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P.tRJ.PBIUSJ: OF TJ:LSC~Ul! RECEIVED 

:PROM: American Embassy, Paria, France 

DATE: January a, 1939, 9 a.m. 

NO.: 1 

FR OM OOOBIUN. 

The Parliamentary sessi on lasted 31 l/3 hours. During 

t his time the 1939 budget bill was shuttled back and forth 

between the Senate and Chamber . At l o' olook t his morning 

the bill was f i nally adopted, in spite of obstruotioniat 

tactic s by the Lef t, a majority of 281 to 16 being given 

in the Senate. The budget in its final form ant1o1patee 

sixty-six and a third billion francs in receipts, with 

about twenty-thr ee mill ion francs surplus . Parliament was 

adjourned and will meet again on t he tent h of January . 

Yesterday noon the Premier left for Tunisia and Corsica. 

This evening I am leaving for Brussels. I will visit 

Belgium , ~he Netherlands, and Switzerland, as approved 

in t elegrem lo. 960 of December 23 from the Department. 

The morning of January 10 I will return t o Paris, a fter 

having visited Basel for the BIB meeting. 

WILSOil. 

" . . .. 
-·· 

EA:LWW 

1 
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AC 

SECrEtar y of Stat E 

VIa abi ngton 

1 , ~anuary 2 , 5 p . m. 

GRAY 

London 

De tEd January 2 , 1939 

REc ' d 1 : 40 p . m. 

FOR i'REASURY PRo;· BUTTER' .O:tTH 

2 

With thE No1 York and Par i s as <IE11 as London bullion 

a nd stock '~arl<Ets closed , forc1 . .;n Er.chan;..E d Ealings havE 

:J ttn small . ThE Brl.t l. sh authori tiEs hav E hEld thE pound at 

4 , 63 7/8 but it •·•as only durl ng thE early part of thE 

'10rn i ng that thErE was any dollar buying prEs ~urE . 

ThEy hsv E had to givE s ome francs and thE on£ :nonth' s 

forward franc has gonE to a premium, 

CSB 
JOHNSON 

I 
I 

' 
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l ibolaPt JOU woul4 M la'er­

oe-.4 la il» \nolo ... ebal't ebowt.IIC 

bow -.h "''- le Ml4 .,.&nei 1MM 

~ 'he Unl\ecl a'ateo Govwra••'· 

XOilPS 111_,.11 , 

The Pr.e1 &Ill' • 
The Wl\1 to Nouae. 

3 
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C OTTON HELD BY U.S . GOVB RNMBNT 
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Aia:l!BA~SY P:EIPI:lct 
1!:1'0 S::C~':'.\RY OF STATE 

ll'uhine ton 

2 , Janual'y 2 , 9 a ,, , 

CONFIDEJ:TLU 
BOlrct KOllG VU N. R. 
Dated January 2, 193, 
l!ecaiYed 8 a.m. 

7!1e llaparment baa inotructed th ia office to ••""- you 01ont hly 

which have relation to China. The 1'ollowing h our BUJ:lllllll"J for 

December . 

One . I ::.;_)rovel:lent in f'rontier re lations of whi 'h our telegrephie 

ro,o r ts to Depart~~nt were repeated t o Pei plng. 

7~. Continued apeculation with no definite de< 'lop~ents as to 

reopenirl,l' of Pearl River to co:~toercinl t raffic to ar.d !'roo Hong ;.o'l(l. 

:Sritish gunboat and occnaional Am• r i can gunbo-.t· maintain fairly f1·o-

~uent ~11 and r~a~ricted paaoenger co~ication with Canton. 

5 

TLree . Active reahipmen~ ! r oo Hor.e, Konc to Haiphong al>d in­

termediate ports of au_>pli ea f or Chine ae des tinations with ooto r vehieleo 

Four. Return in p roc=•••ively oubc tsntial nuober• to Hone Kong 

of Japsneoe oen , women and children mich wore evacuated l&at year 

to Ja;:a:> a:ui 31-.sJ>-<;i'.ai . 

::;'1-re . :Sae inning of irree;ular Jape.neoe a teamer eeM'ice betrten 

~acao and C3nton for caxrying ~ila and merchandioe and p&aaeng~re 

Regraded Unclassified



-2-

011 coll:llarcial baeis . Official a tat ement o! auch aerrtce = red bu.t 

not yet confirmed. 

Six. Lluch epeculat1on about Wens Chi n£ Wei end other Chinese 

of ficial• who are r epor t ed bound from ChunekiDI via Indo- Chi na to 

Rone Konc to p rcgote aupport o! Chinese here to acceptance of peace 

p ropotalG fro"' Japan. l'lflll6 rwoored to be due 1n RODI! li:ODI! today en 

route :;)uope but no contircation ob tainable . 

Sent to Peiping. 

