d ne11rti these hear i ngs for two 
weeks . Bec .. use t he :1ay tht!y have it now, it would 
Ju~t free~e the situation. 

But the Sena tor made u lot of s t a tements about t he 
~hnirman of t he Federul Reserve . He keeps saying, 
• Isn' t this right?" I said , •I can't tell you, 
SenL tor; I don' t know . I just don ' t lmow. " Because 
I don 1 t kno·11 . 

uiu ne st.y F. nything about the gold plaque they're 
going to unveil t o him do.rn there? 

Yes , v ery eobarrassing, very unfortunate; placed him 
in 11 very embarrassing position. Didn ' t like it a t 
all. 

Is he s till full of pep? 

llonderful . Wonderful. 

There ' s a bi ll pr epa red for Philippine independence 
which has been sent by t he i nter depar tmental 
Philippine committee here . Their legal s t aff \Vorked 
n great dea l on the bill. It is now before the 
Treasury for approval . It will be sent through tbe 
legal staff . rs there anybody else who's interested? 

I oon 't ~now. ~ho else is interested in t he 
l'hllippines? 
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;; . . ! . Jr : 

H.: •. Jr : 

d•:1es : 

ht.nes: 

!! . I . J r: 

fir nes: 

Duf f 1eld : 

H. :.i . Jr: 

Ollpaant: 

d. '! . Jr : 
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I think Taylor might look it o ver from the g ener al 
deportment standpoint, Mr . Secretary. 

All right . Anq then me . O.K. 

Ha nes? 

Can :10u see for five tninutes the new officer s of the 
•-mericon Bankers Associa tion? They ' re here for two 
uays . They ··ant to stop here . Going to stop at the 
<.:o:aptroller 1 s office between 9 : )0 and 10; want to 
s t op for five minutes . 

llo t today . I ca n do it tomorrow . 

Tomorro'l? Be here toda y and tomorrow. They • re going 
t o see the Pres ident t omorrow. 

1J : l5 tomorrow? 

lJ : 15 . 

10 :15, if tney 1 ll be up by that time . 

I ho pe so . 

honkil'l8 - ~ .B . A . '? 

.k . B. A. , yes, sir. 

''nd if y ou and Oliphant would s t ey after this meet­
ing, I' d li~e to t a lk t o both of you. 

hnytning e lse? 

Nothing else , no. 

If yo u ' d like to put tho power gr oup down for t omorrow 
morni ng, we ' ll be ready - or a ny time tomorrow. 

Power - 11:15 tomorrow . 

11:15 . 

11:15 . ~nd would you get - well, I ' ll tell Bell 
myself. I want- I'll .tell uim myself; he ' ll get 
it for me - something L want on this . 
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Duffield : 

H. &l. Jr : 

Dufl'leld : 

S. l . Jr: 

._.lffiala : 

ci . - . Jr: 

Tc.;lor: 

d . .. . Jr: 

HRLS : 

len : 

!1 . • Jr: 

li. i. Jr : 

3 . . J . Jr : 

Tnat •s all I have . 

Yes . Di d you clear t ha t thi ng about that att or ney? 
You a sked me about some a ttor ney . You wanted t o go 
outsi de ..• 

Never mind . Never mind • 

... 11 right . 

u .. ver mind • 

.. u right . nll 

( No;~s nothing) 

Leot·ge? 

u'h.i te . . . 

Bluclt. 

rigbt . 

'-
~isteo , George, you mumbled a c~uple rema r ks t o me 
the other day while we were tlnvina these meetings 
Nith t he up-and- do;vn- hill committee th&t you weren ' t 
~ntirely s a t i sfied, so if you 1 re no t 

I did some tal~ing after you lef t . 

"'id y:m? Because if' you ' re not • •• 

'•here i s one other par t of i t , you see, wbi cb is 
not the expert s ' r eport - 11' "' ~tere a member of 
the comml t t ee I wouldn ' t l'l r i te it j us t that .vay . 
~ut I fel t tha t was the commit tee i t self . 

Well , you better get i n touch with Harry b efore 
lO : JO and s ee i f t here ' s anything in it you don ' t 
like ; we ' re meeting again a t l J : JO -Mac . 

Yes, I•ve already noti f i ed them . 

And give me a little memor andUJ:I if tllere• s soe~e thing 
you don ' t l i ke - i f you ' l l do i t for me . 
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All right. 

I chPngeu a littl e bi t yesterday. The point tha t I ' m 
,,,~kin., , i n t he r oom her e : if !.lr . Eccles wa nts t o go 
out on t hi s compens a tory budget, I'm going t o l e t hi m 
ao it ove r his own slgnt. ture - wa tch Harry - because 
I Clo n 1 t go a l ong 1vith h i m tht• t 'Ne need bi gger deficits 
in oraer t o get more prosper 1 ty . 

If Y"U ;mt the ,;o rd "yet" on there , 1t will be all 
righ t . 

uby? .. here does the xord come in? 

Jus t hda it . 

"Yet mot•e ;.'rosper i t y . " 

(!:leHty l"ughter) 

Tht. t come cl ose. 

No•~: , 11' •onybociy - i f ~ir. Htt nes or :Jr . Taylor wi sh to 
ove rrule me on thht, ho ve ver y ~trong feelings on a 
~ompens~ tory budget, why, .•• 

I il&vtn•t coll;,bor.,teo dth you on 1t bt all , ~ nd I 
t .>lu Harry ;;hite I woulun ' t go 1. l ong •ith i t . 

Jn .l!lich? 

On th£t line t na t s&ys you ' ve got to spend every 
dolh.r you collect in t a xes . 

Jh , tn> t wa s out a fter you ~<nu t he Secr e t a ry sta ted 
t m. t - :.e decided t o tt.ke it out . 

lie put it a little b it diffe rently . Be sai d in 
order - befor e we r a ise more t axes we ha ve t o have 
bigger defic its. 

That' s what it mea ns : you 've got t o spend ever y t ime 
Y" U g et it, a nd go into debt . 

Atm I've also crossed ou t t he part where t hey 're 
worrying abou t a smE l ler defici t the second half or 
toe f iscal yea r ' 40 . I told tne~ that t hey could 
t a ke t~t up a s a separo~e wor r y. I ~ean Eccles 

' 
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can >ll'ite anything tlle. t he wants to, but I'm not 
going to write that kind or stuff . 
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':!ell, my <,ualificn tion on - 1 ha ve nothi ng to say . 

P~rdon? 

1 hove notning to s ay,. if th&t •s your stand . 

1 1 m not going to worry t bout & - I mean those a re 
tha Kino of worries that I en j oy; if the deficit is 
going to be sm~ller the second ha lf of ' 40, I •m going 
t o s uy, •Three cheer s . • 

~>no one or these d oys wae n I g ljt a little breathing 
~!•ell , I •a: going to t& ke the .:asn deficit position, 
:.nich struck a lo 11 in llovember ' 37, ~nd tnen snow 
HOL t tne feaer&l Reserve did after that ; how t hey 
incru se<l the wl r eiru: 1 r ec.uir ements on the Stock 
LJ.c. tJngc , how tnoy increhsed t h£ r eserve require- \ 
mt:nt s . »nd this i uea thot everything was done here 
i s Just the bunk, uno one of these days I' m going to Jus t l et go . 

:.!y C:>L&lUlent W~S ••• 

I tnink I•m correct th&t &fter !lOV(mber JO - I knor. 
I' m correc t - tha t tile c a sn - we proctically were 
in boll:.nce in !love mber 137, t non from then on the 
deficit steadily increased befor e t hey passed another 
law ot· di6. & thing, just began Lo r~:pidly mount . 
uur inventory JJOSition changed, but never mind tho t . 
i.Jut along comes tho Federal Reserve after that , and 
t hey incl'et.sed r eserve ret,uirements, end tney incret. sed 
up to 50 percent. 

And I le&rned s omething l~st night thot I didn ' t know: 
thLt tne first time thot the S. L. C. learned about tne 
incroose in mar g!rwl r ec,uirements was when t hey r ead 
it !n the newspopers. r learned tha t last night for 
the first t i me from the ~hairman of s . ~ . c . So I 
s ays , "Well, you weren ' t tt·euted any worse thvn I 
\Yl.IS . " 

But Uu: t 1s just this llonday IDOrning bile . 

l thinK you ' re wrong on your calendar there . 
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You think tbe t hing on the Stock Exchange was 
befor e November . 

hnd the r eserves . 

Oh no , th~ reserve~ come al ong in Uarch .••. 

No, it wos ' 37 . 

r~<ll of ' 36 . 

You're r ignt . 

ll&.y ' 37 . 
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hnd r &.ised them once more after it a ll started down; 
to be sure it kep t on g oing down, r aised it again. 

vid it in t ·.vo - remember this l ong split in b et11een 
tnere; o.nd the 1£-s t half of it di d take effect as of 
Jay f irst, I guess it was, or !.larch - March some­
thing .•• 

March and ~lay . 

I 'm going to leave bygones be bygones , unless some­
body star ts something, beca use I ' m hoping we ' re all 
~orking for this 80 billion dollar nati onal income. 
But it" somebody starts somet hing , I'm not going to 
t ake it. 

You don ' t f eel, ~r. Secretary, th~t bygones ought 
t o interfere with a proper v~luetion of t he issues 
a t sta:d:e: tor each 80 billion dollars . You just 
s t i d tha t, and I' m merely inter preting it end re­
emphasizing it . 

Yes, if these fellows don ' t quit tnrol•ting at me 
and try i ng to get me to sign things which I don 't 
bel ieve are so • •• Incidentally , I f ound out 
where Ruml got this stuff, end I think the Treasury 
there ' s a fellow by the name of Kahn - K-a-h-n - a t 
Oxford or one of those places , who wrot e t his stuff. 
hnd t hen Mr. Maynard Keynes t ook i t and didn ' t accept 
it ent i rely and n ot e some s tuff about it, and then 
it comes over here. 

\ 
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1hot 1 s not ~uite the story, Mr . Secretary, but- I 
me~ n yo u way ha ve got it U1ot t:by , but I don 't think 
th~t • s 4uite the technical history. 

Ha ve you e ver seen the stuff? 

,\aim is one of the brillif nt y oung ec onomi sts . It 
c&me out c bout t wo years &go , o y eor ~ nd a h~lf a go -
ueveloJ)C~ent of <- ~n<:ory o f thu t :t1nJ . I think he 
~os~ibly w"s t he fir s t o ne to use the term "compen­
~atory," but the iaeu w~.sn 1 t co:nplet.::ly nove l in ,, ny 
.. ay . 

'e ll, ! never neo r d ~o bout it . 

ne • s :.. very able yo ung man. 

:: r s . Rollan d tu;d t o b rine it to my at ~ention . 

He ' ~ R ve ry brilliMnt mun. And Keynes a nd Ui ss Holla nd 
• r.tl tha t SCilOOl - the s c hool t n!i t ~iss Hollr. nd r epr e­
~€~ts a nd the s chool tha t Keynes represents - neither 
u ne s houlu b e trus t eo ~os ·to whu t they think o f the 
~ther . The y r e present olaiDetr ically opposed vitms . 
i.l ut K<.nn is a n e xtre.tlely abl <.. fel low, and he ' s one of 
t n& brillic.nt economists ; lie w&s o. n assistant of 
c:e:rnes ~: nc! li"ve Ke yOE:s r. l o t o:· h is i deas . 

.. ell , i t• s nice t o hbve some of t nese .:.ng lishmEon 
c oue ove r he r e bnd t ell u s ••.. 

.. ell, onyhow - I meun t he r e 's cor e t o it tna.n just 
t ne t, ~r . Secre tory . r nLi 1s b ll. 

uel l , -.;o cor r ec t any do ub t s t hli t ; ou have , I ' ve s pent 
five nalf - days now o f ver y v6luabl e time, trying t o 
<.d j us t my s elf to the r es t of these peo ple on this 
..:omm1ttee, lea ving t.!r . Hell ou t . But I t h ink it mdtes , 
as f a r a s - the only thing tha t I hope for is th~ 
possibility, and that ' s~> ve ry s light possibility, 
tha t maybe a fter they put their nvme t o this thing 
they won ' t go out ~ nd mnke some more statements which 
71111 hurt the country . Inasmuch as I don ' t make 
s t a tements , it doesn' t make a ny difference • .. But 
t hey 've got to go a long way be for e I •m convinced . 
But I a ga in r epea t, if they s tart a ?Ubl i c attack 
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.>n me or on the Treasury on this stuff, bel ieve 
me, t hey ' r e going t o get it with both guns . I•m 
looking for ~ fight. 

Thought you had one . 

,••ell , I 1 ve been so poli t e, Wayne , it hurts . I 
h~ven 't been so polite i'or so l ong -I don ' t know 
Hnen . I sort of - it sor t oi' gripes me . 
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~he're were speeches made auring the second lu:lf of 
• 1 Jb tht.t ought to be recalled in that connection . 

~ell, I' m 8illing t o be a gooa boy just &s long as 
tne) uon ' t put \.he reo not. poker into me. 

I think you 1 r e unauly - I uon ' t think t hey're 
loo~lng f or < fight i n that direction . 

ill;.ll , I o.m. 

uon ' t thi1~ there ' s any intent ••.. 

"ell, I am. 

1 1 m afraid you are . 

He says he ' s sor ry ...• 

I wanted to introduce tbe t erm, !.lr . Secretary -
t he "compensE.tor y" f or private spending taken in 
conjuncti on with this other thing - mor e r ecogni­
tion being given t o that . If I «as 1 member of the 
committee, I'd insist on it . I don't think you c an 
t hrow it al l out tne door . The whole t hing - t her e ' s 
some c,uestion whether officially the Treasury or the 
President should take up the theory wholly as Em 
expl anation a t this time, when it i s in such a 
controversial • •.. 

..• s t age . 'Nell, .1. s till believe ln privat e 
spending • 

~nybody tha t doesn' t? 

Yes . Oh sure. Now, darry, don't think these 
fellows when they comA in here talk to me the way 

• ' 
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they do privately. Now listen ••• 

• Vell, Mr. Secretary, I grant th~< t j ust - may I make 
just one sta t ement, b ecause I think it• s being 
pre~ented - the other position is bei ng presented 
in some.vhat an ur.f~:.ir light. I mer ely say unques­
tionsbly t ht:re i s r oom for difference of opini on, 
but I don' t thi~ thLt tha t theory, that appr oach, 
is ~uite as bad or 4uite LS baseless os one might 
g~ther from t he r a ther f Lcetious remc.rks, thbt• s ail . 
.. e •ll l e t i t p:..ss, but I ju.~ t Whnted to r egister 
my ..• 

~es , but the st~tements tha t eccles Pnd - thst 
~ccles Lnd some of tnem close to him &re making 
Just scar e people to death - just scare people to 
de~ tn . hfiU he mukes stateQents in ~rivste conver­
se. tion ttu.t he doesn't mt.ke in front of me, and the 
statements he m::.kes just scare people to death. 

Herbert? 

l suppose you noticed th~>t the Anglo Cel.ifornia 
on nk m&de " public unnouncement yest.:t•day of the 
phn to r er'in&nce t ttrough the n . ~· . c . l'oey stated 
it :..11 ~uite fr&nkly . 

I didn ' t see it . 

'lhbt tney were t o s ell eight billion - eight million 
par va lue of their s tock. 

It 's a private bank, Herbert . 

You s aid "billion." I suy it 1 s a private bank. 

Yes , eight million; and they s t &ted t he amount they 
were to r eceive was 20 million enc.l that they would 
puy lnterest on the 20 million. 

Really? 

Yes , they stated the whole thing accurately. 

Tb.at was all drawn up in the Comptroller 's offi ce . 
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.• en , tha t•s a vict ory, isn't it? 

lt •s a very good statem~nt . 

That ' s a victor y, isn ' t i t ? 

You' ll find it i n t he Her nld-'rribune . 

That ' s a r eal vic t ory for • .• 

!lad tour Herald- Tr ibune tu1s rnorning already . 

"ell, didn't you see Gcner&l J ohnson on that? 

No, 1 aidn ' t see nic . 

99 

Get yQur offi ce to get you ./cane:;aay or Thursday 
night - General J ohnson on t n&t, will ~ou? He 
comes right out openly anu s~ys so . 

hna then on tnis let ter f r om Kintner , Her man asked 
.ne whether ne wants a chance to cor rec t it . He asked 
me . I think tlu: t Her :nan should correct al l inaccur a­
cies . 

~hould or should not? 

bhould, d ef1ni t ely. 

All right, I' ll get hold of Bob today . I s uggested 
he talk to derman . 

You 6no; , he ' s giving us o chance to s ee the finan­
ci al and for eign a ffo i rs , plus the anecdotes . 

Yes . 

:.o you migh t ask him when h e ' s ready, •1ill you, 
please? 

Yes , 1 will. 

because that ' s a r eal vi ctory, if t hey' ve done tha t. 
" DY thing else? 

I noti ced this Social Secur i ty pl an is out - the 
Advisory Council . 
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••re you free t :might ( t o Hanes)? 

Yes , sir • 

..;~n you ftnd out? 

! 00 

I ' m io put my children and f amily on the train a t 
lJ: JJ . 

'l.llnight? 

Yes • 

.. ou!.a you r " ther - you want t o nelp them pack? 

Jh no , they 're resay . I ' d just like to go to t he 
tr1in with them a t lu: JJ , 

~ell , we ' l l be through . 

Ko , tha t ' s fine wi t h me . 

lle quite frank . 

/Ill I've got on my mind .... 

·•ell , ID!> ybe you ' d r ather spend tho! l&st evenin& with 
them. 

I 1 m no.>ing to see them the l a tter part of the week . 
This i sn' t new t o you . You've Kno1m ebout that 
befor e . l•e've both got something on our minds . 

I told yo ur ~rs . tha t you- d idn't you say you 
could ask him - you' d KnOW after you saw the 
Presi dent o f the United St utts this afternoon 
wner e you're a t . vid she t ell you? 

She tole me, yes . 

"ha t .1. was getting at - I ' d like t o do Social 
~ecurity tonight . If you say l e t • s do it Tuesday 
night , something else migh t come up . 

No , this is all right with me . 

7 : JJ . 

Sir? 

7 : JO . Not for d inner. Don' t want to have dinner • • • 

\ 
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J•fter d inner. 

No - say, come at 7:30 f or dinner ; then you can 
l ec ve by 9 :30 . 

~ tne . 

How ' s that? 

J.ll right. 

,/nat? 

0 .:t. nith me . 

101 

oect u se I've got to lea rn somet hing about Social 
::.ecur ity . I s that all r ieh t? 

Yes , s ir, fine . 

You ~ '-'h&unCcY) tell tnc house lA r· . Banes Nill be there 
ut ? : 30 . 

Uh-huh . 

Herman? 

l:.d.alt: tole. me &bout his t alk .vi th Bob r. nd Joe (Kintner 
~nd Als op) . Be prob~bly t old you . 

l•ll right, gentlemen . If I could s ee l.lr. Hanes and 
~r . Oliphant ••. 
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TO 

fROM 

Subject: 

TREASURY DEPARTMENT 

INTER OFFICE COMMUNICATION 

Secretary~~~thau 

Mr . Haa~ 

The Business Situation, 
Week ending December 17, 19JS. 

Conclusions 

( 1) 

DATE 

... ''3 - " 
CONFIDENTIAL 

December 19, 1938 

December will probably mark a temporary turning noint in 
industrial production, following t he continuous rise in the 
~RB index from 76 in May to 102 (oreliminary) in November. 
~ew or ders in November made only a moderate gain. During 
earl y December they have declined to below the November level, 
while oroduction has apparently increased somewhat further. 
This end o~her evidence tends to substantiate the general 
exoectation of a temporary setback during the earl y part ot 
1939· 

(2) 

The unf avorable commodity orice a1 tuation shows no 
1nc'1oetione of i mpr ovement , and together wlth its princ1nal 
c~usal f t ctor -- the unsettled f oreign situation -- consti­
tutes t he chief uncertainty in t he business outlook for 1939· 
The BLS ell-commodities i ndex hes reached the lowest t1RUre 
since ~ecember 193~ . -

(3) 

Stren~thening factors in the under lying business tren~ 
1nc1uc\e : (a) s relatively high level of consumer purchasing 
cower, es measured by nat ional i ncome oayments, which at 
oreeent i s not bei ng fully reflected in actual consumer buying 
exceot in certain l ines, as in the buying or automobiles; 
(b) comoare tively low levels of inventories in most l i nes ot 
t r ade end i ndustry ; ( o ) the orosnect of i ncreasing stimulus 
t o buoi'lee s from ?.YA exnendltures , a g rowing volume of res1-
dentl~l constr uction, end some amount or utility expansion. 
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The short-term outlQQ~ 

A decline in the FRB index to a low or 95 to 99 sometime 
du rlnB the first ous rter of 1939 ie expected by a number of 
burlneRR snalyste who were interviewed recently by members 
or the l'sPearoh staff of the Federal Re serve Board, according 
to ~he Boerd ' s confidential "Current Comments" of December 13 . 
All s~rtcd 1n t he belief that any ~ecline wo~ld be moderate, 
en~ thet a furt her advance to above the December oeak would 
occur lrter in the year. Expect at ions were that t he average 
:~ index fo r 1939 would be a r ound 10~ or higher. There wee 
~enerrl e~ree::lent among the analysts consulted that in most 
lloe~. exceot steel end sutomob1les, inventories are not in­
c~esrln~. end in some lines ere still being reduced. 

The ooesi bi lity of some recession i n business during eerly 
!~~~ it substantiated by several llnes of reasoning : (1 ) On 
a seasonal basis , a decline of 9 per cent during J anuary would 
be re~ 1 stered in the FRB adJusted i ndexes for both the steel 
tnd the t extile groups, which hcve e combined weight of nearly 
~ne-hnlf i n the total i ndex , i f the actual oroduct1on in these 
Industries during January is at the SPine rate as 6.uri ng December . 

(?) The volume of new orders anoeare to he.ve reached s 
turning ooint for the time being . Orders during November 
(Ste Chart 1) showed only s moders te increase, almost ent irely 
cue to the exoansion or 9utomoblle buying. Weekly data for 
the flr&t hpJ.f of December {See Chart 2 ) show a droo in total 
o~err to below the November aver~ge.--Steel end textile 
orders have decl ined rather sharply, whi l e bu116.1r~ material 
~r~~rr hpve shown some increase. A general bel ief i s held 
: n the s t eel industry t hat orders will i ncreese after 
e~ Yerr' e day . It would seem that any urgent desire to 

bu:: steel after that date should be f oreshadowed by some 
uctu1•n in orders during December. 

(}) On t he basis of past exnerienoe, an uninterruoted 
bu~1neee uoturn l astlnv as long as 6 months has almost 1n­
VPI'i~bly been followed-by a more or lees ext ensive reaction, 
~encc a temPor ar y setback at this time would be a norm~l 
exoectetion . The t act that industrial oroduction has recovered 
to the levels of new orderr. end consumer buying suggests thet 
Fny fur ther healthy recovery must await an i mprovement 1n ne" 
O!'<le r e end en increase in consumer buying . 
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The longer-term outlook 

I n the business outlook tor the year 1939 as a whole, 
the oo:n110di ty !)rice outlook assume e a oosit ion ot ma.) or 
1moor t 8nce. Aoart ! rom the influence or production and 
stocks on orices ot individual commodities, the commodity 
cr1cc t rend during 1939 will, or course, re:oresent the re­
sultant ot world and domestic forces . During the early 
oort of 193g (See Chart 3 l world and domest ic intluencee , 
broedly soeaking, followed similar trends , and commodity 
or1ces accordingly moved i n the same direction. 

Since midsummer, however, foreign and domestic influences 
~~ve been widely diverging . Commodity prices, which would 
normall y have responded sharoly to the marked rise in indus­
t r1sl ectivlty, have been unable to make upward progres e 
sl ~ce t he ef f ect or improving industrial demand has b~rn 
n;lllfi ed by t he effect ot the weakeni ng foreign ei'un tion. 
:;o ev1<ience of im!)rovement in the foreign outlook, ao far 
es 1t r elates to com.modi ty tlrices , ie ye t detin.i tely dis­
cerni ble , with t he exception ot an upturn in foreign indus­
t rial oroduction during September. Political uncert ainty 
clouds the horizon, and sterling exchange has continued to 
rouow a general downward trend. 

The BLS all-commodities price index during t he week 
ended December 10 reached the lowe st figure s ince December 
193~ . with farm J)roducte showing t he largest decline. (See 
ChArt ~ ). During recent months , as shown in the lower sect ion 
o~eichart, prices of f i nished products have tended downward; 
rsw mat erial pri ces have remained generally staole , with so:ne 
ee.kne es aoparent dur~ng the J)a st week; while orices or se:ni­

f 1nlRhed products , s1ter strengthening in resoons e to i ncreased 
ln :u• trial dema."ld during t he tal l , have declined sharply i n 
the ts et two weeks. 

The effect of an unsatisfactory price outlook on busi ness 
duri ng 1939 will be minimized by the bond-to- mouth buying 
ool tc i ee that manufacturers and industrial buyers generally 
seem t o be following. While farme rs ' ourcha e1ng power would 
be di rectl y affected by decl1n1ng prioee, the experience or 
· he years 1925 through 1929 sugge sts that a declini ng price 
trend 1s not necessarily an i nsurmount able handicao to busines s 
recovery . In those years busi ness i mproved in soi te of e 
gredual decline in prices. 
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?osit1ve f actors that appear likely to support busines s 
1n 1~39 i nclude: (1) An extension of recovery in the con­
struc t i on industry, both through PlY A expenditures and through 
en extens i on or the rising trend in residential conatruotion. 
:'he r. ·.v. Dodge Corporation forecasts an increase of 32 oar 

, ''6 - l.i 

ce:1t in the t otal ve.lue of residential building next year. 
somo exnension of t~~ utility g r oup end some volume or indu s­
t r ie l building may be e xpected to contribute to f urther recovery 
1n t he constructi on indus t ry. (2) The relatively high level 
of nr t1cnol income payments has not yet been tully reflected in 
cor,auJne r buying , except perhaps in the case of a u tomobiles, 
~robebly because or individual debt oaying and increased saving 
dur l ~~ the early stages or r ecovery. This should provide 
fUt>"o r·t to bu siness on any setback, and become a more ooa1 tive 
stren~;;henin; factor as r ecovery oro grasses. (3) The railroads 
reec l ikely to otter more support to the steel i ndustry i n 1939 
thP :l i n 15313 , or.ing to a more f a vor able recent earnings trend, 
1rlch hpa b rought a marked uptur n in railroa d equipmen t buying 
l n tre opat two weeks. 

Current busine ss news 

rho New York Times adjusted index tor the week ended 
:>ece .. tbe r 10 rose 1.2 '90ints t o a new high tor the year at 
~- . ; . The ri se was due largely to an increase of 2 .1 pointe 
ln tre ~dJusted index of eleotric oower oroduction. Since the 
'e••onpl rector tor this index inoreaaee sharply during the 
:o~lov l nc: week , t he upturn in the electric 9ower index may be 
'ue ~rrtly or entir ely to an imoerteot seasonal adjustment . 
: 1cre~ ~es ~<ere eleo recorded tor automobile o roduction, steel 
~1.~: ~reduction, e nd lumber n r oduotion, while cotton mi ll 
rc"1'' lty and carloadings decl ined. For t he week ending 
)pcc,ber 1 7 , tentative data i ndicate a further rise or 2.0 
~~:.ta in the adjusted automobi le i ndex, a nd a decline of that 

• ~u:l! i n t he s teel index. 

~o,~estic c onsumption or cooper during November, a s 
e •t rec by deliveries to consumers, drooped t o 51,297 tons, 
e co1--r red with 69 , g27 tone in October. This decline of 

··c ··t ?<,cor cent was more extreme than ha.d been looked tor, 
• ll•1 hn~; l ed Ame rican o r oduoere to make plene tor reducing 
~. "'lC tiO.l . Lowe r o oerating rates tor Kennecott are expected 

'• • lnto errect J anuary 1, and other companies will p robably 
•' 1 n·• . Fore i gn consumot1on ot ooooer during November made a 

• ~ r ~· OY>in~ . del iverie s to f orei gn consumers being ott only 
r cent . 
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~r.e decline i n steel operations of 2.3 noints t his week 
:o ~7 . 6 oer cent of capacity wae more than sea sonal, end 
reore~•nted more of a decline (in points) then in the corres­
condJ.n; week in any of t he pr e v ious 5 years . Incoming orders 
.,r the-t:. s. Steel Corpora tion during the ODSt week ,.ere at 
•n even lower level, appr o ximating 45 pdr cent of c n·oaci ty. 

Some t elling off i n cotton mill ac t i vity has been 
ex?ected in the textile trade, according t o newsoeoer reoorts 
e~rty t his 1•eek , o"1ng to an aoournuletion ot unsol d stocks e t 
Dills. The New York Cotton Exchange Service renor ts that 
•eples of unf inished goods ln recent weeks heve run much below 
oro~uct1on , end some grouos of mi lle h>tve nlenned to curt oil 
or err tiona in the next few weeks" . Our confidential reoorts 
~ro, text~le companies confirm the recent decline in sale s . 
fi~ tr.~ end of this week, however, mill sales too~ a distinct 
t11rn fo1• tr.e better. ?rint cloth s~>les durillll the "'ee~ :roun:ed 
to pn esti~eted 44, 000, 000 yards, or more then double t he weekly 
lllll ou t ?ut, end trading eJroanded in other mill n roducts . This 
ucsur~e in buying has sto9ped talk ot mill curt~1lment, pnd no 
more then the usual holiday shutdowns ere now excected . 

i)e o11rtment store sales for 264 reoortiOJl· "tores clu r1ng 
the week ended December 10 t otalled ~60 , 692 , 000, as co "!lOt1r ed 
with ~49 ,166 , 000 for t he p r evious week . The rise due to 
~hrlataas buying was slightl y more oronounced than last year , 
the t otal dolla r volume show1n!!; a decline of 2 .1 oer cent ft•or.l 
lte t year ' s corresoond1ng f i gure, which com>::>e res with 2 . 4 oer 
cent tor the orev1ous week . A further sharo rise 1n seles Mey 
be expected during the week ending Deoember 17, oarticulerly 
el~ee Thursday was neyday. Last year's reoorts for the corres­
"lO~dlng week showed an 1ncreese ot 13 oer cent ln total sales . 
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December 19, 1938 

I took this to theWh1te House today tor the 

conf erence with t he President and the F1soal and Mone-

tary Advisory Board. 

he aooept ed it. 

I gave it to the President and 

- . 2 l..:. 
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December 19, 1938 • ' 3 . ' 
fhe Fiscal and Wonetary Advleory Board has been advleed by 
the experts of the Treasury, Federal Reserve Board and 
National Resources Commi ttee that: 

1. The 1938 national i ncome is estimated at $62 billion. 
For the calendar year 1939 it is estimated t hat the 
national income will be between $65 and $6S billion. 

2. A national income or around $SO billion would provide: 

(s) substantial reduction of unemployment; 

(b) Federal revenues sufficient to balance the current 
level or cash expenditures on the basis or the exist­
i ng tax structure. 

3· An income or $90 billion or more is attainable through 
full util1~at1on of our man power, plant and equipment, 
technology and natural resources, assuming the el1~inat1on 
of some i mportant bottlenecks. 

~. Also it is important for Federal fiscal policy to take 
into account : 

(a) changes in the volume of capital expenditures 
being undertaken by private enterprise, and any 
hindrances or bottlenecks tending to restrict the 
expansion of private expenditures; 

(b) the fact that available supply or credit is so 
great that present and prospective Federal borrowing 
will not create a shortage of credit available at 
reasonable rates for private enterprise. 

(c) changes in the volume or the outstanding debt 
or State and local governments and chang,es in the 
volume and character of their expenditures and 
receipts. 

In pursuit of the objective of attaining a higher national 
1noome we make the following recommendations with respect to 
fiscal policy for the next fiscal year: 

1 . If taxes are to be increased, those selected should 
be such as interfere least with additions to the aggre­
gate income or the American people. These taxes, among 
others, are: estate taxes , gift taxes, lowering tax 
exemptions as personal income r1eee, higher income tax 
on m1ddle brackets. 

\ 
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2. 1e advise against new taxes which operate to reduce 
aubatantially consumer purchasing power. These taxes 
aoong others, are: processing taxee , sales taxes, tax~s 
on payrolls, excise taxes . 

3· The Board notes with approval the proposed changes 
1n t he budget presentation and recommends that the 
principles embodied in these changes be ext ended as 
rapidly a s feasible . (Bee appended copy.) 

~ . ( a) For the purpose of adding to the national income 
next year, and of preventing what pr omi ses to be a 
s erious bottleneck within the next year or so, action 
shoul d be taken to secure a large railroad equipment 
program . 

(b) Recover y could be further stimulated by addi­
tional government activities financed through self­
fi nancing government corporations. These activities 
shoul d be, in the main, euoh ae will facilitate 
pr i va te investment and expansion of private industry. 
A special report on such activities will be later 
submitted. · 

5 , Tho t a comprehensive survey be started with the view 
or i mmediately setting up machinery to obtain all necessary 
detai led information with respect to the current receipts 
and expenditures of State, local and municipal administra­
tive bodies and to changes in the volume and make- up of 
t heir outstanding debt . 

6. Steps should be taken at once to provide for engineering 
and l egal planning of various public works, such public 
works t o be ready for immediate proaeotuion when required 
to give increased flexibility in the timing of public 
expenditures and increased assurance of value and utility 
or t he expenditure itself. 

This program is much needed not only because of the 
character of current Federal , State and local public works 
and relief , but even more especially because of the ex­
tensive rearmament being undertaken. To make certain that 
t he r earmament program shall not be cont inued as a device 
to reduce unemployment or to stimulate business activity, 
it is essential to have auoh plane perfected as will permit 
a r eady transfer of employment from armament industries 
i nt o needed productive public and private works projects 
as soon as peak activity in reartJUlM&nt i s :'assed, 
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GROUP JIEETI liG December 20, 1938. 
9:30 a .m. 

Pr esent: 

Jc:l : 

:JcR: 

E! . •· Jr: 

i.lcR : 

H •• • Jr: 

lie!!: 

H . ~ . .Jr: 

-'cti : 

H . ~ .Jr: 

l!cR: 

H. :.: . Jr : 

llr . Banes 
!Jr . Taylor 
!.lr . Oliphant 
!4r . Bell 
!Jr . Mcl:leynolds 
Mr. Baas 
Mr. White 
Mr . Lochhead 
•r . Gaston 
U: r . Duffield 
!.!iss Chauncey 

I haven't got anything for ~ac these days . 

You wanted to know about this maid over there at 
the \'lhi te House who wanted to go down t o the 
Bur eau . 

Yes . 

hs f ar a s her status is concerned, she ' s eligible 
t o go over there •.• 

Yes . 

••• if you want her to go. 

Certainly . 

Just be one mor e person to teach something over there . 

That's all r ight . I forgot wna t I wanted for it, 
but I paid for it . 

olell , you got v.·hat you wanted for it. 

I mean r got wha t I wanted from the White House; 
now I've got to pay for it . 

O. K. 

0 . 6. . ? 

~c~ : O.A. I' ve got a memorandum from the Bureau ob ject ing 

\ 
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u. t! . Jr: 

1c,y!or: 

l!. ll . Jr: 

II. J . Jr: 

Bell : 

H. \\ . Jr: 

Bell: 

a . .: . J r: 

Bell: 

-'ell : 

a ... ~ . J r: 

Bell : 

a .• !.Jr: 

Bell: 

-2-

~ . 6 !..!. 

to i t. But then, they'll do ~nat they're told with 
perfectly good grace . 

This isn't for Grace, t his i s Marguerite . 

Whew ! 

Well, anyway , make it up for Marguerite, and I 'll 
sign it . Tell her it ' s my Cbristmas present to her . 

Uan? 

You mean - is that Miss LeBand? 

Yes . 

Dan? 

Tennessee Valley Authority is in Hith a request for 
a million dollars for ten years . That ' s the one 
tha t you agreea to buy. \ 

Oh. 

The other million dollars •••• 

Pardon? 

The other million dollars they ' l l get from :~r . J ones , 
as tney did before . 

llha t do you mean, a million dollars for ten years? 

They Nant you to buy their obligations running for 
ten years . That ' s the matter I di scussed lfi th you 
five or ten d ays ago . 

Wha t ao you charge? 

They want two percent . 

What ' s t he last bond issue? 

I told them I thought it would be two and a quarter . 
They want to split the difference, make it two and 
an eighth. The last bond issue, nine years, is 
selling on a 1.72 basis, and the 2!s 148 are selling 
on a 1 .90 basis. Wayne and ! felt - talked it over 
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H. lo! . Jr: 

sell : 

Lell: 

Bell : 

R •. • Jr: 

Bell: 

R. '! . Jr: 

nell: 

d . ~ . J r: 

H," ,Jr: 

117 

-)-

and .ve agreed the t 2-l / 8 is f air, although if you 
were selling it on the marke t it might h~:ve to go 
t o 2t·· 
How much you want to charge them? 

Sol d . '/:hat else? 

'.~ohe Wor l o ' s Fair people h&ve been t alking to us .••• 

I ~new you just di dn ' t come in to be sociable t hLs 
morning . 

•• • have been talki ng &bout a display . 

Oo aneao . I knew it wo.sn' t just a social meeting. 

~hould have taken this up with you yesterday . Every­
body hollering f or it . They've been talking about a \ 
u isploy - it' s a terrible example - that they've sent 
in, and you can't r ead it but I • d like you to go over 
it, maybe, after this meeting. 

A aispl ay? 

~es , t hat i s , a wall map or somet hing wi t h the United 
St a t es Government l i gated up; &nd then as these l i ghts 
ner e go out each one of ~nese blocks will light up. 
Thes e will be oollar signs - I mean crolla rs; then, 
leaaing off from toe dolla rs will be t hese l ittle 
or ganizations - emblems of some kind - and t hey will 
light up: like Produc tion Credit Corporation, and so 
f ortll . 

l.lo~s it say anywhere : "Buy Baby Bonds"? 

No, that ' s r epresented by the United States Treasury 
Building . 

I uon•t ~now wbetller it's good or not, and it ' s so 
small that you can hardly tell just what it is going 
to look li.ke . 

1/ell, you and Gaston and I will t ake a look a t it . 
You tntnk you're •agio" it? 
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Bell: 

H . ~~ . Jr : 

.• ni t e: 

Sell: 

3ell : 

Oliphant: 

6.J .Jr : 

uhi te: 

Oll~hant : 

B. :.! . Jr : 

118 
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I don ' t want you t o go up t her e at t he World ' s Fair 
and see t hi s big displ ay and say, "Who pr epar ed t hat?" 

oiha t about g etting tha t gold machi ne and putting that 
down there? You drop a quarter 1n one end and ster­
l i ng goes up or down. 

Have you s een t ha t? 

He r a t o explain t o anybody • 

! t • s i'ul l of or angeade and pink lemonade . 

All r ight. 

Is tha t all? 

That ' s al l. 

Not hing s tronger t han t hat, Herman? 

Nothing s t r onger than tha t . \ 
One of t he men i n the Tariff Commissi on - resear ch -
ca lled up ~nd sai d t hey ' ve been a sked by the Tariff 
Commi ssi on t o pr epare a r eport on Ger man trade; wont ed 
t o know whether we bud eny informa tion we could give 
t hem with r espect to t he way in which i t oper at es, 
e nd so i'orth . I t ol d him we ' d let t hem know. I had 
in mind t ha t t his r eport. we 1 re doing f or you will 
probably be r eady f or you i n a short time . 

On wha t trade? 

Germa n trade . 

•lhere did the r e4uest come from? 

The Tariff Commi ssion r equest ed t he research staf f; 
t he res ear ch s t aff call ed me . 

Make them come through the Commi ssion t o me, the 
office of the Secret s ry, if t hey want i t . From 
t he Comm.ission t o the of fice of the Secretary· 

All right , sir . 

Voill you? 
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·:.bite: 

H. !!. Jr : 

'1/hlte: 

•n1te : 

rl .. l. Jr : 

bell: 

H .. J .. rr : 

llcR : 

Haes : 

!!. !J. Jr : 

H. :!. . Jr : 

a . ~. Jr : 

I ' ll do that . 