SOU'l'IIARD 

RR 

(Om!) 

6 

\ 
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r::mnet : Hell?. 

January 2 , l03e. 
4 : 25 p .m. 

7 

Oper ator: l.lr . J:.onnet? 

.. . 

": !Jr : 

f!: :Jr : 

... 
·'· 

u::Jr : 

' .. -· 
u··r"' . ...... . 

" • ... 

"cllo. 

t.{ell J . \.!o, .. nre ~r")u , ::r. Secretary? 

I ' M ~ll ric~t , how arc you? 

'.'/e ll, : wish you a Happy New ' 'e&r aea1n. 

'!'he sa r.1e to :: ~·.1. 

I've ~ed ~ telP=~ao fro= ?oris --

Yes? 

Anc thdy s~>y th'lt - - t••o thlncs . ::Jn the vari)US ']ues­
t 1on& v·~ 1 c'l v e '1 1:cussed , they c•y they will telegrP;>h 
~e ir.~med iately aft~r the holidays. 

?ardon me? 

They say tha t they •111 telegraph 1~ediatel3 after the 
ho l11ays; meaning th:tt tha;• v:111 telegra,Jh me tocnrro­
~ :' :)., ~ r.ext. J.s.~· . 

P..i)p~l'ently the -- they s Py tha~ they are v~ry ~uey with 
the b• 1t1 ~·.& t c' i Gcussl ons and eo on, P.nd - - and the 
::l.nis t er there wants to apeak. to Dala cUer before he 
l~PVPC to1~ :orslca. 

Yes . 

:!:>r, Jn the other question wh ich we discussc~ on Set.ur­
d &y morning, whtcr. I did not raise with them, ~ut they 
eay that thev a r e <i i sturbc<: et the late dellver:r. 

Yes . 

An~ that they are conquer1n6 thao , cut they ~?ubt 
r.he thE'r the l ate delivery Yllll meet t hem. 

Yes . 

So it lJO~s -- ~t lJoks from that c~~~e thPt thP ques­
t1on wh1ch ~orr1E'd you on SPt•~ay m?rn!~£ --
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!A: 

!.! : 

"l'Jr: 

. !11 :Jr: 

t.: : 

! I : 

H!.:Jr: 

:.r: 

! '. 

HJ,:Jr: 

~ : 

!!l'Jr: ... v •• 

" ' .. 

- 2 -

Yes. 

:lello7 

I'm listening. 

:n eht well be d16posed o~ by 

I don't follow you. 

we discussed. 

~·ell , they may not -- they may not want --

Any planes . 

No, no:> , no. They may not want the Do:>ug.las. 

I see. 

You eee7 

U!!.-huh. 

8 

t.nd from the read1ng of the c11ole •rhich is seneral my 
im9r ess1on is they may well concentrate on the Curti s 
w~ich ~hey cen get - -

Yes. 

And ~n the ~prtin, and ~eave the Douglas alone. 

t'lell, "hat P.bout y J't-1 1city7 

! CPr ' t ~~~r that. ~~~ ~s t~ the publicity they Gay that 
they will -- I r aised -- r d i d not raise the question 
y~u rci~:ed on !!Q.turday. 

About publio1ty1 

Not the one the.~ yJu r"ised on Saturday for i mn:edir.tc 
publicity. 

Yes . 

I had raised the question or the 9ubllc statemPnt t o be 
made -- ah -- as you rPieed it wlth me on Thursday. 

Yee. 

And they sai d that they will welcome the public statement 
the French Qoyernment has 'b.:>ught planes, but they ee.y that 
they would 11'te to have that publici ty solely when the 
orders have placed. 
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- 3 -

Well, I don ' t think they are going to be able 
f'n:J more glante w1t1l they get ebout a publ1o 
That i s, ae far ao we ar e concerned. 

9 

t o sot into 
statement. 

You think they will not be able to get a.ny :ll'>re planes 
unless imcediate publicity. 

Po , they won't be a.'!:>le to \'1ait any more r:>lante. 

:lh? 

They wllt not be able to visit any mo r e plants until this 
m1sE1'n is a public matt er. 

No. :Vell, I left - - I di d not mention the -- the susges­
t1on or 1mmedie te publicity that you uade on Saturday. 

~£!!, I J ust -- these ~re the inetruct1~ns t~At I am 
leav ing with ~. Hanee --

Yes? 

As far as the United States Treasury is concerned , we 
cannot cooperat.e any l'urther until the French Oovernmen't 
makes a publ•c stat ement. 

I se e . 

now that's my poe1tion . 

Yes. 

Now -- e.h -- the United States Treasury can otter no core 
cooperatlon until a JUblic statement 1s made in regard 
t o th1c m1sc1o~. I - - I - - I ~ant to mPke that very 
plain. 

Yes. Well, now -- ah -- all right. Well , that's your 
t!la t 1 s your --

That'e my ultimatum. I'm sorry but that ' s-­

I understand tully. 

But I mean -- as far as the United States TreoeurJ is 
concerned , until the French Government announces publiclY 
that you have a mission here -- ah - - we can't otter ~ 
more cooperation. I'm sorry, but I have to take a stana. 

no. I do-- I do understand fully the 
ot the position. 

the dittioultlee 

Now, if tho United States Army wishes to otter you that 
coo.;>eration that's their business, but as tar as the 
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ll!~Jr: 

! ~ : 

:t: 

M: 

- 4 -
10 

United States Treasury 18 concerned -- ah -- "e are out, 
until your Government makes a public statement. 

Well, I nee that, and I appr eciAte the dif ficulties. 

~es, well -- " ell, I'm very sorry, but I'll have -­
I have t~ take that firm position. 

I do -- I do understand --

And that's the instructions tha t I'm leav~ng with ~w. 
Hanes. 

I see. I do a ppreci a te your position and the difficul­
ties - -

So --

And I appreciate all that you've done, s o you don 't -­

so if you want further cooperation from the Treasury , 
you'll hnve t~ ask y~ur Government to make a ~ublic 
sta tement. 

Yes. And your position ls that t he public statement 
be made a t once? 

Yes, please . As f ar e8 the Treasury i8 concerned. 

Yes . 

All right? 

Well, I do -- I do --

'.'I ell, I mean , that' e Just my posit ion, and your IJovern­
ment can do whntever they see f i t, but that ' s the posi­
tion tha t I ' m taking ae Secre tary of the Treasury. 

I do ayprec1ate fully the reas~ne and -- I -- I'll d? 
my best t o convey to them the necegsity of it, and I 
do a .)precia t e fully --

All right , Ur. Uonnet. I ' ll be back on t he sixteenth 
of JAnuary. 

Well, no., , Ur. Secretary, - - Just one thing 

Yes? 

If during your holiday .. _ ah -- woul d you give me t he 
f avor of being able to communicate with you? 
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!!' :Jr: 
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~r: 

11 
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No, I 'm sorry, you' l l have t o communicate with l.!r. 
:!anes. 

Mr. Hanes? 

John Hanes, Under-Secretary, and for two weeks Act i ng 
Secretary. 

John :lanes? 

Yes. 

All right. Then I' l l -- I'll do that -- I suppose he 
will be in Wa shington f r?m t ocorrow on7 

~e's here now. He kn~ws a l l aboat t his . He's entirely 
familiar. 

We'll, I hope to see :rou when you come back . 

You' l l f 1nd hi m very sympathetic, provided we get the 
publicity. 

I understand fu l ly the :>osit ion. 

Ri ght ! All right. 

Thank you very much, and good bye. 

Thank you. 

Good bye . 

Good bye. 
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STRICTLY C~lll'IDEtll'IAL PARAPHRASE J'e.nuary 3 , 1939. 

The tollowiJl8 information bas been received trom tbe t;aval Attache 

at Peiping under date ot January 1 , 1939: 

.. ~ . 

Allglo Aaerican loans heve st!ttened tbe attitude or the 

provisional government heads towar4 J'ap advisers whtcb is 

felt at present ts causing postponement or tbe united OQUDCil 

meeting. Fro~ an excellent source I have learned tbat Wang­

Ke~n and Liang-HuAg-Cbih on recent return rrom TOkYo expressed 

tbe opinion that Japan W!le tending to~'&r4 lase 1st a111 tary 

dictatorship witb General Apaki and Prince Oblmsibu leading 

lights with Konoye aa tbe mouth- place. 

I:I!J.ang- Kel-Shek aa an endeavor to probe tbe Kono7e alat e 

statement initiated the C'J declaration made by W&Jl8. 
Eat t mate of po U tical e1 tuation Wang was selected because 

he is known to be pro-Japanese, therefore when negotiations atort 

Tok;yo will aave race; actually 1iaJl8 18 considered lo,.al but ia 

playing a shrewd gue with the knowltldge that the Jape earnestly 

desire peace and are willing to make conceeeions; trup is pleasantly 

baited by suggestion that Chi na join the anti communistic axis 

prov1<!.1ng NiJ:pon •i th an easy way out. '!'he Chinese •ill moat 

likely prolong the discussions on purpose ho~ing to diaalpate 

Japanese tinanclol and economic strength in order to secure 

better terms. 

STiUCTLY COtiFIDE!i'l'IAL 
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TREASURY DEPARTMENT 

UNITED STATES COAST GUARD 

!. T. IOOIIC• 
111r. •tolloleoa. 