Anything else? 

- 5-

, . 9 • t 

There ' s a letter her e r eceived f r om somebody who is 
making an inquiry wi th r espect t o this newly named 
boar d about which t her e was a write-up, and asked 
some questi ons . Si mpl e answer i s r equired . I pre­
;>nr ed i t f or your s i gnature . I don ' t know whether 
you .vant ed t ha t s i gned a s • •• 

l.lcReynolds is secret ar y of t ha t boar d . 

ooe•ll t urn tnis over to hlm, then . 

Here ' s the Munitions Cont rol Board ' s r epor t . 

I talked t o uan ~bout i t . 

uha t •/ 

He walks out on e very meet ing . 

"bsolutely . '.!:ha t ' s wh,y - it' s t erribl e - tha t ' s 
why I ' m going t o make him s ecr et ar y . That' s why 
be ' 11 stay . Be gets ber ea and wa l k s out . It ' s no t 
fa i r . 

But a f t er al l , I have some things t o do. 

(Hearty laughter) 

>•here doe s t he t l eave t he r est of you? 

God bl ess you . Bell mus t feel the s ame way about i t . 

One of the thi ngs you 'd ha ve to do is answer some of 
t hese letter s . 

Wha t el se , Barry? 

Ther e ' s t he Muni t i ons Cont rol Boar d prel iminar y 
r epor t that ' s come in. Went t o t he l egal division . 
~nybody else besides Mr . Taylor? 

••el l , the l egal division can r eport on it next year • 

' 
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Oliphant: 

B. :.t . Jr: 

White : 

Lochheud: 

a.:L Jr: 
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'fle•re asked to approve the report . 

I unaer stand . 

'£hat ' s all. 

120 

bterling is holding quiet . ~·rancs are continuing 
t o steady up again after a pause last week. You 
notice yesterday on your charts there - well, you ' l l 
have t hese foreign charts - French rentes went up · 
and after the quieting down of ~ussolini and the ' 
oonne t speech - seemed t o have started a little 
enthusiasm in tne bond market. 

Triple confidentially , Kr. Monnet is back with an 
a viation commission and with tne authority signed 
by Daladi er, the llinister of Air , and some third 
person. They wanted to keep it s ecret and I said 
I wouldn 1 t receive them unless Ur . l'ie l les called me 
up nnd said it was all right. 

;;en, the President called up Welles Fri day night \ 
and Welles called me, and they ' ve asked me to go 
ahead, which we ' re doing . They want a thousand 
planes . They 've got the cash. They •sant them 
before the first of July. And we 'll help them all 
we can . 

Of course, as I told them, i t all gets down to a 
~uestion, will t he President tell them that they 
can really have the most r ecent planes . I mean if 
they buy s omething - the usual thing which is re­
leased isn't much good . So we 'll see . 

' 
And whet happened then - I got what I think is a 
nifty . llonnet, a s you all know, is very much inter­
ested in ~hina and Indo-~hina , and this cablegram 
came through showing tha t Hai-Phong - they got a 
log jam on that ~hinese r ailroad . So when he comes 
in this morning to ask, "Yiill you please help the 
Fr ench?" I•m going to s ay , •How about helping our 
mutual f riends the Chinese?" and remind them that the 
French board of directors dropped-the rate on the 
Suez Canal twice in the s ame day last week just 
because llussolini t hreatened to take Tunisia away 
from thell . And wily n it for any threats, why not do 
it volunt arily a nd. help move the s tuff up? 
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L~chhetu.l : 

.• •.. Jr : 

!.ocnnead: 

!:! . • J r: 

d • • • Jr: 

Taylor: 

H. J . Jr : 

Toy l or: 

H . ~ . Jr : 

'a:; lo r : 
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I tnlnk it 1 s o nifty . While they ' re a round bother­
ing me, taking up my time trying to find a thousand 
pl a nes f or them, why not get tuem to loosen up on 
that line? So I j ust thought I ' d - I mean this is 
str i ctly unoff i cial , but I like it . 

-

Mr . tiecretary, did you see the notice the other da y -
spea king a bout n irpl unes , they s a id Ger~any is turning 
them out so fast , you know, tbat t hey ' ll be willing 
t o sup~ly Fr~nce and tngl a nd . 

wh i ch? Germany? 

Yes - the other day . Yo u ' ll probably run across 
tn&t sooe<ihere . 

l.hr. t t.:onne t t old me li"BS - i t ' s very interesting; I 
guess you ' ll ( Bones) know- he said ourpeople ha ve 
thes e planes which h a ve b een turned out in competi­
tion f or toe Ar my , c. nd t ha t our plane f actories just 
hc ven• t got any o r ders . "nd they ' ve got these ' 
1n1Jc.lel planes - tney •re ther e - on e model of each, 
rinished , completed, i n oompeti t ion; t ney have no 
ortters . And t his o rder comes in right now- i t will 
be ~heaa of t he Ar my o ppropris t i on , b e out of the 
Wf. ) . 'l'hey saio tney just haven't got any business . 
'ihe plan e s have been built, fini s hed, a lready tested, 
a na t nere t uey are . I me~on on e model of e acu . 

I ~o~ that ' s true a bout Sikorsky up there at 
oriageport . 'l'hey nr. ven ' t got &ny business. 

~ nd so maybe •.ve c an set tnese o r ders placed and get 
tnem d ell v~red before Congress passes this bill . 

s.ayne, a nything? 

on, d id you get my memo about the Chinese conversa­
tion I h~d with Bewley? 

Yes . That ' s all right . 

'l'ha t ' s • •• 

You me an on our credi t - helps t abilize i t. 

Yes . 
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Don ' t you think I 1 ve done about enough for the 
last two days for China? 

That was my impression, and tha t was - I thought I -
the generul thing - the impression I gave him was 
that we were going to - we made a pret ty strong ges­
ture here, and we wer en't closing the door to it, 
but let1 s just ease it along a l ittle bit. 

olell , t hat was a ll right . 

Yes . 

On tnis Cuban bankiQ6 re~ort, I think I' d better talk 
to :;el~es ~bout it to see where we go next on it. 
1 tainlt it 1 s a - on tne whole i t• s a pretty good Job, 
but there a r e certain points in there I don' t t hink 
we can handle by wri ting to •.• 

uell , wi l l you car r y the ball on it and let me know 
if and when you want me to get i n on it? \ 

Yes . 

Please . 

I don't think there's any occasion for your getting 
in on it . 

I• m not up-to- date on it, as you know. But you ' l l 
carry it. 

Yes . 

1.11 right. 

I.Jo you wa nt to see l:.dwards? 

About 11:45? 

All right, fine . 

The power group, 11:15. 

J.ny t hlng else? Power - Eddie Bartelt? 

( Nods affir~atively) 
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I know you people would all like to know that Krs. 
Klotz bad a successful operation. She' s up 1n New 
York. A very serious oneL but it's been successful. 
She was operated on last Yriday and she may be out 
a t least a month. But everybody says she ' s getting 
along nicely . It may be two or tbree months. But 
it was a successfUl operation. 

Nothing. 

Is it all right on thnt lawyer? 

Yes. I 1 m not asking him to see you. 

I wanted t o - I lov~d tbe way you tried to stop me 
yes terday. You•re sure you don ' t - it' s all right? 

lt ' s all r i ght. 

Now, what's tbis? 

I mean it 's 

'hlking about lawyers, we wnnt to hear about it. 

It's all right. 

,,e want to hear about it - talking about lawyers. 

He was so anxious tha t I didn ' t press the question 
yesterday, and I baven 1 t seen h14 since then. 

John, Herman is the only one tha t's supposed to be 
teased by this conversati on about tbe lawyers . 

Incidentall y, he ' s gone about as tar as ne can. 

What? 

aas be been satisfactory? 

Well , just partially. 

But you don't want to - you want to sor t of let it 
res t. 

I'll let that depend on Mr . Oliphant, 1 think. 
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Well, I ' m enjoying all the bliss of complete 
ignor ance . 

George? 

I haven ' t g ot anything . 

Got it on the inside pocket. 

~id you not i ce that? 

Tax letter. 

124 

nHere a re some of the s i gnificant speculative com­
ments about them: 

"1. Perhaps the Treasury is being conservative, 
playing safe once again, and showing minimum amount 
of revenue expected during next fi scal year . •It is 
better to have to ad Jus t r evenue yield upwar d t han 
downward .' 

11 2 . Perhaps Treasury is placing its worst income 
picture before Congress , to discourage, if possible, 
the voting of numerous items of expenditures . 

"J . Per haps the Treasury is laying the groundwork 
for being in good position to a sk Congr ess for 
addi tional taxes to support any added spending . 

"Speculative view number three i s getting most 
a t tenti on i n tax circles . It is the one which 
has the greatest current si gnificance f or business . 
V:e sh .. ll r epor t any new angles which d eveloJ>, 
esp~cially after the budget i s released early in 
J anuary . " 

The polnt I was making i s , he ' s got a good i mDgino­
tion or he ' s got some information, b ut in any case 
he ' s not up- to- date . 

Partially good . 

Well, t hat ' s - put it back in your pocket . 

One of t he boys brought it 1n to me. 

\ 
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(To Chauncey) lie (l·nite) gave me " special memoran­
dum o n the unemploy illent. I t isn • t t he r t . I w~.ont t o 
lr.y my nands on lt. 

Herbert? 

..>ince D~>n raised this req uest of til£> i•orld ' s F'air, 
.ve ne ve a rel;uest f o r one piece of litera ture a bout 
the 'treasury Department t o b e distributed in l arge 
..,ul'ntities f ree a t the f'a ir . And we've - I've asked 
Bir g fela to find out whether they 're going t o - his 
letter doe sn' t state 10hetner the World's Fair Commis­
si..>n is going to pay for it. ole Clill give t hem the 
copy . 

.. ell , )OU f ix it up .vl t h Don. Dan ' s ve ry libera l 
tnese days . 

uive thee a l:leby Bonu booklet . 

"he 0nly trouble , Mr . Ta ylo r - I think tney 1 11 ha ve 
t o hu ve a r edemption bureau c. t the '.lorld ' s Fair; 
people .vill bring their bonds up to ca sh in. 

Herman? 

In an ~icipation of t hut a nnu~~eport of toe ~unitions 
Cotnmi t tee, :1e nave !ilre~dy done a grea t deu l of .·:ork, 
~ond neve tt1e draft o f a let ter. i'le 1 l l be ghu to dis­
cuss i t v:i tn y..,u whenever you 1 r e. ready , ~;hcnevcr you 
want to di scus s i t. 

Ko••·, when are you ana He nes ~;oint to be r eady - I 
want to f i x my time- t able - when are you two gentleaen 
going to he rendy to t olk about the codifica tion of 
the t a x laws? 

Ouess some time today. 

Here ' s the thing . The Presi dent's having Cabinet 
tomorrow afternoon, so thut 1 s out. And I - I'm 
free; I have no appointments for tomorrow morning . 
.but l want to know, when would you gentlemen like 
t o see me? 

hoy time t ooorrow morning. 
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1\.l : JO. 

I h aven't a nything tomorrow at 10 : .30 . 

l OI )v . 

.1\ll r i ght. 

l:h•rman , tha t f orma l me e ting i s t he f i rst week i n 
J anW<ry . Se c r etor y ough t t o hWldle 1t before he 
goe.; awby . 

Nor. , t oe othe r t ning - wo uld you (Ba nes ) find out 
.;net her Pr est on Delano wi ll be ne r e loednesday E.nd 
'Ihur3oa;; , s o t ha t i f - I ••ean i f we ge t t ogether 
a nd get t his t hing s t r n i gh t e ned o u t Vicdnesd:~y -
.. ell , the lat est .1e 11a nt to see hlm would be 
l 'hursdcy m- rnl ng ma ybe , s ee? But I cean I 've got 
~~blnet ~ednesday a fte r noon. So if he d id this 
t bing , t hen a llowing time t o ret>d jus t our own 
position , we ' d g e t t o him, s ay, Tbursdsy morning . \ 
But I ' d r &the r ht.ve h im go to beu Vled nesday, if 
necessar y , and be ready f o r us Thursday morning . I 
mes o I' m being s er i ous, not b eing funny . I ' d r ut ner 
••~ v e hi m go to bed \J ednesdny , be her e Thursday a nd 
c lean t u is thing up b efo r e botn of us l eave . 

Right . 10 : .30 tn t he mor ni ng. 

1-'or y ou r nd •... 

1 ) : 30 t omorrow morning . 

'i omorrow morning . 

I •m f i g ud ng tha t , allo wi ng time tha t he migh t want 
t o do some mor e .or k - bu t we ' d be definite l y ready 
f or him ThursdbY morning; a nd i f he ' s no t well a nd -
or f eeling 71e l l , l et him go t o bed t omorro w, so he 
.vould be there . 

oo ha t else, Herma n? Ho;; did y our speech go la s t night? 

Terr i ble . 

nha t ? 
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Terribl e. 

Vihy? 

'//ell , t he thing I mentioned to you (Hanes) . 

<•hat? 

~o you want to take the time now to discuss that 
Uuni tio ns report? 

You weren't caanging the subject by any chance? 

He w~sn ' t changing the subject • 

Keep after ~iss Chauncey. No , I ' m not going to -
I 1m a ll booked today , will be with you two 
gentlemen tomorrow morning . 

Vlell, I 1 11 bring it up some time after that. 

"na t was the matter wi th the speech? 

I found it a little difficult because 

He ' s not t elling the truth. I interrupted him, 
stopped h.im from prepa ring his speech. The l a st 
thing he said .1as, •Well, maybe I'll make a better 
speech if I don 't x now wha t I ' m going to say ." 

hre yo u feeling Nell? Ar e you a l l right? 

It would n&ve gone all right... . Fine bunch of 
boys, just like an old lau scnool class . Had a 
lot o f fun . Room ful t of young felloiYS. 

}'ine . Hanes? 

I haven 't got anything . 

Swell. Now we •11 do Da nny ~ell ' s electl;'ic sign. 
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?resent : 
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!Jr . Taylor 
Mr . Bell 
Mr. Foley 
Mr . vuffield 
Ur . Bartelt 

No N look, i t says one billion 850 . I s that ne t 
&fter fe r tilizer's out? 

!lo, fertili zer's in. 

Open tions. 

You mean it ' s a fter taking car e of the loss? 

No, it ' s not after t~~inv c er e of the loss, because 
t hey have segrega ted those two operations i n t neir 
r .. ,>ort t o you - f ertilizer one cetegor y, power in 
another . There v. ould be no net income th&r e if 
fertilizer were included . 

Ca11 1 t f er t ilizer stund on its own feet? 

I t' s now bea ring the cost of a lot of experimental 
Nork, and thut was ••• !t shoul~ s tand on i ts 
o.m feet . 

But you don 't set 1 t up th:- t way . 

1 didn't set i t up t ha t way . 

On . 

They didn't s et it up t hat way in their repor t f or 
the budget. 

'rhis (newspaper ar ticle ottacned) compl et ely ais­
~:g rees with any of the figur es thDt ar e here. 

Vle've Just t aken their figures, that's a ll. We 
haven • t attempted to s ay whether their figures are 
phony or not . 
Oh, I see . You mean you ' re taking T.V.A. figures . 

T.V. A. f igures from t he Budget Bureau. 

\ 
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'lhot ' s a l l we c an do , is t ake it from these d ifferent 
&genci e s . 

Yo u tLke i t from the Budget Bur eau . 

'lha t 1 s right. 

~ou thinl: t he Budge t Bur eau i s accura te? 

1:h:-.t 1 s r ight . 

Jught. to read that (ne11Spuper a rticle); t hat ' s tneir 
v·:;r. t. es t irJony . 

~ thi~-< this man i s t t.Lking about the ~roject t. s a 
vhole; .{OU ' ve go t s e ver11l millions of dollars do11n 
tnere - be run up to ont! 1 one fiftr , t wo nundred 
mill.ion - proba b l y be charged up to flood c ontr o l 
and n!'vig< tlon . 

tie isn ' t tal~ing &bout tha t . 

! t t1ink tb.a t ' s very mean, to bring up Eo ny thing like 
thu t. a t this time . You don ' t expect Duffield to 
r ead tne Ne w York Times . 

'l:oo ear l y in the morning . 

I d on't re&o this until l t. te at night • 

.. el l , a nyway , going on tne fi gures of the Bureau 
o f the Buage t 

'lha t ' s r ight • 

• . , tha t mea ns tha t 235 millivn •i ollars coula be 
bondable? 

Tha t ' s r ight . 

I see . 

Tht. t isn 't - I di~n • t t o t al t h e power cost column, 
because tna t l ast item !sn• t segregated; but I added 
1 t up if yo u w11nt t o knoN o utsid e of tha t · • · 

This i s tbe ::ho le sto r y? 
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inn t' s the whole story , a a f a r as we ltrlOw . Now, the 
second tnble, a t completio n, is compi l ed at the 
yee r of maximum yield . 

Now , Mr. Bartelt is plunning to do it in another and 
~ robubly more realisti c way . 

''ell , i:u:ve ,ou gentlemen thought •nhat kind of " bill 
wo~.ol<i be necessa ry to fot:m 11 power corpor a tion, in 
oroer to g et this thing star ted? l:la ve you t hought 
tout f a r , Ed? 

Only generally . 1. e h11ven ' t put a ny i deas on paper . 

5upposing you think tbou~ it. 

o'Jnnt 11 draft? 

Yes . 

Dut don •t you want t o moke it bro11der than just 
power? 

Po'o'ler s nd wa t e r and these things - power And 
irrigation. 

You ' ve go t irriga tion, fertilizer, power . 

••ell , don't sink it, don't make it too broad . 

~ome ~ses, it ' s ve ry diffi cult t o separate it. 

~eke it broaa, you c ould take in Enyt hing; that 
cioesn • t mean <.e h llve t o 

No , just comprehensive , so tn~>t • ••. 

•. , ell what I ' d like to do is - 1 mean if you ' ve go t 
t his ' thing t hrough, which would be t he one ;;hich 
coula stand up in public the best? 

The one •••• 

Vlhich one? 

You mean that ... 

Regraded Unclassified



Ji . :.: . Jr: 

Bell: 

B. :! .Jr: 

Foley : 

Bell: 

Ji • .A .Jr: 

-4-

But which one of these organizations? 

Boulder Caeyon. 

Boulder? 

Boulder first , yes . 

Got contracts signed on the dotted line . 

You mean you could go out - now t ake - for 
Boulder includes amortization or payment . 
incl ude the i rriga tion pro ject? 

::.31 

instance, 
?lould you 

Eell: I t isn ' t included here - the All-American Canal -
but tne A 11-American Cannl will be repaid ••• 

!Juffleld : 

Be ll : 

iJLrtel t : 

Bell : 

Eurtdt : 

Bell: 

It ' s included on the s econd page . But, as Ur. 
Bell suggested last week, t he way you might do 
tha t is include the amortization on the irrigation 
vr o ject, but jus t capitalize it part amortization, 
part interest . 

This i sn't the total cost of Boulder - 165, isn't 
it, E.ddie? 

Yes . 

And it ' s t<ll repayable . 

I don ' t know whether the Secretary ' s attention has 
yet been c alled to the f act tbat the Treasury nas 
made advances under the Boulder CanYon Act which 
carry four percent interes t , and those advances 
now amount to ll3 million uollars, on which there 
is 17 million dollars unpaid i nterest . I n other 
words, you have an investment now of 130 mill i on 
in t he Boulder Canyon pro ject. It's an interest­
bearing account. It's true t ha t bonds weren ' t 
issued, but it's equivalent to that. 

•be basic law provided f~r a capitalization of tbe 
interest on boulder Canyon Dam during the construc­
tion period, so there ' s 17 million dollars of 
interest that ' s been capitalized on Boulder Canyon 
Dam. 

\ 
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Which is 

llhich i s part of the cost . 

I s ee . 

You have the authority to d efer that interest and 
tnat has been def erred over u period of years: and 
tne entire i nvestment nov: amounts t o 1 :30 million 
uol lars, including t he interest; it 's drawing t our 
percent interes t. 

rlell, but can it pay four per cent on 1 :30? 

Yes, t he Boulder Canyon project i s one of the pro­
Jec t s which will actually pay out. 

Viell , that will be the first one . I want to t ake the 
e11siest one. 

I t' s the best one. 

'/iould you plan t o segregate these bonds and say, 
"These a re Boulder Ca nyon bonds, n or would you 
say, "These a re Power Authority bondsr? 

'1hey ' d be Power Authority Bonds . But if I offer, 
say, a hundred million as the first , say, s eries, 
and they s ay , "'flha t are t hese?" I say, •::e•ve 
stuck Boulder Dam in t his . • In other words, as I 
s ee this thing - I ' m thinking out loud - that when 
this corporation wa s formed , I ' d ta.ke i t that we 
would take over Boulder Dam, tha t is, t he licbili ties 
of Boulder Dam, and t hen we ' d go ahead and explain t o 
the public, •Now we ' ve t aken over Boulder Dam and 
tnis is wha t we•ve t aken." And then this corporation 
would offer, s ay , a hundred million dollars ~torth of 
Power Author ity bonds and expl ain to the public wha t 
i t is, and - I mean because this would be the easi est 
one to explain. hnd then back of this is all of 
Boulder Dam, and then as time goes on we •re going 
t o t ake it over. But the first series we'd offer 
would be a hundred million dollars worth of bonds . 
I mean that ' s - I mean the way of - I think of it as 
of today . 

l•nd tb.en after we nave digested Boulder Dam and 1t 
the public received t he tbing well , t hen we could 
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l ook into tne n ext easi est . I know I ' d take T. V. A. 
last, certa in1y, until Mr. Taylor got t hrough r eading 
the news pa pers and bringing you fellows up to d ate . 

Bu t I mean that ' s - I mea n 1 keep t hrowing out s tuff 
as y ou b ring me more i nformati on - tha t 's the way I 
look a t the t hing . 1'/e won • t sell, s a y, 500 million 
ell a t once. 

But - a nd I - again I don't know whether I agree 
with Mr . Bell , but I Just wonder if we ' d have to 
take over the fertilizer works , inasmuch as thl't ' s 
experimental; whether .• e wouldn't just consi der t hat 
exper iment al a nd lea ve it ther e and let Congress pay 
for that cost of experimenting with fer tilizer . 
Tha t ' s my bunch . 

Tha t might be one of the things you ' d want to ·,..rite 
off . 

~ut isn' t that a continuing c ost every yea r? 

No, I'm not so s ure . This early e xperimentation 
may develop into t> r eal r a venue-producing thing. 
Tha t ' s Muscle Shoals . 

I underst and . 
was . 

I didn ' t - I took it f or g r ented it 

"ell, 'Nnen tnis ltluscle bhonls project was operated 
by the Ar my, as I r ecall , tney turned 1n r eceipts 
of about a million or million ond a half a ye&r, 
didn ' t they - fertilizer sale. Since T. V. ;.. bas 
take n it over, there ' s been a lot of experimentation 
going on, a nd t hat ' s costing ~ great deal of money. 

\'•ell, I think what we want to do is - we s t ep into 
the tning - the Pres ident kee ps mentioning Boulder 
Dam; we ' ll t ake tha t on , take on a nother one. If 
we get T.V.A., it ' s up to hi m to s ay how much of 
T. V.A. we want to t ake on a nd how much exper imenta­
tion we want to write off publicly . 

Well , Boulder should be first a nd probably Bonneville 
should be second . 
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l,oing to be slow t o develop " flY net r evenue . 

!luve 1t coming in in 1941 , 1942 . 

Liow much of t h e transmiss i on lines do you pile on? 
If' you pile on the cost of tying in Gr a nd Coule e ~nd 
then cabling , etc . , 1t 1 s going to r un it a r ound • 45 
or 1 46 bef or e she beg ins to ge t out from under t hu t 
tr&nsmissi on l oad . 

! 1 d capitalize tl:u.t . 

Ce~italized item . 

uo y~u nant to use t~s in nis massage - the possi­
bility we ' d ta~e over tnis 

llo . 

l don ' t t hlnk ,.,._ • ru ready . 

I think our s t e. tement in the budge t message has got 
t o be r " ther geneN1l. 'l.'he ,>Ossib111 t.i es a r e thera . 

Du >'vU "ant to r a i se a n;t thing u t this point oth11r 
ttu:m tha t tne boys s hould continue and &e t it far 
enough - let ' s s et: ':.16 t t bill looks like una then 
a.;: tl.lblly try to work out the machinery of how we 
.1ould talte o ve r one . I menn wh:. t are t ne mot ions 
tn:.. t .ve h;)ve to go through? :::ee? "i'o take o ver 
uoulaer . See? I :ne&n hor: would it be on the books , 
t:.na everything else? Le t' s just go through the 
motions on a trial basis of t&king over Boulder 
Dam thr..>ugh this ne~. Author ity . 

I 'm wondering i f a ny r efinement o f these figures 
·ui ll come out of the work of Mr . Bartelt . 

'l:hen a lso , on this J.uthori ty , somebody will ha ve to 
run it - I mean we ' ve go~ to have s omebody. 

You Nant it in the Tr easury or independent of the 
ireasury? 

I n t.he ~rea sury, I think - definitely . 

J. corpor eti on in t ne Depertment of tlle Tree sury • 
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Tha t• s wha t I t hink. 

I should think, es long a s it's going· to be pr ac­
ticvlly all financing, tha t you' d want i t here . And 
you c ould use the Cr op Control Cor por"tion as a sort 
of a model . 

Comwodi ty Cr edi t, you ~eon . 

1\o, 1 me&n crop insurance; t nat 1 s set up .. itnin t rle 
ngri~ulture Uepartment, using Agriculture offici als 
~s airectors, so f orta . It ' s h pretty good set-up • 
.r.nu you use t.ll of t!le o tner ser vice :nachinery just 
vs i:' 1 t -..er e a bureau. 

'.in crop control, uo t ney h~>ve &dulinistrr. t ive 
officers? 

Yes , but they're usu~lly administrative officer s of 
t ile Department of i•gricul ture, use &11 the Department 
of Agriculture machinery. 

Ttwt ' s all right, don ' t you think so? I mean &11 
this is subject to - I Joer.n e>:pbriments tion; but the 
thougn t thot I have is t hr. t this ou&ht to c a rry one 
&ooa s .. l ary. 

Probably right. Half a dozen people, something like 
thr.t , to t 2ke c£re of it . 

~reate toe office in the Trer.sury, e ll the oo•ers t o 
be exer cised by a n admlnistr&tor &o be appointee by 
t he Secretary . 

Seems t o me you t~ve t o l~y down in your legisl&tion 
ana so on what t he accounting princi ples are going t o 
be; it' you don't do tru. t , .vhy, you' ll run up agains t 
tnis s tuff (ln newspr. per ar ticle). 

I thin« you've got t o gi ve the Secretary the power 
to det el'mine .vh&t vs lue t o c arry them at on the books 
for the purposes of va luation, but not Nrite in the 
legis lation &ccounting principles . 

I 've got a hunch - csn you hold your thought a 
minute - I have t his very unusubl authority as 
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Secretary of the Treasury, tha t the Farm Credit 
comes over when they we nt to write off a loss in 
the Cooperative Bank, ten, twel ve million doll ars, 
they come t o me, state the f act, and I write off 
ten, twelve million dollar s loss in the Cooperative 
hank . lJon1 t I? .'/el l , I did it . You know what 
I •m talking about. They had a loan f or the Farmer s 
Na tional. .Vhen they want to write off a l oss over 
a t Farm Cr edit, under the law they come to me, state 
the f acts, say, •we want to write off a ten million 
aollar l oss . " '!hey state t he f acts, and I sign it ­
no r ecourse t o a nybody. I Just write it right off. 
11o,. , study bow tne hell cJid tha t happen. 

I don 't know bow that happened . I never was in on 
it . 

I mean if you sit arouna 

Just h~ppened, probably. 

Governor !Ayers comes i n end says , 111.1r . l.!orgenthau, 
itere ' s the facts. I recotllJllend thn t we write off 
the books of r'ar m Credit a ten mill i on dollnr 
loss ." 

i hey didn't get any money , though, did t hey? 

~ney didn't get any money, though . 

No, but t hey m·ite it off . 

'lhe ~ommodity Credit pr i nciple is better, where you 
have an appr a isal , which i s exactly the same thing 
that you're talking about, which gives you the power 
t o write it off; but it ' s an appr a isal and then 
you .• • . 

••• go to ~ongress to make up the difference. But 
on this t hing - wher e this is different: we don 't 
expect ~ongress to make this up; I don ' t want t o go 
t o Congress . 

Well the General Counsel ' s office i s working on a 
bill 1 in alternate forms t o t ake care of those alterna­
tives : one where Congress would reimburse and t he other 
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one to take care of i t simply from a n accounting 
standpoint . 

• layne, keep t h i nking a bout this. I'm just hitting 
i t on high. · But I do t hink in this particular case 

I •v ~o got anothe r o ne to bring up b.e r e , Dan? 

Oh , have you? 

:Jy foot bothered me . 

I ao t hink in tois case i want this in the Tr easury, 
.I don 't want i t set up - but I mean I ' ll argue or 
listen- a s Commodity Credit, because that ' s an 
oper a ting thing . Once, after all, we get this 
thing in here ~Ye 1 r e not going to opera te these 
thlngs . 

Oh no . Just t o fina nce them once and collect the 
interest , th1.1 t 1 s all ; that ' s finished . 

... 

·• ell, i f you've got u n obligati on out which i s based 
on cer t a in, l et ' s say, presumptions , or wha tever it 
me y be , you 1 v e got t o keep those good with the public . 

'!:rue . 

That' s r 1g ht . 

hnd tae ~nly way you c~n &eep them good is to r e~uire 
a cer ta i n type of report , e certain principle back of 
the tning, ~.>nd so on, so tha t if taey come back the 
next yea r and say , "Boys, we ' ve got to change that ..• • 

1/ell, you give the Secret10ry the pov1er to pr escri be 
those rules a nd r egulations, accounting pr ocedures, 
and so f orth. 

Voell , g entlemen, would you go in a nd see Mr. Taylor 
the next day or two and give yourselves a chance t o 
t a lk this thing over with you (Taylor), beca use I'm 
kind of pushed. I want you to t a lk it. 

Now o ne other thing which Bartelt save me, which I 
asked •• • • 
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Tht t ugreeable to you, Wayne? 

night . No; I'm - this thing (newsp~per article) 
why, is - which! was pretty sure was going to ' 
appear some t ime or another, is the damndest state­
ment you ever saw, a nd it obsolutely discredit s 
every figure they 1 ve given you ln t he Budget. This 
Ls in public sworn testimony; I don't know whether 
tha t meens anything or not, but I would think that 
H nould . 

ay ~ T.V •• • representa tive? 

Yes . 

You ' ve got t o h~ve some ~rotection against that 
sort of thing in this l a.v. 

~very protection. 

•h~ t • s just t ne l<ind of thing I ' m .vorrying :,bout . 

In utner 11or ds , • don ' t .vent a (•·ords not understood) •• • 

I think I 1 d take that in preftrence to wha t this 
boy 's been doing . 

~id you see the one that toe Post ran - copy fr om 
t he cartoonist of t he St. Louis Post-~ispatch - with 
a fellow walking off .vith t ne ,,hole building . 

"At the ;>resent time .. " - this r thlnk we nay want t o 
use in toe budget message, because tnis •••• - "At 
the j)resent time the OoverOJDent hes a net proJ)rietnry 
interest in vari ous sovernmental corporati ons and 
tending agencies of obout ~4 , 100 , 00J , JOO . 

11C&pi tal s t ock of one b!llion 988; ::surplus, o<:4; 
ne t a ssets in non-stvck a gencies, 758; special 
obligati ,ns held , ?Jd . Total, four billion one . 
'rhe deta ils •• , " - and so f orth and so on . 

Now, of that - this i s Jus t on the so-called ~ommodity 
.... rea! t type? 

•he lending agencies, yes, sir . 
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llow much of tha t coul d we go t o the public wi th -
could we sell - is Shlable? 

l· ell, y ou c o uld t ak e ths t 738 do~.n here a nd begin 
llith i t. 

Yes . 

.l.nd create a cor poration which would take over all 
these assets . I~eems t o me you c ould get pr ac­
tically all of it. 

lbe whole four b illion? 

Yes . For instance, if the R.F. C. should be given 
a uthority to buy bll of these assets a nd iss ue 
oblige tlons •... 

(/ell , wai t a minute , you •v e got a lot of capita l 
s t ock in the re .vhich isn ' t e a rning anything . 

Yes . 

'•'l ha t ' s it worth from t h e c av i talization standpoint? 

uel l , t n ese are - mo>j t of these corporations are 
earning ••. 

Yes , but t hey ' re not pa ying a nything on the c apital 
stock . That• s ano t her thing that ~¥e ought to be 
thinking about . 

:.en, there ' s t11o billion dollars worth of c apital 
stock here . 

We 're no t - g ettlng no thing on it . 

•·b.ich we get n ot hing on. lie ' r e entitled t o a 
dividend r eturn on tna t stuff . 

Wha t interest, Wayne ? 

\ 

Uell, i f it ' s capita l sto ck there should be a d ividend 
r eturn, see? 

You g ive J esse J ones 500 million dollars in capita l 
s t oc.c . We in e ffect have written it off. It ' s •• • 
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hre you going to use this? 

Not in that for m. I 1m trying to get up a t able 
in a noth e r form . 

Burte.l t, could you furn i:Jh Mr . Bell, Mr . Taylor, 
t•Lese t wo gentlemen ( Duffiela lJna Foley) , each 
copies - s o you see , you w~:nt one, two, tnree, 
four :lore copies . 

:~ o 

out this is a good Job, t nis is ~ s well Job, because 
llere it sho:\'s r ougnly t.•o billion dollars worth of 
cepit:.l stock on l'lhicn tile Tret.sur y gets nothing, 
:.no .lt g ives the whole picture . And tnis comes 
un.Utr the hebd of sJu, t ! call the Commodity Credit 
phn . 

1hose 3r e the c r edit a~encies . 

'.l.ne r e: they &11 a re . ••nti tnis 1 s my po-.1e r corporation . 
.:e ' re mcklng progress . I thin,< ue ' re tnaking pr ogress 
~to.JrEJ . So if you wi ll meet ugv in und work 'Nith Mr. 
'l<yl_.,r and get his 1\leos, Fny body else ' s ide~s , und­
tn~;t 1 s o l l. 

But tJ.e fir .s t ur~tft of the legislation you want 
llmi t ea t o y~ur so-culled power pr ogr am . 

.. ell, I •a make it uro;.u eno~h tnut you c~on t r.ke 
ln t>O.Ier ••• 

.. • t n~ tne r el<.tcu ... 

Yes . 

Inl.!one fro:n s<>- Cl•lleu >OI'to.J r H'oje.: t s ; but you uon ' t »'t.nt 
lnc legl sleti on t <> cover t.w· so- c<•lled Cor.trnoJity Cr edit 
stuff . 

'l'h1•t ~4r . Bell .1:; puttlut;: into his messat:« • The 
GonlJ•JOu ity Cre<.ll.t plan - you ' r e takint: c a re of tubt , 
t~ ren't y <>u'? ~nal gotls into the ?resi dent ' s :nessaee . 

Oh yes . 

;;ell , the Gener al ..:ouns el ' s office i s <> lso wor king 
on a proposed bill. Tney •re pt..ttlng it up in t ltcrut: t e 
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f orms, one to tLke care of it as an accounting 
pr opositi on, the other on a Commodity Cr edit 
basis . 

Ought to get together on both. That ' s good work . 
·•e• ll get together on both of them. 

\ 
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December 20, 19~8 . 
12:08 p.m. 

;a.'Jr: Or. Gruenlng, l.lorgenthau s peaking. 

c:rneat 
oruenl.ne: !lO., are you, sir? 

!!l:Jr: Fine . 'lie are t hl.n.king of taking on in the Treasury a 
man by the name ot James H. Edwards. 

G: Yes? 

~·.rr : The President -- sort of a financial advisor to 
Nicaragua. 

G: Yes . 

::::Jr: And I wondered it you knew anything ab:>ut b.1c, or whether 
you could r1nd out. 

G: James H. Edwards? 

!C.:J r : Ed10ards. 

G: 

~:.:.rr: 

G: 

G: 

'WJr : 

G: 

G: 

G: 

No , I don 1 t. I never heard :>t hl.m. When was he down \ 
there? 

He's do~ there now. I mean, he's -- he's here in Wash­
l.ngton, but he ' s worked there -- he's worked with Sumner 
We l les l.n Cuba and -- and Equador, and dl.fferent places 
llke that. 

What ~oes Sumner Welles t hink ab:>ut hlm? 

~e reco~enda hl.m. 

Well, I'll eee tr I can check on hl.m. Do you know 
~ong who was Uinl.stcr down there untll a f ew months ago? 
He 's been here 1n waeh1ngton. I'll try to get &hold or 
~1m and through ot her sources. 

Well, w:>uld you, because we are going t~ brlng him in to 
help us 1n Central and South America wl.th trade. 

Oh, I see . 

You see? 

Yeah. 

In Icport-~xport Bank and t hat sort or thlng. 

I wl.ll be delighted t o r1nd out what I can ab:>ut c 1m and 
let you know. 
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G: 

:!:.!Jr: 

G: 

J;;•Jr: 

G: 

t.."'!.:Jr: 

G: 

:iHJr: 

G: 

(I ; 

:-::.:Jr: 

G: 

(1 : 

r!! :Jr: 

'} : 

· :e -. 
- 2 -

Yea , because -- I want -- if there is any eour note any­
where I ' d like t o know about it. 

Incidently , do you remember a conversati on we had one 
t ime , oh, over a y ear ago on l!exico? 

vee , you were right. 

Well, I -- I think we ought to cut it out . 

~ut whet out? 

What ••e are doing t o help them . 

ryell, we're not hel~ing them. 

~ell , I me~ I t hink we -- I t h i nk ~e•ve got ten t ht 
d irtiest, ehabb i est deal from t hose peopl e down there 
that any friendly people ever got . 

I egree wi th you . 

I mean t~ey Just deli berately t akP advantage of our go~d 
nature and our gener osity 

I agree with you. 

And they are going to blow the good name or policy sky­
h i gh unless we can somehow atop it. 

r.e a r e in c~m?lete accord. 

Good. 

') . K . 

0 . K. I 111 find out what I crm 1\b.:lut th!s other man. 

Thank you . 

Thanlt you. 
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Deceaber 20 , 1938. 
12: ll p . m. 

')per s tor : Gene::-al CT~!.g. 

!{I:Jr: He llo. 

') ; 

i!!.!Jr: 

'l : 

~;:Jr: 

(;ral;: 

:.:;:Jr: 

C: 

:.:; :.rr: 

C: 

"~:Jr : 

C: 

"::Jr: 

~ . 
~ . 

:O::Jr : 

C: 

C: 

~: :Jr : 

C: 

~ . 
~ . 

General Craig. 

~ello . 

Go ahead . 

~ello . 

G~~d corni ng, Ar. Secret ary . 

:;ow a r e you? 

Pr ett y well, s ir. 

General, we e_re t hinking or t ak i ng on i n the Tr eeeury a 
man by t he name or J ames H. Edwards t ? help us in Central 
and Sout h America . 

J pmes H. 

Edwar ds. 

Yes7 

~~ · s been 1n the Ph i l i ppi nes . He ' s now financial advieJr 
i n Nicaragu.a. 

Financ i al advisor f or th i s Government ? 

!1o, ecpl oyed by !licaragua . 

Yee , £1r. 

Ah - - anc he's d-:>ne wor k ln S~>nto Domingo, ar.<'. t hey t e l l 
me t ha t your ~ureau or insul~affairs knows all ~>bout htm 

I 1 1 '· find out f or you, s ir. 

Could you -- I mean vthe t her t here is anything back 1n hie 
history which isn't all right. 

I ' l l find that out , and oay I telephone over a little 
later ? 

I f you woul d , pl ease . 

I would be very glad t o , 
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, . .. 
H::Jr: 

t 

C: 

HUJr: 

I C: 

;u: .. 'r: 

C: 

:c:Jr: 

C: 

H:.tJr: 

C: 

:.t!'Jr: 

~· .. 
~:·Jr : 

~. , .. 
r.: :.rr : 
~. .. 
'mrr: 

- 2 -

Thank you very much. 

And , ~. Secret ary --

Right? 

In case you nee" me within the next week or eo, tell 
l.larshall 

Right - - O. K. 

You can count on him more then you can on me. 

I don't believe that. 

Yea you can. He is e dandy. 

~ell , I still don't believe 1t, but-- I-- I'm not ready 
to talk ~n the French because they are not ready. 

All r i ght, sir. 

We haven ' t bed time. 
\ 

All right . 

But when they know what planes they want, then I ' ve got 
t o go t~ the President and try to get a clearance. 

All right., slr. You know what my ideas are :m that , They 
haven't changed since I gave you ~bat original me~orandum. 

! know. 

Personal one. 

I understand. 

All r i ght, I ' ll let you know reasonably soon, sir . 

Thank you. 
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oen~ral 
cralg: 

C: 

!U.lJr: 

-. "• 

;.:::Jr: 

C: 

ul:Jr : 

C: 

P.!lJr: 

"· ... 
:u.!Jr: 

"· v . 

:::.:Jr: 

Hello . 

Ur. Secretary? 

Talking . 

Gener al Craig. 

Yes , General . 

December 20, 1938. 
12:26 j). m. 

, r l 
- .J 

The case of James H. Ed~erds hes bePn looked on. We 
have his full record in t he 1neul er bureau, snd he atllrted 
with General ~cintyre. 

Yes. 

They stated 1ri recommend1ng that he had had twenty years 
service and ae ha~ eteed~ly gone from bottom t o top and 
was a thoroughly qualified and 1ncrees ing h1e qualifica­
tion va lue r1ght along . Tha t 's been repeated by the two 
succeeding bureau ch1efe. There 1s nothing that 1s not 
good in his record as a r eliable , ord inary wel l-
informed man in the Philippines , Santo Domingo ·and 
Nicaragua. 

Fine. Thank you very muob. 

Does that cover 1t? 

~ntirely. 

All right, sir . 

Thank you. 

Good bye . 

Good bye. 

\ 
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December 20, 19~8. 
3: 50p . m. 

V!/.Jr : !-!ello. 

operator: Secretary Walke. Go ahead. 

I l!enry A. 
lfa llace: 

HJ.:Jr: 

W: 

::.:.:Jr: 

H!.!Jr: 

'll : 

P.!.!Jr: 

:.::!J~ : 

m, .. 
HU.rr: 

Hello . 

!fello, l!enry. 

I'm sorry I had somebody her e be tore . 

I Just happened to recollect that the ?resident threaten~ 
to look us in a r oom t ogether and we are going t o be over 
there t omorrow aft ernoon. I wonder ed if he might maybe 
aek us a question . 

~e ll, I saw h i m yesterday. 
eo~e. but he still ought t o 
qaestion, end 

Of cour se 

He kidded some and I kidded 
put it in the form or 8 

I don' t think locking us in a room - - that we've been t hat 
naughty that we should be l ooked i n a room. 

You don 't think that we ought to be locked i n e r oom. 

I don't think so . 

~ell, I wonder ed if we should get together before we met 
tomorrow afternoon i s all. 

Well , I got th1s stuff on for tomorrow. I don' t -- I told 
hi m thi s again . We were over there -- thi s eo-call ed 
Fiscal and Monetary Commi t tee , which i e giving recommenda­
tions t o what we would call good t axes and what VIC thinkn 
bad taxec. 

Yes. 

I ' :n oer ious, and I &aid i t Wallace wants to meet, whY 
not l et him meet with thePe people, becauee it isn't only 
the Treasury be needs. There ' s Eccles, and t here ia no 
other group t bet bas very definite ideas on t hie thing, 
and - - and -- I 'C willi ng t o mee t ~~d see if we can rub 
the edges ott each other, but I coul~n 't do i t between 
now and t omorrow because I 'm wor ki ng so hard on the budget. 

Yeah. Well, if you can't do it you oan't do it, and thet 'f 
that, and if that - -

But I don ' t aee that t he tax program will be coming up 
right away anyway. 
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1'1: 

'II': 

Hl.!Jr: 

'II: 

I!!:Jr: 

'II : 

li~!Jr : 

, C:J 
-~ 
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Well, that's a good deal the way I'm inclined t o reel 
about it. 

As a matter ot tact, it the thing g~es the way -- along 
the way it can, I mean , I'd be surprised if any tax b i ll 
went up before March. 

Yeah. 

Now, when this budget is out or the •tay, frankly, I'm 
juot sunk. We 're eo tar behind . 

Sure. 

But I ' d love to e1t down with yo·u. You don't have t~ lock 
the room. I'll come to you or you come to me and we can 
sit down and talk 1t over. 

Yeah. 
tooorrow 

And I'm perfectly willing to tellthe President, 7 if he 
a sks if we did i t, I eaid I begged ott until we go t the 
budget out or the way and that then I'd be -- I'd be et 
your disposal. I'm wi lling to say that and take tull 
responsibility for delaying it. \ 

l~o . 

How's that? 

Well, that's more than tair. 

~ell , I mean, after all, he hasn ' t even -- he hasn 't -­
Henry, the e.nou.nt t or the Army m:i Navy hasn't even yet 
been decided. 

Um-hm. 

So there isn't much uee i n talking About taxes until we 
know how much we have t o ra1ee. 

Ot course, i t seems to me that a lot ot tundamentel work 
is to be done on what you can get out or inoreaaed taxes 
on the middle income bracket, and 

Well, we've gtven him all that. 

And all that kind or etu.rr that I don't kn.,w anything 
about. It's - -

Well, what I ' d l i ke to do 1a Just ae soon as I am 
pbyeically able t o do 1t - - and I'll tell him tha t I'm 
not able to do 1t now -- I'd like t~ put what • • have 

Regraded Unclassified



... . 
H!!Jr: 

1'1 : 
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'II: 
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~ . 
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'II : 

HllJr: 

.... . . 

154 
- 3 -

&~ our disposal, and give you whet we've given him. 

Well , that would be flne . 

And whet we've given the Fiscal and Monetary Committee. 

Yeah. 

Is ~hAt fair? 

Well , that ' s more than fair again. 

I ' l l tell hlm tomorrow tha~ I ' ve asked tor a postponment. 
How' F t!lat '? 

Tha~'s -- that's grand. · 

Tha~ '11 take the curs e off y:>u. 

All right . 

All right. I a pprecia t e y:>ur calling me · very much. 

' Thank you, Henry • 
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REB 

Secretary of State , 

Washington. 

1451, Dtctmbtr 20 , 6 p . m. 

FOR TREASURY. 

155 

GRAY 

London 

Dated DEcEmbEr 20, 1938 

Rto 1d 3 :41 P• m. 

One . Answer ing a question in Parliament today, the 

ChancEllor of tht Exchequer stated that in view of present 

circumstancES thE foreign transactions Advisory Commi ttee 

has come to _thE conclusion, in which ht concurs, that thE 

relaxations of restrictions on foreign lending announced 

on February 1 (reported in No. 81, February 1, 8 P• m. ) 

should bt immediately withdrawn. BE t hen said "I havE 

reason to think that thE nt td for such res t riction is 

' 

gEnerally ackno~ltdgtd and I stat£ accordingly that tht 

temporary relaxations mad£ in February havt been withdrawn. " 

T\·to . ThE dol l ar optntd at 4 . 67-5/8 and was 4 . 67- 5/16 a t 

fixing whEn the pricE of 148 shillings 10 pence gave 1 penny 

premium. Seventy- fiVE bars wtrt sold, thirty- fivE being 

married and forty furnishEd by tht Bri t ish fund . After 

fixing the rate remained steady until t he cnanctllor of 

Exchequer ' s statement after which sterling was offered and tht 
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REB 
2- #1451, From London, DEc, 20,6p. m. 

thE British authoritiES bEgan sElling dollars at , 66-3/4 

sinCE which timE thE prtssurE has bEEn fairly hEavy thE 

ratE now standing at 4. 66- l/2 th£ thrEE months forward 

dollar prEmium, howEVEr, rEmains unchangEd around 2-1/4. 

Tht Bank of Franc£ is thoug)lt to haVE bo\18ht about two 

million pounds of stErling today lEtting thE spot rat£ 

improvE from 177, 50 to . 30 . ThE thrEE months forward 

franc is 9/16 discount whilE thE onE month is around 

par but thErE is practically no dEaling in forward franc . 

PEG 

HPD 

JOHNSON 
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P.ARAPIIRASI OF SJ:O'UOlJ FIVE, TJ:UGRAl( 10. 3135 of 
December 30 , 1938, 4 p.m., from Pari1 . 

Such expendi ture1 a a budgatary r a.enue Will not oo•er 

will total about 40 ,000,000 ,000 frano1; thia don not 

include ad'l'anoea to local bodie1. The foregoing figure 

i s mada up principally by the following: 
(millions of franca) 

Special budget for armament and public 
worka •••• •••·• •••••••••••• •• •••••• 27,000 

Railwaye •••• ••• •••• · ···•·•·•••••••••• 6 ,000 
Var i ous aubaidiea • . . • . • . . • • • • . . . . • . . . 5 ,400 
Postal administration • . • • • • • • • • • • • . • • 8 

I~ the conclusion of the report it ia atated that whate•er 

may be the condition of the in'l'eatment market next year, 

it will not be poaaible to undertake financial reccnatruo- \ 

t ion unleaa waya and meana of increasing the national inc0111e 

are f oUDd., and that the French eoon0111io aituation would 

have t o be tranaformed in order t o aooompliah tbia. The 

Financial oo-i ttee e:a:preBBel the Yin that t he true r..­

ediea lie in a 'national organization of rren~h production, 

in a well-planned national economy, and in the development 

of the wealth of French colonial p011ee•iona. 

EIJD JLISBAGJ:. 

WILSOR. 

EA:Ln 

' 
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PARAPHIUSJ: OJ' TELEQIW( R:&OII'Vn 

J'ROK: Aaerica.n lllba.eey, Paria, France 

DATE: December 20, 1938, 4 p .m. 

!iO.: 2135 

FCB THI TRUSlltT. 

'r a _;) 

There waa a quiet market today, with continued demand 

for f rance. A large amount of sterling wae obtained by 

the tund, which offered franca at 177.52 at opening, and 

gradually brought it down to the official closing rate 

of 177 .38. Firm dollar , around 37.98. There wae impro•e­

ment in the belga. On the a eo uri ty market a fair a mount 

of profit wae taken, which in Yiew of recent subatantial \ 

gains was considered normal. HoweYer , the undertone waa 

good, and there were only alight irregular ga1na or loeeea 

in rentes today as oo~~~pared with the cloling yeaterday. 

I g1Ye below the es sential featurea of the 1939 

budget report of the J'iD&Dce o.-1ttee of the Ohaaber -

There 1a a deficit of 10,000,000,000 franca in the 

1938 budget. Public 1ndebtedneaa amountl to a total of 

580 ,000,000,000 franca. !hie figure includes t he following: 
(billions of franca) 

Do.eatio public debt • ·••••••••• • • 410 
Foreign 4eb't • • • • . • • . • . • • . . . • • • . . . 18 
Railway d•bt •• • •••• • ••••• ••• ; . . .. 102 
Departaenta and co-=•• debt • • • • 40 
Colonies and Gon. Ineti tution• debt 13 

An accounting eurplua of about 25,000,000 f r anca ia 

sbor.1 in the 1939 ordinary budget of 86,148,000,000 franca . 

There 1a an inoreaae in appropriation• in thia budget of 

about 
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about 11 ,500,000,000 f rance o•er the 1938 budget, Thh 

increase is due for the moet part to the following -

(millions of franca) 

Increase in coat of public debt ••••• •• 
Increase in cost of supplies and 

servioea, approximately •• • ••••••• ••• 
Increase in armament appropriations, 

about • .. •••.•••••• •• ••..•••••••••••• 

1,272 

4,200 

2,520 

Additional expenditure• of about ~,005,000,000 franc s are 

called for in the recent d ecree laws. 

I t ia pointed out i n the report t hat the succese of 

the reconstruction plan of the Government will depend upon 

very sUbstantial repatriation of capital eo that there may 

be a reduction in rates for borrowing, and so that coats 

of production can be reduced by industry. However, it ia 

emphasized t hat there oan be a continuation of repatriation 

of capital only if political and sooial peace ia maintained 

at home and if the coaing montha do not bring danger or 

menace troa the outside. The Finanoe COillli ttee observea 

in ita report that next year the Treasury will ha•e t o 

borrow. 

END SEOTlOBS ONE TO FOUR, INCLUSIVE. 

WILSON . 

EA: Ln 
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e ALTI MOR!: , MARYLAND ~ 
THE ..JOHNS HOPKINS UN IVERSITY 

December 20, 1938 

We have now received tne promised support for the 
t'urtt.er stud/ of settlement in relation to present day problems 
that you and I have aisc usseo . 

The contribution bas been &&de with the unoerstandlng 
'""t it is to date fro:> December 16tn. Tb&t leaves us :dth the 
nvceasity for taking care of the expenses up to and including 
the 15th. Not having received the check for tlOOO. OO which you 
ltoution~d , 1 &.II .,onderirl;; if there nas been s ... e mi.sunderstending 
t.bout it . \'lnile the matter~.is not of imlllediate urgency, I ought, 
baforo the end of tbe y"ar ,,.reimburse Dr . Pelzer for his expenses 
untt ~ovide o1m tbe promised salary. 

I shall be in New York on December 2)rd and at that t ime 
\\ill confer with the represe.ntutives oi' various agencies in order to 
see l\l1ut M cun do t o speed tne issue . I have just heard of the 
a•toundin;: conditions which Loerma.ny has imposed upon those who wish 
to leuve \ 

Sincerely yours, 

The Honor able nenry l&orgenthau, Jr. 
2~11 30th Street 
Wuhington , D. c. 

' 
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laMit Npert ot WNl WaanbG 

01 -- PJ'GPOI .......... ,lea of a 

Gout G~taN AlP nau.a ....... t• . 0ou'-.... .... 1 •• , lo4lall, ~ •• 

Sl-Nl.J', 

::.c2 

' • 
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Confidential 

P.A.B.A.PBRASJI 

------- ---
A telegrac (Bo. 1486) of Dece:ber 20 , 1938, from the 

.l.:lerican Conaul General at SheJ>&t&l. read• aubatant1al~ aa 

!ollonl 

Bori~chi of the Domei ue .. Agency in!or.oed the repreaenta­

Uve ot the IIE'II YORK TI I!!:S (Abend) 011 December 20 that it had 

been decided t~t the pri11cipal retaliatory actioll by the 

J~'an••e against Britiah &lid American interea ts would be in 

Shan&hai &lid that in the Shazlti;hai area Britioh and .A!nerican trade 

will be aubject to More aevere reatrictiona. The Japaneae Emb&~ay 

apo~••oan in Shanghai and the iirat Secretary or the Japaneae 

:!mbaeay (Ei ta) also gave Abend con!1dent1all3 ahlilar into.-tion. 

In \hia connection raference 1a Cl4de to the Cononl General'• 

telegram Uo . 1485 of December 19. 

(COPT) 

' 
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December 20, 1938 

1o : 'l'he Secr etary 

Yror:>: llr. Banee 

1 telephoned Ambe .. edor Spru1lle Br eden, wbo had called 

y?U earlier ln the afternoon. Ho bad oeen tho ~eoldent and bed 

been requeoted by hlm to oee you before £Q1ng beck to Columbia 

1n order to dlacuoo ao~o matter o that bed arleen during their 

co nverant lon. Mr. Br eden will cell you tomorrow to aok for an 

appointment. 
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Net Revenue 

!VA (1946-60 ) •....... $ 9,400,000 

Boulder (1946). . . . .. . 7, 663, ooo!/ 
BonnevUle ( lSIM) • • . • 4, 000, 000 

Irr1gat1on proJeote __ , 1 
(1966) . ............. 28,773,ooolt 

Ri·nr, harbor, floQd 
oontrol proJeot.Y 400, ()()() 

$60,136, 000 

AT COHPLETIOH 

Bondable at 4! 

• 235,000,000 

189,000,000 

100,000,000 

719,400, 000 

10,000, 000 

$1,263,400,000 

Power Coat Total Coat 

• 279,141, 200 • 494,092,864 

130,000,~ 130,000,000 

77, 200,000 115,700,000 

933,60o,ooo&/ 933,600,000 

(Not eegregated) 

I nolud .. amor t1z.at1on pa7J1enta on 1rr1gation ooeta; tbe estimat e on irrigation projeot 
1noluaea a coneerYatlve eetimate of the Grand Coulee power ealee. 

Include• 1r r1gation coete which were to be amorti~ed, but whlob are not required b7 
law to p&J interest. 

Power deTelopaente on pending and future proJects of thle character are indeterminate 
~therefore, t he eetiaate has been left about at ita current ei~e. 
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AT PRESENT (1938-39) 

Net Revenue Bondable at <i! Power Coate Total Coats 

!VA . ............•. $1,860,00()!.1 ~6, 25o, O<lO!I $ 61,424,200 $116,189,700 

Boulder . .......... :5,75o,C>OOY 9:5,750,000 11:5,5oo,OC>OW 113,600,000 

Irrigation 
3,600,~ 140. 000. OC>OW projeota .• .. ..... 87,500,000 140,000, 000 

River , harbor 
flood oontro1 
proJeota • .. ... . .. 379,165 9,480,000 (Not segregated) 

$9,479, 165 $236,980,000 

!I Inolueion of fert1li~er operations, vhioh lost $1,859,000, would eliminate 

bondable 1no-e. 

Inoludee amorti&ation pa)'lllenta on irrigation projeote. 

Inoludee i .rrigation ooete ~oh were to be amorti~ed , but which were not 

re~uired bJ law to paJ interest . 
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COMIIIIIUIONIIt 0, 

ACCOUHTe AHD Dl~et·Te 

T REASURY DEPARTMENT 

WASHINGTON 

TO TKI SIC!!&'W\Y: 

.A.t Ule preoent tiJle the GoTernaent hao a net proprieta17 

lntoreat in Tarioua goTern.ental corporation• and lendia& agencleo 

ot about $4,108,000,000, ao !ollowo: 

1. CapH&l atock .............. $ 1 ,988» 

2. Surplua • •• • •••••••• • ••••••• ____ _:6~2~=M~------

Sub-total •••• • ••••••••• 2, 612M 

3. Uet aaaeta in non-atock 
agenc1ee • ••••••• • ••••• ••• 

4, Special obligation• bald b;y 
Ule Secret&17 ot the 
Treawry • • • ••••• • ••••• • • • ?38M 

Total •••••••••••.•••••• • , ,108M 

Tha cietailo ot the tore&eint> are oet forth in the attacha4 

In connection with our conference on SUndaT, Dec•ber 11, 

I haTe been in touch with the Oeneral Counoel'• O!tice in the 

prep&rntion ot a draft ot leciolation tor all corporati on• in 

accordance with ,..neral principle• .. bodied in the Commodit7 

Credl t Corporation .&.ct. 

df!· 

\ 
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(In .W.1ono ot &>llt.H) 

stock: 
~onatruetloD li~ct Corporation •••••••.•••••• 
Oo:lll041t7 Crecl.it Corporation ••••••••••..•••• •••• 
ExPort-Import Bulc ••••••• I •••• • • 0 ••••••••••••••• 

ft4eral Crop ln~"U~Uo.t OoJ110rat1on • • ••• ••••••••• 
:redertl DepotU InwrM.Ce Corporation , • ••••••••• 
Bo.me Owner•' looa.n Corporation ••••••••• •• •••••••• 
7e4Mal "'a't'iQCa m4 Loan tn.uranct Corporation ••• 
7414.tral. S.Yinca u4 Loan ln.urcce ,luoeia.tiona., 
:rl4eral. ao .. t.oa.n lluka ••••••••••••••••••••••••• 
tJ. s. &oua.lDC: mtbort t7 ••••••• • •••••••••••• ••••• 
l.S.et'lll. ram Uonpee CofliOratlo:) .............. . 
rederal L&Da laDka •• •••••••••• •••••••••••••••••• 
7e4eral lnt.t"DDI41att Cre41 t Ba:lk:s •• , •••••• , ••••• 
EaDks !or Cooperat1ne ••••••••••••••.••••••••••• 
l'roduetio%3 O'r.41t Corporation. •••••••••••••••••• 
ll1161oa.al. .&c:rlcultural Credit Oorporat1oDs , ••• ••• 
u. s. SOu•iQc CorporatloD ••••••··· ·····•· ••••••• 
m .. ter LoaD. Oorporat.1on •• • ••• •• •••• ••• •••• • •• • 
7tdertl lational ~ortca«e Aaeoclation ·•••••••••• 
7e4erel Pritone ID4uatriee, loc. ••••••••••• • ·• •• 
Inland ••t~• Corporation ••••••••• ••••••••• •• 
Paooce Railroad Ooapao, • •••••••••••••••••••••• 
i7o Mo:r'\cace eo~ ••• • ••••••••..•••.•• ...•• 

OopUol 
S\ock 

500 
100 

21 
5 

150 
200 
100 
47 

].211 
l 

3lO 
l~ 

l~ 
13) 

5 
2 

12 
lO • 12 .. 

l.9BS 

II. lop=atoc;kl 
~enne ... e Tall~ JAtbort~ ••····•••••••••••••••• 
hl>lle WorD ~ttra.tlon ••••••• • •••• ••••• •••• 
u. S. ¥artt1ee CoaDiaaton ••·••••••·•·•••••••••• • 
iazal lltctr111catton ~atratton ••• •••••••• • 
J~ral Boua1Dc ~latratton •••••••• ••••• • •••• 
Jaro Crt41t ~Dia\r&tlon •••••• • ••• • ••••••••••• 
l'&l7 Dep&Z"tllt:Dt (Sale of IUrplua propert)') • ••• •• 
7&ZD 8eauri~ ~ietr&tion • ••• • ••••••••••••••• 
Interior Depal'balt ( ln41u Lome) ••••••••••• •• • 
l'uerlo RicaD lleconett'QOtlon Adminiatratlon ••••• •• 
2a1l..roe4 toaa.• (~rantpOrtatlon J.ct) •••••••••• • •• 
Soeuritioo rocol•o4 fro• Z'O ~.!'eb. ~. 19)11) . 

III. lptc1&l.l!hJ10tiopa laeld )I fl"MMWV 
Reconat-ructlon 71:1.Mce Corporation ••••••••• ••• • • 
Ro:;;e Ownera• loan Corporation •••••• •• ••••••••• •• 
u. 8. Boue.tnc .iutboritT ••••••• •• •••••• ••••••• ••• 

~otal •• .. .. • ........ .... .. .. .. .. .... ... 1.988 
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lU 
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u 
1 

13 

l • 
l 
2 

l } 
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705 
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22 
5 
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].211 
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116 
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ll 
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1100GB EIPENDITURB &STIIlA'l'ES FOR 1939 AIID 1940. 

(In llilllona ot dollars) 

1939 1940 

Regular Departments . 

National Defense •• 

Veterans Adainistration 

.lgricul t ural Adjustllent (Inc. parity 
carey over ) • • • • • • 

Civilian Conservation Corps. 

SociAl Security (Grants) • • 

General Public Works • • • • • • • • 

Other (inc. Old Age Reserve - R.R.A/C 

Emergency (from 1939 and prior appno.) 

Interes t on Public Debt • • • • • • • • 

r. .P. A. (President's figure) . . . . . 

Treneury revenue estiaate (rerleed) 

Deficit . . . . . 
Additional w.P. A. program • 

Additional National Defense 

New deficit ••• 

$884 

1,033 

539 

700 

'Z15 

338 

556 

643 

3, 041 

976 

8,985 

$947 

1,155 

546 

800 

285 

377 

6U 

842 

8JJ 

1, 030 

7, 426 

1,500 

8,985 8,926 

5,510 

3 ,475 

250 

3 ,725 3,714 

\ 

• 
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AgriC!IIlture lRoada) 

War lR1nra &t Harbors, Flood Cont.rol, HOUII.1D&) 

Interior 

Treasury lPublle IMld!np) 

~~a.., 

Teonaaaee Vall.e7 .t.uthoritT 

other 

• J 
" j i-A 

$213. ooo,ooo 

200.000.000 

70, 000,000 

so,ooo,ooo 
25, 000,000 

42, 000,000 

ll.OOO.OOO 

$61.1, 000 ,ooo 
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G!t1li? 'l :..!.TING December 21, 19J8 . 
9 :30 &. m. 

rre~ent: 

H . ~ . Jr: 

.Jibb.ms : 

H. -.Jr : 

ll . :!. . Jr : 

~cR: 

Mr . Ha nes 
.l.!r . 'l'ay lor 
Ur . Bell 
.Jr. Gas t on 
.Jr . Gibbons 
Mr . Lochhead 
.A r . Uuffi eld 
llr . '//hi te 
IJr . Haas 
Ur . :.!cReynolds 
:uss Cb&.unc ey 
»r . Oliphant 

Good morning . 

Good morning . 

'lbere• s one tni ng I wont t o bring to you pf>opl e ' s 
11 ttention. I h11u the d:;rnues t time trying to loca te 
it , but Miss Chauncey was a good detective . \'/hen 
Bulli t t want ed t o bring over this Fr ench mi ssion 
t o see me, I knew there w~s some tnemor a ndum a round 
thut said we couldn ' t sec fore i gn miss i ons until 
they c l eared tbt: th ing Nitb the &t e te Dep!lrtment • 
.. e h&ll & terrible time f! nuing it; :Jiss Chauncey 
fin1.lly f ound i t . It ' s a memorandum from Hanes 
in 1mich ne sa id that the President instruc t ed 
member s of the Cr.binct tno t in c ase any foreign er s 
cume to toe Departmt:nt .it.h all)' lett.,r of intr oduc­
tion, no matter f r om wnom, t hu t before &cting on 
such re~uest the De partment shoula submit the oa tter 
to the St ste Oe~&rtment t o check on the individual . 
So if ever;tbody ,,ould bea r that in mind . .•. 

He sl<ia, " hven if they bavt: a letter from the 
Pres ident of the United Sta t es . 

Bu t I c o uld no t f i nd it . We call ed Sumner Welles 
ana we cal led - r kept thu t Frenci:l mi ssi on baclt 
until I g o t a clebr a nce . But I c ouldn ' t f ind it., 
J.nd I Know t ha t Bulll t t thinks I "' as l ying . I 
couldn' t find t he th.ing . Finully Mis s Chauncey 
found i t . 

I asked ~iss Leh&nd , Rudolph Forster. None of them 
saw anything; kneN nothing a bout i t. llothlng came 

• 
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fro:n t he \'ih1 te Hou s e . Welles s a id no thing came 
from t he Sta t e De p&rtment . I b egan to think the 
boss had h ad a dr eam . 

It was funny - Nhen we c alled Welles he mus t have 
been a t Ca b i net . 

Be .:&s a t t he meeting . :iel l e s br ought up t he 
a i s cussi on , h e brought t he t nins to the Pr es i dent, 
a bout some Germa n who wa s try i ng to get a relea s e 
of a moving pi c ture in or der to t ak e ba ck to 
Ger ma ny, who h&d a l etter from t he 5 t ;·tE' r:e pa r tmcnt -
«i tb a letter from some memb~r of t he Gover nment. 

1 t.S ll:ed nim pers onP lly a bout 1 t . 
twu lOne from S t a t e Lep&rt:Dent. to 
t. ny place e l se . 

He sa i d notn!ng 
t hE Treast:ry or 

He br o ugh t it t o tne C1obim .. t meeting a nd t ne 
P r esident s &i d , " .Ever y Departme:nt h e r e take t hese 
ins tructi on s . " He S6 1d , "No mat ter ••ho bri ngs ~ 
lette r of intr oduc t i on t o uny Depa r tment , r ef er 
nim to the St nt e Dep&rtmont; ~< nd even if h e hvs a 
l e t t e r from t he Pr esiden t of t he United Sta t es , 
che ck h im with tne St ate De,J« r tment . " 

•lcll, I know Bullit t though t I was lying like 
hell. When .tSullitt c omes ba ck , I' 11 show him 
t h:Jt ; a t l e a s t l •ent through dth i t . As & 

r esul t of <~hich :.elles f o r the first time hea rd 
ab.;~ut it ar.d wE< S ve 1·y oppr.,c1n tive. 

~r . Secret Lr y , it ' s alway s be en t he r ule ; I mean 
as long a s I ' ve been her e , it ' s t l r;ays b een the 
rule . 

~ut nobody - e v i d ently nobody fo llowed it . 

NolJody follo<~ed it . 

Once i dentified , why , t ha t ' s- t ha t ' s a ll right , 
huh? 

I woul d say y e s . Yes . I mea n once i d entified · 
But I think 6S good a CbSe in point ~s a ny is this 
pr esent Fr ench o l ssi on , which the S t a te De partmen t 
oio no t .mow about . Huh? :ve l l , you ADO\\' t he case 

' 
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here two years ugo; a man up here - over at 
Anacosti& said he was head of an a i r pl ane missi on 
from Chile or Peru, something like t hat, and would 
like to be shown the planes . So tbey sai d if he ' d 
wait a few minutes, they'd get him an of ficer to 
take him around . They ~ent to the pbone and called 
up the St a te Department t o f ind out whether there was 
such a mission. By the time they came beck, the man 
bad disappeared . I mean it ' s that kind of a thing ; 
I imagi ne i t •s that s or t of thing he hcs i n mind . 

Herbert, I wish you ' d call up som~bouy over at the 
Washington Post .. . 

Yes . 

•. • hnd tel l them th&t I personally appreciate the 
story ln the Post today on the Japanese, the ai d that 
we ' ve given Japan. 

Felix ~Otten wrot e the story ; called me up last night 
about 11: 30 about i t. 

:1hY, was he bothered? 

nel l , he wonted to check on his impression on t he 
acount of the Chinese silver, er.d I helped him a 
little . 

Then will you tell FeliX Cotten I think it ' s a swell 
story . 

Called me yesterday af t ernoon and I helped him along 
a lit tle bit on i t . 

Yes . 
Now, another thing . You t alk about people .. . I may 
be all wrong on this, and maybe I 1 m going too f ar , 
but l as t night wb1le we were waiting on the President, · 
Tommy Cor cor an went by end be said just a s he went 
by - berdly stopped at all - he said, • I want to s ee 
White about South Amer ica . Is it a l l r ight?• And 
I s ai d, •No . I want to kno1v mor e about i t . • Be let 
i t go nt t hat . 

Per fectly el l rig~t wi t h me . 
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•;;ell, may b e I ' m wrong; if I llm 1 I wish somebody 
would tell me . 

~lell, I t hinA that sort of thing that Alsop and 
Kintner had l as t night - thut it ' s ver y , very 
u:..nge-rous , v e ry d&maging; it con kill the thing 
if that sort of publicity gets out befor e •ve ' ve 
l~ia the gr ound for it. I think it ought to be 
corrc lle<.l . 

177 

Ylell , r· don' t particularly agree with you there. 
But I'd ,ius t like to kno.- ~>galn: if the Pr esi dent 
of the Uni ted States says to me thct he wants Mr . 
~orcoran and Ur . Smith and ~r . J ones to s tudy 
South bmerica f or him, O.K. , but why should Tommy 
'-orcoran be studying South America and g ett!ng all 
tnts information out of the Treasury? For whom? 
That ' s what I we nt to esk him . Maybe I'm wrong . 

~bsolutely right . 

You ' re " hundred per cent right . It' s destructive of 
any kind or orglllliza tion. 

J.s ne "al ked by he said, "You know, I 1ve been t rying 
to get you, to get permission t o t~lk to Barry 
White ." He says, •Is it e ll right?" I said, •No." 

So , vs I say, if you people think I'm wrong, that 
I •m too stern. ... . All I w~o~nt to a sk him is, "~lhom 
is this for? Why d o y ou wa nt it? Is it for the 
President?" 

Do y ou people think I'm wr ong? 

You're absolutely right. 

You know, that thing y ou esk ed me £bout the other 
a&y - 1 saw a guy in the l obby of the ;"/ashington 
the o ther day at lunch. lle jus t menti oned - "'llell , 
I ' m not going t o let tommy run my shop . " The t 

1 
s 

tl'a re~ction . 

I ' .:~ not cot:lplalning abou t t ommy . If he ' s useful 
to the President, th~t•s the President's business . 
But .men he starts trying to get the Secretary of 

\ 
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t he Tr easury into .1ard politi cs in New Yor k - I •m 
just not going to do it . And I r eferred it over 
t o Helver ing, and I knew Helvering could t ake car e 
of himself. Guy Helvering just smiled . He said, 
" All r ight. I'm not j ust going to let Tommy run 
my shop ." 

"Guy , " I said, nyou•re a hundred percent right. " 

I think i t gives added protecti on to the men too . 
I f t hey don ' t get clearance, why , that ' s something 
tho t t hey •• • • 

Sometimes i t wor ks all right , but in one case -
usuolly they end up by blaming me, &nd t hat ' s where 
t he blame belongs . 

J ohnny? 

Only t hing I have is the Social Securi ty Board wants 
t o g et some indication f rom us by tomorrow, 11' they 
can , as t o how we 1 re going to go on t hese r ecommends- \ 
tions that they ' re making, how we 're going to consi der 
tne financing them, and so for t b.. 

llell, you and Herma n and I go into a huddle a t 10: 30; 
I go to the White House at two . 

\'/ell, personally, I don ' t ltnoN whether it ' s necessar y 
for us to express an opinion a t tb.is time or not. 
It may be the President might ask you whether or not 
the Treasury has made up its mind as to the •••. 

Well , when you st.)' "the Social Security" wno do you 
mean? Altmeyer? 

Altmeyer, yes . 

I want a little bit of guidance , bec&use I t hink 
if I 'm going t o pinch-hit for you again at this 
meeting tomor row, t hen I ' d better eit her keep my 
mouth shut or if we 've got any i ndication t o give 
them • • •• 

"Nbat t ime is the meeti ng? 

They llsven • t informed me yet . I tb.ink it's 11 
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o 1clock t omorrow morning . But they haven' t given 
me ~ definite date yet - t i me . 

a..e t 1 s see how we get along . 

You c.on 1 t want to go to t his meeti ng? 

I wouldn ' t go for the world . l don 't know anything 
about it . 

o'IDlh.ce called me up yesterdr.y afternoon, said, 
"rlbo;m <~rE you ~> Dd I go in~ to get together on the 
processing t <.x? The President's going to ask us 
ut t«o . " 

11t.enry, ;: 1 11 t.ell the Presiaent th;;t from no;-; untll 
tht first of Januc ry I can 1 t do &ny thing other than 
I ' m doing . I Just can' t tllke on anythii!b more . " And 
I 'll tell him so . 

Ano I s a i d , •The t ax bill, if it comes up next 
l.ta rch - will be t he earliest, and I ' ro goi ng to 
suggest we let it go until I cttn get a br ea t h of 
fresh air . " 

vo he said , 11 That1 s 1< l l right. " 

I sa io , " ile Non ' t bave &1'\Y tax bi ll before !.!Lrcb . " 

Put if I understand - tne Presi dent said to the 
newspapers, if thft nas - wnLt I reaa- if th11t nLS 
any bearing on the situation - : be ' s not going to 
recommend anythin6 s pecific on these recommendations 
in his message to Congress - any specific vtSY to 
~ither increase the benefit or to raise the money 
for payL'lg 1 t. 

That I d on ' t know. 

He s~id t h&t t o t he press . I jus t read tha t in t he 
paper. 

Are you in on this , Bell? 

No , I haven ' t hes r d <>ny thin6 about i t except wha t 
r•v~ read in the p~pers . From wbbt I r ead in tbe 
papers, I should think t he Treasury would be much 
opposed to i t. 

I 
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180 -
Johnny, I ' d l ove t o ge t this bank thing straight, 
and if ''e get the bunk thi ng straight - what did 
1 say I ' d do for you (OliphuntP. Something you were 
pr essing me on. l'lha t w ~>.s that? 

I don't r emember. 

Yes , wha t was i t yes t erday t hb t Berm&n said? What 
wus it Ur . Oliphant s a i d? 

I h~ven't anything. 

You bad something . 

•· ell, t he t hing l:.ddie mentioned . 

·.•. ell, s omething. 'liell , anyway, if •:;e get the bani< 
thing - t his isn' t a br i be - I 1 11 take up Social 
Security. 

I aon ' t think the Treasury is prepared t o give any 
fi n!<l ans,.ter on thi s thing . I certainly am not , 
and I've studied the thing now for some length of 
time . And I'm not pr epar ed t o give an answer on 
thiS; it's an awfullY complica ted •• • • 

I s hould like to partici pat e in eny conference you 
have with respect t o Social Security,before you 
a r r ive at a position on some of these ne•· things . 

Hill you let me in too? 

O. K. Geor ge w&nt s to get in and ~ayne wi ll went t o 
get in . 
~omething to t alk about. If the President isn't 
going t o ~ake any s~ecific r ecommenda tion, I'm 
per fectly wi lling f or those things to go up - let 
lt go . But if we •ve got t o tie ourselves down to 
some of those thingS t hey said in there, we ought to 
know what we ' re doing anyhow . 

ile• ll get t ogether, and if we're not satisfied I •11 
write the Pr esident a letter and simply say tha t the 
Treasury - that I , speaking for the Treasury, hope 
he Nill not collll3it himself until we have a chance t o 
sit down and t alk w1tb him about 1t. 
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Then my cue tnere would be to stall, because I 
don 't think we ' r e . r eady t o s ay anything . 

:1el1 then, if - r.lac, 1t you' 11 write a l e t ter f or 
me t o the President simply saying tha t the Treasury -
tha t I hope tha t he will not say anything in his 
message which will commit him on the Soci al Security 
pr ogram, because some time in the middle of January 
"e ' d like to have - the Treasury and the Tr easury 
exper ts would like to h&ve o ch&nce to sit down. 

I oon•t think anyone but t he Social Security crowd 
cen criticize us f or tha t a t ti t ude, because they're 
not t ogether - the Council and the Soci al ~ecurity 
Board - they're just five and f our and six end 
eight . 

•. ell , something happened on !lolly Dewson - that 
resignatiJn - toe President was ~uite snotty about 
it : no "Deor i~olly" stuf f or anything else . 

lhey ulan ' t give out anything. Well , he announced \ 
that :.iiss C:llen Wooawur d had been appointed t o tne 
so~lal Security to t ake the place of Miss Ma ry Dewson 
&nd then somebody s aid , . "Well , what about Mi ss 
Dewson? i'le didn 1 t .tnow she had resigned . Has tha t 
been announced?" And he turned to Steve and s t eve 
saia no, it hadn't been a nnounced . And t hey said, 
" ~fell , why is :Hss Dewson leaving?" and be said, 
"Ob sbe just coulcn ' t stand it any l onger." And 
tne~ he reE.llzed what tba t implied and he said, 
"I mean s ne coulcn ' t s t anu tne pece any longer . The 
wor k ls t oo <teeV)' . There wasn ' t any disagreement or 
any t hing of tha t sort." 

.vell , let's - if we 're all - I thin.t somet hing 
like that- if you' d like to be incl uded •••. 

I 'll consider tha t includes me . 

II ha t? 

I t•s all right. 

I 'll use the word •Treasury . " 

I ass~e that befor e any legi sl&tion goes up t bat it 
would go through the r egulsr channels - the Budset • • • 
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Yes . Our shop woula like to t ake a look at it . 
Affects us very ma terially . 

You know what ' s driving Altmeyer; he ' s t ry i ng to 
beat the gun on Vandenberg , t hat ' s wha t he ' s trying 
t o do . 

llell , from the fi scvl s t andpoint it ' s t he most 
menacing thing tha t ' s ever been proposed in this 
whole ~dministration . 

Jus t as well. have the To~tnsend plan . 

.. ell t hen, &11 t.he more r eason that l writ.e a letter 
t o the President and tell him- 1 1 11 out it up t~~t 
the Trea sury isn' t r eady, or we'll think about it 
very c llreful.ly . 'Ihe point •• e want to do is to keep 
him - tb._t I want t o ask hi.m - that I hope !:ba t he 
won ' t commit himself, you see •.• 

Yes . 
.•. in e i t her nis budge t message or his message to 
the n&tivn. 'liitnout r evealing whet it is, I under­
s t and in his message t o tne na tion be doesn ' t go 
into s ny economic thing ~ t ell; it ' s purely - I 
mean there is nothi ng thl t has to do with economics . 