WASHINGTON 

laDC ChiDe I'd ~feoUoa baa pro...-4 oc.plft• tt .. 1 •• 
Be h repudia\e4 liT I)UJ!'intaDC IQYC.ftt aD4 aUUaq u we11 
u people. 11114 11111411 ••~t to Ja:s-u•• belle! Wbich I prwnoul,T 
oable4 that 11.0 •o-r 4oH fiZIT Chiu" Joill. !llPII)eh tlwA hot a\ 
- lo•M 811.U.OrU7 wl\h hie OWl!. people. l:mlo7e .,.. to UCO\~ 
ate ~ wUh laDC OhiJIC lei u .-bel' of ll)tex tat 'ba;\ 110\ u 
•ol1\aq 1ll4h1Cal. :le11en 11.0 renr'berat1011. uell be feare&. 
llllq llope &Oftn.Gt will •H..SMte all ~f-U•h wUhill. OWl!. 

nzlll:a. 

13 
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________ ...... _________ _ 
' 

---··· n sa-a 

04 1 u ................. t,_.. .. .._.,.._._, .. .. 
p& 7 • II - N 7 I I 1a .... ~ - Ulf U.. pu 7 -· ~ ... 
-· ..w ..ut'l-'" ....... ...un-....... - ' • <-r • 1n•rl sp'aft \Pie ,.W .._ ... , ,._.._, utl-
-'tl'l•Mn - ,__. .... en u.. .u- "'dlt• u cob sl c .. a 
_, - 1sM \Ilea ~ Mft ef Ule '""'" \s .. !I" I 1•67)• 

110t:11• \7 ... , I wt11 tiP ,W .. tiD lsb 7UU 1ll_.- elllt\s-1 
8'fl?ilabb nnt.u .. er ~'ua u.t 7UU .......... ta .._ 
irtU.-,.. t'wQ' ar ._,elUde pc '!•. 

" aJ;f, 

(Si&ned) R. Uorgenthnu, Jr. 

11-111? ...... !Je Y•l 0 

if 
Old.W t!M\etl S..\s1 .............. o. c. 
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OiltiW S1A TI!S SIIJIA'l'l 

llonornble lilnl')t lkr,..t.bau. 
5eeretarT or·the 1l 1ut7, 
llaabin,;.rton, ll. c. 

111 dear l.!r. s-.tal71 

Ina~ or eutaittinu the tollowinj; q.-t101111 1n the rona or a SeD­
ate Reeolut1an in ~, it occura t.o .. that all of the intcma­
tioa IY¥ t:e ellc1 ted b;y 81\ aliiii>M(;e or latten. l!>anrare, I taa. 
tho lll>cV ot a!lblw:ina th18 ~ and acre d1ract contact. It 
not. "--<! ina;>~ate, I eboul.d ~iat.a a latt.r fr<a you 1D­
d1cat1n;;r t he Trouury's attitude t.c.ard the .-and (October )0) ot 
tho l'1Nnca Coaittaa ot the »• York state a..llllR or c: oa that 
the SU't'Gil' Purcl~Ue Act ot 19.34 ba rapealecl and the purchaa of ail­
ver bullion ba ~ •to ..... further ·~· apelldituraa or 
public t'lmda•. 
In thie connoetion I ahoiW1 Ulce t.o inquire whether this ea.itt.ae•a 
s tatenent i a junU'1er1 that -

"'!11e lh1 ted stataa now hol.de one-eeventl or all 
~.e aiber the world baa prod~ 1n 4SO :r-a­
ail'ftll" -.hich it cannot uea and could not di.­
JJOM or without ca\18i.ni: a collapaa or world 
pricee and J*lic•. 

'tba ou .... l'urcha• Act or 1934 1net.ructed ;you to boo' 1llnr unUl 
(1) the price reoct-.ed el-29 per OIIDC&1 cr (2) liDtU our ailYW boRd 
1a equal t.o ~tldrd the aonetaJ7 -..lue or our &Qld bou'd. Silnr 
iD now eall1ng 1n the world urlcat tor 4) oanta C\ - - althauab 
you v. pe,y1na ., edd.l.ti onal J*Wiiura or 21 2/'J OllltJ .a - tar 
Ar.loricar>oc1Dad .u .... (ldliob oould ba purehuacl 21. 2/'J oanta .a­
cheaper 1D the world -ut). l!>anrare, the tirJt objeotlw doN 
r.ot appear to ba ~ atta'neb'a, b tar the J:aod objaot.i'N, 
alt.Wujb ;you ba.,. purchuad. t~p;radate:q l,?so.ooo,ooo -an or 
au_., than 'PPM~'• to z dn a c-p or -:q 1,ooo_ooo,ooo -
(11hich ,_ -.t Jtlll ~) -.ad the jf&p -unt:q wldJnJ .. 
.... and _.. &Old n COTa t.o the Ordted Stetaa. It tbaM raot.a -
appw:iaate:q aocurate (.ad I &Ilk t.o ba coueoted 1! t.IIIIG'- not), 
1 bee raapac~ to ~uin b.- it 11 poaaibla1 1D n·rmehla -
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peot.atian, tor the ~ _. t.o Mt1U tbe -.!date ot tbe 
~u .... Purct.- Ao\t 