Tha t is, on the Soci al s ecurity the Treasury will 
have views to present tne middle or latt er part of 
J&nULrY - i sn't th~ t lt? 
~es . bS for the budget message, if it isn' t right 
i t ' s Danny Bell's f ault . 

Wh~t did you say? 

If t he budget messbge isn' t right, it ' s Danny 
!!ell ' s r aul t . 

t ven t hough I didn ' t wr ite i t. 

Oh hell, di dn't you write i t? 

I ' m going to wr i te one. I don't know if it' s 
accepted . 

' \ 
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At leas t you see it befor e i t goes t o the printer . 

I don ' t think there ~ill be anytning i n the budget 
1nessage about Social Securi ty . If tnere is i t' ll 
be quite gener al. ' 

And I don ' t think ther e will b e anything about kinds 
of t axes, unless he uses that thing that his "Peaks 
&nd Valleys" .:ommi t tee sent him. 

Hl right? 

That 's all I have . 

uoes thet teke c1:.re of t hl;t? 

Yes, s i r . 

Berm~n, now do you f eel? 

Fine . 

Here are those pictures of those i900 houses out in 
~ort Wayne . E.d thougnt you might want t o look a t 
tnose . I h<:.dn ' t seen t hem . You •ve already seen 
tnem? 

On yes . 
thing . 
met the 

hnd I took it to the Pr esi dent - t hat same 
Tell him I ' m two Reeks enead of him . hnd I 
fellow , \'Iatson, who did i t. 

Nice boy . 

For a la~~er he ' s eood . 

He • s a persis t ent fellow , bangs onto things . They 
tell me out 2t l"or t wayne th&t they 're quit e some 
houses . 
I've been interested in this for a long time, and 
McDonal d brought Wa t son over here and introduced we. 
and gave me that . 

Very s i gnificant in connection with that thing we 
were Norking on a long time ago in Idaho. 
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This i s better yet. And 1 took that phot o along 
two weeks ago . 

That .... 

That looks like your new industry that's going to 
pr ovide your economic kick that you wer e t alking 
about . 

They can builo & ~illion of tnese houses . That ' s 
the best thing that's come into this offi ce in a 
l ong time . Tell Ed 1 1 m t~o weeks ahead o' him. 

io.ll right. 

oiha t the ?r esident saio yesterday on the 5oci al 
tie cur i ty r ecommends. tions in connection 1•1th the 
general message on the state of the nati on was tha t 
he would probably approve the general ob jectives 
of the kdvisory Council report in his message, but 
"don• t go out on a limb as to any det ails of the \ 
thing ." 
'Nell, 1 think as long os you were there - if Gaston 
and UcReynolds would collabor a te on a le t ter for 
me to the President, you see - please . 

Yes . 

Let's get i t over t oday . 

Yes . 

hll r i ght, Herbert? 

Yes . 

George? 
(Brings up a chart) Could give you - get a lot more 
figures on it . I think that does i t. 

Gentlemen, I ' m going to stop on this thing a minute. 
1 want you all t o listen to this t hing, particularly 
H&rry . I wonder - t oo bad they can' t see this • 
explain, George, v:i ll you? I don't want to put too 
much feeling int o it. St and bac~ here, will you, so 
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they can see it. "//ant o pencil? I think if each 
person wns give n one of those •.. 

I don 1 t knort if this i s visible . 

~xplu in the thing. 

nL tne t op up here a re our excess reserves, POd these 
u r ops here are the different cha nges which s re made 
by tne Federul Re serve ~ourd ln excess reserves. This 
is toe one made in t he middle of 1936, the f irst one , 
~hich o6d no materiul effect, bec~use excess reserves 
were a t a very hlgn l e ve l . Over here ls r.here taey 
made these t~o steps Ghich reduced excess reserves 
stlll further, ver) drastically . Both ste~s ,·.ere 
announced at the saa1e time, c nckeo toe Goverl1!11ent 
bond m&rke t wi de open, very sharply . 

Down here this black line i s an inaex of new orders, 
wh i ch is a r a the r broad ind ex repr esentlng nev1 busi­
ness. And it's the busis for t he index of industrial 
production , the physicul volume index. 

You will note here tha t - a nd ttds r ed line is a net 
cash d eficit, a three months •noving a vera ge - you 
will note here that the net cash deficit over her~ , 
about eight months pr ior to the break in new orders, 
11ss going down; during that period .•bile it •ttS going 
down, you bad tt ve ry sna rp incr ease in oe<~ orders, a 
sot. r ;> increase in tne )ll"IYSicr.l volu.'lle o f business . 
'ihe ne·,. o r der s didn ' t bre~.t . And the new ortlers as 
a b~sis f) r injustri ol prouucti~n didn't breck unti l 
t.le excess r eserves wer e announced - broke the 
G)vern:nent bonl ::u:. r.tet, broke the neH or ders . 

Pr actically . 

'lhnt \VHS Plso the day of the price sta tement at the 
flhite House , ·Nasn ' t it? 

Right in t hat neighborhvod , Herman . 

I wish you' d give everyboJy here a copy of t h is ·•ho ' s 
interested . 
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The Pr esident made the statement last night - he 
said until somebody shows him to the contrary , that 
we have t o have t hese lllrge expenditures to keep 
going . I a sked George to do t his for me. I don ' t 
lm ow that I'm going to use it, but it cer t ainly is 
very signif icant , and I 1 d like some of these other 
people to t ake it ami see i f they can tear 1 t 
opa!' t . 

I thought 11: \YBS due to a reduction in Govern:nent 
ex,>enalt.ures tlu.t business ~rent off . 

~h;;t ' s the p:>int 1 w:mte.i to see - .:hether 1t K6S 
.> r O'asn ' t . Huh? I thought 1t might be ·.ve ' d "ant 
to put tnat in the b~dget ~essage . 

Suit..; ma . 

Suits IDe' . 

out tnis whole school of - th&t you need biggel' 
deficits for more r r osperity, has fra~ly got me 
worried, and I asked George t o t ake a look a t t his 
thinG &na see if tha t wus true or no t . 

:/ell, are you going to give an opportunity to 
examine it before you give 1 t to t he Pr esi dent? 
1 t &ke it •• . 

What? 

. • • there wi ll be an opportunity. 

Oh sure anybody can t ake a look at it . We 've all 
t aken a 1 look a t the other stuff . 

J,nd found so many errors in i t the t it was very 
unfortuna te thut that wos handed in. 

1.ho t was handed in? 

That previ ous chart. 

\ 

Which one? 
The r elationshiP of f o t"eign trode to- sel l , I didn't 
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meo n to raise thot. L just didn' t want t nis to go 
in t o him until we had a chonce to examine it . 

l.s ... s ay, you'll n h V8 11 cnunce . 
t o snow i t t o Currie, see? But 
it t o Currie, will you, R&rry? 

And I' d like you 
1 1tn just - no , show 

I ' ll do tn. .. t . 
course . 

If it ' s sound, it ' s iml•ortant, of 

!Ugnt . ano. I just want it in my vest ;~ocket as a 
life-saver . 

anytning else , George? 

I nave nothing else . 

Inciden t a lly, y ou might l~bel that place where tne 
b reuk tOOt{ pluce as tne "ants in the ;>ants" e ra . 

1he what? 

1he "a nts in the pants" er£> . 

That ' s- "ants in the pants" eru - that's when they 
opened the window. 

Tha t ' s when I c alled the President up five times in 
five days a t 1Varm Spring s . He Sh'.d , •Wha t's the 
ma t ter, Henry go t a nts in your pents?" I s a id, 
•I •m 110rrieo .l' The t ·>~as ln !Ja rcn ' 37 - March ' 36 
or '37? 

!.!z. r c h 137 . 

Marcn ' 36 i s ;;hat you mer.n . 

No , March ' 37 i s the dh te I mean . If you remember, 
;.lt. rrtner was out in Salt Lake . Remember? It Nas 
vtho:n the big bret~k to..:>lt place in the bond market . 

I remember it very well. 

iell, wasn't it Yarch •37? 
·;,ell, yes, tne bre~<lt in tne bond market .vss ' )7 . 

' 
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'lnat ' s what J. called tne • ants in the pants" era. 

That ' s when we w~re boving too much recovery . 

'!.'hen April first came, and that stat ement. 

\',ayne? 

On Cb.ina , I t a lked t o ~wnner Welles, and he ' s giving 
the same information that J. ~v~ to Bewley, that He 
were ••• 

Commercial 

n a ifferent subject . 

On this joint stabilization fund action - tha t we 
weren't closing the door to it, but we f el t that 
our gesture had been a very important one and so \ 
on . He 1 s going t o give that t o Mallet and repeat it . 

I also told Hornbeck about tha t delightful forty 
minutes l had with Mr . Ukawa, and he wants t o give 
me a l l that business . I said no, I would just t alk 
to official members of the J apanese missions, carry-
ing out tha t t heory . 
I 'd like, oh, about two minutes with you before your 
banKing thing on this correspondence with the Rublee 
committee . 

Do it right after t his meeting, Wayne . 

!low, Wayne, I'm senditlb Comme.nder Thompson to 
Hai-Phong, and r wisb you'd let Mr . Wel les know, 
and I ' d like letters from him to the various 
consuls , asking tneir cooperation. The purpose -
I cleared tnis l as t night witb the President 
the purpose of Commander Tb.ompson•s trip is -
now look me in the eye when I say this, please -
to accelerate tung oil coming out of Cbina • 

(~iling) Yes, sir . 
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You know, I was reading back some of the reports 
of tha t road , and one of the diffi culties t hey ' re 
having with t ae chau.ffeurs running on the r oad i s 
smuggling of opi14rn; so that •s also a per f ectly log­
ical t h.ing f or Thompson to b e doing . 

Dut to accel er a t e t he tung oil coming out . And usk 
me af terwar ds some of the other things that r•ve done 
t o accelerate· the tl40g oll coming out -which is only 
for me; it isn ' t ready yet ror the St a te Department. 
Whet? 

~oll right . 

1.111 you~ 

(lloJUS yes) 

hny tnlng el se? 

No . 1 1 11 cover that other one later . 

'!he stockholders of t ne Anglo California mee t on 
uecember 28 to vote on the change in capital stock 
and to elect new d irectors . Just a ques t i on of 
whether we - how long we Na: t t o ,,a it to be informed 
on Nha t t he R. P.C. is going to do . 

Is it true, that rumor I hear d, t hat tney're thinking 
of electing a ne:1 director by the name of Giannini? 

1 nadn 1 t beard tha. t one • 
You haon ' t heard t nat one. You know, t b4t would be 
n swell i dea . 

Nuh, nuh, nuh. 

You don ' t think so . Al l right . 

but a t some time, l th.ink, as the - along about the 
24tn, if we don 't know what they ' re going to do, 
maybe we ' d better ask. 
,vell, keep a rter Pres t on Delano . de Is toe IliOn. 
"ill you? 

\ 
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I will . 

Keep after Pr eston Delano . 

Harry? 

.!90 

there ' s a note fr om the War Department that I t hink 
ought to go to the S. £ .C. Really r el ates to them. 
Regaras the flot ati on of Japanese bonds in Hawaii . 

::ell, that ' s in today ' s paper . 

:!ell, 11e got it yesterday , last nigbt. 

\'ell, will you give it to llcReynolds , to write a 
letter for me of t ransoittal, please? 

And here ' s a memo on silver • 

Si l ver? It ' s all settled . 

That ' s. why I toought you ought to have a memo to 
digest J.t . 

God, these people who want to put t nemselves on 
record I '!lha t do you say : how much should we increase 
it? 

(Laughs) 

Left tha t up t o you . 

All r i ght . 

No change . 

o'ihat? 

No change . 
No change - t hreE:! o ' clock, Sa turday afternoon, 
IJecember Jl. 

Give us time enough for our paper work . 

~hat do you mean? 

I 

\ 
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Well , if there is paper work involved . 

Well, it' s like how many New Yorkers go i nto the 
Cabinet, see? "hen you know that, you know the 
answer, see? You know who ' s going to be Attorney 
General. 

That 's right . 

There ' s a l ittle more paper work on it this time. 

More paper work this time than before . 

The six mont hs pr oposition . 

rio" much time you want on this thing? 

Like t o have a couple days. 

O. K. 

Tell Bernie and me; you needn 't tell the rest of 
these fellows . 

All r ight. What else, Harry? 

That ' s all • 

I could tell you now; it's settled. 

I got a call yesterday - r equest to make a Jackson 
Day Dinner speech somewhere - from the National 
.;o!lllnl. ttee. I s aid I'd have to check with you. I 
didn't think that the Treasury should get mixed up 
in it. I don ' t want to do it. 

(liearty laughter) 

Not passing the buck to you. 

Please tell him •No. " 

I think it would be a swell iden . 

I told Herbert if I could get up and say that, give 
them my ideas about r aising money, see - I got an 
idea on that. 

\ 
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by God, you s t < n;1 on your own feet on this one 
I ' m so tirTd of b eing cussed up r. nd down the Htll . 
lf you don t want t o do 1 t , you £0 t o Ha vana or 
some thing . 

.. but can you s a y? 

I NeS going to as~ y~u to give me instructions no t 
t o do it . 

It ' s mone~-reising , i s n ' t it? 

I tni.\K so . Just sl:nply c ould n't. be on the level 
v.!. t:l the.n . 

u b V t: t ::> be ll..tt ~ ;>t. r .·ot !HlC sr.y ol'h~>t they ·~nt 
you t u S< y . 'l hb t' s :me tning 

.• lon ey -r;, lsing Jlnner - no . 

I 1 Ul "" ' g::>ing t<.> pt.ss tue buck t o yo u . 

1hLt ' s all right , I 1 nl J ust kiJoing . Tre~sury 
~ollcy : n~ irehS~Y offic tals spea K at m::>ne:;­
r Lis:ng ainners unless it ' s &&by Bonds . 

"I ising auney f or tne Tre t.surY - i t • s somt;thing 
else . 

'l'~ey :nust be ~retty har<l Ul) for spe;.kers • 

Til&n!ts , Steve . 

(Heurty laughter) 

This is goo:J t o<.lay . 

I was merely refer 1·ing to myself, J ohnny • 

•·ll rigl:lt . 
I f it inc~udc.J l:iel'tn&n or :.lee , t ha t could go , but 

not 
'II:l< pressw·e on sterllng b;> th yes terday o fte rnoon 

Regraded Unclassified



hylor: 

t.och.'lead: 

H.:J.Jr: 

Eell: 

!.lcR: 

ll • .II .Jr: 

-cR : 

!i . :.! . J r: 

1S3 

- 20-

lat e a nd this morning- it's down to about 
4.65 3/4 . There are two t hings : f irst of all, 
that talk about the split in the Cabinet over 
there, the fight in the Cabinet ; and secondly, 
putti ng back the ban on foreign lending. You 
saw t hat a rticle in tne paper; t hey put back the 
ban on f or eign lending . That ' s been interpreted 
as a sign of weakness rather than a corrective 
force . 

::en, taeir answer to that is that it is intended 
to strengthen sterling. 

But the market inter prets it in its own way . On 
the other hand, the francs neve been very strong 
both yesterday and today . '//hen they called up 
~arigeul yesterday , the French had gai ned over a 
million pounds i .n the morning . Feeling qui te 
happy, thought that the movement bad spread to 
the people, the general public was in on the 
market; but wouldn't want t o make any predictions 
until aft er the first of the year . 

O.K. l.ll right. 

I have nothing . 

There was a memorandum from Dr . Parran. 

Not Doc To~send . 

Certain commodity ~eople in kgriculture talking 
about nutrition again . He wants t o t alk to you . 
But I don't believe you can get any place on it. 
1 think you might just as well let them do what 
they can. Probably make it an experimental pro­
position out here in Maryland . 

I' d like Taylor and ~anes and Ol iphant and Mac 
t o stay f or a minute, please. 

\ 
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dcn¢ .. or 1A4Rt.oc1Da••• t.o pcord>u• ...s ..u -nu .. , t­
cllllilll& obllll• U ou of \be UaUe4 &t • t.oa or or !ltV' !lt...to 

u. ...... r , blat. ao~ J.Aclllcliue \II• ....,.c.ue -.tU. 1w na.cs. or 

uq ·~ b vq o&hlll' CIOJ'O)Orat.l•J \0 MetiP' 1dlla • 

<l.rl>!t.a clron~ U;>OO 1t.1 to 1..- let.wn or or..U.'J '- IIU"'b•• 
aod aoll eo01n, J.tu ... , ....s ....,uc-1 to .._... ...S w led 

IIOUQJJ aacl too <!a t.Ad iO ~I'W UlO _...,. ~- par­

I>J.tt. .. • 4• to lie .,... n pert'O""'cl 1.a --.u..a NU 

aut•r.•ri• • or te•' nee .. • 

1!7 loct.loo ? o r t.ho .&ot or 1~17 )1, 19.$51 49 3\at.. 1, \U lallk -.. 

u~r1 . .. t.o ~u- t.o l>o ea .,......, .r U.• ODJ.W St.sowa, an<~, i.a 
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to' t.t o OoY ,_ ... , ot C11b& \llo p~tftbi\U ot sil• r lNl llOA o..S itA •tnt.-
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TREASURY DEPARTMENT 

INTKR OP',C. COMMUNic:AT1:0N 

DAn. 

To Secro\u)' llorca\ba. 

•-1. B, lla4lq 

lp)Mrip\lpe for Op MCI9Ijllt 

" 100 Lfrpt\ r-s=•nlal "nk· 

'!'he occOilpaqiiiC '•WlaUoa oovore aubacripUona both f or oaah 

and oxcballge oa tho Doo•bor, 11138 !rMW1U7 otfor1Dt; for the 100 

lorcoat cCIIIIIIorcial bub; !he•• 100 bub oo\erod ~ of U.e t o tal 

ercbaJI&e eubaoripUoae aa4 • of \be \ otal caah !!bacrlp U OAa a a 

ob<>tm ln \be f ollowiac \abloa 

(4ollare 1a a1111ona) 

lgbaor1p\1opa tp Dto!Jbtr 10. 1931 

ZlM!Vl OlftriM 

197 

Caab SQbeor1p\1oDt to\!1 tor 
QpaaW 

~mt !!;lea fe \ of fo\!1 

$364 
68 -

OD the OtH !!bf9r1pUoat. oal7 oDe bank felled \o R baoribo, fOIU' 

rubaor1be4 \o oae horu oal7, u4 dz othere n)aor1loo4 011 ODe or bo\b 

hruea ooDe14erab1J belotr \he Ua1 \aUon ••' b7 'heir o.pltal aa4 !!J'plu, 

Honver, 86 of the bub •baorlbod f or the ·rl- pona1Uo4 ~ a4 

t he ~DiiiC 0 ~Uo4 for - " oal7 el~h\lJ 'llllller \he •rl- allowed. 

• 
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, oa _..., 

Oil \h! ucben'! IO.lbtcripUoa!, 33 MJika MM 110 n.bacrip\1.011! 

wb11o 24 o\h!ro lad aubtcripUoaa \o\al111C 1 111 \hall zf, of \he \o\al 

tor tll! 100 ballka. :light ballka, w1 \h ucbaJI&• aubacripUoaa of ower 

$10 1101111on each, placed .3)1 a1ll1011 of the ~12 111111on to\111, 

or 6~. !rhot followi.D« table ehowa tba breala!oWII of \hell uc~ 

oullaor1pUoall 

•p•litit of !Jrh'P'' IQbacriptlopa 

of 100 terc••' 9f=tro1tl IMP 
hbtcmtlopt 

S1so of §Ubacr1pt1on l!pbfr !waR Dollar M'· PerC!Dt of total 

$ 46 - 30 a1111oa • $146. 81!9 ,000 47.~ 

3) - 10 • • &4,622,000 17. 11 

10 - 5 I 7 43,339,000 13.8 

5- 4 I II 31,7011,000 6, 9 

4- 3 I 3 9, o:n, ooo 2.9 

3 - 2 • 8 16,657,000 5, 3 

2 - 1 • 12 14,1172,000 4.7 

Undtr 1 million ~ 11,915,000 1,9 

llo aubocr1pt1on 33 
0 

To \Ill 100 $312,600,000 100.~ 

Regraded Unclassified



~ . .... th4 
t.o a•••rlb. 

0 100 000 000 0 0 0 
.. U.J ..c'l:.. , •• • 61 * 000 61 *000 0 6 000 000 0 

50 000 000 1}0 000 000 
' 000 000 n700ooo • s.a !"rlpto 92 000 000 1,6 000 000 !Poooooo 0 

}0 000 000 2 500 000 1548 * 0 4 oea* 15 000 000 }7 500 000 0 44 600 000 0 44 oOO 000 
81 000 000 40?19000 0 2 000 000 0 2 000 000 
67 000 000 

" 'JO 000 '' 500 000 
0 0 0 0 

1~ ~' M2 ~1/QQ ~ 12 ~ 9J1Q 2 
46 000 000 2} oqo 000 2} 000 000 0 81.800 0 84800 

105 000 000 50 ooo ·ooo 50 000 000 0 0 0 0 
~ 000 000 ,. 000 000 . ,. 000 000 0 0 0 0 
40 O'lo 000 20 000 000 20 000 000 0 a ooo ooo 0 8 000 000 

..... t(, .. . T • 110 ~ 000 ~ 000 000 ~000000 0 ~0'10 
25 000 000 12 500 000 12 ,0 000 0 15 081 200 0 IS o61 200 

I eo. ,N. T. - PbUILo 4}mooo 21 000 000 21 000 000 0 0 c 0 

}0 000 000 15 000 000 15 000 000 0 0 0 0 

}1~000 15 000 000 IS 000 000 0 qa6 000 100 000 I be6 000 

9 000 000 4 500 000 4 500 000 0 0 0 0 
ct:o~~ ~~-..11(• Pk. 'r '.&rt c~ . • M. Y. }0 000 000 IS ooo ooo 15 000 000 18 500 000 0 0 18 !i)O 000 

... u011 Jt .. u . hn>', lttebu r&h }0 000 oqo 5 000 000 15 000 000 1 9l7 700 I 08} 000 0 } 000 700 
Jnl':o..,. TrJR Co,, Su f'rt.n . 19 000 000 9 500 000 9 50f 000 0 4 * 000 0 ~ 6~ 000 

""'~ rr~~•t e~., ~t~•b\t~h so~ooo 1;0~ liQ QQ2 000 2 23.1 lSQ _5 ~000 - 12 gQ2 72}!LJ:.<! _ 

f tr011 , to. ror tnrJrMOII , oto •• PhiLt.o 10 200 000 10 200 000 0 1.00 000 0 ~ 000 20!0000 

Hut' •tt. tt .. v , "t . Louh 15 Ids ooo 5 000 000 5 000 000 0 ' · ~ 000 
0 " 504 000 

dh fat,o ~. 41 -.1:.011. Tr, , San f'ro.n . 2 500 000 0 11 000 0 97 000 
15 000 000 5 000 000 

~000 .::.a:rh fl'1lt\ I ta'Pin,s• Bank• Chl . 6 500 000 6 500 000 50000 0 • l} 000 000 
:!!._lf. 1~t.tl. 'lank, 3d hall. 12 0:1!! 000 2 m m 2 8i 000 0 

17 500 000 8 7~ 000 8 7::0 000 0 0 
0 

15 """ 000 7 500 000 7 500 000 0 0 

0 0 

Regraded Unclassified



~· tr . cor, 
,.tth--11r*"' ,.u . . ... ittl 

~. t.trolt 
o:str ..a ot cae ... t.nd 

<4 

Loa All&• 

Regraded Unclassified



I 
Aat..D:ztitled l::r.olls• Sl:lbsor1i_tlo:n.a 

to S\b1.0d~ 2-~~ ~ 1-1/'i;:: Tot.t 

1960/~ 196o 1!'117 1~5,1.) -
"'" r.rcot {"',. eo., a..l"n " 8 4 700 , 4 ~000 4 22S coo ~000 5CO 000 0 ~ .I i".JitJt,\.) o II r);, Jlhll &. 7 I 000 ~ 55 soo '555 m 

J ooo 
I 000 000 0 

1 ~000 
i\IT'•• jepotlt t:.u . Bank, Pitt. ·~ 000 6~ 000 

6 000 coo 2t.o 000 31 000 20 000 

cStlJtlll .l sotthol"n J'~tl . 9 . , SavMM.h 000 3 &; 000 3 ~000 1 o4~ 050 0 I 050 

r.plr• lru.-. (:o ,, :: .Y. I 000 3 =l 000 3 • coo 0 D 0 0 • 
~~d~t-Oirl Tru•:. co., \ol'llr.d :gt.on, :D•l • 000 7 000 1 ooo em 0 0 0 0 

oalo! """t. hV, "'C.Gtoa 
6 000 ~ 00<! 000 ' 000 coo 0 2 000 000 D 2 DC» 000 

'•-¥i"lt. \f, + •,. , ( o., .U..:urtcn- S..len 
5 a 000 

2 82, 000 2 825 0)') 0 1 561500 52200 I N l 700 

·~• I • t •Jr ..,urs ~'-- :o.1 !~ .v. 

~ 
20 000 \0 000 000 10 ~ (X)O 0 0 0 0 

t:!""M' 'el ~ , ~.,. of "'. J . , Jer•~Y C1t 1 6 000 0 0 0 0 0 0 

... '"-- ' 
'Jt»h• :1\Atce ...... & f r , to,, 1och , 6 780 900 ' .l90 000 ' .l90 or 0 5CO ODC 0 l<lO 000 

"t•\ , h·"' of CO""f""'r'C• , Suttle 5 000 000 2 !<XI 000 2 500 000 0 D 0 0 

1tnt lt~tl , ~a11lo. , ClrJh I 9 u.k ooo " 700 000 ~~ 700 000 21 500 18) 9"<l ~0 ODD 2b~~ 

Mo +:att . l!o.r.\:, Co\u:nbu~t I 6 ~ 000 25q 000 2 000 \)Q() 0 ' 0~1 6DD D 

~ o~t : 
Aflhlt,.. '''l.tl o 81c. ~ Tr . t:o: • o..n ... 7 'Of OC'9 ' 550 000 3 5:;o, z:ro 0 0 0 

et11tr.t -,;. eo ., ctnn. 6 5~ 000 ' 275 000 3 275 000 35 000 I O 000 0 

t•t.t l•'lk ~: ljb~'\"• Alba1'1f 5 370 000 2 685 000 2 685 ~ 0 ' 000 000 
D ~ oob ooo 

•1tb<o~·l . itt.te n ... n.troit " 700 coo 2 350 000 2 350 :t: 0 b ODD ODD 0 6 000 000 

~~t1 ~~~ . lt. • .k tr . ::o •• Barttord 7 ,00 ODD 3 *ODD '* 
0 0 0 0 

•.!• Phatett . t . !- 'i~.~~· 6 750 000 ~ .}75 ODD - ' J:l5..!!0 o. 0 0 Oj 

1tr•, '"tl. OL"~""• .or tmton 8 205 000 4 000 000 h 000 0)0 0 0 0 0 

·tr '"· l t1'olu.ntt •· . r •• Oioll~nd ~ 80p 000 2 900 000 2 900 000 c 2 '"' 000 
0 ~~ 000 

..ml. I . I au,,l5b,.'O~ }28, 6oo 

2,.N•5• ,oso I ,oS9,m ,oon t ,m . r;.JI),ooo 60,us.~ 

. ---------
r 

• 
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C.&.liLJ: 

l'roaa BoD& Xonc 

Date1 Doca'ber 21, 1938 

'" '' 2 t-v 

To; l'ederal Reaerve :Bank of U, T. 

?luu accep t e:q>reaaion of tbanka trora Bia ZX<:ellenq J:UDg 

anci the lloarci of Directors for extention of credit a&&iut ~:<>lei to 

;une 3() , 1939 which we hereby confirm. Pleaoe convey "'ott sincere 

appreciution to Secretary ~orgenthau. 

(Signed) Central :Bank of Chin& 

' 
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l:OS 

~~·~ 
PEiping via N. Ro 

DatEd DEcembEr 21, 1938 

Rtc 1d 11 :59 p . m. 

SEcrEtary of State, 

l'lash1ngton . 

735, DEcEmbEr 21 , 5 ~ .~ . 

Embassy 's 7021 DEcEmbEr 2 1 1 p . m. 

OnE . ThE prEss has announc Ed that thE FEdEral 

REsErvE Bank is to issuE subsidiary papEr notEs to thE 

a.mount of dollars four hundrEd thousand in dEnominations 

of onE- half, onE, two and fiv£ ctnts. At thE samE tim£ 

thE prtss statts that a total of onE hundrEd fifty 

million dollars will bt thE valuE or thE Ftdtral REsErvE 

Banknotts in circulation by thE End of thE yEar . 

Two. An AmEri can banking sourcE in discussing thE 

currmcy situation statEd that this subsidiary notE issuE 

is of no grEat importancE as thesE notEs arE intEndEd 

to rEplacE thE subsidiary coppEr coins which arE ~npidly 

disappEaring from circulation. HE addEd that thE amount 

is small and prEsumably wil l havE no EffEct on thE 

financial markEt which remains virtually unchangEd as to 

rates and in futur E dEaling no valuE. 

TbrEEe 
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- 2- ~735, Dtc onbEr 21, 5 p. m., from Ptipiti~ vi a N. R. 

Thrt£ . ThE sam£ source comm£nt£d upon thE valuE 

or banknotEs which art txpccttd to b£ i n c irculat i on 

by thE End of th£ war : approximately four hundred 

million is thE currtncy rtquirontnts of North China 

and sine£ currtncy loss 19~8, only abou~ on£ hundrEd 

and thirty milli on epptars put in cir culation; consEqUEntly 

EV£n if on£ hundrEd and f i fty million art in circulati on 

by th£ tnd of thE ytar it i s d i fficult to SEE how an 

additional 250 million can b£ put in circulation by 

March 10, 1939 without SEriously upsEtting t hE financial 

markEt . 

Four. An intEnsifi Ed program or import rEstricti ons 

may VIEll bE thE rontdy adoptEd by th£ JapanEsE to solvE 

this quEstion and thE sourct of informat ion thEn 

mtnti ontd a list of somt 90 itons which i t is currEntly 

rumorEd will bE pl acEd upon tht rtstrietEd importation 

list . ( Embassy ' s 698, Novonbtr 30, 3 p. m. ) . 

Fiv E. Insofar as th£ ExchangE posit i on of thE 

FEdEral Rtstrv£ currtncy is concErnEd, as from March 10, 

1939, whEn it is announcEd that only such currEncy will bE 

ltgally in c i rculation, tht Am Er i can bankEr Exprtsstd hi s 

opinion that , rEgardlEss of any supprEssivE mtasurts 

towards frt£ txchangE, a typt of bootlEg txchangE will 
ntctssarily 
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- 3- #735 1 December 211 5 p. m., from Ptip!c,. a N. R. 

ntctssari ly continuE to functi on at a lower ratE than 

thE official one. 

Six . In connection with this matter of exchangE 

it is reportEd that thE German bank h-TE is reputedly 

dealing in Federal REserve banknotcs at a lower rate 

than th£ official one . 

Repeat ed to Shanghai and to be forwarded by mail 

to Tokyo and Ti entsin. 

LOCKHART 

CSB 

' 
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Amtmbassy, PEiping 

Secretary of Stat£, 

Washington. 

609 , DECEmbEr 21, 10 a , m, 

208 

PlAIN 

Chungking via N, R. 

DatEd DEcEmbtr 21 , 1938 

RE c 1d 4:44 p . m, 

Following arE pErtintnt txtracts from CEntral Ntws 

rtltaSE Chungking datEd DECEmbEr 20 : 

"ThE contEntion msdE by !.lr . Arita, J apanESE ForEign 

t.linisttr , thE provisions of tht ninE power trEaty art no 

longer applicablE du£ to changtd circumstances is Entirtly 

unfoundtd both factually and juridically, dtclartd thE 

WAICHIAOPU spokEsman whtn inttrvitwtd this aftErnoon, - - - -

Tht changed circumstancEs refErrEd to by Mr . Arita, 

continued thE spokesman, wtrE brousht about by Japan's 

forcible EncroachmEnts upon China ' s integrity in recEnt 

ytars and by h Er closing of tht optn door in ctrtain artas 

of China . 
Thts£ wert Exactly c1rcumstllnOES which the nint powtr 

treaty vtas dtsignEd to prEvent but which had bEEn brought 

about by Japan in violation of thE treaty, said tbE spokES­

man, adding that a trEaty could not bt considErtd inapplicablE 

simply bEcausE of violations by onE of its signatorits. -- - -
CoDllllEnting 
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REB 
2-#609 , From Chungking, DEc . 2l ,lOa, m. 

CommEnting on Japan ' s objEction to thE oritish and 

AmErican loans to China, thE spokts~~n said Japan had no 

Ground for r aising any objEction in this mattEr . 

EvEn if thE AmErican and British loans wErE in tEndEd as 

political gEsturEs against Japan, as !Jr . Arita thoU{;llt thEy 

wtrE, such gEsturEs wErt justified and represEntEd tht 

minimum of a ction optn to thE poutrs, said thE spokEsman 

af te r refErring to J apan ' s 1 trcaty-brEnk1n3 activities and 

dEstruction of foreign ri~hts and interEsts in China• . 

Co;mEnting on Mr . Art ta 1 s avowed s olicitudE for thE 

welfarE of third-pa rty nationals in China, thE spokesman 

said th£ 'embarrassment s and inconvEniences' caus Ed to 

thEm by the hostilitiES wtrt directly attributable to Jnpan' G 

aggrEssion in Chinn . Constqucntly, if Ur. Arita wErt really 

sinctrt in his profEssEd anxiety to third- party nationals 

rEgarding •embarrassments and inconvtniEncts ', bt should m~vt 

to stop h is country's B6Gress i on. 
ConcErning thE third point madE by 14r . Arita that thE 

establishmEnt by so- callEd economic bloc between J apan, 

China and tManchukuo ' would not hamper forEign interests in 

China, the spokEsman contendEd that this was disprovEd by 

the wholE train of evEnts sincE 1931 . 
Inasmuch 
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REB 

3- #609 , From Chungking, Dcc. 21 , 10a. m. 

Inasmuch a s thE JapanesE proposal of such a tripartite 

bloc of ' new ordEr' in eastErn Asia was aimEd at thE 

establishmEnt of Japan' s hcgomony i n eastern Asia , said 

the spokEsman, it was in direct conflict with foreign 

rights and intcr·cs ts in eastern Asia . " 

EJ.IB 

ROW 

~ECK 

Regraded Unclassified
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... - · ~eet : 

TREASURY DEPARTMENT 

INTER O FI"'CE COMMUNICATION 

:-iss Chauncey 

r . !lhit.J 

DATI£ De.,...ber 22, 19J8 

. .eport of conference held at the Secretary ' = home Sunday a.ft.Jr­

noon, DeceGlber 18, 19JB. rrescnt1 the Secre tary, 1 r . ;, • I'. Chen, 

r . l'ihite • 

211 

. he ..ecf'Ptal'!' e:>.-plained to l:r. Chen that he was of t he opinion that 

t' e•·e was a ;>os~ibility that Seno.tor vandenber g !Oi(.ht attack in Con<.Tess 

the rece:lt extension of credit by the l!:xport.-kport Ban!: to China. The 

::ecrct&..'j' thought that Senator Vandenberg rocht be ciiscourageci fran so 

Joint. ~.ere he made thoroughly covu~ant with the econa>ic benefits ti:Jlt 

accn:e to tho people of ~'ichiean !roo tbo expenditure by the Chinese Govern-

out on trucl:s , etc. Tho Secretary surrested to :.r . Chen that he oieht 

t Ot in touch at once with Ur. !'ooney and convey to " r . t'ooncy the thoucht 

tl.at it would help the trade relations between China and General !.lotors 

~f r . :.ooney wore to explain to Senat-or 'lar.uenoe•·o. (end ;>c,sibl;y the 

otler ;,enator fran l4ichitan) the eoonwic benei'i ts :..ichiean w..s <leriving 

rr'O"l tt.e Chil'.ese J'IU'Cha.sea . L.r . Chon thou&n t i t r:as ar. exce...lent iuea ar.d 

said tl:at he woula get in touch rlth l r . - ooney at once . 

The Secretary also SU!)'fested to l' r . Chen that he (i·r. Chen) arrani'CI to 

~ecure a11 invitation thro\IEh l'r . Cr.rysler J'ra:i SOl:le public orcanization 

such as t he local Chamber of C<XIInerce ate. , t o make a speech in Oetroi t 

(ar.d possibly elsewher e in Hchiga.n) describine ';he co .ter.-:W benefits 

of t.he recent arra'\_ e;>Onts lll&.le with tr.e Export.-Ioport Bank. The publicity 

-"C:>art·.,!mts of the l arge autotnobUe collpanies that wero receivine orders 

!ro 1 • r . Chen for trucks could arrange to have the speec!l receive favorable 

, .ol!citj' throu:;hout the country, and thwJ help prevent unfavorable co"""""t 

'· t•.• eJOort credit, and pr opara the (!I'OUnd for continuation of favorable 

c~ •.ercial relations between Cl'>.ina and t.>te United States. The Secretary 

also su ·rested that, a1'ter they had toa.>Je their la.ree purchases of tires , 

r . :;h~ mieht do the sw:~e thine in Ohio. !.!r . Chen stated he thought it 

an excellent plan and would co to "~rk on it at once . 

'!'he Secretary a.lso asked :..r. Chen to cable at once to China and ~cer­

tain tin~t:.er the French were doine all they could to a.ssist in the Shi!JI'.ent o 

or soods over the Yunnan fu rail way fra:1 Hai l'hong and whether reasonable 

ral:.os for the s hip;nent of goods were beinr charged. The Secretary stated 

t !lat if the !"rench were not expeJi tine the shipnonts and '!!ere chart;in.; ex­

cess he rates he would be glad to see what could be done about it here . He 

said t.l>at the French were under eufficient obligation to warrant his belief 

that somethi.J1g definite could be done in securing for the Cbinese llovel':'l!:ent 

,::ood service at reasonable r ates on t.'le Yunnan ?u railway. J.r . Chen said 

he would cable at once. 
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TREASURY DEPARTMENT 

UNITED STATES COAST GUARD 

WASHINGTON 32 Jlecaber, 1938, 

lroml Mr. c-pbel.l. ~ 

to f !Cr alcb 1 n , - r 

CMD, lt&Da C~adoDer ~utro.cUon Hport•z 

1S1Dlr::laD« not "!do DOt be~ Sortetbecl, Chlet llo.aelaD 

act1Ylt:y there tradiDc OOIIIpaD;y with brucb laDcbow, bolt Cb1u will 

not penalt eehbU.m..nt .brucble •l .. • lwro. lie~ JU1;r'39 

central Balik note• will be oln:ulatld. !Wo million Ctmt.-.1 nohe 

alrea4)' ablpped. .Azlotlwr aUUon aoCIIl". I abould tb1Dk llo.aelaD 

help could be n J.Uid aratmd two lnmdrecl m1111on 111A"• u. s. dollar 

baaia campuU~~g n nben&'l at 7UA" ott1c1al rate, 711'1 hlm4recl 

B.uaei.An trucka pt>rcb&ald, not tbao .. ndl. !Jot liked ae gao cona,.~ 

tion bleb· Amer1oan troclcl preferred. Cblulgaba 4eetro714 b7 

Cbln11e eo Jap&M .. wlll lwn DO bo11ld1JI&. .&mer1ca and other 

poWire ebould take action t o curb J apan. J'r1endl tr0111 1:~ 

tell ot tll"rlble ~ter1Dg Cbln••• WOIIIID Japan"• raplllso1 

'"1 3 L-
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l r'- 1 

·~· dear Vr. Predden t a 

- 4 I \ 

2. - .)1., 

T!le ~ecretary o! the ~asury at the mect.inz or the Fitscal and 

··onetarr • d·.riaory lloe.rd on lloYeiber 21, 19)8, prnentad ut.erial to 

~o "oar<' wl· i,..h r elated to the prog ram o! 'N. P . A. e~nditurea •c~.eduled 

for t !.e next t hree mon t.lla, 

!le pointad out that in tbe pring or 1938 whe n you r eeo=ended 

to ·on resa coaprebenahe recoftry lag illlation or which the a ppr opr i a­

tion 'or wor'~ relief rormed an i.atportant part, t ".e poeaibUity aa e~ 

vica,.ed by Conorreea that a eituation l!ligbt &riM wtU.ch would call ror 

e po·.dituru bey ond tboee anticipated a t that tiDe . 