I! the -'-l objooti.,.. - -'ta1nlblo• I 8I01l.d be e1.t t.o 
ba ... the~·· Y1AIIr wbe\ber 1\ 1e ldY1ubl.e tor the &OUCI$a 
11181lt 1~ to puN\18 tad.e bapelc• •lrta'D cbue•. Are t.Mre ., 
collat.rel CCIIIpei>Mti..,. to tbe .. tian 1n ~ u- ..n 
e11_. upendit,...., I • not vr •• ~the u-- 1n the t.r 
which paratte the TNullr7 t.o oo1Jl 43 omte 'IIOI"UU ot .u .... 1llto 
$lo29 ot _,.\ar7 'Rlue, aad which al.lawa the Pr.-idlat to dftalw 
the .u...- doll.r' 50$ (.wtl I euppoee ~ .,. .. 43 omte ~ 
or au.,.. a 11011etei7 ftlue of i2o58)J but I ~ 1t tbat liD 111111b 
l:J'W8 intlatiaD 1e coat-.plaW, cleepite ite e.q 1mitet1GD to e.. 
t1ot.1t10U8 to Mieep1ng ['C'OtU ot --.1 b11Uan dol.lan to a 
~-Md 'l'Nuuz7· lieitber • I --. or the c1a1a the~ 
th1e aUftr pal.1cr ~ ..,.__ our tore1SD tnde with .u .... 
~aeJ but an,y Md1 ~-·an tbo t-ot t he r-~ 
to haft dieappMI'ed 1n thin air. Poeeibl.J' the un1lat4nl "iiDOd 
nai;!bb<>r" pollo;y with "-'d.oo 1e 1mGlncl einoe I undlretend the~ 
Uri'O .Uver purchuea cont.1Due .n- that QUG"ter. It o..,..,_ti_ 
- tGIDI 1n t.haoa or an,y other dil'eOtiaruo, it would be belptUl it 
tba7 aiallt be pointed ode 

Rospe~ youre, 

(efld) A1!'l'l!lll' R, V,\llrre!l8f2!0 
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FEDERAL RESERVE BANK 

01' NIEWYORK 

Jauuary 3, 1939. 

Dear • r . Secretary• 

Except tor ooe large private aala 1>7 a ut1llty comparo', there is little 

to report on corporate financing in the final week ot 1938. The Cities Service 

Cas Company solei $35 ,000,000 ot 3 1/4 per ce.nt a.nd 3 3/4 per cent first mortgage 

pipe line bonds ot 1940-54 to a group ot banks a.nd lnaurance coapaniee. Tbis 

i ssue , along with one or two smaller cbaniea, requires revision of the preliainary 

or corporate issues in December (the preliminary eetiJDate in my letter of 

'Dec:ember 23, 1938, was t205 ,000,000 of which about $40,000, 000 was for 1111w capital) 

$250, 000,000, ot wbich $45, 000,000 was new capital. 

On Thursdq, December 29, dealers oftered an adciitional $13, 556,000 of 

Metr<>pol11~ Water Diatrict ct Southern Calitornia 4 por cent bonds of l946-a6. 

bonds were acquired from the Reconstruction Finance Cor poration at 108, as 

against 107 tor a block of $60,000,000 last June. Priced to yielcl from 2. 50 to 3.55 

per cent, the oew orte.ring wee ell recel ved in the aarket. Various other IIWiieipal 

awardsduring the week made the total of such awards $26,900,000. 

The ecbe<lule of prospective offe.rings tbia month is stlll very alia. It 

continues true, of course, that a lot of the necessary and possible r etinancin& baa 

already been done , and that increased borrowing of new mone7 depends upon both the 

need tor expansion of ex1st1ng productive taoillties and the po• aibillty of doltl& an 

Hon. He11r7 llorgantb&u, Jr. , 
Secretary ot the Trea8111'7, 
Waebit.gton, D.O. 
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Ia \be uo-• of \be , _....,., ..., 

h ·~ r.a. l aohbctca oa • wlet -uoa, 
I .. ..OOwl ... SJw 'IOV ~ let- ...... 
la...rt 3, liSt. 

t- to wtll lie noae4 ._, aM 
pr- ottlotal Ia U.. "-•...,.'• otrt.ae. 

llr • .Ulu ~. 

St-re17 J'"fte 

I H. s. noh,J f 
!'rtft•• S..•""J'· 

Plro\ n .. Prell._,, 
r e4aral ._. _ laU: ot 
... torlt, 

In torlt, 1.., t ol'lt. 
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'l'RI!:ASURY D E PARTMENT 

B U REAU OF E~GRAVl.NG Al~D PRINTING 

\VAA H I NOTON. D.C. 