'lt.hou!!h there baa been a u r ked inereaM in industrial production, 

Md, we hell..,. , a eound foundation t or the continuance of reeoftry h.oe 

c-een e r tabl l..sbed, ne-..rtheleae the le-..1 or unemplo)'l!lent u ".ai ne higher 

t•.an 11ao antic\pa ~ed . Jt wat1 na t urally ft.ry ditficuU to predetanoine 

accura~ly w"en expenditures on t he hearter type or pr ojects represented 

>y tl•e pul->lie works a nd put-lie housing pr ograe would beecnl tully et­

reet ive . e !ind t.hat !'rots J • 17 lat to t:ovn.har 181 1938, the total 

withdrawal t r<:ll'l the 'reaeury by tlle tl . :: , Houai~~& Aut bor i tr •• lea a 

t.:.an 4 !rl111on and bJ' the ~uillc l'orke •c!minir:trat ion, exolusin o! 

~ederal pro jects, o~ about i80 mUllen, o! wbieh $34 .,uuon wae with­

drawn under tbe 19) 8 P.elief ~o et , .ihareae , the total wi tl'ldrawal by t he 

orko Pr~reea /d"'1ni r:trat1on amounted to appr ox:iJ!at.el,y ~882 rUlion. 

In addit ion t o the !oreaoiJ1R 1 the Mew En7land hurricane dielocated 

industrial produc tion o..-.r a wide area and &leo iapoeed addit ional 

t-urden~ en t.he or lce Progress Aclldnietration , Prln te re-a:r.ploym~nt 

ha t bee n and 1o being further retarded by t he depress~ ertec t.a oo 

e riC'ln t rade a;td industry of the ext""el y critical t nternational 

'>Olitical ~ituation , Finall3, t bere baa been an unanticipated 1.&& in 

prin t e mr.pl~ent dee pi t.e t he sharp 1nerease in industrial production. 

c-nhination o! theM c i rcr<aa t.ances baa t.hr-. ::...t of tM reeo-..,. 

"urden on the . A. pcn-tion o! the reco ' ery profl'UI durillg t ne laat 

r1 ve 100nthe . 

I t would DOll be naceuary to cut t he r. •' . A. roll8 by akort oae 

l:'.ilUon ><orl<era it .. are t o .--111 rltbin tbe epportionrent e of ruod e 

by r:ont ha hitherto u de pur8li&Dt to t he F1111rgency 'lelief ~ rproprutioo 

•et of 19) 8, 
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as 

wr. ,,...1dea\ - 2 

It 1a ev ..u.s- u.at., t1w t ile ... 4fo1At of a , .. ,., tillbc 

or coma t • f .,._.. w1~ u. ~w of tile ,_Nl -

DGIIie ait•U•, 1\ 11~ be •__.lacl.J .-1M to n\ ..n ..u.t 

uplllllllt.o• drentoallT . , t.b1e t111o. no,.,.. tM n-1 _. 

ll'one\017 lotrioory IIMrt n~ n o 'a \bat,... boUt Nlene 

all pre-t nm u; a _, &1M 11CM11t7 \be applr\1-\u 'b7 -the 

bitller\o ... "" ........_ \M ,..,.. of OJIPWU-t he .s,tlt to - , .. .. 
( S gd! H. t~omenthau .Jr Cbau-

(Bgd) D. w. Bell 

(Sgd) :..: . s. Eccles 

,. (Sgd) FrPder1c A. Delano 

P.S . Appulo l .,. '- ellu'ta Oh..,_., \be lac 11'1 priw\u •pl.,..t 

de8}11to a'-'P 111o,.... SA f.llftatrlal ,.._._toe. 

~ 1 - l~ Proftatt• •114 Te\ul '-.&crl8111tW'al 

~t. 

Chari 2 - ToY]. ..._ ~ - let Cla8a111ad 'b7 leplar 

~\1 lMiiOIIIIT ~\ -' u..pl~. 
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li.y ucur L\r. l:lell: 

THE WHITE HOUSE 

WASHINGTON 

216 

koferencc is l!lllde to the providons of Sec•.ion 2 of the Emergency 
I.e lief .. opro;>rintion .r.ct or 19JS. I find UIUt . Ill thouth there hBe been 
: ~ rf.cd incrense in industrial production LnJ a sound foundation for 

:.o CO:Iii:IIIWIC8 of recovery !u.S been estublithod , the follo-::in;; unfore­
~ccn cxt.rLor<ili\IU'Y e•ergencies Wld unus\ll.l cirel.llllstonces hBve su1>er-
.,c•t'd since tho oOiiCtmeot of til~Ct hct: · 

(l) 

( :.) 

()) 

Rcem?lo;rment in ;>riv .. t.e i nuust.r;,• !\..~ not , to the 
degree ex.,ected, kept ,occ 1.1 th tile lncre<.se in 

industrial 6Cti vi tics. 

Tne critical fore~n situa t ion bus hod an adverse 
ei'fect u;x>n W.eric~n buijinoc~ en.! industrial 
employment in this country . Moruover, it 
!u.s been on unex;ected doflL tionary torce ud­
vorsely nft'ectlng t ho ?ricoc of' coam:odi ties 
onteri,.,; into . orld ma1·kot.e , such ~& cert..:.i n 
of our importun t a,;ricul. turLl coCIIliOdi ties . 
'!'his has r.ccent.uatod r.,lief oroblema in im­
por tant. hr&Gs of J&c countr y. 

The burricDne seriousl y d icloccted i ndustr;,· end 
trc.de in t.ne tlorthon&~crn coe'J.on of :he 
coWitr'.i :.nd added ~o the relief burden in 

tiu: t. area • 

t.ccauec or these e:>ergenci es l.rU circUIIIIt.onces , I direCt thc.t 
.,,c . 1'10r· l onmcnt d istribution, and aciJLinistrl.t.ion of uorks ?regress 
n l~i&detr:~ion r~s be, pursucnt 1.0 the provisions of Secti~n 2 of 
t..l• !:ool'l.:eney 1\olief Act of 19;8, IDO<lified b)' re-iuci~~:> the tow period 

ol' ",,,or \ ionment rroe~ H4;ht to seven months . 

I further dir uc t th~t ell reserves hitnerto set up against the 

t ' 1ro?riL ~ions in •. uestion be rel eosed. 

Sincer el:r, 

/;nHIII~j(/~ 
.;onorablc O..nicl. ., • Sell , 

-.c tlno; l)ircc~r of \he Bud;;et• 
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F EOERAI. AES':.AVE DANK 

01' NE:il Y<JRK 

:l l 

.JRRESPONDENCE 

COIFI OIUI AI. nLU 

o. - Oec•bor 21, liM. 

sucJt<;T tii.IPBOII COIYIR8A!IOI ma 
I.. w, ltDoko __ BUlt OF IIOI.AJI o. 

•r. Boltoo called •• a' 81 N •·•• wdq and uabul'dcecl 

hia~tlf aomawtla\ ae .tollo••• •t • pl'1ac1pdl7 oooup1ec! in try1nc 

to kttp you poned ot 'lllhat ie colllc oa. •• haYa bee aanc!1nc you 

.. mtns cable• the\ the uadanona ot atullllc h worrho••• At t he 

:tOII In t t h e atarlinc rata it dap}7 balDC aaintalllec! by a aan• of t he 

IQI IUD wbicb WD htYD IDI1DMJ'D4 and .ont~r retu DrD l'iaiD&o 0\-ar 

tha t um or the ,. .. r, that 1• holl Oeo•bu !0 to about .1tDUDrJ' 8, 

the n ehqa aarket h rea~ \o bono• rtuUnc Dlalnst dollera at 

between 7 aac! 10 per ••• par ann•• that 11 Juat • •••wn or their 

eon• 1ct1on that atarUnc le boliD eS to 10 do• and or t h eir c!ettrD1n .. 

t t on to maintain tholr lone clolhr poaition. 1'ha but •• hna bean 

able t o do du l'inc the lnt th,.. waelca bJ' the aq~~aua wu to kHP 

10::e sort o f atabllltJ' 111 the rata. low, with the n .. l of aoa a 

J1ssans1on 1n t h e Ceb1DH, t he altuatlon will b-• w eb - r• c!1t­

!1eult for ue aad there 11 YDJ')' little Ultallbood that t hh aattar 

ot Cebt net cllueaion wtll bo ol"red up bat or• the aiddla or th e and 

of January, OYOI' the tum ot t ho year t here wtll be a l arra aoale 

reid on atarl1DJ aacl llllloal \hare ia ., •• bpro•• ant lD t he political 

attuattoa tl'OII Jaouary 8 •• I thlJlk •• .ra coinc to tine! ourael.Yoa 

i n ~n untca'l>lo poaltioa. 0n Janua~ 8 •• ab•ll llne to s1•• up the 

aterUn& IIQIJMM boown u will be 1apou1bla to adntda • 1100., 

'llU"••· '' 'h• _Ill, 1' 1e ottoft1Yo s1ap}7 baotDID ' he ben'lrD an 
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:. .i o 
rCCE'RA L R.:~ !: ANI( 

RESPONDENCE 

COiriOIITI.Al. nLU 

L. •· ltnoko _ 

OF NCW Y K 

• 

L O.o•ber el, li~. 

f!tiPaOII COMYIRijtiOI litH 

BAfti'C OP liiOI.IJIO • 

window dreuua. In tho lOGt nm lt h 1•pou1blo pol1t1otll7 and 

econ011ieall7. I .. at1ll dlaeu ulnr all t ho .. thine• wtth Oonmor 

Jonttn and, ot OOQI'to, ho 11 Ul teu u t na th• with tho treaau..,.. 'lbat 

will coco or 1t I 4on1 t mow but thor o Will bo a Yory hoa'f)' preuuro 

acainat atorl1na ti'OS tho ood ot tho y oar onwardJ 10 bea'f)' I •• otre14 

that wo will haYO to lot tho roto 10 dota a bU c:oro. PononallT 

I llon 1 t went to '" tho nto drop belo• t h o pr01ont 1 ..-ol wh1cb I 

think h low oooqh alroaq. Jo aball roli et to tbo oxtoot ot our 

r .. ouroea but •• lball pt"ObablT bo up aaatnSt an 1cpou 1blt e:OYouat 

•!Hob lilT woll OOI'JT 111 below 4.11. I abouldll't dou'b\ it in tho 

t irat ••~ 1n JenUaJT •• llhall lo .. uo,ooo,ooo ot cold. ! be 110rO 

•• atielt at 1111 parUoular 1..-ol tho wor .. lt will bo tor ue 11 .,.,..,.. 

body in tho London 811d oliO tho CoDUnoohl olrlltotil 11 eon•1neo4 

that atorllna Will dtproelato. Onlou thor• h .a::> e poliUoal 

i=pronm~nt our podt1011 11 ao1na to bo YftT YOIY dittieult. I • 

Ju at apuk1na 'lbot 1a aolna thi'Ouab a:r atnd and M tJTlnl to " ' "' :rou 

u to whn • 1&ht happoo end oxehaaao 1'1o•• with :rou. Jo M'I'O o 

tortnt aht botoro an:rth1DI 11 l1kolT to bappoo. I tbinlt what wo eball 

certainly cSo at t ho tura ot t ho yoar 11 to drop t ho aterlinc Jquooao. 

In ad41 Uaa ,.. aq put 1n •barao oo 4..Uaa l.n fo rward aold lltbouah 

t hat 'IIOJuld only force tboao Wbo oro boot on aequlriftl aol d tor forward 

dt l hOJT tato tho Poria 01' jai\Ordl& ••rll••· rurthorooro ••• .,. 

hno to 10 tnto tho dollar toi'WO'd aarltot ao1na abort ot f'llwro 
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~ 1 'I 

I'EDER.AL RES £ D K 
-~ 

.:>RRESPONDENCE 

CGifiOIIITUL nLU 

L. I. JtAok._ 

0~ NEW \'ORK 

DA•r Deo•ber n, laze. 

SUOJ•C.T•fa.IPKOJI CXliYIIUI~IOII 1'1~11 

• lcAIIl OF UGl.AI o • 

4ollart b7 a oena ot nap opol'at1ona ttllch 9111 ba nao .. 1n7 ror 111 to 

1et apot dollar• 1n dot••• or nul1q. Our pr .. ent Jhort pof1 U on 

11 about $&0,000, 000 omlch n can 11qa1dato 91th the p:old that wa now 

beu l n New York (taa,ooo,ooo). Tho 1'8111a1n1nc $zt,ooo,ooo •• oen, of 

eount, Ulcawlaa uao 1D doteuo of atel'ltll&o The proaeot preuuro on 

eterll!lo ts, or oourao, ln pan 11uo t o tho ropatr1at1on or Freoob 

tunds troll London now aocel.eratod by Reynaud',. aueoeu l n &ttUnc bh 

budc et ttuouch the Cheabar. The moYc .nt ot capital baolt into frenoo 

h eoml nl! primarily rro~~ London. f htro h praot1cal17 nothtnr retum1"' 

!rot> h • Yor k. On t ho eont1'1'71 I t hink t htrt will aoon be a new fl11ht 

ot capital ti'Oa lbi'Opo to ••• forlr. f .Xlna 1t ell uound I doo 1 t 

vtn the !lew roar with IDT optlala at all, and all I want t o d~ 11 

c1n you material tor diacuuloo and ltoep you tllll7 in toueh with oar 

O'l!l tbou,bta. I aq bo a.tcontllll t he dent:oi'Outn .. , or the Jltu a­

t1oo and 1! I • I ebaU bo onl7 too glad to bt wronc. IYOT7bot!:J' 11 

eonnncod t hat Bl tlor 11 coliiC to 11UO a aoyo Nr17 1n l 9Zlf. liopo h 

lo• t hat Chraberlun ' • eoftlllC wt t b luuolW will '"" fNlt. 

Dol!ut1ca1l.7 t h oro 11 YeT7 RI'Oftl obJoct1on qalnn Cb .. barla1n'• 

fo reign pollOT• fhare 1a alto the bollot •bat eel'ttin ot our dof1010 

stnhtara h no 110, dooe •bell' Job YOf7 tboroathl1• In addi tion t horo 

1a a II'Owlnl IIOYOIIIII' 111 tho Coate"atlYe Pa$ to aa.ke oaJor ChaniOI 

in t he oo..,eroa111t. I rep .. , 1 • rl.tnc 70u 111 pertonal opinion •• 
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FE-DERAL RESf;RVI: BANK 

OF N EW YORK 

CORRESPONDENCE 

eo~~n~t.&.J...J%.~1----

L. II. _.ll~te..------

DATF DM•b•• llr-llJI• 

sueJEcn!ILii'MQII COIYWRIO!I ma 
UIX Ol_.Gl.IID. 

wat I •• U\UDI rou 11 lli .. IIUU.7 for free 411CNI1lono l • puU!DI 

you uncl u no obllle\lota to k.., 1\ to yourself. n 
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!'!.:J r: Hello . 

December 21, 1P38. :.21 
10:39 a.m. 

?perator: 1:r. Bell . G::> ahead. 

;r.:Jr: 
onnlel 
Bel1.: 

u::Jr: 

9 : 

:-!:.!Jr : 

: : 

'-':!Jr : 

3 : 

~::r: 

" : 

~·:.rr: 

l':lJ r : 

9 : 

B: 

".t.l:Jr: 

Oo.n7 

Yea? 

Jua t eo I can refresh my me••ory -- wac it you, or Colonel 
w!latever his name ia -- the '1/ . P.A. - - what ' s hie n!l!De7 

Hank Harrington . 

Told us that when -- tha t he sew H09kins, q~ t hR t ~~pk1ne 
w~uld be satisfied with six ~1ft;1. Did ! get t r!<t !r'Jm 
y:>u or fr:>t: --

You sot thnt !roc a~e . Hopltins called ce !:ere -- ah -­
Sundey, and asked me what !tsure ~ hf~ in mir.d , snd I o31d 
! dl~n 't ~P ve any figure ~n ~1nd, and ~~ said t~At he w~s 
b::>ur.:i and <" otero1ne<' to r ec_ocmend E1X hundre~ P n~ fi f ty 
million dollars, ~ nd I said , well I ' d s i gn on the ~'Jtted 
line !or that, and wha t'c happened in the mennttme , I --
I don't know , but I su~poee Harry hasn 't been tn ::>n tt 
ver~~ much . 

But that's what he e~ld? 

~ee. 

"'ell , I ~ · tst -- ! -- I t h'lught th<ot, becauFe you notice 
I said that to ?arrln~t'Jn !~at night and he ane)~ed a t me. 

veah. 

Incident~·. thPt fell 'Jw Herrin6ton - - I'o go ing t o teach 
hto a l i ttle ~enners. ! t h i nk he 's pretty ru~e . 

Really? 

Yes . 
But I jus t th::>ught lt we& the Army styl~. 

well, yes, but he ought to tak~ s f ew lessons !rom Gene~l 
Craig. 

He ought to what? 

Take a few lessons !rom Gener al craig a& to canners. · 
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B: 

H::Jr: 

8 : 

HllJr: 

9 : 

- 2- ~22 

0 . !C. Well, he'e --he's -- I think he's got. his feet. on 
the ground over there , and be knows a l ot. ot t.b1nga are 
being done that. shouldn ' t. be done. Ae a matter o f tact., 
I t hi nk they got. yesterdey ab~ut. a hundred million dollars 
more than they expected. 

Yee. 

That' s t he way I figured. 

Right. 

All right. 

Thanlt you. 
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0: 

!'c.:Jr : 
t. ·.v. 
Knoke : 

!( : 

!'::Jr : 

K: 

;r::.rr : 

:< : 

u·:Jr : 

.., , .. . 

::J.lJ r : 

f. : 

~~Jr : 

K: 

~"3 -" 
Deceober 21, 1g~a. 
4: ~5 p .o . 

!iello . 

!Jr . Knoke. 

Thank you. 

Go ahead. 

!icllo . 

Ur . Secretary? 

Yea. 

!.!r . Knolte . 

~n• Pre you? 
Q.u1't.e Vlell, t hank you, s 11·. :ir. secretary , I ' m eendinB 
t~n1ght copy of a telephone conversat ion , ah - -

Yes . 
"/11 1ch 1s by all odds the moa t lJ85P1r.J1et1c we h&ve r eoei• ed 
1 n 8 l~ng ~Jh1le . 

Right. 
And I t hought I' d mit1sate the shock by t ell1D!'. :'ou 
beforcrumd . 

vrne t'e t he catter with it? 

Ch , he 's -- he think~ t ha t t he r e are just 
of the year t hey can ' t ho ld aterl1r~. and te 
so1r.£ through t our sixty- one . 

- after 
by/the end 
t h1n!tc u. ll' 

um- hnl . 
And -- uh -- t he thins 1e j uet t oo b1e fo r t hee. 

! 6ee . 
The pr essur e 1s ther e and the detPrm1nRt1on on the pPrt 
of t he short element to sec t hie t!l1ng tbr~ugll end t.hCY 
s tay short of s t erl10S and ar e ~illing t o pay as high 
a s ten percent tor a f ew days over the end of t he year 
but they want t o ma1nt&1n their long ?Osit ion 1n do l lrr s . 
so a l toePt her i t 1e very unsatisfactory, but I -- I 6Pve 
it Just ver y nearly t he way '!'Ord by v;:>rd t he ,.ay be Bave 
it to oe over the phone . 
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- 2 -

!tlgbt.. 

And I thlnk you wlll f l nd lt unpleasant read1ng. 

Everyt h1ns 'e unplea&ant thPEe days, Knoke. 

P.ow 1 a that 7 

Everything's unpleasant these days . 

Yes . 

That has to do w1tb oute1dP t hls country. 

Check. 

Well , I ' ll walt ror 1t. 

All rlght , s1r. 

224 

Thanks f or sorten1ng the shock, but I -- anything today ln 
Europe you can 't rr1shten me . 

Yes , I see. Well, t hat may be the right -- the rlght 

I Juet can't -- well , thanks Knoke. 

All r1ght, s1r. 

1"\:>od n1ght. 

\ 
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GRAY 

London 

Dated DEcember 21 , 1938 

REc 1 d 1 :55 p . m. 

Secretar y of StatE, 

'•/ashington. 

1454 , DEconbEr 21 , 1 p . m. 

FOR TREASURY. 

Summary of press comncnt on thE reimposition of foreign 

loan rEstrictions follOI"s : 

ThE FINANCIAL N~tS i n an Editorial charactEri ZES thE 

step as dtsirablt but btlattd and points out that "i t is 

obviously a mEasur E calculated to chEck a d Epr eci ati on of 

stErli ng and it sEEmS clEar that t hE moti vEs for such a 

poli cy havE b EEn strengthenEd by thE conclusion of thE 

Anglo-AmErican TradE Agr conrnt . UnlikE thE Triparti tE 

Agrconrnt thE tradE pact fixEs a d efinitE datum lint by 

which a depreciation of stErling can bt measured, n~~cly 
thE r at e of about 4.70 prevailing at the timE i t was signed. 

And in vi EW of the exchange claus E in thE treaty thE 

TrEasury may well b£ anxious t o convinCE thE AmErican 

authorities that all reasonablE steps havE bEEn takEn 

to maintain thE exchangE value of th£ pound" . 

ThE Lombard Street column of the samt paper further 

asserts that thE f i r st of thE rclnxations of July 19 , 1934 

(reportEd 
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- 2- #1454, Dtconbcr 21 , 1 p, m. , from London .• 

<reportEd in No . 428, July 20, 1 p . m. ) in favor sterling 

area countri es for increas i ng their sterling assets to 

stabi l i ZE i ncreasi ng exchangE should also be withdrawn: 

"It would be absurd if acting upon the old rules thE 

For eign Transactions Advisory CommittEE wert to Authori ze 

loans which would strengthen the sterling reserves of 

sterling bloc countries which hav e recEntly repatriated 

th£ir funds from London, " 

The FINANCIAL TI :'ES editorial mentions the recent 

decline in thE dollar value of the pound und also 

suggests tht possibl e motive or " kEEpi ng the market 

sweet" for possibl E rearmamEnt borrowing. 

The THIES city column rEfers to recent comments 

included therein on the "continuous strain on sterling 

caused by thE steady withdrawal of foreign balances 

from T..ondon" and to the fact that "It is no secret that 

thE exchange accounts gold holding has dccli~ed seriously 

since thE beginning of Augus t and although i ~ rona~ 

at a satisfactory level it i s not so large, ln relation 

to London ' s fore i gn liabilities, that thE authori t i es 

i d i t it . '' 
could cheer ful ly contempl ate unnecessary nron s n o 

This articlE also refers to the need of husbanding capital 

for domest i c needs , in particular the British Government ' s 
necessary 
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- 3- #14~4, DECEmbEr 21 , l p.m., from London. 

nEcessary heav y bor rowing duri ng 1939. 

ThE DAI LY HERALD congratulates thE Chancellor of 

t hE Exchequer on h1 s decision. ThE NEVIS CHRONICLE 

city editor dEscribes thE onnounconcnt as u "defini tE 

signal of dis t r ess" indi cati ng th£ authorit i Es ' concern 

a t thE prEssure on sterling. The c i ty column of 

the "DAILY TELEGRAPH' S comment is that "nobody • 111 

deny t hat thE authorities ore merely following the path 

·of prudEnCE in affordi ng some rtlitf to sterling by 

t ighteni ng thE forei gn loon screw. " 

Stil l under ~hE i nfluence of Si r John Simon' s ' 

stat oncnt reportEd i n No. 14511 DecembEr 201 6 p.m., 

thE dol lar was strongly bid t h1s morning goi ng quickly 

to 4. 65- 5/B whEn thE British fund intervened. ThE 

markEt reacted to 3/4 but thE pressure is r eported as 

fairly heavy now. There was a large turnover of gold 

at th£ fixing , 35B bars bei ng sold but most of the 

whole was mark et transactions and th£ British fund 

1s repor t ed to haVE given only about f i fty bars . ThE 

dealings arE thought to bE l argely thE cover ing of 

mo.tur1ng f orward posi tion: • ThE pr ic E was 149s 3d and 

wo.s quot ed ns g i vi ng 1/2 d prtm1U111 at 4. 65-3/4 but th£ 
mnrket 
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1 

Dcc cmbtr 21 , l p . m., from London. 

market calcul at es that the pri ce was rcolly at shipping 

parity. 
The csti mntc quoted for thE Bank of France ' s 

purchasE of ster ling yesterday ~s two million pounda 

is now consi d Er Ed in the market to hoVE been nearer 

thrEE million pounds and thE French authorities arc 

t hought to b e buyi ng sterling ct about thE same rotc 

~3 yest erday, around 17? . 18 whilE the one month forward 

fr anc stonds at a premium of 1/32 and the thrE E months 

discount i s down to l / 2 . 

JOH1lSOtl 

DDM:PEO 

' 

Regraded Unclassified



PARAPHRASE OJ' TELJXl!W4 RECEIVED 

J'ROK; American Dabaeey, Parh, France 

DA.TE: December 21, 1938 , 4 p.m. 

BO .; 3142 

FOR THE TREASURY. 

The f r anc was again favored today, and we are t old 

t hat approximately ~3 ,500 ,000 were obta ined by the fund . 

At opening the rate waa 177.26 with the fund offering france 

and the rate was gradually lowered to 177. 0S which is the 

pres ent lnel. For one month the forward r ate 1e par; 

f or three months, 50 centimes. Today there was strength 

i n the belS8;· 
Very strong and active security market, with gain of 

3 ~ 4 f ranc a in rentee. In market circles it is believed 

that Reynaud might undertake a conver sion operation in 

t he early part of January , but confir mation of this has 

not been poaeible. 
A Belgrade preas report statee that the central Bank 

President is on hie way to Paris, but t here is no indica-

t ion of the purpoae of his vieit. 

WILSON. 

EA:LWW 
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Present : 

R. :.! . Jr: 

llibbons : 

li . il. Jr: 

rl . .. . Jr : 

Fol ey : 

Hunes : 

l l. .t.Jr: 

Haas : 

r.lr . Banes 
r.!r. Taylor 
Llr . Bell 
Llr . Gaston 
l.!r . "ibbons 
Mr . McReynolds 
Mr . Lochhead 
Mr. Haas 
IAr. White 
:.lr . Foley ' 
Mr. llui'fleld 
l!iss Chauncey 

Good morning • 

Good morning . 

Dece•ber 22, 19J8. 
9 : JO a . :u. 

2:!0 

I suppose you people :mo•t ~o bout Oliphant . During 
tne night he had this very, very serious heart attack, 
&nd we got him into the Naval Hospital and h~ ' s under en 
oxygen t ank; <. nd he has this blood clot and they won• t 
know for a couple hours whether he wi ll or v1on • t 11 ve . 
They won 't know f or o couple hours . Dr . :!cintire 
just talked t o me end said in a couple hours they ' d 
know . 

Is it u bl~oi clot ? 

n blood clot in ~he he~rt proper. 

(Foley comes i n) 

Come in, hd . hd, 1 guess you ' ll have to carry on, 
because it will be t hree months before~ . Oli phant 
will be •tith us - o t least three months - and t hey 
sul d maybe - well, we don ' t know . 

1erribly sorry to hear it . 

What ' s the matter with him, llr . Secretary? Do ydu. 
know? 
Be ' s got a blood clot . He ' s under oxygen. Won't 
know for a couple hours whether he will or won't 

live . 

What time was it, ~r. Secretary? 
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ll~ : 

H~ncs : 

d . .!. Jr : 

F " ley : 

H . ~ . Jr: 

roley : 

a . :~ . Jr : 

r oley : 

il . • !. Jr: 

tl.'l .Jr: 

'-nl> uncey: 

H. II . Jr: 

Hanes: 

H. iL Jr: 

Hanes : 

H. ~ . Jr : 

B&nes : 

li . :i .Jr: 

231 

-2-

About balf past five thls morniD(I . 
li ttle after six. 

They called me a 

1'/asn 1 t feeling v ery well las t night when he left 
her e about 6 : 30; wasn ' t feeling too well then. 

I ' m going to make you (Foley) Acting General 
Counsel. Uo the best you can . 

Yes, sir . 

Now the only thing important I 've got i s that 
l etter . Uow 'Nhere is t ha t ? 

'lhe letter t o Giennini? 

'i es . 

Here ' s a copy of it. 

I wa nt t o give it back, if you don't mind . 
Ilo , but where is tne original? Is it there, 
Mis s C:haw1cey? 

(Miss Chauncey hands letter to H .~ . Jr) 

Thanks . 

There's another piece t o it. 

'lhank you. 

trow .. e •ll go through t hose moti ons this morning, 
see? 

Was - this wa s all right? 

Fine . Now , let 's see- S.h . C. 11:15· 

Wbat•ll I do about thot meeting? Couldn't get the 
Secretary of ~abor any other time except lO:JO. 
What• l l I do about tbut? 

lell , let i t go. 

J ust say I can• t go . 

'i ou say there ' s an emergency matter. 

\ 
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i! .:! . Jr: 

/h.nvs : 

H. J . Jr: 

nL.ncs: 

~ . . :.Jr: 

rlt.n~s : 

H. ' . Jr : 

n: nes : 

rl • .o . J r: 

H .. Jr : 

-J-

~enJ sooebody? 

J. IIOUllln 1 t send a nybo~y . Just let it ride . 

~ tried e ve::y othe r time in the da y, anJ the 
Secret a ry 0 1 Labor couldn ' t go on any •.. . 

L32 

\';ell , j ust call a er up &nu say t he t a n emergency 
mo t t.er nes a risen a nd it needs your attention here , 
end that' s all . I meen l et tnis be & lesson to &11 
of us : not try t o do four t nln&s at the s ame time. 
I mean f or obvio us reasons 1 :;ant you here ::.t 11 : 15 . 
Huh? 

I just :•ondered •lOW 1 s nould do t h6 t . I 111 just. ca ll 
aer up &nd t ell her I 'H on 1 t be there . 

Just tell her - no s ense of s end ing anybody else . 
J..nd -:vill you see tht I. tne same people a r e here who 
11er e here las t Saturduy? 

Ye s . 

\'/ ill you? Th e same people . 

You got r nytnlng? 

l'v~ go t these form~ fo r t he inco~e tax. 

•.!y Goa , I just gut tnrough pt.ying my December one. 

'lois is not f .> r you . 'lnis i s the c or por t.tion t &x , 
.mich ·' e • v e cut donn t o t- very short form •. hich 
"'ill be usad by 4bJ, JJ)-odJ corpor a tions unaer 
~ ~5 , JJJ" y ea r . If tJn:tbody 1 s interested in seeln& 
1 t - I don ' t :too 1 Nhcther y ..>U 1 ve s een them or not , 
bLVe y vU? 

'i es , we go t out ~> r elea:;e on i t . 

l•h&t else ha ve you g o t? 

I aave n 't go t a nything else . Got tha t letter pr e­
pared ror Senator liarrison and Congressman Daughton 
on the codification o f the I nt e rnal Rev~nue la~, a nd 
>~hiCh is 'I.T i tten for your s i gnet ure; a na there s 

ui te a long memorand~ with it . I've been over ~he me~or&ndum , but it doesn' t do exactly what the 
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lhmes: 

Foley : 
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a . :l. Jr : 
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Joint ~ommittee wanted to do . They want 

das Ed seen i t ? 

I a ssume that Ed h!IS seen plenty of it. 

233 

I was just pr esen t when !.!r . Oliphant was talking 
t o you about i t last night. 

Mr . Oliphan t dre.v this letter hl:Dself , or bad it 
a r awn , wi th a long memorandum , ana there is some 
disagreement between us and tne Joint Comm:ttee, 
because this letter reco~ends that the codes not 
be enacted into absolute lnR, but prima facie . 

.1ell, looo{, old uan, J.f JOU nru! Ed will get t ogether 
unJ t ell me you're together , I 1 11 sign the darn 
tning . 

Well , I 1 m thoroughly lncupt.ble of being together 
wi th uny body on t he thing, because it ' s a mat ter 
of law which I' m no t capable of a nswering . I just 
Know there ' s a dif ference of opinion b eh'een us and 
tne Joint l:ommittee . St am 1vants it enacted into 
absolute l a w and we do no t wish it enacted into 
absolute l .. w, but pritna facie . There ' s ~ difference 
between us a nd the Joint ~ommittee, t nd the Joint 
'-'ommittee bas asked - they ' re going to get a letter 
from the iJeprcrtment of Justice to go into t he front 
~art of the code, ana they want a letter from us . 
nnd s ince we ' re in disagreement wi th the~, I don ' t 
Know ;;hether • e ought to send thi s letter before 
.~e hr;ve a conference with t ne:a and talk to the:u, 
re tiler th~<n just sending a let ter .~bleb is no t the 
kind o f a letter thut they lluDt . 

I taiM we ought to perhaps - the e &s i est way to 
do would be to nave ~ conference with Stem, find 
out i f thi s l e t ter would be acceptable . I wouldn ' t 
like t o h~ve us send o letter up ther e wh i ch i s 
somet hing t hat they didn 1 t wa n t t o a sk f or . 

!s i t ag r eeable that Ed take it a nd carry i t ? 

l•bsolutely . I' ll be ~:~ lod to get rid of it if I 

csn . 

• 
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Tht•t ' s something Phll \:enc'nel ->ught to handle . 

I t's been hand l ed by the Dep~rtment all the way 
up - stuaied it , cor rected it . It• s been in ~he 
Depur tment four months. l'le ' ve been ,1orki ng on the 
correction of tnis enoronous thing · it ' s a bi g 
enormous bo->k we •ve had for t•bout ' four - I think 
it ' s ull of four months, ~nd it ' s been in the 
leghl d epartmtnt for t t out four months . 

liOII do you w&nt to leove 1 t? You s ay Nhet you wvnt . 

I tell you t he NEY 

uell , SEY wb&t you •. Lnt . 

1 ' Cl like to nave Lo sit dOI•n .. lth S t~m and me r.nd 
~ee if we can 't get tbe thint ironed out bet'l.een 
ourse l ves and the J oint Committee . l' c h"te to lu.ve 
us go out on t ne lint: OP!losing som.,thing th<>t the 
Joint Committee has sot its neart on. And old mvn 
!Joughton said thls i s hio l ast tE:rm in Congress o nd 
ht; wunted t o l eave it LS a memorial to himself; Fnd 
I hote to go out into opposition t o him. Thct ' s 
r uthEr selfi sh, becruse I 've got to 'Hark ag&inst 

him . 

:lo'll Ne ' r e le~oving lt. tubt - .vho signs this, you 

or me? 
l ou, ~nd 1• go~s &s b r ec->rO - a s ~ c~tter p~Llished 
in t:1e Re cor d . 

olell, I ' ll t:>.ke ~.:.nyth106 you l'ello ·:s ,;ive me . 

If 1:.<.1 will meet ~. i th St.am uno me wnen I g;t Sttm, 
I 1 ll cppr eciete it. 

1 o 11 check up on it bnd tulk to Phil ::enchd; we ' 11 

get togethe r. 

He' s thoroughly familiar •.:lth it . 

~uc see th• t he ge t s in touch with ~onntt . I ' d do 

1t tomorrow, we it m~~z~~~! il ~;k~u~s~~ ~~v~~~n!~ ~:fore 
can tW<;e catroe f o to.vn but ' tomorrow let ilim see l!onnet 
ne goes ou · 
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and see if he c~:.n f ix 1\111\ up . 

1hot ' s a ll 1 h&ve . 

Herbert? 

235 

I ho ve nothing. I s upposo there will be some 4 ues­
t1ons " t the pr ess conference this morning <bout the 
announcement by l>ubrey WilliWllS yester day tha t they 
h~a funds to last until Februa r y 7 . 

.. ell, I ' m l&rgely r esponsi ble f>r the f;, ct t h&t 
th.,r e wts a n announcement . I d.:>n ' t :moo. ..-helher I 
a i d right o r wrong . But Bell wts there, a~d I 
suggested th&t tnuy put t he thing out to or epert the 
country f or this , dido ' t I? · 

I t hink 1 t 1 s < good thine . I nilS gl ad to see it ge t 
out . 

"s I r ecall, the Pr esident sr. i u , " Just l e t it gr &d-
u~lly l e&K o ut tho t 11 

li<> l e t it l e& k . 

••. th~ t they were going t o be out of f unds on Feuruery 
1. :.li ght as ,.ell mr.k e L form~.>l statement . "<hen he 
b~occl<.ed 1 t up si tn Le.,is 1 s statement tnet t hey 1·:ant eei 

a billion . 

~s a matter of f act , ne d idn't tell them the truth, 

did he? 

I didn ' t reed t he paper . 

The truth of the ma tiH is they ' ll !Je out of funds 
on the 22d o f J a nuury - of - yes, t hat' s the truth. 

••ell, just ns to some purts of it, not ~oll of it . 

tlell , tha t's what h e s11i d there tha t night . 

'>a i d tha t he ,,.ouldn 1 t be 11ble to obligate the 
payrolls ror the second - !"or the two weeks after 
J cnuary 22 - those t ha t a r e pai d on January 22 . 
!low there will be me.ny of t nem pai d on Febrlll r y 1, 
ond'those will hnve been obligated a t the e nd of 

tlu.t tiJae . 
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I thin~ it ' s bette r to h~ve it out and heve the 
.:o • .mtry J<now r.bout. it . I think it • s too big 1 
se<.:r«t t o b e c&rrying ~oround ulone . ·.~hat? 

I ' m em<>zed thut tho:~ boys hr.ven ' t m~de some unnlysls 
of the figures unc 60t Lhis dope befor e . 

's .1. s ay , I made the suggestion . 
tne Pr.:sident s&io , "Let lt leLk 
leu< ! 

There ' s bll kinos of le~Ks . 

t.nd "s Bell says, 
uut" - anu some 

'lnen tne Presiaent checked up '"itn ' .. E.ll~ce &na :!tss 
Perk!.ns yesterdcy B s to o.y s t£ tement tila t I m£de to 
nim nigh t before l~<St t lw t consumption ;;;,s catcnine 
u p t o proauction and t.ncy confirmed wh;,t I SLi d . >nd 
;lall<..ce r:eot furth<.r 1 nd st.id he thought they were 
bt:&inning to build up inventories &gai n . 

f,nd t hen I see thut toau:; 1 s l;.bor figures for New 
York - nw~ber of employees fell of f . And Colonel 
Harrington sai d there woulu be " million and c holf 
jobs pr ovi ded - did hu ssy six months or three 
munt 1s - a million ' nd a h~lf . 

Six .11onths . 

He ;: l s:; usee the fli:Urt. o f eleven t.nd ~ half million 
uneuployea - that they ;/trll t&kir~ cure of 23 ,.ercer.t 
v l t;ne:.:~, ,,h!.ch ~ thvutn t •~s l- ne.: W£) o f putting it, 
t tJ !le · I 'd. never bet.ru l t ;:ut tn&t .:ay before: eleven 
&nd a' nulf cUll on une:nplvyed, ·: .r' . J. . tao<:es cLre of 
~& ~ercent of them. 

'-c ulc .:e see if tn~o t cn~cks ·.\l th George ' s fieures? 

llha i'l 
.[ d on • t believe tha t checl<s with Geor ge ' s rieures , 

does it? 
t•cll , the figur es on unemployment - thee stlmt•tes 
va ry . TbE. t eleven is a little higher than some of 

the figures . 

I see . 
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But it's pretty bard to argue, the basis is 
vague . so 

I nave nothing. I ' ~ availuble if you want we to 
do unything . 

Ava ilable? 

Uti-huh. 

Aren 1 t you busy ? 

I' m current. 

Hell, 1 congratul&te you. 
11ren't you he l ping on the 
Bell? 

I ' m curr ent . 

I wish •e all were . 
- e ren 1 t you he l ping 

1 haven 't got t o that point yet; today or tomorrow 
I 1 11 b e finishea with it. 

!:' he has no th in& to do f or hall' & day , t ben lle can 
v:()rk a 11 Sunday. 

fine, that ' s a gooa ideD . 

1
1
1 1 have sometbing for you thiS afternoon, so .•• 

"11 right. 

tlere •s e picture of the stao!) for S&vings Bonds . 
Thought you ~ight want to use it for the fourth 
Dnniversary . Pretty good looking s t amp, if you wont 

t o do lt . 
Swell. Oh, that's gr and . You mean a r eguls r stamp. 

Postage s temp . 

Oh, swell. 

Nice-looking Job . 

, 
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I •11 see whr.t I can do with the Yes . 'uell , 
President. 
o ver when I 

(To Chauncey) See tha t I take that 
see him MondE.y . 

Jlnything e lse? 

(Nods no) 

Celebr& ting anni ve rsnries now with s t~mps? 

I t 1 s a n i dee. . 

llext yesr ·::111 be tne tenth o f the de~icits, so 
'He mlt;nt ••. 

•b.is is & blue one, but mr.ke tn~t one a _r ed onE . 

hho se ar.niversr.ry is it, lr~ yne? 

I t • s t he - tl.is r eJ-heaueu girl looks like she got 
a little plunpe r in the l es t four years . 

,',e ClHl chun.ge that . 

Couuaonl y kn:YNn an D "Je f!' Coolidge girl." 

TaLdng about the "b&b} blond . " 

"l% by blond"? 

Di d you see the currtnt issue o f LOO!{? - the ~>omen 
l obbyists, incl uding r . B. ~oberts .... 

Gooa . 

• • • 3 whole page of tnem - ijr s . 0 lf.:onnors of 

.<en tucky . . • 
t. n or de r tog ive you (Foley) 
behinJ, I 'II ant to talk t o McReynolds ls fixlnG up 

authorit:t . I f you s toy 
you a couple minutes . 

(!.!cR ha nds H.L! . Jr . order rEferred to) 

nha t t ma n l 
• 1 _ in tne absence of Ber:oan Oliphant, 

l•o" that does~e!:n 'aa <on ' t continue to drav; nis sal£rY • 
thot doesn't~ g w ~ 
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:! crt : 

b .~ . Jr : 

c~~ton : 

JcR : 

n . ... . Jr: 

d • . • Jr : 

Ciu.uncey : 

a.·.:. Jr: 

C.ochheud : 

• ~ . - . Jr : 

L->chheao: 

ll . •. Jr : 

C.o~nhcud : 

'Jck : 

il . • . Jr: 

-1:>-

uoe~n 't affect that s t t:tus n t all 
s a l 11 ry a no Ber man gets no less . • 
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Ed gets no more 

I wt.L s n • t worrying ubout Ea getting more. 

TnlnK o f the perquis ites . 

Uoesn ' t a ffect the snlli ry s t11 tu~ a t all. 

You t~oley) sta y behind . 

h couple memos nere on tr&de t ha t you c sked for . 

un~ t' s tills? 

"nY, you t.sked about •... 

Oh . 

F'or the f a rct? 

No , not f or the farm . I •rn not t aking anything to 
the farm. 

The ma rJtet.s a re ctuiet but s teedy. Francs continuing 
t o gsin . I ha ve the written-up conversation t hat 
I r e f e rred to yesterday . I t hinlt y:>U s hould read 
it over - th<it very pessimi sti c statement of Bol ton . 

Knoke calle d .:lie up , seld , " I ,.,.nt to cusnion the 
shvc.: f o r you . " 

I spent some t ime wi th ~onnet yesterday evening 
.. orldng up - nothln& you need t o bo t her a bout . 

L C l 0 ' t . 

l.lisunder stood t hu t u nyWI> Y · 

He s aid he • d see me next wettk . The poi n t i s he ' s 
go t t hese va rious pt pers incorporating the Canudian 
corpor a t i on, so forth and s o on - get the story • • · • 

' 

He ' ll h a ve him in t omorrow. 
Yes . And Oliphant ~bS t o t ell him : nror mally whether 
it w~s outside the Johnson Act . 
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Gibbon:; : 

H. ' . J r: 

Gibbons : 

n . • Jr : 

ao:.ncs: 

v. bl>ons : 

.L . .. Jr: 

G ibll~ns : 

rl . .. J r: 

G ibb:>ns: 

.. c!l : 

c; 1 bb\)ns : 

Htnes : 

H • •• • J r : 

-11-

I got in a r ow wi th t his Commit t ee; they 11on• t 
t uke no for a n : llSI\er, t nu t Johnny or I won 't make 
u speech . The y s a y it ' s the Pr esident ' s benef it • •. 

Oh, don 't bo the r me . You r~llows a re a l l or uge . 
You ge t tog ether; wnu t ever yo u d o is a ll right • .. ith 
me . 

I t o ld t h em t hut Johnny ls 

~ou f~llows ll l l htJ ve bet..n l>rounci &s l ong as I m ~c . 

I t o l a t hem I Noul~n ' l go ; you neren't going to be 
n~: re . 

Utey say )ou •v e t;ot to go . J us t over -ni&ht - t .tc) ' 11 
sene you t o Pittsburgn or Chlc~go . 

uno ' s 11 t ney 11 ? 

B,> t u Jtm &nd 'lu-.yle . ThL t lhe Pr esioent is back 
o f t his tnint: .. . Her o ' s ttte s to ry : t hat thesE 
differ e nt loc"li ti cs cun ' t get up a dir.ncr w1less 
tney ha ve L spO<t ker .vno .••. 

. 'oell , the Tt·er sur> Dep;. rtoJlnt i s t he only depa rtment 

.m .. r e <: Tr eE.slll'Y eUiployoe c&n 1 t be a Natiom.l 
Oemocra tic C~Cillittecm&n . lhe President's b&c~ 
or tn.,t . 

I &ept you out of it . 

I t's obvio us t nb t Jonnny Huncs c&n't go . 

I •11 t a lk to Johnny 1-bout 1 t . 

r just said I woul ... n ' t co. 
.. ell, I won't 1 ppro ve j vur going ; I won ' t uj)prove 
you r go i ng . J.nd lf Far ley wants the Pr esioent t o 
uir~ct me t o do i t, nl l right - ~n wrLting . O. K. 
b ut ,., , vt got tJll t hese rules a no regulo t l or.s ond 
• e ' v~ crossec this br luge a bout lteeping the Tret•zury 
o ut ~f collecti ng money . ~ow, whe ther you ao i t in 
the 1 r easurY Suiloi~ or waether you do i t ove r o 
cinner t s bl e - I c &n t seo ~ny Jiffer er.ce · 
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~hauncey : 

rl . I . Jr : 

Gibb->nD : 

rl • • • Jr : 

Gibh.)ns : 

bt:ll: 

H ... t . Jr: 

Bell : 

H • .• Jr : 

Eell: 

H. ·' . Jr: 

Bell: 

H •• A.Jr: 

Bell: 

R. '• . Jr : 
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I dlon1t 4UO t e you at &ll . r i d sa ... 

Got b telegram this morning asking you to permit 
oAr . '-'ibbons . .. I was going t o give 1 t to Mr . tlac . 

vibbons will nandle it . You take it, S t eve . 

~ure . I h a te to annoy you with it this morning . 

It doesn' t bother me a b i t . Wben Jim gets bo t hered 
· about :mything, he nev.:r h&si t ates to call me . 

"ilenever Jim really wants something, be calls me; 
he knows . . • - and he nhsn ' t called me . 

No . but t na t ' s ..• 

I suggested thr. t five-minute meeting· around .eleven -
il.r . Taylor sit in - a no if tney want to continue 
for the purpose of confirming p&s t action, thllt 
they g o i nto Mr. Taylor ' s r oom after tne five 
minut es is up. 

~1brary of Congr ess . 

'.!:rust Fund . 

~>ell, Taylor ' s got to be here ~t 11: 15 . 

I don ' t thi~ - it will toke only ~few minutes . 
.. bl t they want to do is put in ~ form<>l r ecord 
ac tion of tne board d urint: the past ye~r; purpose 
o f toe 11 o r clocK meeting is to accept a gift of 
the property right. across from the Car lton dotel, 
16tb ana L . Good piece of pr o pert) . Th~t is being 

given . 
rlell, if it lasts more t.oon five minutes, c an't ,, e 
just confirm them and can ' t they ad j ourn up to ··· 

O.K. 
You better be here at ll. One of these maey trus t 
funds of which I am cus t odi an . 

~hat ' s all I bc ve . 

Yac? 

' 
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.JcR : 

d • ..I . Jr : 

.lck: 

H •••• J r : 

( Nods no thing) 

ll h ti t ? 

(Nods nothing) 

-13-

~>11 right. Ed , would y ou stay 1.< minute? 
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H!LJr: 

sena t.or 
Olau: 

HHJr: 

0 : 

!!LIJr: 

r : 

0: 

;z:~r: 

(1 : 

!C!Jr: 

G: 

Ci : 

HU.Jr : 

G: 

HIJJr: 

0 1 

lil.IJr: 

G: 

RW'r: 

::43 
December 22, lQ~. 
11:153 •••• 

Hello. 

U l rlSht.? 

Ah - - Henry Lior gent.hall, Jr. 

How are yoll , Ur. Seoretaryr 

t •m pret ty well. How are yoll , senator ' 

! ' m t a 1r ly well. I 've got a bad cold. 

A.h - - "•mator , t a lldng about th1e be.nlt holding leghla­
tlon 

Ah -- from the s t.andpo1nt. of the 'l'reasur.r -­

Yee ' 

Ah -- •e would a l 1ttle b1t r a t her , 1r 1t 1a rea s1ble, 
t o hold otr untll the r1ret or Febru&~J. 

~ell, I ' ll try and do 1t as I t old you I would. 

F1ne, but you reaember yoll ra1aed the qlleetion the ot her 
d ay. 

YeP , 1t'e 81 own Juda=ent that 1t would rac111t at e matter• 
by introducing the b i ll the rtrst thing and then making 
allJ' amendments th!lt yollr hearing w:>uld suggest, but 1f 
you t hink otherw1u , whY, all r i ght. 

~ell, 1t would be a little b1t bett er for us , but I -- I 
-- I' m Just go1ng that t a r . 

Yes. 
And, or oour• e 1r the s ituation chBnges, whY -- we are 
here and t'd be glad to come t o see you a t any time that 
you want me to . 

Very well , we ' ll talk ~bout 1t later. 

Bllt, thank you ao much. 

All right . 

Tbanlt yoll. 
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c/o Board or Trustees, 

Liang Lu ~ou, CHUNGKING, 

22nd December 1938, 

Secre tary Henry Morgenthau Jr 
Uni ted States Treasury Dep~rtm;~t 
~ash~ngton, D. C. • 

Dear Wr. Worgenthau, 

Uy secretary was suddenly taken ill with appendicitis 

and had to fly !roo Kunmin to Hongkong t or an operation, 

and for this reason there is a delay in one week's report 

which I had already sent her but which she could not forward. 

It looks now as though I could male the trip to Burma \ 

by the first or January . T. L. ~oong has just come ov~r t~o 

road with twenty trucks or war materials . Up until this 

t i me the only information from people who attempted to travel 

L~o road indicated great dif!icult7 in making the trip in any 

reasonable length of time. Wr. S. u. Ling or the Southwest 

Transportation .Company left on Novel'lber Sth and was not able 

to conplete his return trip rrom the uurma border until 

Decomber llth. A representative ot the Central Aircraft 

Company attempted the trip and did not complete it because 

or landslides . According to hi s roport which was cont1dont18l 

landslides ere continuous and are likely to occur during the 

dry season because some or the cuts are at steeper sngle than 
He also 

at the angle or repoae or the aoll abOve the cute. 

rapor ta that aol!lll ot the tills are ver1 narrow and in 11 01'18 

places have f allen away taking the road w1 th 1 t. T • L. Soong 
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22/12/38. 

se~ret~r:r Henry !Jorgenthau, Jr . 

1n his interview wi th me gives n more favorable report. 

lt i s because of theee unfavorable reports that I have 

not made the t rip earlier, but now it seems possible t o 

nttompt the journey w1~~out undue dolay, although I ahould 

Judgo that tho mat tor of get t1ng througl'l depends upon 

whothor or not one ~eots a slide of c~nsld~rable ~agnl tude 

or whe ther the road fnlls away tn so~e places with narrow 

fills . I have !'elt s;>me little concern about not I!IBl<lng the 

t rip earlier, but I felt that a report on the road when more 

neArly completed would be of greAter use to you, especiRlly 

olnce I have had d i r ect i nformati on from time to time from 

people who have trave lle..t the road . 

I am enclosi ng sons memoranda on various subjects of 

pos • l ble interes t to you. 

Respectfully yours , 

• • 

Enol a: 
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LOCAL SZECHUAN OFFICIALS .U.'D LOCAL LEADERS 
IN CHENGTU, SZE:;HUAN. 

Chungking, December 19 , 1938. 

Q a out three weeks After my return from Lnnchow, I stoy•d b 

in Chengtu to be como bettor a cqull1nted wi th the s l tuation in 

Szechulln and t o make contacts with r eprosen t ative people . 1 

.,et most of the officials and I hRve already lnfol'l:led you of 

l.'\e l nt orviow with the Governor who later i nvited "'e to d inner, 

as Rlno d i d General Tong Hs 1- hou. 

The Covunissloner of Rae on:~ true ti::>n 1. s quite an ec t1 ve "''n 

rml a pparently considers agricultural improvement one of the 

~ost 1'llportont problems in s~echuen. He has some plans in mind 

ror carrying out e n exten~ive ogr1cultural extension program 

• long Q row l ines . 

T'ne Cor:uni:ssionor of Education ! a a man who has been tRrmed 

by those who are acquainted with h1o as a type "who knows it 

ell" , and therefore i:s no t suscep tible t o :s •.~ggostton:s. There 

ls A plnn on foot now to give vocational education to many high 

school students who did not p11 s~ thel r examinations for college 

en t ronco . College entrAnce oxam1na t 1on" " "r" ra ther stltf 

since the oapac i ty of the un1 versi tl.~ s is greatly U m1ted • 

The Commissioner of Civil Affai rs seams to be a man ot 

morA ab1l1 ty than most of the other Comru.ss1oners and 19 working 

on a definite progr11.-. . Ue is emphesiz1n8 extension of the 

boo choi system which has been pu t into effect in sooe of the 

ot he r provinces and i n the training of police t.hrougbout the 

province. 
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1 hnd a good talk wi th S. C. Li a o who i s an i mportant local 

leader of c onsiderable inr l uence and who 1s also a go- be twee n 

botwAun the Central Government and local ottlcials . 'lbe local 

leaders i n S~echuan still appnrentl7 have considerable influence 

and a.ra , the r efore , an i mportant f actor i n tha situa tion. 

247 

~~r . Liao stntes that Szechuan 1s loyal to th<1 Central Government 

and thn t t he t ew local uprisi ngs ore of no renl significance . 

There are var1oUI! reports as to the reasons t or these l ocal 

troubles 1n two or three hsien . One r eport is that one magistrate 

recrui t ed 2000 aold1era instead or the 200 he was supposed t o 

recruit ; o the r s stat,e that local gen try who so i nterests are 

~rrocted have enl1ated the aid of secret societies i n staging 

so<de uprisings , and it is truo thnt members of such societies \ 

marched throug)l one hsien to Another to riot . Apparently the 

situation 18 not really serious , but 1s nn indication of some 

of t he di t tlcult!.es 1n brl.ns l.ng abou t reforms and 1n enlisting 

comple te support to the Central Government regime . 

I also had the good tor tune to a>~~e t l~arshlll Chow, a nother 

l:>cal leader of great i nf luence . Re nlso mAkes the stateoen t 

that Szechwan can be depended upon . 

-· -,. 
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REACTIONS TO THE AM3RIC,\N LOAN 

Chungking , December 2J, 1930 . 

'lhe public a nd official r e11c tion to the Ane r i cen loan 1s 

v~r'J favorAble nnd .!. ts effect on t ho Mor ale is excellent. I 

hnu ainner .,lth i.lr . Sun •~o , hcHtu of tho Leg1~lative tu11 n and 

J!' • • lane; .:hung -hui , !Unist!>r e>f Foreign AffAirs , on Sunday 

evening . .>oth :seeMed plea :sed w1 th tho loan and the i'oralcr. 

::. l s Lor was ~:1 an unus uall'J hAppy MOod . Chengtu pApers 

announcing tho lo~n also announced tho po~ •i ble loRn r ro:n 

SnlllAnd f or ro i l 'NII Y construction and the headl i ne \va s worded 

"F.ngll'h ond AmeJ•.!. cnn LoAn s to Ch:nn Ar• e of Groat As• i st3nce" . 

Zdl l,?riAl~ o.re very fAvor able to tho loAn 11r.d s peak o~ lt "" 

uf groat pnl it1csl s .!. cni ficance anJ i~por tance tc :hlnA bacnuno 

? ! •-'13 def1nito s taoo tal<en in fnvor or Chlna AnC that it is Q 

bol' lnn1ne which "lll leAd to other concrete steps a1<!ing .;hiM • 

. \ nunber of 1noivluual s hnve roterreJ to the smallnes s of the 

l ¢on but at the aa:ne ti:'IB with t,.he !'ecogn1t1on of i ts s1gn~!'1cnnce . 
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I NTERVIEW I'IITJ:i DR . H. B. KU NG 

Chungking, DeceMber 19, 1938. 

Dr . Kung appeared sat isfied with the progress of 

American loans . I mentioned to him tho matter of the interest 

o~ V~ . Chen , the Commissioner of Reconstruction of Kansu , i n 

cr'.l.i1 ts for a r ailroad from Russia to ...anchow, Dr. Kung 

stoted he had ~skod Mr . Chen to look into tho matter but that 

it cnnnot be built now, and as tor American lnvest..-nent i n it, 

,\M ricn has never yet bul l t a rntlre~Ad in China. 

... -
IJ.o.- .. 011 [ra .. • 

,. 

- , [ I I t' 
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INTERVIE\T \liTH LIR. HSU HO, VICE- Inl!ISTER OF 
FOREIGN AFFAIRS 

250 

Chungking , December 20 , 19~8 . 

"The loan from America is most we l come arxi wh i lo it i s 

not great, it is of considereble political signif icance end 

1s a beginning most probably of further sid . It will also lend 

!!ngland t o f ollow suit. There was considorsti on being gl.ven to 

a chan6e in our foreign policy as wo had about given up hope 

of assistance from Americe am ~ngland and it was thousht that 

we wou ld have to follow the opinion of Many am seek a closer 

alllnnce with Soviet Russia . !low 1 t seems unneces sar:r to re ­

consider our foreign pol i cy . We want increasing a i d froM 

A11er ica snd Englaml and with it , we can win the war; wi thout it, 

·• e cannot . 

"':lo Pre utterly disappointed wi th the attit'.lde of tho 

?ranch Indo - China authoritle s . They ha ve notifi ed us the t tho:f 

oust now e nforce the i r decree or October 1937 prohibiting ship­

l'IOnt n o t only of munitions but of all supplies for Chines e 

fnctories . This is in violation or oll treaties with China . 

The order wa:~ i sste d to the French Inel.,· Chln a authorities by 

the Fronch Governme nt w1 t h the admission that 1t wa s so done 

because or ""'panese threats . They even admitted that the 

Japanese hod occupi ed one of their amnll isler.ds a s a baae • 

. 7e h ave mode r epresentations but to no avail . They bave even 

clo.sed tho port. of Kwancbouwsn to ua for tbo same reason. 

French ere a l s o r e 1 s1nc; !IO"'O objection to Sri tish capital 

bu1ld1ng a railroad from Sui fu, Szechwan, to Y.unming, on tho 

\ 

• 
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ground ot previous rights . Examinati on ot the old contracts 

leads t.o the conclusion that tms e rl ghts have now expired. 

110!' nll the countriea we have dealt with diplomaticAlly, 

251 

Japanese are tha wotse and t m Fronoh only socond . II 
"JnpNnese wi ll probably attack Si an noxt and i!' succes s ful , 

it wi ll deal a severe blow to us, aven worse th&n Canter' . It 

will thraaten our base 1n Saechwan so thqt tho capital may have 

~o mo ve agn1n and it w111 cut our suppllea trom Russ ia . " 

!(r. Hsu No seemed to attach more influence to tche Rus s ians 

than I was able to discover in t he n orthwest . lie also teels 

the Ch1nose communist influence 1a strong . This reflects in 

part , 1\pparontly, his own very anti-communist reoling. 

• 

\ 
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'rdE KUmHNG (YU!f!lAl1?U) - BORlH i!OAD 
• 1 th Mr • T • L. ::.oong, ~lan •ger o r tho 

west Transpor tatl.?n Co .) 
Sout.'IJ-

~"2 I. ..J 

~hun&k1ng , Doceober 20 , 1g39 . 

"I hn vo just C:'J .ne fro::; Rangoon 1v1 th twenty tt•ucks of muni tlons . 

ll Look e la van days from Rangoon to Kun:nl ng as I 3 topped nlong 

Lhe wn ; for inspec tion on:l consul t o.t1on . 111d t 1•ip .,..0uld be seven 

~;n;s ·.11 thout such sto;:>s . '!he r oau is sood, ana. excellent in 

pnt· t~ . lhe 19-ttdslldo s wi ll no t co.uso :o~uch dlffl~ulty - !'luch 

les3 U1nn along the Y•.m:-;an Indo- Ch• na Hallway, and can be .,,sily 

~ -"'"~<.! . I plan to bu l la r est houRes Rn<l to have m!s3l onnry 

~ -~tors et fl vo o r s~x s tati ons f or truck driver3 , travellers and 

tor t.h~ loca l populnca . 'Ihe Pgricul turnl a nd mineral r esource s 

nrc ~xco ll ~n t And a railroad 3hould prov•; un econ:)MI.c 1nvM t mon t . 

Thdro i s one unt'in ~ shed bridge o t '.'le1t;ung nr.d n te .. !J?rAr:l tu•J.dp,o 

ts beinG const:oucted for Ol e pBs sago of' t ho Ambassador . I 

NCOI'I!'Idnd thnt you wa1 t untll the bringe is completed nttrlr the 

r:r!! ' o)~ the ye~r . At ths t t1•'18 'K8 nre S!Jncllne " caravr.n or 
% J) tr•tcks to Han,•oon to toke out exporta anu brtnr; in suppltos • 

''{ wl. th ' 'r Llng, ~n h!• sec<>nd 
Oll "'ay G? 'Ill U1 thl" carr. vsn, or · .•• · •· ~ 

trlo . I :tl'l <;o lng over the ne:< u! r oct roau froo s,echwsn to Kun111n& 

' t:.h ·:ou c •n .-o wJ. th ne if vou wi sl•." (1 .nc 6nu of th1s mon • • • ., ' 

tl. .. $oon" will le t 1'1~ know uoflnl t el y 
uccuptea t.ho s uggestion an •. ,r . " 

·• tthl.n A t'e~< uaJ s .) 

i the othor one v1s 
'Ibis r ood wl ll save considarnl>lO t me over 

•n opportunity to 60 oveJ• l.t. • 
?.·•&lynne ond I am glad t o have u 

It 

I d k the end or the ::1011 U; . o.lr • Soong 
s supposec to be co~;:>lete vY 

1s pushing Dr . Kung nnu 010 ;.un1stry of voL'II'Iuntcat1ons to hurry 

up tho r n!lroed bulld 1n~ in Southwest Chtna. 
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TRANSPORTATION 
(Interview with lo!r . Chang Kla-ngau, Min ister of ~om111w1ica tiona l 

Chungking, December 20, 1936. 

"I have now changed my profe••io f b 11 • • n roo u ding end managi ng 

railroads t o building and maintaining highway's . However , we 

are pushing the building of the Yunnan-au,..,,. Rai lway a:l<l the 

Yunnan- Szechwan Railway . We are trying to us e rsils from old 

rol !wn;rs to c0111ple te tho railway from Kwei Un to Lluchow in 

:.wangs1. No a ttempt wi l l be made at pre •ant to extend this Una 

to !Ianning to connect w1 th the lin e from Indo- China. (on accoun t 

of Japanese threat and probably on accoun t of non- cooperation 

of !-'r anch in transporting materilll. J,L. B.) 

"Our attenti on is confined to building railroads in South ­

wes t Ch:.na a s we consider thi.s more i mportan t than t o build 

railroads t o the north into Kan su . "lfe are not i n teres ted in a 

line connecting with the Russian railways as it i s long and 

only opens w1 th Russia rather than with an open port. 

" I t is more importAnt to maintain t ho road s w~ have th&n 

to bu ild new r oads. We have Just taken over the ~•elcho• 

provincial roads and will give attenti :n to their oaintenance, 

lho Yunnan-Burma road baa also been placed under the supervlaion 

of this Min istry. It 1s 8 fai r road , but we are investing 

ano ther million yuan to i Mprove it and m&ke it a .!'lrst. c lua ,. 

road. Work to eUmi na to landslides 1s to be complete~ l?.~tfO,Ji' 
the rain y season late next s pring. I advi se you ~0 wt~t and go 

over the roecl arter 1 tis completed, especially 

gone over 1 t i n ita present 

since your 
:,ti~'O 

condl tlon. 

Regraded Unclassified
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I am going o ver 1t about the middle or Poorunry when the 

first stage or its completion will be fln ishec , and I would 

like you to travel wi th me , 

''',Ve are organiz i ng transport~tion by native met.l1ods -

carrying ~nd by carts over the Suifu, S1.achwan - KunMing old 

road wl'll ch we are i mproving for th l s purpose and o·1er the n11w 

di rect motor ro11d f rOM Luchow, Szechuan, to Knn,i-ng. (Coolies 

254 

and cBr t t rans portst1on will be orst>nlzed l n stages w1th rut 

!touses Ard food ~or men erxl wl th doctors end veterinarians. J . L . J.! . ) 

"!' . II , Tsou of the r'oreign Trade C0111mis slon tells me 1 t 

h my job to s ee that the Amer lean loan 1s repaid ," (There is 

every evld.,nce that thl.s Ministry and thl ?orelgn 'I'l'a1e Uom ­

"1l s s1un are on their t oes to get the products out . .J .L, B, ) 

"I was the las t of my staff to leave nankow . llhen tl'l& 

;;hangshn trouble occurred, I flew there end urged the s tef f to 

re!llfl t n , I do thl s to keep up tha morale . I encourage the"' not 

to become downhearted but to take tho trials as a chAllenge • " 

Minis tor Chang • s seers tsry of Gene ral A! fairs told MO he 

is n O'K raced with the problem or finding omployment tor f>J, OOO 

r•llroad starr thrown out of work. Many of then: wi ll be trAns ­

ferred t o hi ehwRy management of t rnn spor ta t1on · 

Regraded Unclassified
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FOREIGN EXCHANGE AND CURR3NCY SITUATION 
(Interview w1 th Dr • Arthur Young, Ad vi aor to the Central Bunk) 

Chungking, December 21, 1938 . 

"IYith the tall ot 1•ankow u.ohange weakened , out the talk of 

;>oac& following, firmed the aerket ao that we purchased back 

~re than our sales. The exchange Market haa been atendy and 

t'1rm and 1 s in a good technical poa1 t1on, although we need a 

larger ata~ization tund." 

Dr . Young showed me a mess~ge just prepared to be sent bJ 

Dr. Kung to the American , British and French governments 

•Jrt; lng them to assi ~t the Ch•.ne~e government bJ all M~ans t o 

prevent expected revived attempts on t ho part of the Japanefte 

in tho occupied area a to force their new currency on the 

people . 

I havo bean informed by an official th3t Japanese are no• 

dei)os1 ting their personal tunds in Chinese banks in Shanghai 

as they fear confi·sc& U on 'by Jap9n later, &specially a fter the 

\'far . 

u 

' .. 

Regraded Unclassified
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Sul.!E GENr:RAL OBSERVATIOIIS 

Chungkin~ , December 20, 1938, 

One he11r:3 of a gret~t deal of dissathfaction with tho 

r.uo.,l • tang 'becaus e there P.re s o man:~ peopl e ~r 1 t who have 

ll.ttle rual ability and who aro of ton nora !nt er estec! l n tJ1oir 

" l'ica bowl " than 1n anyth!ng else . The Youth i.lovert:ent of the 

r.uot'11ntRng h• s bean started in orde.• ~o offset the trend of 

the young townrds the conmunist 1\rna::~ , l>ut appn:-ently the people 

l n chn rgo of th!.s movom'lnt do not ha vo the quel1tl.cati ona to 

glve 1 t the p ractical dirac tion wh! ell 1s needed f or 1 ts succo~s . 

5 tudent~ who attended the surnn.er mlll t•ry tra i ning classe s 

h•ve r e tumed greetly dissnt1sflnd because of the inadequate 

tr•11 ining rAceived. The dl!ficulty o,.varently i s one of qulll1t1ed 

offl c llrs to train the large num'oJt' of ~tudents . ~he m~~tter or 
~horoug)l tra in1r.g 1n ell types of 11c t1 vl. ties !s of first importance 

ln .;h: na and the absence of it 1a a 11 too evident • 

A r" pr e s on ta t1 vo of the Con tr"l Aircrsf t tells ~e or tl.e 

bombers t.hoy repaired only to hovo t.he:n ""'"shed by !nco"'petcnt 

pilo t:~ after n t o·" hours or le"" of flying. I n other words , 

apparen t ly t he pilots a r e gi ven responsib i lity of flying the .a 

bo:nbers hetore they are suffi c iontly trnlned. All tbe '-'lnnco 

combers Shipped over a yenr ago wero almost immedi ately so8shed 

up. Thoso are now being repa ired at Chongtu and et least three 

or four were again 
308

shed ioned1aU>ly after being put into u3e . 

Ot cours e i t 1s inevitable that accidents should occur but 1t 
• 

• 

Regraded Unclassified
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s eer.u~ to be the general. opinion of tra ined observers thnt 

et t.ent1on need s to be given to the thoroughness of training. 

'lbere seem.s to be much less i nterest in the poss i b1lity 

of peace then early in November. The t a lk Rb<ru t the necessi t y 

of much closer co- operation with Kuasia h as ala o subsided 

sM.eWha t . 

257 

' 

Regraded Unclassified
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OPPOR'l'UNI TIES ?OR ALt:>.JUCAN INDUSTRIAL 2ll'F.!RPRISBS 
IN CHII!A 

Chungking , December 20 , 1938 , 

'!'he t ype of co- operation extended by Curt1.:u ·.7right w11.h 

.:h:no throue):l the Central Aircraf t Company is a f\O'>d 1llus trat1 on 

iJf h,,. AMericsn industrial enterpri s es ClUJ inves t 1n Ch'n• rcr 

1ho purpos e of helj:l .ng China develop i ndus t rie s and at the saa:e 

liMO obtnin ransonable pr ofits. So9e Ch' nose have expre s sed 

to me the i mpor t ance of Amer lcnn ente rprises t~klng the ln! t1a ti ve 

tn r.Jgo tiat1ng for i ndustrial oppor t un l t ies in ;hona rather than 

wnittnc for China to 1n1t1nte such enterpri ses. The stl\tOI".ont 

wns m!l.uO that such type of' co- operati on wou l d be welcor.~ed by 

the .:hlnese and thAt Americans :t•oul d no t hesitate to push the 

:don , 1 hove t a lked wl t." an A.'!lerictln in tile ::entra l Alrcreft 

represent! ng Curti s s ·.~right who s tates ths t he believes out or 

l.:e experience that this ty pe or co- op" r a tlon is essentoa l tor 

lnd'-lstrilll developoent in Ch'nn 11rXI thllt 1t is or.e way by which 

Ch: nese can be g1.ven thorough 'lnd pr11ct1cgl t echnical trn lntr.g 

tl) corry on the enterprise s themselves • 

, 
Regraded Unclassified



lf'!'X)'I"!IDIN 'I ~nr. r~ ~t!lr.'l' 
SUbmltted t hrough thft Secretnry of t hn TreAaury. 

"l':e - 1\tl • .,.ttn« or \he Co•.altt•e Oft l'UrOM .. I of '!111\4-eN\o 
1 r aU~~h. orel\l4Wl b7 ~he loot o r ;r..,.. 2ll, 1'1:111 , ( l'ub. Mo. '739, 7!>\ h 
Con(..) •~>o held ln the orn ce or the tllJ".ol.or of Procn..-nt on ~ 
.,t.or :n. 1!1:!11. •\ th \he f ollow!. "II! ••b•re pr .. ent• 

ll. C. "'l~l, 1'<tp1"0teftt\nr the """11'\c.M "\IUIIMUOO\ for tt. 
i!U n4. l ew Totlt Clt)'. 

-'\ll\lloeti.La ! , 'larflel4, repreoent\nt: tbt ;)e;llll"t..41!lt ~ f " o.r 
\rt!Mr R. l!a.)'O , repr.oM\ltv. U.. lleoM\a""\ of the ,,.,. 
llo.urlc e 1. f7Uft , r~r""'"'tlnll t he !\epM"t,..,.\ of t..._ tntr.lor 
-'la: "cc. -'obler. r.pre"n\IV tho Depo.J'\S•~t " f .\qiculture 
7lotch~r 1'. ,.a•h , r~reeo:>Un« the l)ep:.rt•ftl\l of Co1111eroe 
Chr l atlM Jor r eopl 81, Chalrsan. repru<n~\ll\f. t he :~ep..rt-\ 

of the 'lrfOn tll\1'7 

There ,.,~ ,.1110 'Pre ... n t 1'1\Jor II l"eld&an. ~ .. h t ant to 
C...orl\1 ~..rfle\4: " · a. Irwin , lboov.\l.,. ;llrool.or, .AaMlC!UI ?o'lllldatlon 
fo r t he l llnd; C. C. T.lel:er, OftMro.l lltJI\Mil", !fr.t lon&l l ndlutrht for 
\he ll lln41 Pehr J. ~n. T.obnlODl A4Yloer 1.o Yr. 11\tO;el • ..,a Rober\ 

:..r•.r•, !ACre tar 1 to the Co.-1 the. 

J.t \hle .... u "« O<lft•r d w,.,.rlold .,,,,,..,.,.,. n drAft of t t .. 
re....U • IIMI p r..,....114 I>)' U-.• ..,J~-e.o .. l\l .. tll.'\l ""' ~polnte4 nt tbt 
lnUl,.l • .,.unr;. ~hooo .... ., 4\0Cllt.-4 oAII aft..,. NlopUM of \90 
..,..~~reate of!or o4 1>7 C""\"\" 11..,0 • ....,.. """ro"a. 

'"'l\er• ,.,.. &110 pr .. OIIlood _.v,.ate4 r rlCU NL! r•l a ted la~l> 
to "''J'l7 to oo"' b rocaa *'" co H <>I\ 110;>1 , \M '•"" 1\0111 ..t.lcll \he 
:illU nn"l l ndu.o\rl .. t o r the 11Un4 p ropel.., for l"l'"ol.,.,~ fro" ..,..,.cleo 
ror the blll\d• .t.f\er 41-•""" prlcee for t ho • Minuo ol•"• of 

u... .• \'110 l ,.. • ........ ...,...,.,. ~". 
TM r~lt'\lO!II ...,a tb• t~rloe o rvop•~r \n \hi Att:t.eh114 oeh<t&.r.l• 

-.bl eb tlae ~ h...ad to ordorlN! ott1o ... 