Januacy ll , tn9. 

The Honorable 

The Secretacy of the Trea sury. 

Sir: 

In compliance with Section 7 of the Legisl<~ tive, 

Exeeuti vo and Judicial Ap 1Jropr1n t 1on Act, approved !larch 

2, 18950 t respectfully r eport tho t the l!Orlc of this b•ll'eau 

"n3, at t he expiration of the quarte r onded December 31, 

1938, substantially up to date . 

Vecy truly your s , 

~ ..... ~--................ ....Jo.~ 
A. 1'1 , Hall, 

Director. 

21 
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NATIONAL POWER POUCY COMMITTEE 
INTERIOR I UILDI NG 

WASHINGTON 

Hooorable Henry llorgentbau, Jr. , 
Secretary or tbe Trea 1111ey, 

Washington, D. C. 

Dear lir, Sec.retary: 

January s, 19S9. 

22 

f 1-~C ,1 · - ) I enclose herewith your rue copy~~ u- 1.-/1-H 
- d~•/V'l I 

tue repor t of the Fiscal and Monetary Advisory U 

Board, of which I have taken the liberty to aake 

a copy. 

l!bcloeure. 

With kind regards, 

~ou.ra aiocerely, 

~ v e£-.---­
BenJ aa1n V. Cohen 

Regraded Unclassified



s~cretary Henry Morgenthau , Jr ., 
Treasury Departmen t , 
Wash1nr ton, D. C. 

Dear ~r. Mor gen thau, 

23 

c/o Board of Trustee•, 

Li ang Lu Kou , CHUNGKING, 

3rd Jenus ry 19~ . 

I am enclosln? ma t 11 r l l\l which I had sen t 

Mlss Saunders but which sho cou ld no t f orward you on 

Bccount or an attack of ~ppend1c1t1s. ~or some unknown 

ronson , the re IHI S o delay 1n this materiBl being 

fo.rwaru ed to rae from Kunming wh loh has only arrived 

tauoy through tho consulate . 

Respectful ly yours , 

\ 
............ 

. ......... A •••••••• • . ······ ······ ~-··· ·· ····· ······· ~,,,,t« 
~ ,.~ ,, --~-~~ . ---

Bnch: 

' 
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CbeD&tU, Decellber 7tb, 1938 

tQ Secretary Mergentbau 

?rom J. Leasing Buck 

JAPAN'S DOMINATION OP' CHINA 

Japan's desire to dominate Cbina ia beat illustrated by leaflets 

dr opped by Japanese bombere in Chengtu on NoTember 15th. A copy of tbe 

or iginal l eaflet end ~ rough translation by a member of Central Aircraft ia 

enclosed. 

Regraded Unclassified
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JAPANESi FUPIRE'S DECLARA'I'ION 

Under the order ot the Emperor or Japan , the Empire's ~ aDd NayY 

captund ce.nton aDd the three cities or Wuhan, in order to OTercane all Chinese 

vital cities . The Covernment or the Ch!naae Republic is being deacended ee a 

local reign. It the Government still follows up her ol4 policies or "Anti 

Japan and Join the Communist•, the Empire shall chasten her by force until her 

rulo. 

~bat the Ecoire ezpecte4 is to establiah a new organization, to build 

up a foundation ot the peroenent peace for the East Asia. This Ia also the ut-

most a im of the war. 

The establishment ot the new organization ia based upon the relation-

ahipa in political, f inancial aDd culture, which are accomplished by tbe union 

ot three nations: JapeD, lo:anchulruo and China. The international arbitration 

of t he East Asia will be obtained, the union or "Ant i Communist • will be tunc-

tioned , the new cultivation wil l be invented, and the cooperation in finance 

will be performed. This 1a tho best way to obtain the peace in East Aeia and 

lmorove the world's cultivation. 

The ~pire wished China to taka partial duties or establiebins the 

new organizat ion in East Asia. Chinese people are erpected to understand the 

reol idee ot the .Empire , and randQ) f('~~ ~iatancea to tha Empire. The Empire 

shall not refuse to.cooperate with the Oover~nt ot Chineee Republic it abe 
~ ,, • '"'\1 

Will give up the old policies, alternate the pe~aonnela, revi ae the construction , 
v.,,~,,'J'T 

..... , v T<Il q,n 
and Join the estebliahment or the new organizatJjn • 

.. ~-g ..... .-J 
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Having recognized the real purpose ot the Empire, all the natione 

in tbe world should choose their bes t policies to meet the new situation ot 

the East >.sia. Tho Et:qlire trusts thee. Amo~~&~t all, "" ere o:ucb obliged to 

the nations who are in union With us, or their kindest assistancee ottered. 