. ,, ~ 
c. J. I'.,.P"•· 

DlrM\Or of Proou..-t • 
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I . i 

Cba1rw.11 

Chrletlt.n Jo)' r..oplu, ropre•nth"~e 

) 

tM t ... a.llf W• laJ ........ ._ .,. f'~n._ ,., uno,-

~~~~~~ ;!!~~.~:::.::.:;!.~ .. c..~· '"" t.s.c. 
... u -"" .. '-" .... _. - ...... ., -.~ .... ., 

'"' llt-11 .... .,_,. • r ~u la a..,,_ -..!.,., u.- l~ .. 
kf'dlt U'U1.M I C..IH" tO 1M loo• 411 , .. c--.! u .... ,..,.. 
u.- of au ....... l'~u hon1o•rt•~ nlw,.,. .. • ~ -o.-•n•"' toe w .......,. M • ,,.,.._,, '"'u- ..._., ..,u 
:::.~~-:, ':~:".', ·:.:·:.~~~~~w.:.-:r=.~.~::: ... , llft.,.,_,, '-'' ,..,. O.,an.wu, "' '"-" O.,o"-'· u, 
foepori.Mlll of tcrinht1'9, Ut Clii>AM•fl of c-,"'· .. ~ ,., 
f'tt-1.-t .. u or Ut latniOt. '"_..,.or lh c-..n .. a.uu "' 
.pollled ,, lh p, .. , ... ,, ohl.l ""' ••llloOII ~Uiul """'"" 
._.,, ... .,.,. ... .n tlelltUif "'of tMir ,_,, to"' ••>~-. 

"Sot. ~. h '""'U '" Ut iiHI I f IH CO.I HN .. "Uftlu 
!lot holr ..,,,., rrlu of ~I , ...,.. .. .,., - oPu "''•t• 
~ltlu -•racu,.. '' 1M WI., M t ,,,,.,. t« 1.a,.,. ,., 
,.,.,,,.. liu.,..i"_l '' .. , ,...,,.U,..,..h, ~lor tM t:oM 
«r•lled ,.,.n ua 1- 01 , .. bh" lut.- or or .., ,,..,, 10 
,..., ... ud '"''" ,.., u ... It ''" u -eft"- •itt d..,, .. 
.. ,..,, c-IIIUOM, _, le ••• _. "'"- Hf'•.t,.oa ... .,.. 
ltf ...... IUc:ad-, II .. •C .. lhHJ, •1-*.U4oH t f ""'tnl _,..,u, .. •hc ... -., .. hlllllht• ••• ... , .. '""""or""'" -.c '-'• .......... •• , .. , ..... - •"" nt ... , .... n- •t , ,.._,. • .. .u .. __ ., • unr•• , .. ,.,.... " u. ... 
111' ..... l .... t••• .. d ... U tft« ... u - flltU-1 .. 
'"'" • u. .,..,..,. ... •• '"""' • ..,.,_u.-. ..... a 
... a... •• -- "' '"'a.-. .. .. 

"'"' J • AU .,_ - .... - M- MIUth -1-i· 
~""''" ,,_,.,. •• _..,_, •u• wtu•:. r-.oA -...u~ 
fOC-M'- "'wIN_,,....,. .. ..,._., "f.,._, o.t..UM,... 
""" ,,.. _. _....., ........ ,., .,_-•• ltf IN .. , .. " •H c- .-...n - ""HI• - ••l.a• wlUh tk,.,.. .,.a.· 
r ... .. u.. '"'" ..,,.,....,. "' H• ~u .. w"' '"" t•U­h1: '"" ,., de arucJ• ... onid• • ,_,,.,... """"-..,.,· ...-. Uot 6c:t ..__.,., ...._ ..,,, h.-.,t __ ....__...,._ 
-~t.a .... ,,.._, ,,.. .., ,... • .a ..,._, .. ...., 
_. ,._.._, ,..,.,,.. h "'•',.. ...... '"'"""""'-or.., 
1- u "''~' .. "" '"".., ........ , t f uh Ju, .., I• ,_ """"' ,,._ .,.. ..,. .,. , ... ,.. ,., '"' .. , .. ., a..u-•&1 
hu.-. ''""' • 

I. IU TMI&tlo.lol h••trl• ' "' lh ill .. llllftl,..h~t­
h-u .. 10 .. "hii .. M l .. ellriM"I I• 4Hi,.AI ... • u .. ..,t-u' 
.. l•llll•llt lhp otiUri .. IIOo Of .... ,.. -· IM .... Hiitt lOt 
u~ Wh4. 

'" n. f'I'Mit-1 (holtiOI, fHIUff OtflotUCII, If ...,.It• 
.._., ... to *""'''" ,.,d..,. '' tM , ... ,to! Gort,_.l • ' U• 
lh......_... p~u ., .. u,., "' Ut e-111" • • h.a- .'' 
lH-....., p..,.IClt "tfltiUII , ,_,,,.... \0 M 1•• oo.:--u .. 1 • 

._ n, e-Jtt .. • Ill ,._.,~ "' .... t .. , Ufotfl U• Pfllolllt-l 
Dubl11, It ..&1 0.,-ri-U .... _,_, .. • r Ut ,. ... ~to! (;ftttf'" 
..,.,, lk,_h.,~u "''""" It M .... nor tffl«t"', NHI: 
t•n• .,, .. ._. • •• ...,,lttl .. er .. , ........ ~utt w 
• • " ..... ".....,,., eU\- h ~ ..&U ••• Kt. 1H1W 
'Of U• - u .. ,,.,., ... .., tiM c.-in• ... .. tM rou Nt'tft 
•nu. u.r.t, u .. ,, .. u .. n • .,, ...... r ... .-ol ,..._,,,,.-... 
--..:n. ~••· n- ....... .a ..... u ".,..., ... ,_ l~ W uoo;; 
U1 dfte\hl ._...,. If ._

1 
....... jo ,..._ M .. u.IUI .. 

told l'n\Wif .......... 

u.!ic~!'feft..-,.....,,.. _,_,, ·~t•U­..... s1.__. <t .::I- "'tl'-" .. Qetl_l .. IIMtt .. Uot "' ... ...__U .. "',_ ..... , • ....... "' '""-.. "' -.n. .. tl~ oltU lilt ....._ ':"" "..... "'- .. _, ..... 

C...ute • htU-.., ••........- ,._,,, 

~~.::-:~.~~IIi t .... , --·· , ....... a. c. 
•· hi Uo , __ , lll •l .. lt nil ...... on _, 

du•- '"" """'" ""- ,..,,w .. , he •• - '"""''" fo,.n lh "~oon fw 1111.-tO'IIto ttlloll•ol hlnlol•, ,_ 
tl ... lhl hUt 'ttettiiM .. IN""' '"" t f ,,..,,,_,, ._, 
h•lto"" hUt-. ...... ..r MI.,._ ....... '- •"''"'itCIIot 
dc.,-.:t It'"""' hi.., ,.,_.,,'"• ltc. l M ,_.. .. .-1 "" 
p,..._llhhMI • ., .... II" t~t•llottr tt ..... n .. I t • 
tl< .. •• ""•*'hr~t~, •c .... uo O()ooklt ,firt '''" . , ..,,,,. 
llh PNC'I-1 hoiO\M Mfd.,., 

Ill! llll'-oi.IMootn .. "'ll ... .,. ... 1 ,_,. t f toll -­
'"''" .... Ut .,__In "", .. MlloOI .,.. , ....... , tM 1- • I 
Uo IIMl .. $tot• • • ~ OU IIUU. - 01.._10114 .. ~I ..... Uo( 
~· '-"'l•• .. u., , ......... tl ... --~~- ,...,, .. 
" u.. ...... h .. "' ............. " .. ~, ........ ., . .. "" 
~ Geooo.-1, .,.,._.. ,.,_ - .... h .•tr .-!tul•t.,. 
--.--- ...,...Uft 

f"' lad..,...,., ....... _ MOIIM• ' "H ... II..,_ 
... , " u.. """"-' ···--.. .-.. h •• , ... , .. --... .... , ... --- .._, .._... ... , ...... , ......... ... 
_. ..... ""'--' ~-·-~ ....... --· Jt.oll.l .. ,__ ..... '""_.,.. ..... lioN ............ -~ 

~--, . ......... t~._., ................. , ... _.,. ............ "'*·- -. .... ., ..,_,. .... 
U..tllMitU•-U• MP ..... IlUO ,..,_,,, ... If-· 
1t ...U .....,.1, ...to" lit ..._, to.-l.lt M U"' e...n .. If• 
ht>o •I.U .... i« M tl.tl ott•lo V-lllfll M '" ,__, 
Iorin~- •..., 1111 -· • ._, fW ....... IC-t Uoll -lUAU 
• cJ•w- .. IN ...-.n., .tf•• N •ffotl "" ,.ru_ ~­-.... ~ · 
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6. P&~•uta wtll k a&d~ or tlllc or\icru11 otrice:s to til~ P~ 

c•r~at Olvlatut ua stocK iteaa aellvercd •• Vasll'e4 toa , &a4 dl­
r~tlJ to tile AiCDc ies fu r t •e oliad tl &11 otller cases. 

APPI!0¥1!0 Bf TilE (l)t(l!JTf!f 

Proctd~r• (Or purcho&• 

C. J. People"' 

1· No co...WHy a ball bcdeUve~red bJ 1.11 &ltltJ tor t be bliatJ, 
uatJer a purc hu.: orC:.~r l!iSUI!~ OJ u .v o rderioa o flice, uolus At 
l eut 75\ lur Ot he r peN:eou~e whb re~IIJ fJC l t u a part icula r itt 111 
tbat a&)' llu ap'-citied h the &elacc.lule ot bll ad .. aade prod~o~cu) u C 
tiiiiJ dire<.t labur ot produc: t iua ot s ucb cOIUitiUhy s ball bave b.:eo 
perfo~ by til..- ~li th.i; ua • • leu t h .. uc1 tor tbc: olitul gt­
terit~ auca c~itJ sllall bav~ produce4 it tor pr iva t e sal~ tor 
at leNt au .ottb prior to til'"- receipt ot a•clr. u on:u. &&ell 
ccrtataed iavoice sllall coa t &i a A ccrtatlcat~ 4alr ~ceatc4 OJ u 
ut~ttkd rcpreuauun o t tile 'ttiCJ tor t ile olhd a~., tlla t 
nell &cdCJ ta A .aa-piVlit-aa.u q UfJ UUAtloa, tMt tile per<.cat­
acc ot d1rect labor of p~uctaoa bJ tile Qlkad as ~it~'' tile pre­
scr ibed halt tor tile pa.rt icllla.r c~UJ, u~ tht nell ..-c•CJ 
liN ptOaucN tllec~hJ t o r ptiwau a&lt~ tor tbe uid a u 110atb 
period. Prior t o pl~lot or..Jen, dep•rt•eots a44I dtal)hsb-..:Dlt •1u 

to•·"'•nl request& tor aHocati·oo tu 
eo.m~ ttee oo Pu r~bAJtl u! Blind-made ProJuct~ 
Prvcurcaeot Divi~iua , Trcaaur1 D~partm~at 
)tb aud D St reets, SV. 
Yasb1D~ too , D. c. 

R. Bewtaoi ai Apr i l 1, 19~~. N&t ioo&l loduatrics ~b&!l f uru kah 
to t he Prucurttnt Dt Div isioD quarterly r~poru o f G!Jvcr~o t J-Ur­
cbaa~a oi blio~-aad~ vroUuc:t s , abowloe ~ t r•oaact ioos coDclud~ 
prior to lie f it teeotl U&t ot t he prewioua ca!eo4ar moot b. Tbeat 
reporu -1u ht:hlde a list ot ... u purcba..ae urtJe r s fille~. "hb 
tile Cllt&atht . slliippiDi u d delht:r J pohta, ud. pr ice neceht:4 Yeller 
c-acll order. 'JIIIe Procarekat Dhbioa • ill tllea sabait tllcse r r 
porta to tilt t;o..iuee vita u t rcoco.tM.t.u~as it H,J d~ ap­
p~rtatc . ltlli rcapc<t to t ile l air a&rkct prace of &aJ .t.rticle or 
.t.rticl~• coataiaed La tll~ scll~ale of blk~ p~u<ts. 

q. hJ "Moo-protit -aatha q ncln for th: Blio.d" sb.ll M U 
&.DJ iutintiou op~nte4 h tile h tet ttt u t blia~ per-sons, tile 
DCt itW.c Ol lllblC:IIi iutitot iODI !lOCI OOt hure h • bole Of" lo 
part to tb~ oeaetit ut s barebo ldera or iac.lividuals . as ev i\lt:nc~:d 

by alf idavita •h icb u.all have ben fi l.ct.l wi t h Natioaal [ rulus u iee 
tlt.Olltbi aw auc ll &tatus. 

Requa r -..cat& •• u be n•."Uut .. lr allocateU OJ tbe SatiOaiJ r ........... 
trica to1 tke Bliod 4DJ tie onsuha uft 1c.e co t 1ft~ or til" aM.: 
ud loc&t iua o! til~ a,eucr or -.eKiea ~.;::Si~aat~ to a.••t...,.uror 
th aatertaJ.. Pvrd.ase- onlcr u\1 ~Ills of laU1a. s~la lka De 
prepa.red u..:. forw-ardc-U dl r«t to tilt!" ~est-a.u.a;. aauq. tor-4r'll., 
copiea ot tate order to t~~ c.-'"" oa hrch.ses of 8tu ... --....-: 
P~ucta &Ad tbe Nataoaal llduatrlea tor tbc Bltad. 

.... ... 

3&-IHOO 
3&-B-106 
3&-8-llO 

. ... lft2 

. ... 1110 
38-"'"1'10 
38-"'" l'lll 

OrU .. •ra fur c.ld 1Ytf1 lD w ... bl114\0D • Ill COtlllDIU: tu oe pl.atc .. 
• ltb tll~ Prou remeot DhiaiQD a.a bcrutoforc tor h lUoi li'Wl tn" 
ttuck aaluai. at-d 1D t be P rocu ttt~en t Dhisioo BulldlnJ . 

AU tCI. l "'" 

aroo.., corn; 5h&l l bl ln ·~~ n Ul f'li!der a.l Spe.catluUon So. 88 51 Aadkatlll'lL 3: 

28 l'(IUndS C.O ~""- ...... _.. •• ··- ......... ........ _ .... _ ...... ................ _ .... __ • _ __ ......... _.................................. .... .. l,lozcn .... . 
32 ~ C.O do~ ........................ .................. _______ .... _ ............... ................................. --.. -· • dOz~---

~ ~ to dot.n .............. ~ ........ ............... ................................................................ . dOzen ••• 
MiO~, eott.On; shall b. 1n &c'--ord&n..:., W1Ul f'ac:t.!ra.l ~lt'1cauon No . 'I\1 SAtA: 

12 }.IOUnd.S t.o dox.n ........................... ... ....... ___________ .. _____________ .. _________ ........................... ... do~o;n __ _ 
lS ~ c.o do~n ........................ .... ..... ..... ____ ____________ .. ,._., _____________ _ ............... _ ... _ ......... .. do~~n ... . 

20 pOundS c.o dO~un ... .............. ...... . . . .. ............................................. .......... .... --------·-···· doz~ ... .. 
24 pOundS t.o do~un ................ ....... . ... .... .................................... __________ ___________________ ___ ~ozen ... .. 

~.A-1 
1,00 
1.<10 
,, ,!:II 

Al»•• pr i eea &re r . o .b . ~at ~int or u.nwfactu.te tbr itt\1~\. ~ go"111m.dlt IJlll or l Win.<· 
~ poa.nt. or IU.IliJac;.......,.. • l-U t... U. l outton or the Jlll-fU~u ~..ne.)' ror u.e t.llniJ 1..0 wtu\21 &n o..u.r 1$ allo..:~wd. 

) 

) 
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FROKI .llllerican llaib&uy, Pub , France 

DATil December 23 , 1938 , 9 a.•. 

NO.I 214.8 

261 

Re telegram No. 870 of llo••ber 19 fr~ \ he Depar\­

ment and telegraa No. 1968 of llo••ber 31 fro. \he 

Embauy; Ooobran hae returned and thil •oruillg he 

r esumed his dut1ee in the Embaeay. 

WILSON. 

V.:LW1f 

' 

Regraded Unclassified



262 

JR GRAY 

London 

DatEd DECEmbEr 22, 19~8 

REo ' d 1 : 22 p.m. 

SEorttary of StatE, 

Washington. 

1460, DECEmbEr 22, 4 p . m. 

FOR TREASURY FROM BUTTERWORTH. 

I arrivEd last EVEni ng. 

It may bE not~orthy tnat thE markEt has now broomE 

awarE of thE action takEn by thE British authoritirs as 

indi catEd in thE following EltOErpt from yEstErday ' s 

prESS • 
"VEry f~ opErators who had bought gold forward 

thrEE months ago arE taking up thE mEtal bEcausE London 

banks arE again showing grEat diffidEnCE in advancing 

monEy agai nst gold. This ia partly bEcausE of thE 

approach of thE md of t hE r&ar ~nd thE incrrasing 

sEasonal stringEncy of crEdit . 
An EVEn morE important factor howEvEr i s thE rrqutst 

which was madE to thE London banks a short whilE ago 

by thE Bank of England to discouragE loans against gold. 

A complEtE ban on thESE loans has not bEEn r~impostd but thE 

familiar lrEquEst' has bttn madt" . 

JOHNSON 

RR :CSB 
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Secretary of StatE , 

Washington. -

£63 

Yunnanfu via Hong Kong & U. R. 

Dated Dtctmbtr 22, 1938 

Rtc ' d 1:29 p. m. 23rd 

13, DEcEmbEr 22, 1 p . m. 

Local reaction to American Commercial credits loan to 

China !las bEEn univErsally favorablE . Commtnt is usually 

to thE Effect t hat thE amount of thE loan is immattrial l 

it is thE sentiment behind tbt loan that makEs it 

important . In an articlE in onE of thE local ChinesE news-

paptr.J nt ic,hbor Hsu Po Yuan manager of tht yunnanfu branch 

of thE bank of Communications matErialization of world 

sympathy for ~nina , and it is thE result of China ' s efforts 

in continuation of th£ uar for the past 17 months • HE 

statEd that onE of thE i:1d1rtct rEsults would bt th£ 

strtn~thEning of China's currEnCY and that China should b£ 

solEmnly confidEnt now in thE ultimate dEftat of Japan. 

ThE recEnt aritish and Amtrican loans indicatE absolute· 

confidEncE on the part of thosE countriES 1n thE soundness 

of China's EconOQic structurE . ThE soundness of tht loans 

indicates t hat thtir attitudE toWards China is identical. Th18 
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2-il~, Prom TUnnantu, Dto. 22, lp.-. 

This is rEprEsEntative of thE looal rEaction to both thE 

British and AmErican loans . 

CSB 

Oopy to Chungking by air mail. 

REpEatEd to P£ip1ngo 

KEYER 

Regraded Unclassified
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PLAIN 

London 

DatEd DtctmbEr 22, 1938 

Rtc1d 4:35 P• m. 

Stcrttary of stat£ , 

Washington. 

1462, DECE~bEr 221 6 P • m. 

FOR TR£AS1JRY FROO.: 3UTTE!t10RTH. 

Ont o Although I am of coursE unablE at thE prtstnt 

timE to report on th£ gtncr al tconomic situation in Ortat 

Britain I feEl I should rtcord in connEction with thE 

SiGnificant tf'ftct of' thE armamtnt program on thE tradE 

position last night 's announctmEnt by Sir John Anderson 

that thE British oovErn=Ent is to placE o~trs for ligbt 

stEEl for air raid shElttrs 9.1110unting to '-29, 000, 000• WhEn 

to this sUlll is addtd thE cost of thE rEqu1si tE labOr and 

othEr mattrials thE total rtsultant Employment will bE vtrr 

considErablE . ThE plat£ stction of thE stEEl industry in 

wl\ich unEmploymtnt is rElativElY htavy btcausE it has so 

tar bttn littlE affectEd by tht ariJlllli!Ent program will bE 

thE main btntfioiarr• 
rrwo. ThE txcbaD8E marktt was quiEt• ThE 4o11ar 

optning at 4 . 66- l/2 bid until riXi~ whEn thE rat£ wu 

4.66-5/8 97 bar& wtrt sold, 47 btin8 marriEd and tht • rcmaindtr 
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REB 
2- #1462, From London, DEc. 22, 6p0m. 

rEmaindEr suppliEd by thE British fund . ThE pricE of 

149 shillings gavE a prEmium of 1/2 pEncE . WhEn thE Ntw York 

markEt camE in, dollars wErE offErEd around 4.66- 3/4 and 

towards thE closE thE ratE wEnt to 4.67. 

ThE franc was stEady around 177 1/8 and bid untU 

rumors that thE FrEnch GovErnm£nt had rEcEivEd only a 

small majority on onE of its dtcrEES at which timE thE 

franc btc amt offErEd and thE ratE wEnt to 3/16. 

JOHNSON 

NPL 

1,1:131 
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P.t.RAPJIUSK Or 'fKl.JtW+V UOKI'QD 1' 
JROlh Allert can •baeey, Parh, rrance / 

D.lTKi Decnber 22, 1938, 8 p.m. ~ - ( 

IO.a 8153 

JROII OOOJIIUJ • 

.lt 5;00 P••• I Yie1ted at the Bank of France, where 

I l earned. tb.&t th1e morning'• exchange u.rket waa fuor­

ably affected by the apeech which Reynaud made yeaterday 

before the Obaaber 1n defenae of hie reconatructicn program 

and 1n wh1oh he pointed out the 1mprOYementa which had 

reaulted therefroa. The French stabilization fund by noon 

had acquired about lr 1, 600,000. When it became known that 

the Government won todayta f ight by the narrow majority 

of aeven YOtee on the 2 percent tax in the financial pro­

gram, there we.e a reaction !or a time and 600 ,000 pounda 

were loet by the fund. 'fhia aovement had quieted down 

by nan1ng, howner, and the market waa again offering 

aterling 011 the belie! that the anereat teat had been 

passed by the GOYerru~ent and ita financial and budgetary 

leg1elat1on would ehortly be completed. TheTefore 

1,000 ,000 pounde waa the net gain for the dlt' • 

Th1e morning at the opening of buaineaa the French 

atabilisation fund cODtatned gold in the amount of 

If it had not be8D tor the anere 
11,685,000 ,000 trance. 

aet-baok suffered on the twelfth of Dec•ber • wha about 
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"ll ,000,000 fh.ao• wuo lo•t, tllo uouat now in tho tWI4 

would !a&YO bo& appron•tolr 18 ooo 000 000 .. ' ' ' ~.rano•. 

'fhua tho oV.'b1lhaUca tad 1o in lood oOA41Uoe. 'fllo 

ouUook 1o proalolq for tu~or sractaol aupeni&UOA of 

t he reoouroo• of tho flmd .Uoup -• ohort oo.erinl 

but to a l&r1er dootrod reouU throup ao11ual capital 

repatriaUoa ll&do moro ooll!idont bJ tho prosraa of 

t ho Pr•ior u4 tho J'1R&Roo Jlinhtc ud ODD.ouo to take 

&dyutap of tllo ri•• whioll J'ronoh eeour1t1eo aro u­

per1onc1.q. 

"fllo J'ronoll :flmd, I -• t old, uaod tho dollar pro­

oeedo of tllo 8,000 ,000 4ollare worth of gold eold fr011 

lew York a fn d&ra ago to b'QJ oto:rlina. 'fbe 14oa ••• 

to holp ohook tllo dooliae of atclina, 011d it 11 0&14 

thd tho Br1t1ah off1o1alo ~~ appreo1atod tho aon. 

I u tll!-..4 that ~· J'ronoll took tllh aoUOil deap1 to 

tho1r do•1ro to Jtoop intact &ll4 ... aaapot pou1blJ bJ 

fUrther eh1pa•t• oooe tho aupplJ of 1old which 1a bold 

268 

ia tho Ullitod ltatoo. "rho off1o1alo who haYO charlO of 

tho l':ronob fD4 arO unouo to eoo atclinl f1rllft. 1f1tll 

tb1a purpooo 1a •1Dil tllOJ a:ro to .... oxt•t tJTllll to 

41Yert oaloo of dollar• oa tllia a:rkn to J,oa4aa. 

no fD4 at tho ...- u .. 1o blllY1&1 dollar• f• tllo 

pupeoo of Motlac lto ... roqut:r•oato oa flltvo ooa­

uaoto •orota. 1a add1 uoa to tii• oterlial -ucao4 

&'boft, tt taa _...u• toda7 ...... Uan. tooter4&J 
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Cobbold, of 1ille Baak of :lqlu4, we here 1.11 Parie . oo~ 

f errilll w1~h off1o1ale of the BaM of J'ruoe regar41JIC 

t he exohaJI&e aU;-Ucm, u4 u •• reported that he wae 

eoJDewllat 4efeote4( 4ef•tedt). I we.e tol4 he telepllone4 

me, but I had Dot rn arr1we4 here. 

IILIOI. 

liD 810!1<38 OB, !10 
AID THRII. 

269 
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DI OIWBIR 33 , 1938, !ROIL PARIS . 
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I ~ told that at the meeting laet week of director• 

of t he Bank for International Settlementa , the Governor& 

of the Belgian , Swill and Dutch National Banke bad con­

fi dential talk• of their worrie1 over sterling. It i& said 

they e·no intima.ted aaong themselves that they might permit 

their ourrenciee to be baaed on sterling if the rate should 

go low.r , or nan perhaps if in a reasonable length of t11118 

the preaent l evel abould not be improved. Thil poseibilitr 

11 the reeult of economic consequence• of the d~reciation 

of s terling rather than the reault of any criticism of 

recent • nagement of the Br1 tish equali:l>ation fund. It wae 

suggested when I wa s i n Washington that upon my return to 

Europe I might viait the thr ee central banks above mentioned. 

It might be adviaable for me to malte these calls during the 

fir at week in JanuarY, particularly in view of the above 

rep ort. I ab&ll 1M&diate ly t r y to make the required 

a rrangeaenta if t el egraphio inetructions to tbi& end are 

f or t bcoa1ng. 

lt!ID Of llJ88J.GI. 11ILS0ll. 
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TREASURY DEPARTMENT 

INTER OFFICE COMMU NICATION 

271 

DAn Decea;ber 22, 1935 

ro Secre t ary Mor genthau 

, ftoM Mr . lih1 t e 

~uoject: ~ecer.t trends in our foreign tra de . 

Suw. cry 

( 1) Our balance o f trPde o f al iDOF t U b 1111cn f or tte 
rtre t t e n mon ths of 193S i e the hi~he&t favora bl e bal ence · 
. r 18 country hB s haj since 1921. This excep tionally lar~-e 
fe vo rPole bt< lance of trade dur1n 15 t h16 yea r le due too the 
rfrt t !' l meln t ene.nce of tr.e gsln in extorts achieved durlng 
1917, v.h lle at t!le same t1a.e our i mports dropoed tc t!:e 
de o..uee lon level of 19311-. · 

( 2) In the past f ew mo~ ths our ex~orts have been ln­
c rfas lng (the low po i nt w9s repched ln July 193Sl , but the 
lncr~eae 1e less t t en seasonal . The trend of ou r exrorts 
teA b een downward throughout t t e • hol e of t he yeer 193!\, but 
th~ d ecl ine hes not wi ped out th~ increas es a chieved. A 
l o• er l evel of exports t h is yea r comcered v.lth l.B.~t yea r hll& 
E lso been true of tbe e~orts o f the lHding countrl.e e of 
the "or l d " 1tb the exce.,tion of Frcnce a nd 5-dt zer lend . 

(3) Our exports t o Europe end South Aweric£ have oeen 
... £ln:• i ned bet t e r thBn our ext or ts to other continen t s, • t 1le 
?ur exports tc Africe and Asle ehow th e 1110e t substantH>l de­
e ll ne s . Since July, ho..-ever, our exr or t s to s ou .h Alter ic• 
'•E< Ve decl i ned sbe_r ply frolll :.he 1917 l e ve l s, but t hE. t ts due 
t o the fact that our 1937 levels were eo bigb -

(4) Our expor ts of a F"rlcultulf' l products during t his 
year were $100 million gr eater til n ls st yea r, ;-h ile our 
AX1lOrts of non- a Fr i cul turel oro duets dec r eased oy i;220 mil-
110'1. The lncrt>aee 1n ex.:or ts •A'as s pr ead throu~hou t t he 
list o f agricul t ura l products, but r.he major cH> n~es we re 
• n incre ased e xoorts of gr ains of 1!145 o1ll1cn, ., .. lle our 
co tton exports decl i ned bY $100 mi l l i on . Cf the non­
st:_r\cultural comteodlties, tbe la r gest declines "ere rc r 
• utomobiles and tron and steel p roducts ~hich sceounted for 
a lo8B o f $150 mill1on. The largest 1nc r eaee occurred i n 
the exoort of aircrsft ..-bleb doub l ed rro~ $30 lllillion in 

1937 to $60 million in 1935. 
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(5) Our imports were $1 billion lees during the 
tlrs t ten months of 193g compared with the same period 
\n 1?37· We reduc ed our imports from all major countrtee 
of thll world ·· i th the exception of the Union or south 
Africa and the Netherlands West Indies. Canada lost 
$133 milliOn in sale e t o us in 193IS compared with 1937, 
Imports from British A~laya declined $100 mi l l i on, Argent ina 
~95 million; imports from the United Kingdom declined 
~SO million, and from Japan $75 million. 

(6) Our import of agricultural oo!IIJJlod1tles dropped 
by $600 million out of the total decline or $1 billion. 
•'he chief a grlcul turs 1 produc te which were reduced ..-ere 
~reins, unmanufactured wodl, hides and ski ns, and cocoa. 
The ch ief non-e.gr1<'ultuml items m1ch were greatly reduced 
• ere tin, turs, and diamonds. Unmenutactured tobacco was 
tile only l'lll j or item of import which was i ncreased 1n 193S 
a s against 1937· 
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INTER OFFICE COMMUNICATION 

oAn December 21, 1938 

TO 

S:;bJec t: 

Secretary Uorgenthau - 3 

Mr. White 

Recent trends in our fore i gn trade. 

For the first ten months of 193! our excess of exports 
eve~ imports totals about $1 billion . This excess has been 
lerge no tr.i the tending a sub stan tlally lo.,er level of exports 
ttie yeer tt.an last year. (Last year's favorable belance of 
trode for tl:".e first ten mon ths wee only $6<> m1lllon.) The 
ex::lenPtiOn f or our large excess of exports has been tt.e 
are.etic decl1ne in our i mports we have experienced th i s year . 
Cur imports during this year have dropped to t he depression 

level or 19)4. 
( 2) Our exoorts have been inc~··asin since Jul but the 

incr~ase has een ese . an seasons . 
~xports 

1936 

January 
2!9 

Febru<rY 26~ 
March 

27 

April 
274 
257 

!;.ay 
June 

233 

226 
July 2a1 
August 2 6 
Sep tember 

276 
October 
November 
December 
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The quarterly totals below show the decl ining trend 
tn 1938 · 

lst quarter 
2nd quarter 

l_9J7 !~J~ 
rrn-mill ione of dollarBT 

71~ 828 
&2 7611 

274 

~rd quarter &II) 705 
th quarter 96& 7S5 (est.) 

October )3) 
November 320 
December ~15 

Cur rourth quarter exports will show, we estlmpte. abou~ a 
10 percent increase over the tl:ird quo. r ter. This increase 
1s sO:I•e•hl\ t l e s s than the s-:r sonal increases teking pldce 
tn t!lc Pa st few years. 

( 3) The , evel of 
ti'R t is rue of a 

our ex orte 1e less ~!.a n last ear ' a 
r 'lll ce 

Switzerl and. 
ng countr es excer t 

Expor t s of Leading Countries 
Percentage Change 193& from 1937 

Jan1111rY ~hrouf:h October October 

France I 26.2 I 19.7 

Swl tzerland I 2.7 I ll.l! 

United States 8 - ~ 

Sweden 6.& - 1l.t 

Germany s.s 1 .2 

tletherlends 9·3 - 10 .5 

United Kingdom 11.11 9·" z. ti 
Canada 

1).0 1!. 1 
Japan 

1!! . 8 

11).1 - 26.6 
Argentina 
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If, however, we compare the last month alone instead of the 
whole ten months , the decrea se in th1e year's exports as oo•­
pared with laet year is greater for the United Stat es than 
for all the leading countries except Sweden and A.rgentina. 
The explanation is not so muoh that all exports are now fall­
ing a s it is that exports rose very sharply last fall. 

The downward trend in value ot total exports began about 
~~y, but the physical volume has been downward from the be­
ginning ot the year. The physical volume is now about one­
four th lower than last October. 

( 4) 
u better 
193 , wh1 
declines . 

Our exports to Europe and South America have kept 
than to an other continent for the ten months of 
e our exoorts to Africa an Asia show substantia 

275 

Sinc e July , however, our expor t.s t o South America ".ave 
fal len oft sharply from the l evel of exports in the same month 

of 1937. 
Percentage Change in 1938 over 1937 

JanuarY t h rough Ootober July through October 

Totnl United 
States exports 

Europe 
South America 
Oceania 
North America 
Ada 

+ 4 
3 
3 

11 
13 
23 

- 171> 

- 2t 
- 17 
- 19 
- 20 
- 35 

Africa 

(a) 
countries 

t U Wing important £ur opean 
our exports t o the o o 
have increased thie year. 

Ireland 
Spain 
Czechoslovakia 
u.s.s.R. 

Greece 
Denmark 
Netherlands 
United Ungdom 

Sweden 

Per centage change 
JanuarY t hr ough Oct ober 

2 3~'4 
152 
1)4 

83 

~ 
~ 
2 
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(b) Our exports to the t ollowlng Eurooean ccunt rlea 
are lower thle year than last. 

Percentage change 
January through Oct ober 

Germany (lnoludlng 
Austrla) 

Belglum 
France 

Portugal 
Italy 

- 20 
- 25 

(c) Latin American countries to which Uni ted States 
exports have i ncreased this r-ar over 1937: 

Venezuela 
Chile 

Percentage increase 

1a;t. 
g 

(d) Latln American count ries t o which United Stetes 
exports have decl ined t his yea r trom 1937: 

uruguay 
Mexico 
Cuba 

Brazil 
Peru 
Argentina 
Colombia 

Percentage decl ine 

- ~ 
- 16 

7 

~ 
2 

(e) Some other countries to ~h1eh United States 
exports have increased thl& year over 1937 : 

Percentage incr ease 

Hong !:ong 
!:wan tung 
Turkey 
Netherland Indi es 

~ 
3 
9 
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(f) some other 
exports have declinedc~~~trles to " h id: United Sta t es 

a yea r over 1937: 

Percen tage decline 

China 
Jap a n 
Union of Sou t h Africa 
British Ind i a 

Ca nada 
rhllippine I slands 
Austr e lla 

- 36'-• 
24 

- 21 
7 

:s 
3 
1 

271 

( 5) E~orts of &firicul tul't' 1 i t~a.s i ncret.sed by !2_:_er­
~ i n 1937 out ~X'lorts o r non- a c.ricuitura l iEems de- -
£!::.!..~ oy percent. -- · -- -=:..-::"-

Our co tt~n e xpor t s declir.c J by SlOO ~illlon ~hile ou r 
to•P l e xports decl i ned 9130 million in t~e fi r a " ten ru~n;hs 
of 193iS. Exper t s o f all ot.>te r agr~c-..lt'~rr: nr r;ducts 1n-
c !'Fa sed by a lnos t ii200 m1llion over the ,.reviou ~ yp ~ r of 
'"I ' ch the inor " a sed e xoort o f <r '•ins acocu:tted f or ~ 14') mU-

l l en . -

~~on- E<;~ricul t ur!J 1 corrunodi ~ lA S deere a sed by $220 mll \!on 
coilnO l'oJd .. ith last year, or 10 perce n ~ . ThP. ite.~ s ;·. lth t'>e 
l• r ,;ee t decl\ne s were vuto.nob iles, and iron !'ni s~; .. el •·r1~u:ts , 

ich declined a t o t al of ;.150 mlll\on . ThP lPrgest incret>FP 
-:courred in the e xoor ts of Bircr ! f t which r :.s e r :·>,n ~>O mil-
lion l n 1937 to (;60 million i n 19}3 . · 

(6) Imoorts from ell co:;ntr1" r ·.·e rf.' 
f or t~e n t st ten n?ntEs o ! 19}6 than f Gr 

;n billion l f.' s e 
tr~ f{r~t t Pn -

o>Jo•t ths o f 9H . 
-----~ 

C" nada led the list vith l' r f•duct1on of .:133 mU llen 
i n esle s t <> us in 1938 COI!I'Pl'l'ed vel t h 19}7 . Our i mports 
f r o.n Cuba declined ~36 mill t on. In So•1 th Ame!'ice ~ tt.e 
c oun try of lar gest decline was Ar gentina . losing <>95 mil­
lion i n the fir s t ten runnths , out o f e tota l r eduction of 
i mports f rom sou th America o f $160 mllllon . 

Imports from Asia decl\ne <l Ell~O mi l lion, or ~\;percent, 
~:~ ro i mports from Europe declined 260 m1111on, or 3 J:f.' " cent. 
In Asta BritiAh ~\Aleye alone lost ~100 ;nillion in ePles t o 
, ' "75 !rlllion a nd Chi na ~55 million. I n 
~; J!IO!\n l ost ' . ' a&a 1ll1Cn l n sele s 1;0 'J B, 

Europe, the United i<ingdoll 10:~ m1l~ion em rren ~e ;!20 mll-
e L~1um $34 mi l lion, u er manY • JV ~ 

liGn. 
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Our i mports i ncreased 
tn the v;or ld, tm Union ot 
. ea t I ndies . 

Uni ted States 
imported from 

Aus tralia 
Ar e;entina 
New Zealand 
:Jruguay 

Ch ina 
DBl~iUID 
Bri t1 eh l!alaya 
'Jnited Kingdom 

~letherland s 
Jepan 
Chile 
I nd ia 

Nether land Indies 
Canada 
Germany 
Frence 

Sweden 
Czechoslovakia 
Brazil 
• exico 

Cuba 

from onl y t v; Sou th At'ric~'O a:J~her C:)Untrie 8 
Netherlands 

Percentage deoline i January _ Ootobe" n i moorta • 1938 com-
pnr ed w1 th 1937 

- s~ 
- 75 
- 74 
- 69 

- 59 
- 50 
- 51 
- 117 

- 45 
- 4J 
- 42 
- 41 

- 41 
- 39 ; 6 
- >2 

- 25 
- 25 
- 22 
- 21 

- 21 
- 12 

7 1 tillY 
Colombia 
Ne t herlands West Indies 
Union ot South Africa 

~ ~ 
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(7) Our imports or certa in agr i cul tural commodities 
praot1oally disappear ed, such as unmanufac tured wool which 
dr opped from $91 million to $16 milUon, hides and skins 
f r om $63 miJ '.~ c·1 to $22 million, grains trom $100 million 
to $5 million, cocoa trom $4S 1Aill10n to $1S milliOn. Agri­
cultural commodi t i es es a whole e.cooun t ed tor e. loss ot ~600 million out ot the $1 bill i on dec l ine. Ot the non­
agr i cul tural commoditi es the moat severe deol1ne came 1n tin 
which declined trom $S6 mill i On to $37 will i on, rurs wh ich 
decli ned trom $51 million to $41 m1111on. Unmanutactured 
t obacco was the onlY maJor ole se or imports which 1ncresaed. 
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Deceaber 22, 1938 

!o: !he Secretary 

Frool: Wr • liflnee 

I attach hereto a letter to Chairman Douehton from t he Eonornble 
Jer.ee W, Uorr1a, Aeoietant Attorney General, dat ed January 18, 1938. 
Cha1rme.n Do\18hton and Senator l!arrilon are extre:oely arud.ou• to have 
a letter signed by you along t hoee general l inea f or incorpor ation in 
t he Codification of I nternal Revenue Lowe, which they hope to e-.ct 
by reoolut1on of Congreaa ae absolute law. 

!he letter prepared for your o1gnature by t he General Counoel'• 
offi ce aU&Gests that we recoccend t he codification be not oaooed e o 
aboolute law, but aa pr1ea faci e evidence of t he law. I diacueaed 
thia matter with llr. Oliphant and he feelo thAt it would be a lllot oke 
to paso t he codification aa aboolute low and he hae written a clear­
cut memorandum g1vint: bh reaeone t herefor. AI I aeo it, icnorin& nr;y 
little about legal mattore, H•ronn '• poo1t1on col<oe good eenee to ••· 
but dooa not anawer the p r nctical quoa tion ao to your posi tion and 
mi ne should we decide to refuoe t hem our active eupport by wrl ting ouch 
a letter. I have been t old repeatedly by Cha1nr.nn Douehton t hat he 
h deo1rouo of enacting thh code into nbeolute 18" ao one of the firot 
otepa of the new Conuen, and further t hnt thh hao been one of hia 
long eheriehed ambitions. Rnd Heronn not been t aken suddenly ill thio 
morning, I t h ink be and I t ogether could have otre.1ghtened thio lll&tt er 
out ritloout worrying you with it, but ao oattera now otend it 110uld 
seen t o me to be a question of whether or not we riohed to cast our l ot 
rith t he Joint Colllllttee in t heir ef f ort or to let them go it alone 

e.nd pa n it without our support. 

~ u - 'J 

I find myself socewhat eab&rrl\lled by tho connnlltiono wh i ch 
t ook place b etween Roe Uagill, St&D, and ayoolf before I took over tho 
c!utlu of this office, in which I pthered the i cpreodon that Roo wao 
oympat hetic with t he effort o f tho Joint Cocoittee. I have l eft t ho 
Mtter in U. Joley's bands to take up wi t h you on Tueod&Y as Stn> Ia 
extrenely anxioue to hnve your letter appear in the book and I bel1~:h 
December 27th ia the deadline• Ed Foley hao di•~•••d t~i: ~;t:~: Joint 
~tr. }lorrh of the D81)8l"t01ent of Juotlee, who b&o een """" d t 
Cocunitt ee to bring hie letter of JanuarY l S , 193

8
• down t~io: :~con-

~r. ~orrle told Joley that be did not with to take " po:!d I have ed­
oiotent with t he one token by t he Departme~tbla:t,i:~aKe for us to 
Yioed wr. Foley that in my opinion it woul teo• Juotice. I believe 
urge ~ different course upon t he Depar!me~ n ~al eoun•el'• office wore 
l!r . J'oley indicated to wr. Worrh thAt~. :.,: .. ent i nt o abaolUte 1&•· 
100re favorable to prima facie r,.ther t en _ 1 L 

~- L-V . rr . 
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Decaber 22, 1938 

To: 'l'lle Socreteq 

Procn ll.r. Bene• 

1 ha·,. been informed further b;y lle .. ra. Jole7 and 1'onchol that 

1n c11ocuo e1!1£ thle lllatter o ... r the telephone llr. llorrh t old 

llr. 1'anehel that he would be w1111n& to bold up hie anower to the 

Jolnt Co<~~~Htee until the Seereteq had aodo up hie Iliad 11het.hor or 

not he would oend .ueh a letter. Since 1 do not boline n oh<>uld be 

in the pool tlon of tr;ylng to get the Department of JuoUeo to oppooo 

t ho enactment of the Code, 1 have aakodllr· 1'enehel to toll Jlr, llorrio 

that t h o Department of Juot1ee ohould uae their own boot jUdpont 1n 

makine an anewor to t he Joint Committee irroopeeti•• of the pooition 

whi ch t he Trou\117 ~ ultiaatol7 toke. 

280 
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LE'I'I'Eil '1'0 1'HE CH AIRMAN FROM JAMES W. MORRIS, 
ASSISTANT ATTORNEY GENERAL 

D r.PAR'TMEN'l' · or Juwnct:, 
l\'Mhington, J antwry !8, /038. 

CA~rir•••"• Joi•l ~·ommitlte on l fllt.,.,.,J Rev..,u• Ta~otion uon. lt , _ l)ocon'l<>liJ. 
!loo•" t338, n""'• Ofli« Building, 1V..,h;,.9t<>A, n.'o. 

}\< 1)1'..\ll CoNn•""""'" Docon1<lN: 1 am in rteeit>~ of your let· 
tfl' of J•nu•r~ t r! tn~, rc<l"esting tl>e vien oltbis ofticc> re\oti.e to 
d1t P'"'" .. '' co<ht><AI >01\ of interna\-re.enue laws and the .,,..,.n~tn~ 
of""'" ...,.lifi<t~tion into law. I n Y'"" letter you quoto tho l!latement 
c<•ot•i""l il\ tho ret>Oft of tl>o snboommillee of tl\6 Con>n>iiii!O on 
\\'&)"' ""' M•~>n• ol J onnory H, !938, dealing with thil pro1l0i01. 

Thr 1'•~ l)h·ioion of tl"' Oe)"'rtment of Justice, in tho perfonn· 
"""' nf it• fnnctinn of l"'"dhng re•·enu• litig<~tion, h .. been im· 
I'""'"''' with the need of a codification of the re•·enuo \aWl which 
"ill I•· l't<'<lj!ni>.e<l ""the II\>< r ather than as being sneroly prin>a f•ci• 
,,;.lt•IIC(' th•···eof. W e oolie\'C that much eon!nssOII .xiot• by rooaon 
nf till' m1111ber of rcvenne nets, containing in "'""Y instnncci tl>o 

( "'""" l>nsic ps-ovisions, to which ,..,{erenco mu•t he m11do in tho \>&n­cllin~ ol ens«~ ns·ising nnder the vorious nets. 'l'hi• confusion c<>n•li-

ttlli'S \t \ntt•t\en Cor courts and counsel alikt>. Al!IO, IIO>'ernl of LhllSO stl\tutory provisions woro """'"dod by Exocn· 
th< urdor. Since tho changes tlms ronde hnvo not •PI'""''"'' on 11•• 
f<>< .. o!the atotntos, it hns ooen n•'"'ssu·y to ,..,(er to tho Exocnti\'o 
onl<r to aseertnin the nature and e:<tent of d>ese cbnnJtllll· I atn glad 
to l'<" that this situation hAs beeD taken care of. lt will abo bo help-

ful and ,.,..n confusion. 

281 

It is the Ol>inion of this otlice thatth• enaetntent of a """ificatio.n of 
tl>e re•·en>IO &talllttS will be a definite atep to><ard e\ortt)', .. ;tomt)'

1 

and •implicit)'. Such a codification will bring the suboiJ'nuve all<l 
l'f'Ot('<h>l'f\1 pro,.;s;ons ~r and will bo tnoA h!ll'fu\. . In doing thi• work 1 'foelthat the stt.ll of t)IC JO!nt oommstti!O l~os 
m•de • valuable contribution to the tU low ..-IU~h W)ll bo ~ "''botanual 
ai<l to tl>il division in the h,.udling o f \itig<~UOD tnvol.-.ng Fodera\ 

lte,·ewle. Very t r\>lY your1!, 
•• 
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BOARO OF GOVERNORS 
Or' T H C 

FEDERAL RESERVE SYSTEM 
WAeMIN.TON 

\ December 22, 19S8 

Dear Henry: 

In accordance with ~ conversation 
w1 th the President at Warm Springs and with 
reference to the subject of rq eemorandUJI, of 
which you have a copy 1 I have toda7 sent to hiJI 
through Jt.ac a suggestion as to whet he could say 
on the subJect iD his us sage. I doubt it he 
intends lll&ldng any reference to it at this ti.lle 
but wanted him to have this augl!elltlon before 
him for consideration. 

For your own confidential lnforeation, 

I am encl osing a copy. 

Honorable Henry '!orgentheu, Jr • , 
The Secretary of the Treasury , 
Washington, D. C. 

Enclosure 

BY RAND 
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,~,-. n.c syetea, Jlea'bili tation Of tbt b er iCkn '---~i 

whiCh hAl beec browtht about aince the declo.rat\on o r the 

'b&Dk hol i day 'by Preald .. t ie l or ool&ao t i on on VArch e, 19S~, 

baa been • notable acbin .....,t 1n wbtoh 'both the CoiU!toaa 

aDd the !lx6C'OU<re caD juaU:r t alte pride. The procloaatlan 

b•• r esained 1n effect 'but , 1n view • f ·naU • nal reco<rerr 

&lid or t he l!r•t la;>ro<r-t 1n the eondi t lon or our bftnko, 

I r .. l that i t would be appo-opria~ t o reDO•• the reotr1o-

t1ona or the 'b&Dk bolid&:f. 

In cona1der1lll! the tar111inntlcn of t.h e bonk hoU dar, 

I would Ulte to eucgeat that the Congr~ll, t hrough 11pproori­

ate coeitt..ea or tbroU«h a j oint co• l ttee oeolallr nued 

t or that ;JOlrpo&e, UDdert&ke a rerl .. e r Federal banktn~ 
atat utea and a care!Ul atul!r of our ~>anlttDJt syatea .,d or 

rl ae o.11d r61!"1Ate 'b&DkinK· Qlch a atli<IY <rill diael oae • bat 

additional leg1alatie>n uy " e .. t r ablo 1n order to strmgthon 

aflll turther the blinking .,.at .. , ao that it d ll be fortlf1od 

<• a i1ooa plete1)' aa poaat ble to aeet cban«ln~ oeonoaie condition• 

<> alld t o ... t adequtel:r th• credit nooda of ao-rce, a«ricul· 

-· eDd tnclu.U,.o .t.U• l)r0teot11'11 th• r"-llt • of ll&Dk de;><> oi-

tora ud the pn'blic 1-'..,...,, 
(. 
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TREASURY DEPARTMENT 
282 

IN'rat OII"P1CC: CON .. UNJCAnQH 

••n 0ec•ber 23, 1938 

TO Secretary Korgenthau 

"""' llr. Taylor 

When Be..,ley called on you yeoterdq be rtrat read from a oesaaae wbich 

ho had recehed for tranaiuion to you, whJ.eh took ala:lst the identical 

pos ition ~~Sintained by BoUon 1n hie connorastion With Knoke on the prertoaa 

d8J', n!lllll~, that a1'tar the yea.r--.nd equeeze bad been toruineted that t he 

British Treasury anticipated considerable pressure on the pound &:ld that 

t hey .. re not aure of their ability to resist a 110n:..,.t of c:ajor proportioaa, 

OI:d that they bad no apecirto plans directed toWards dealing With tho 

situation et cetera. You told Bewley that as a result of Bolton's ,.ssago 

DeW!! ot the 

tho/aituation wbioh he described did not coD* to you as a complete ourprtso, 

and that wtterees you bad no specific suggestion to llllke, you rlshed to 

cphasize the tact that you would cooperate 1n 811:/ ...,. possible rlth his 

eo ... rnaent i n order to help ""'et t he situation; that Daturell)' hi a Connmont 

W8S in better position to detemJ.ne •hat the apeci!ic •asures aigbt bo. 

B.,.ley then stated that it lllight be neceaaory for the British Treasury to 

dlscuas the question w1 th eoae one on the gronnd prior to co=t~~~lCatiag 

again With you attar the holidays. You told hia of Butterworth' • arr!Tal 

and auggeated that they get 1n touch with Butterworth iJDedlatoly as 

Butterworth could undoubtedly thrOW oonoideroble llght on the Troasury• o 

a t titude , as ho bad juat spent aeveral weeks rortewlnS ...rtoua aspeota of 

the sit uat ion here. 

to your .urpri .
. as to the courae of !'roooh d .. elop­

You then reterred 
••tti ult to enJ.uate s i tuaUona ot 

l!lenta and nate<! that 1\ .... ext~~ <U • 

Regraded Unclassified



283 
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this ob&raoter, that you had telt that the frenoh position would 

probably det eriorate , whereas it appeared to be dol.ng t he opposite, 

and you rather implied that the British situation nne not developing 

according to &07 logical pattern. 

Bewley then spoke ot a Joeseage about balance ot trade posi tiona 

whloh he would lllte to disoues with you later when you had J:>Ore tl.lle . 

You 1ll4ioat ed that Tuesday would be a good t1Jie to toke t!lla Ul>• 

\ 

Regraded Unclassified



Washington . 

GRAY 

London 

Dated Dtctmbtr 23, 1938 

Rcc ' d 2 : 40 p . m. 

1464, Dtctmbtr 23, 5 p . m. 

FOR TREASURY FRO~ BUTTERWORTH . 

From such cursory observations as I have been able 

to make sincE returning it i s evident that sterl ing 

is t ignt and will probably continue so until the year 

tnd. ThE market is generally aware of tht action taken 

by tht British authorities with the joint stock banks 

both as regards gold and renewing thrtt months' dollars 

swaps but is not ent i rely certain as to thE Bank of 

England' s motives. ThE recent prohibitions have not 

bttn fullY effectivE inasmuch as somt of the merchant 

banks , American banks and even bankrupted subsidiaries 

of thE joint stock banks have b ttn bidding for tbret 

months ' sterling deposits . Vl1th a 2t cent spread 

between thE spot and thrEE months forward rate thEY 

could offer as much as 2~ per annum and obtai n thE 

kudos of a new deposit . 
ThE ordinary prevailing 

rate 

\ 
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LMS 2-No , 1464 , DEcEmber 23 , 5 p , m, , from London 

rate for three months monty is l-3/8. 

In the circumstances t hE expEctation stems fairly 

general that after the year end whEn window dressing is 

over and money normally cheaper sterling will weaken, 

and on a longer view I have thus far mtt no one who i s 

a bull of sterling but of necessity my contacts have 

not yet been numer ous . 
ThE pound fluctuated within thE range 4 ,66!- 7/8 

with tht volumE small . ThE steady flow of funds from 

London to Paris continues with the franc at 177 .10. 

Gold was fiXEd at l48s lld with rcsnies supplying sll 

but 8 bars whi~h were givEn by the British fund. 

All markets in London will be closed on Tuesday 

as well as Monday . 

JOi!llSON 

CSB 
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PARAPHRASI OJ TILmRAK REOIIVED 

JROK: 

D.l!l: 

1(0. ' 

American IIDbaaay, Paris , France 

December 23, 1938, 5 p.m. 

3159 

ntOK OOOI:lR.lN. 

l 286 

J 

Early t h ia morning the Ohaaber appro...ed the 1939 

budget in ita f irst reading.The vote for 1t was 336 agaiut 

239 . The budget of 66 billion f r ancs a s it goes to the 

Senate ehowa an estimted surplus of 26 and a half million 

f ranca; on Dec ember ?:1 the Senate will take the bill under 

cons1detat1on, and it seem• poeeible that it will b e 

paeaed by the end of the year wi t hout important changea. 

Thia morning the exchange market here reacted favor­

ably to the above vote. ;. good amount of sterling at 

around 177.10 was gained by the French stabilizaticn fund. 

There waa a t urn in the market later, partly due poeeiblJ 

to conoern over Italian denunciation of the Laval agree­

ment of 1935. there was a ahup drop in rentea , and 

some 
8
terl1ng bad to b e yielded by the French contr ol. 

Quieter situat ion t hia evening. This morning doll ars war e 

bought by Ohaal' for the French control. 
WILSON. 
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TO: American Emba88y, Paria, France 

DA.Tt: December a• 19•8 • "'• "' ' .. p.m. 

NO . ; 960 

ViaUa by Cochran to Central Ba.nka of Belgium, 

the Wetherl&nds and Switzerland are approved by Sec­

retary Worgentb&u; reference laat sentence of telegram 

of Deccber 22 , 6 p .m. , No . 3153, from the lmbasay. 

If the !mb&aay perceive• no objection, the Department 

1B agreeable. 
WELLES 

ACTING. 

EA:LH 

' 
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4cw_:J U.'oi ~ u~·L.. .vb. d!l 

.AKICU<Wf CC»f8UI..ol. 'fa 

_cAl 

• • 

11118. 

'lllS HCtiO.RAl!Ut 

UIIt: 

'lim 6BOHK'Z'AHY OF STA'l'l , 

1WliiiitG 'l'al . 

I ba"n \M AIIDGI' \O ropw\ \1\a\ \wo repro-U.­

U"t'aa ot tha cea\J'IIl .t.Uuat' ~tao\W"in& cc.puJ 

( cvu .. -1171.Pt l an now •' 'II• alto eol oo\o4 tar 

~ho propoao4 an alror&n taa\or)' unr lle!!blrx"' • or 

~•DGbk'm, J~•t aorona \ ho ~ t:rontlor 1n China, 

a"oollt YO a1loa aCN\baaat or illo I.rrnwnl\41 ll1"t''r port 

ot -·· '1'11•1 an c. !J • .HUDtor, an AliUir1onn ort1o1nl , 

8114 Ho J , OOI&rl10
1 

a Br1Uib IIII'IIJoo\. T!l01 \rn"f0lo4 

tr• *'II&OIIIl DJ' oar, "f1& }.ILahto, \o tupoo\ r oa4 oon-

4U1ou rr- l.Ubio \0 tlla -ootioll nth \ho now 

Ch1Jlooa ~_,., aD4 rr- tbld poia\ ~ l.!U .. m 4 

W•kb• 1Jl tala 41J"00\10D or .-. AA"I llM 111 t ho 

oapu7 or tho ChiA•• h1&)ra11 or or ill• ~ nau­

.. ,., wol&l.t iA"fol"fo uanap..-t onr 1be roo4a s.na~a\04. 
't'ho ID'arooaUJI8D\ Corp..-uU on, a ouba1d181'1 ot 

tbo ceaual .uroran 1111DI&t'eo\UJ1.11fl oaap8111 orgnni&od 

1a B-a KCID&o to balDs 1'081atol"'4 bora to oozrt ca 

oparaUCIIlft 1a ~· wallao& r a-.1•1· a brOther or 

w. D. p.-l,o7, pnd ... , fll _.. poroa\ ~uq, U 1Jl 

Ra&OOD w oatabUIIb aa otr1•• 1wr-, Cioll rill '110 
roauil!A 
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... 
nqulre4 1a •-•u. wUta tile eatz7 at \hie port 

of equisaeat &Jill --.riala, llll4 Ule lltl1.sa•& ot Uw 

nppu .. 1a v.aou ttaroqb III&IM. ~IUJaOD\ ._. 

Jlllkrlale f0-1'17 at fi•Dirw a.a4 DOW &\ !lOllS J:q aM 

't\&DilAat'll1 &Ill &44lU~ Oqul~t a14 IIAWI'l&lr no. 

~· united okt .. , WUl M la'OII&ht 1D, o 4 \be t1no\ 

abl~•t td npplS.a la e:rpaoted \o roAall bare earlJ 

lD .Jaa&UTo 

Tbe repre-\&U-ne at \he OCMJlADJ aaaen \ba\ 

~ MW taoto~ WUl 'lie a pe"''"llt ea\abll~n\1 

ad wlU. OCIIIIli.DIIe to 'lie operaw4 a\ \be alw a&leow4 

refJIU"Uooo 1!1£ \ he 4\U'aUCIII ot \be llodU1U• 1D 

ChlDao IJl \he ...... , ot \M \anllna\1011 or boa\UUlN, 

&bo a8lllltAOtlaN ot Ill rorart tor o-1'01&1 PIU'JIO&N 1 

aD4 tfllt ,_,liM a1li \41'7 JIIU'PO-• wUl M oarr1 .. 

0111 
tho,- ..,, lllldal' al'l'allp~anto with tile ChlDOee 

GO.,.,._,. 'l'MT 1D41oato \lla' •• ooe\ of \be VU.. 

ter ot al1 oqal~n' n4 .. wnala to \lie uw taot~ 

&1\e wU.l M lMWM liT ,. ChiD- Ooft~D,, It 1& 

euapato4 ~at arne.-.llu a14111' ".-de tor 1D4e­

poa4oa' u.&pfllf t Nl"fi" em \II& .l.l'ftwd47 lt1 ftl' 

tr. Pn•= tea- lllldor ''- Alllllo-ChlJiaae ~-­

••• flit ~. wlaitb e••&lU a ola1111e poml Utaa Aall 

a aern• 'bT tliO CIIUIMO _. \bi'OU6II A118lO-CblaaM eo-

openUCIIIo 

a lJI'lTa• JJ:rl•llll ec:m0111'1a, now baa a preaUoal -opo-

17 flit rift&' v.-p~~~rt. 

TbO !lUI'- oou..-' bu __ .. t• uo1e1c:m 

.... .. _. t1nu• aUte&DtiW ot a. 41ltT 

\o jp'&D' a 4re,. .. eo. - ezaN.• 
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,.,a\le - all ..... ,...la& ~ .... 1a '"--1\ 

\0 C!Waa, •4 ueula& .a.. n.uer h'cla ~. en· 

n- lAalalo O'fW •• aw II'Otll. '.ftllo 1e She -

4nWIIMk u ~\17 .-w 1a •-•uoa. nSh 

vualt ahiplaa\o ot WU' -MrlAh tor \bo Chiao" 

()crY~··· 
§!), .. ot 1!!!'1!!!!l zou. 

).IJ' • 1.._1 u. ~til, 'floe ;'Z'Oo14& \ or \Ill s \114 ... 

. ...Xer KJ~par\ corparaUoa, uA ur. J'rOIIk B. AppetbM, 

opeoial "Pft-\aUn ot \110 IJI41u li1Tb1011 ot \be 

CUtoler lt'qlar\ c~araUon, ban boeR 1ll Jta~~gOOII. 1ll 

•-•Uoa w1 til p .. o1~ tllrShU' .ale • ot S\\14ollaker 

Ul4 Do4P aot« U\&aU W tb.O Ch11l0 .. QCI'YOl'lll!lellt• 

2°0 

).IJ', AP,-1'Me !au llooa •k" .. 11lctlliz1 .. ooa.oorn1DS \he 

pooo1ll1l1 ,, or all1ppilla __... U'IIOko \b,rCNM)l .IJiliU. 111 

-.-4, w1tll01l\ ~·' flit all1 41l\J• l.ll'· l;illl1\b. hAO 

npor\414 \11.&\ al\bOII&Il ~ SOiltll .. •' Tftii.OPor\a\1011 

C-.pallJ, .t wb.ioh t. L • s~ 1o \be ,....,.s-.. 11.0114, 

U.a eota~oDIA oa ott1H 1ll Jt1U16001lo pl&l'ohU
00 

a., 

\ll&t .,....u .. uoa aJ"8 atUl ..So 1ll u-. ~:.-.. I!• 

Ma aloo repca"ta4 Ula\ ho 11014 100 VQOJca to \bll\ 

~-u• 111 li~ K~ ~~er.- ecaiaa to IIOJI6°<lll• 

He )au eotiaata4 \ltd ill poia\ flit ~n \bo OOTOre.l 

••••"" ..,_noaA .. , ... triiOU u Chua rtlllk u tol-
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The Honorable, 

WAR DEPART MENT 
WASHINGTON D e. 

The Secretery ot the Treasury. 

Dear ).ir. Secretary: 

: 2 3 1238 

'l'halll< you tor your ldndne• a in 11141dng available to "" 

292 

the copy ot a cable sent J.lr. Chen by Dr . H. H. Kung on Deeetlber 17. 

With r e ference to its last paragreph, the latest 1ntonnat1on at 

rrr:t d1.ali!Osal indicat es that the Yunnan- Bum& high""-Y i s still not 

pract1ce.ble tor large e.nd systel!l8tic al\1pments or mun1 t ions to 

Chine . 
SincerelY yours , 

db or~~ 

I 

• 

Regraded Unclassified



REB 

SEcretary of State, 

Washington, 

149S, Dtct motr 23, 2 p , m, 

PLAIN 

Shan(;hai via N, R, 

Dated Dtctmbt r '23, 1938 

Rtc 'd 1 :42 p . m, 

293 

In commcntin3 editorially upon the JapanesE Forcisn 

:.:inisttr1 s l atest statement rq;arding Japanes e policy, the 

NORT!i CHINA DAILY ·:E\'!S observed that "ThE Jo.pantst Foreign 

!Unisttr dECEivEs him&tlf if h E btlitvts for a moment that 

his latest statement concerning Japanese policy with rq;ard 

to China carries any real conviction , !lis declaration con­

s i sts of words rtndErtd entirely mcanin5ltss by t hE facts 

which art all too well known, facts which eloquently deny 

t h t statt:ntnts ht rn.a.l<ts" . Tht 9aptr cont inues "wha tever 

may bt the dtclartd intention of tht JapanesE Government 

the facto show that they or their :~gents art bent upon a 

policy of d tfini tt exploitation of Chino. , its pEoplE and 

ita natural resources. ;:r . Arita !las siz nally failtd to 

explain away any of thE vtr<J real a riEVo.ncts which forEign 

neu trals have against his Govtrnr.tnt and his policy. Ht 

1 this dirEction until thtrt has 
cannot hope for success n 

in JapanESE bEhavior in China. • 
bttn a very d tcidtd changE 

ThE 
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REB 

2- #1493, From Shanghai, Dec, 23, 2p, m, 

ThE SHANGHAI EVENIIIG POST and llE RC URY s::tys 11 If Mr, 

Arita thinks that Britain and Amtricn recognizE any right 

for a country othtr than China to dictate restrictions he 

decEiVES him8Elf . Other powera havt long rEcognizEd thE 

right of China to havt a frtt hand in governing hErsElf 

and thty havE joinEd in trtntits safeguarding such right 

trtatits to which Japan has subscribEd hEr signature , " 

Tht SHANGHAI Tii.:ES, on the othtr hand, in rEferring 

to tht statEmen t asserts that "It is obviously thE dEsirE 

in Tokyo to rEmain on friEndly ttrms with \'lashi ng ton and 

London but if any nations of tht west art going to financt 

ont sidE in this Eastern quarrtl against tht othEr bEcaust 

of what thEy b EliEVE to bE thtir own injury, it is as Ur. 

Arita said •very dangErous' and miGht havt far- reaching 

his to ric consequEnCES" . This pnptr asks "Can a policy of 

bolstEring up 3 rtgimt which has bttn driven out of East 

Chino. best strvt thost interests without which such a 

show of protest i s now bting madt . " 

Rtptattd to Chunskine and Ptiping, by ~~il to Tokyo. 

GAUSS 

CSB 

Regraded Unclassified
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tHtADOtJART ERS 

J'rom: 
i'o 

TREASURY DEPARTMENT 

UNITED STATES COAST GUARD 

WASHI NGTON 23 ""--~ ...... ._er, 1938, 

Sp.gent, ll0Jl6lconc, China, 
Secretary of the treuury. 

W•••ec• from Profeeeor Buck, 

J'orelgn and Ch1neee Tieitore to northweet proTine•• onJv­

allowed b7 official penoit aa lb:ulel.azle c!.eelre eecreey and Cb.lneee 

want •control extenaion Ch1neee Soviet influence. Ohineee here welcou 

Buu1an help but not her political faith and Rnul.azl J..,1aUon Corpe 

kept in wpervi .. d gttett h01111ee, Bueaiane feel China not girtnc 

enougjl 1n retnrD. J.ftra&e IIUIIIber of Bueeiane 1n Lenchow one hundred 

fort7 aDd e1se gueet honeee give& credence t o th1e aucber. Bu .. iane 

only allowed to trade with Chinese government, J:u.cmintang tlu-ee 

contha political echoole , r&nw, ban trained twentTfhe bulc!.red 

teacher etuc!.ente. General1aatmo•a blue ah1rt or~ir.aUon .,.17 
active here, Jtaneu 1e battlefield of poUUeel fa1tbe with IDlo­

mi ntane apparentl7 well in leed, OCIIIIIillioner, raneu lore1sn J.tttdre, 

atatee that t he former plottill&e ot the :Sritbh turned Governor of 

Slnld.ang to favor Rneoiane atld Buea1an intluence S1nlda.!l!: apparentl,r 

is ve17 8l'•t. Governor of Sl.nldang permit• no foreign or Oh1neoo 

Tilitore with exc81ltion of Chen, Jtanou COOIII1u1oner, Jleco111trw:tion 

llurflBQ, who Yiaite-Sinlciane often, atld who nee;ot1ated Sino-Ru.eatan 

barter agreement. Chan ursine Ch1neee go.,.rnment to b111lt ra1lrotl4 

Ru.eoia to Lanebow and poelibq C•eebuan and P&och1 te:no1111lt IAlDgbai 

Eailroad, c!.1etance Rneal.azl railroad to P&oeh1, two tboueand eovent1 

milee, Oben ~eete China wppq labor, Buetia caterial, and the 

U. s. J., equipD811t on crec!.it to Built&• 1!1118 concllsione poeoible, 

Coardee1oner J'oriegn J.tfaire abo deo1ree A:~erican 1n.,eetment llortb­

weet Ob1Da to ac!.ftDCe 1ntluencee and etetea Ru.eaiane are not 1n 

pod Uan to oppoee I ba.,. been ~ welcoced and waa onlv' 

foro1~r preeent ~ on platform at Sun Tat 681118 .morial C8r«::IIIIY 

on lfo.,..ber 12. J.m ta.-orablT impreeeed with new lantrll ott1c1ale 

all trcm the aOilth. central «<Y&n~:~ent•a control eil.,.r and .:olcl 

collection and prlcee eTident bare, 
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Dear l4r . Secretary 1 

'C:j 
FEDERAL RESERVE BANK 

0' NKWYORK 

December 23 , 1938. 

Corpor ate security flotation• thio week toteled t 41 ,9CO, OOO, of which 
about $4,700 ,000 wee for new capit.al . i $10 , 168,000 adc!itiona1 issue of Con­
tumor• Ponr Company first mortgage J 1/Le of 1966 was offeree thla 110rnin£ a t 
10L 1/2, to yield about J ,Ol per cent . The eue coapany offered first CIOrtta'e 
J 1/2• o! 1967 last January to yielc! about :J , )9 par cent. $16,000,000 of Rall­
ny Expreso igency serial r.ote o of 1939-LS to rielc! )/8 to 2 1/2 per cent na 
tole! yesterday. Two issues of preferred otock - tor Beneficial I lldustrial Loan 
Corporation and Pennsylvania Power Company - toteled tll ,700 ,000 . All four of 
the above iosuee met with a good reception end apparently have been entirely oold . 
~ t L, OOO, OOO private sale by a ~:~anufacturing company was also reported . 

Comparatively large 8JJIOunto of the recent £·301000,000 Chesapea~e and 
Ohio ond tLS , OOO,OOO Central Illinois Public Service Compony istues aro reportod 
to be still i n the hands of underwriters . Including theeo two issuee, the totel 
or undigested eecuri ties on dealers' shelves appeors to be greater now than at 
any t i111e alnce the autumn of 1937 , when mos t of tho t4S, OOO, OOO Bethlehe• Steel 
debenture e nd tu. ,ooo ,ooo Pure Oil preferred stock issues fell bec:t on the under­wri~ra . The Chesapeake and Ohlo i uue i• of U grade, ho,..ver, s nd tJS,OOO, OOO 
of the Central Illinois financing ie rated A by lloody' a, and durir.g the neXt fe• 
oeckt , when allooet no new offerings are echedult'd, and when there is norcelly 
a considera ble aupentetion of f'uods seeking iDVeat.oent, 1 t sboul<i be pouible to 
di epooe of t beU boods, with or wi thout aoae concessions froll the sJftdicate prlcaa. 
The largest taaue now in process of registration tor public offering ie t.£ , 5(10 ,000 
Central ll&ine Power Coapany bonds, whi ch uY reach the ae.rl<et. the second ..-eek in 
Janw:ry . Aside tro:'l that, there are no corpora te tlototio~.s 1n sitht for Janu&l'Y• 

During the past week, WJl1cipel bood awards amounted t o about t 20,000,000 , 
and the $50,000,000 Federal Rational llortga&e ASsoci ation l 5/8 per cent 5-yu r 

notes were heavily oversubscribed. 

Accord i ng to pr elimi narY figuree, corporate issues i~~ce=~-1~~~d000 
about t 205 ,ooo,ooo. of which about $40,000 ,000 ••• for ~w ~~ nna~":uarte; or' tho 
for refundi ng. These figures approximate the avertahgends or ~--••-• iaeuee $1S8·""""'""" 

h ital ged 
.,

4
• 000 000 a 11on a reuu~.._ 

year, w en new cap avera • n • 1>1 uertera for the last three year e. 
Toe acco•penying chert shows thea• a ver&iee Cl t 1938 but new capital in the laet 
Pefundine inereued in each euceeeei n <~US:~rr~at nu.;ter of 1936, with the ox-
quarter wa s lower than at aey tlae aince t.~ ., 
caption of the January-llarc~ 1938 period ni eoun· for over half of the new 

During 1938, issues ror 10 ooapa kc~ ae TileY ' sight bave appeared ln one 
capital ra.iaed through the new aocurit: :" .:..ket baa been quite reeepUve to 
quarter just as ... u as 1D another, •• t ter Con£ec;uentl1• it an•• 1D-
attract1Ye offerings at laa&t eince the ee:nd qururini the laat three quart.ara . 
correct to atteoh .uch 1ap0rtanee t o tba c ngea 
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Seoretary llor&entbau • 12/23/38 

Corporate new eapital. iai!Utls 1n 1938 ( ~U) eaount to about $780,000,000 ae against $l ~rurell..al.nary tigurea tor Decell-
in 19)6. The following teble giTes ae near • • ,000 1n 1937, and $907,000,1)00 
tlte years 1929, 1934-38, classifying aa re~~~~bie r~s as are anllable tor 
fi nAnce new plant , equipment, inYentories and u.' dirosuea whose proceeds did not tureel • 0 er ect income-creating expendi-

Domestic CorQoral! s.2~it~ Ieouee 
(000,000 omitted) 

!lew Capitel Refund ina ~ 

1929 $2,001.6 S7, 375.0 $9,376.6 
(u.lnl.J inveeteent 
trua te, bold.ing 

1934 178.3 
coe. , etc.) 

311.6 489.9 

1935 403. 6 1,863.9 2,267. 5 

1936 9()6. 8 3, 672.2 4,579.0 

1937 1 , 116.3 1,276.7 2,39).0 

1938 (pre-
liminary) 782.0 1,271.3 2,053.3 

The steel and oil industries were the chief borrowers of new capital in 
1938, with the chemical end public utility industri es also taldng substantial but 

t rns.ller amounts. 
Despite the t wo i ssues on underwriters ' hAnds at the moment, t he reason for 

the current slump in borrowing is not deemed t o be any difficulty in the ~:~&chinary 
for di s tributing securities. .lt the 110118Dto bueineaoea w1 th an outlook for earni'*"• 
sufficient to couand investor confideo::e, do not seem to be able to put .. ore capital 
to profiteble use . It ia significant, 1n tbie coMection, that n U over 90 per cent 
of the new capital borrowed during the y< ar na in the fora of bonds and l eas than 

2 per cent in the fora of c.-on atoclt. 

Hen. Henry Yorgenthau , Jr. , 
Secretary ot the Treasury, 
Treasury Departeent, 
laahington, D.C. 

El;c. 

Yours taithtullY• 

an Sproul, 
1rst Vice President. 

Regraded Unclassified



'· ,. " 
""" ~ 0 •. 

u~r . .a • .: • 
... ., J J ~ 'fJ :t 

QUAIIlTtt't 

1936 Awor~• ~nthlJ VolU&• of Do~••••• eorr or•• • Socuri<J 1<• • •• ror ~ C.fitol ano 
In ailli or.o of dollar• · eocoator, 19 l £ r..,;urn .r• prol~narJ 

(Sour<ll f odor• l Ro~tr•• ! onk of ::.. Yor k) 
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H&ADOUAATCRS 

TREASURY DEPARTMENT 

UNITED STATES COI\ST GUARD 

WASHINGTON 
December 23 , 1938 

From: !.lr . Campbell , Honglcong , China. 
To Secretary ot t he Treasury . 

Uessace troo PrOfessor :uc:c. 

300 

~ General ::U, fon:>er head pe:oco preservation corps or thirty 
hsiena :;outh Kansu and 11!\o declorod !:ansu In t:>1"or Ce~tro..l cover=eot 
at t1Jno S ian coup, says Ja:paneso ctu1 easily cut CO'IT.W1icnt1ons """t 
ot Lane how to npl)roach throuc;h SOuth : :OI1JOl1:>. Ho r.as told b"/ ,.,.,..ber 
::n:>su &onrncent t!lat Russia ask ino; tor control of r:ansu tt:r Ei:;llth 
Route ,\rlV in r e turn for one thousnnd plano• . Se thinl:s Chia..'lg !~1 
Sho:< u!ll not accept unless herd proosod by JQPtll1ese . F:e states Chino. 
MUst oi thor l ose countcy or become eo•riotizod end believoo utter 
courao will bo chosen. Contrary t o Chon , ho statco 31U:<i<lllG i s boins 
sovietized. 'le and ch i ef inspector police otatc :li(;hth Route .lr u;r 
~rc."'oh oft!co I.m~ohow is pernittod oocrotly t o oproad soviet prop~­
co,r.dn in .:o.nou af"ld secret acento nro ut \fort: in cve=7 hoic:t . "!e so.~·3 
.:uo::lint:>,.; otroncly orcanizod hol·e to c nmbat ouch propa.;ll!tda. 
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~ In reply refer to 

DEPARTMENT OF STATE 
WASH INGTON 

RA 
December 2~ . 1938 

STRICTLY CONFIDENTIAL 

lilY dear llr. Secretary: 

ror your information, t he f ollowing strictly 

confi dential telegram dated December 20 , 1938, has 

been received from the EmbaSSY at Rio de Janeiro: 

•In compliance with the Department's in­
struction .no. 251, December 10 , I discussed the 
matter of exchange treatment of United states 
commerce at length with Aranha and later pre­
sented to him the note supplied by the Depart-
ment concerning t hiS matter. Instead of comment­
ing on the note itself, be at first mentioned 
Secretary lllorgenthau• s letter to Souza. costa 
transmitted in the Department •s telegram no. 145 of 
December 16, 7 p.m., and indicated, with diaa.p­
pointment, that be felt it did not demonstrate 
a willingness on the part of our covernunt to 
cooperate to the extent of extending credit& to 
solve the exchange problem as suggested in Souz& 
Qoeta•s letter. I i nformed AraDba t hat I bel ieved 
Secretary ¥orgenthau •a letter provided a definite 
opportunity for sour:& Costa to lay before him 
a concrete program both ae r egardS exchange and 
the other matters dealt with , but I urged Aranba 
to treat the exchange question as an immediate 
problem and not to permit it to become involved 
in other matters dealt with in the exchange of 
correspondence bet ween wr. Worgentba.U and souza 

costa. 

The Honorable 
Henry lllorgenth&U, Jr. , 

SecretarY of the rreaaurY • 

washington, o. o. 
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Ooata, After some diaousaion, he oonsen~ed to do 
thia aDd eaid that with a view to making concrete 
auggeetiona aa to a method of improving the ez­
ohange situation, he will diaouaa the note with 
the President thia afternoon,• 

4 further atrictly confidential telegram dated 

!)eo amber 38, 1938 , from the E!DbaBiy at Rio de Janeiro 

s~atea : 

302 

•I have been informed by Aranha tba~ be hal 
discussed the question of exchange trea~IIIBnt with 
the President and with the Kl.nhter of rtnanoe, 
and that the latter requested 48 hours to studr 
the matter. 4ranba assured me, however, that stepa 
would be taken to rectify the situation before the 
end of the year. • 

ACting secretary 

Regraded Unclassified



PAIUPHRASI: OJ' TIU:G!Wi Ri:OEIVED 

FROio! : American li:mbassy, Rio de Janeiro 

DATE: December 23, noon, 1938 

NO .: 297 

Reference my 293 of December 17, ll a .m. 

I am informed by the Director of Exchange that the 

Bank of Brazil will close exchange for maturities and 

do.ily quotas from llovember 1 5 to llovember 23 i nclusive, 

dur i ng the week of December 26 . 

Will you i nform t he Department of Commerce please. 

SOOTTEll 

EA:DJW 

303 
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To: 

From: 

December 23, 193~ 

The Secretary 

Llisa Lon1ganf, ~ 

The total nucber or WPA workers 

on December 17, 1938 18 3,0S3,249. 

The decrease during the week :!'rom 

December 10 to December 17 w~s 55,796 

workers. However, WPA employment is 

still hi gher i n December or 1938 than 

1n December o:!' anY previous year. 

304 

Regraded Unclassified



I t j) I 9 l 6 

• ' . . ' • . I 

• 

>.1 

••• V\ 
••• \ ./".. 

v \ 

... 

••• 

' .. 

.. 

.. 
I/ cL 

' ' 
0 

t t J ~ I 9 J 6 

I OIUI PIIOORIII &DMINJif • .tTIOIIf 
,...., ot l ortl:•n .,101*1 

l.bt hd ...... 

... thlr w.r.a. -..to,_t e.-11 • · •·•· .. 1,..., .. ) ' I 9 J I If j !J • j, ) t ' . . . . ' • • ,J ' • 4 • " I t . . ' .. . ' ••-u .• 
~ -· c-.. -~~~·'"" ~ 

l U - · ••• 
• "1'"' ;·· Mo -· u~o . 

~·· ·-· ";!. --r~· "''· .. 
j .. 

.. 
I 

'· 

f_ 
- 1. 

~ 1 '· 

\ II 

' \.../ 

' 

• I . I 

I 9 l t 
,,,. 

' t J f 

••• 
I 

J I 
-f- ...., -: I· • t- [/ 1\ 

' ~' 
. 

IL .. • 

1- ' . . 
' II . e-. r+ :-f-

fL ,_ 
' l 

. ' j :-r 'i- ' 
• f- 1- v t- . . 

I/ r- . . t . :- r -!-• I-

• 1- f i l I -

I ' 
' • 1-1-·- 1- - I 

• ' I l r-1 f- -
I ' ' ' ' ' I l 

1-
·' 1- - t- -

1 • .j_ r-·•I- f/ 1- r- r--, ' 
·• 1- r-- r-ITt- · I --

' • j I ;-r .• ~ -~-- ~ -; !- • 
r-1-. I 

. 
·' c- t- ' -t- • r- . 

Jf.HI~'!,u 
.• .. ~ ... Ill.'" I! lut g: Ill .... ll!l. ou · ··' 

1._\11 U _i\WII~tt.~l 
I , J It 

1 

••• 
••• • 
•• 

'· 
'· 

• 1 • 

•• .. '· 
'· 
'· ·' 
1. 

1 .. 
.. 

• . .. 

JOS 

'" ·­w -· u•• • • • 
• .. 
• •• 
• 
• •• 
••• 
l.t 

••• 
'·' ... 
... 
••• 
1.1 

'·' 
••• 
'·' ... 
'·' 
••• 

Regraded Unclassified



WORKS PROGRESS ADI.!INISTRA'!'ION 
NUmber or Workers Employed - Weekly 

306 United State a 
( Week ending Number or Worker s 

193~ (In t housands) 
March 5 2,lf4 !.!arch 12 2,2 
Llarch 19. 2,357 
Ma.rch 26 2, 395 
April 2 2 ,44~ 
April 9 2,50 
April 16 2 , 5~ 
April 23 2, 5 
April 30 2 , ~2 

t!ay 7 2, 6ol 
May 111- 2,62 
!lay 21 2, 650 
Uay 2S 2, 67g 

June II- 2, 693 
June 11 2,712 
June lg 2, 726 
June 25 2, 7"67 

J uly 2 2 ,S07 
July 9 2 ,~53 
July 16 2,g99 
July 23 2 ,9~g 
July 30 2 ,9 7 

August 6 2,993 
3,017 August 13 
3 , 0~9 August 20 3, 0 7 August 27 

Sentember 3 3, 006 
3,102 seutember 10 3,1111-seutember 14 3, 120 September 2 
3,129 October 1 
3,1~7 October~ 3,1 7 October 15 3,201 october 22 3, 211-5 october 29 
3, 263 November 5 3 ,2~g November 12 3, 2 lj. 

November 1~ 3,216 
November 2 

3,1g5 
December 3 3,139 '}/ December 10 J ,OS3 
Deceober 17 ti 
Source: Works Progress Adm1n1stra on 

~ Cont1dsnt1a1 

Regraded Unclassified



WORXS PROGRESS AIUINIS'r!IATION 
Number of Workers Employed - ~onthly 

Un1 ted States 

1936 
Number of Workers 

January 
(In thousands) 

February 
2,926 

l&a.rch 
3,036 
2,872 

April 
}Jay ~J48 
June 2,256 
July 
August 

2,249 

September 
2,;u7 2, 2 

October 
Noveober 

2,~1 
2, 3 

December 2,192 
1937 

January 2,1~ 
February 
l.!arch 

2,1 
2,115 

April 2,070 
May 
June 

1,999 
1,821 

July 1,~9 
August 1, 0 
September 1,~51 

October 1,~76 

November 1,~0 
December 1, 29 

1938 
January 1,901 
February 2,075 
Uarch 2,395 

April 2,~2 
!lay 2, ~g 
June 2,7 7 

July 2,967 
August 

3,067 
September 

3,120 

October 3,2~ 3,21 y 
November 
Source: Works Progress Administration 
a/ Confidential VonthlY figures are weeklY figures tor tbe 

latest week of t he month. 
!hey include certified and non- certified 

workere. 
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