The greet ech1evement ot the eatebliahcent ot the new organization 

ror the East Asia ie extended from our spirits or building our nation. It 

!a the cost glorioua and greatest duties ot modern Japanese people to eceom­

plisb this achievement . The Empire decides to 1Cipr<>ve !he nation in 

different points by her sovereignty, to enlarge the nations' unit power, 

to overcome all the difficulties, end to eccompliah the achievement. This 

is the Empi re' s permsnent policy as well es her mot!onlees decision • 

.,., 

\ 
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To Socrotary Morgen th nu 

Fr om J. Lossinp, Buck 

Cho:.&tu, December 7 , :;_\j ;:~e . 

THE BURMA ROAD 

28 

llr . C. .v. Run tor , FPc t-crr ltenl!£tlr of t lie Cen trn l Ait•crcf t , 

left Yunnnntu on November 2nd, meanin~ to drive to the Burma 

border. he was obl i ged to turn ba ck shortly afte r Paoshan, 

and reports thn t be tween the Salween and the duma border the 

impassable . This 1s duo to land- slides, bad bridges 

'''" t.: •. u . lie stated that thousands of coolies are at 

work , but that he considers the road will need constant l abour 

for years. LMd-sl1des will be a cons tant "'cn a ce, :md the 

r ond bed is narrow, a nd turns are very sharp. He found 1t 

extremely d angerous as far as he went . tie met !lr . Lint; of the 

Transportation Co:npan,- en route nnd i&r . Ling ver,­

kindly lent him some g asoline . Wr. L' n~ is the man I am 

~cheduled to travel w1 th on his second trip. :dr . L1~ was 

acheduled to return to Yunnanfu November 20th, bu t has still 

no t ro turtHld . The Ch i ne so es time. te that tho road will be us able 

by tho first of the year, but Mr. Hunter considers this verr 

' \ opttrrlst1c t' or trucks, putting t he ~!ate t'orward by at least a 

.. . ., 
_ .. -

• 

Regraded Unclassified



29 

Chen~tu , December 7, 1938. 

To Secretary ~or~enthau 

?rom J . Lossing Buck 

>diLITARY ACTIVITY AT YUNNANPU 

My secretary writes from Kunoting: 

"Kunmt ng shows much mnre evidence of mil i tary activity 

llltely, especially at n1pht - :~~111tary trucks in grea t numbers 

their way so110 place, anu many more soldiers. 'lhe IUniatry 

of Commun !c ations has nt last taken over tho telegraph office: 

tho forms h~ ve the Cen t ral Government chop, no t the Yunnanese 

the personnel ls changed, the now people being much 

'!lOre modern and lntellip;ent." 

1\ ,, ""I • 
' I . . . 

.... ........ 

\ 
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To Secro hry 14orgenthau 

FroM J. Loosing Buck 

Chenstu, December o , 1 938, 

CENTRAL AI RChAPT CO~PANY 1 S R~PAIR SHOP 
CHENGTU 

Today Ur. cichultze of Central Aircraf t escorted me to 

co~oany' s repair shop. It is located in temple bu1ld1nrs 

a lnree gr o Ye or trees near the air tleld , The t rees 

e xc ellent ca mouf l age. Ono part of the temple 1s still 

by monks And the contrast of sinping monks and repa 1r1n~ 

bom~ing planes was i ndeed greot. 

Tho COMpany l s bu sy repalr ln r, Ulanco planes; four are 

And on t hfl field and the ot hers will be ready soon . 

s work has all been accomplished since the f actory moYed 

Honkow in July, 

On the a1r field I saw the Oenera llssi~o•s 14 passenger 

plane ready to take ot t tor Lanchow, piloted by 

a pioneer of avi a tion i n America nnd then in Chi na. 

passen~ers wore pilots to brinr. Russian planes to Chengtu 

Amon~ them were the three ace pilots ot China, 

'l 

• 
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Seer" t6l ry !~orgen thau 
J. Lo,11n& Buck . 

Nanking 

Cbengtu , December 7 , 19~8. 

(In oQen letter by Professor t1 . S . Bates, published by the China 
Press , r:ovember 27, 1938. ) 

31 

?if t y thousand people - one- eighth of the population of Nanking -
ere teing s l owly poisoned today by heroin , supplied by Japanese eon­
trolled drug rings . 

Every month a minimum of iS , OOO,OOO are bei ng squeezed from the 
l~povorlshod Chinese in the region by dope traffickers, belonging to 
or allied rtlth t he Japanese Army. 

Those fi gures, indicating }fippon' a policy in China , were conveyed 
to The China Press yesterday' by Dr. J.i , S . Sates , an American missionary 
educator of Nanking , in a lengthy statement, entitled, "An Open Letter 
on t l1o r:nreotic Problem." 

?r. 3ates s atbered the material tor his careful report through 
~orsonal investigation , observations by reliable friends , statements 
.-ado dealers and officials and from r egulations issued by the puppet 

on of Nanking . 

Dr . Bates in the pas t has made a number of other reports of this 
type , one of t he most important being a statement on t he "Rape of 
llank1nc " last December . 

'Us con.servative estimate of 50 , 000 persons, - including sma.ll 
ldren , - already gripped by the heroin habit does not include the 

tl.O'J3ands under the d e acHy influence of opium and other illicit drugs , 

Army's S . S. S . Active 

Dr . vates' statemen t indicates t hat t he strongest of the four 
dr u0- trafficking org anizations active in th e city is directed by the 
Special Service Section of t he Japanese Arzey. 

The fol lowing four groups are n~~ed by Dr . Bates as closely 
connec t ed with the trade in narcotics : 

(1 ) The Special Service Section of t h e Japanese Army. 
(2) The puppet administratio~ of Nanki ug. 
( ~) "Independent" Japanese and Korean Drug runners. 
(4) Japanese business firms . 

According to information given to Dr. Bates by "an agent ot 
cons i derable standing , 11 the Special Service Section of t he Japanese 
Army has recorded monthly sales above f$3 , 09Q#d'o0 in the area of which 
J:nnltl ng is t h e center . . -'I\ \ 

\. ' . 
~he puppet administration has p roviAea· ror the "regulated" sale 

of opium, accordi ng to the statement. seventeeo.·l'tltail stores are 
known to be in full operation and others ~~ l!''liport'd to be in the 
~recess or org anization . .,,.,,. ,. 

~ ­.. 
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hese s tores are taxed in three gr ad es , it is alleged, presum­
ably accor ding to the amount of business done - at $4, 200 , $2 , e 40 or 
$l , 42tl per quarter. 

over 40 dens are said to b e doing business as from November 15 . 
<hese are taxed a ccording t o the number of lampe employed: ni ne lamps , 
~l~u ; s ix lQI!lps, \i>l OO and t h ree lamps, $50 . 

Am~le indication i s given i n Dr. Ba t es• rep or t to show that 
t:~ re -,;lations of the puppet governmen t are flagrantly violated. 

Official Reason Given 

"The off i c i al reason for the p r ovi sion of QUblic de n s i s t hat of 
co·"as s J:on for t he hardsh i p s of p oor laborers ,' , . states t he r ep ort . 

r.not her j ustif ication f or the easy and cheap suppl y is t o prot ect 
'lti!lllc f rom expl oitation by private t rad e - "wh i ch doe s not p ay 

~sses s . snts to t he r i ght of fice." 

'~erous hot els and b r ot hels are s aid to be engae ed i n the 
! c . 

".71 t h1n t h e pa s t few da ys, one organiza t i on of Japanese and 
' hos t e sses• ond ronin brought in 8 0 c ases of opium," Dr . Bate s 

cla res. 

Tho statement further reveals t h a t n g ood deal of th e wh olesale 
ts car ried on by J ap a nese firms wh i ch outwardly deal i n tinned 
or ~edicines, but h andle h e roin t hrough roor.s in t he rear. The 

3 L'ld addresses of c e rtai n of t h ese f irms are not - or ious, the 
e~ t sa>s . 

Pe t ty trade also i s c a r r i ed on by runners who bring l oads of 
!'r0!!1 Sh anghai . 

Alth ough t h e exact s ource of the heroin consume d is unknown , 
or t ce l s said to be based on the Shanghai p ri ce for t he Dai ren pro-

Opium From Dairen 

"T~ere is abundant testimony that the major op i um supplies co.ne 
atr en t nr ough Sh&nl;hai , " Dr . Bates 1 report reveals. 

"Lnt11 rece n tly, 11 t he letter continu eR-.. 1'there also h as been 
e crude AnhYiei opium on the market. ~t}Ue more eff icient pr o­
tlon i n ' !Jenchukuo• and the r e cen t ll"11.'1nproved .transportation and 

bu t ion facilit i e s t or t h e ooium trade malte it possi ble to se~l 
n opium a t ~11.50 ner ounce in the re t ail et~a (sai d to be vll 
the Burenu and ~9 · in quanti ty .from the ~!:'en-Shanghai organiza-
which eli~inates the Anhwe1 article an-d' ''the r e cent pri ce of 

w .. -~ ,," " . ..~'' 

Regraded Unclassified



23 

Tho rap id spread or heroin is closely connected with the in­
eMase ot thievi ng and di ffi culty or social control in Nanking, says 
the 3 tatol'!ont . 

A recent police r eport decla.r e d t hat in Nanking there now are 
•o vOO nersons to be classed as thieves, and that the basic cause 
( 0 ; thOir conduct 1s the use of heroin by 140 , 000 persona, meetly 
in the slU!\C tlllllilies w1 th the thieves , who are themselves addi eta , 

Dr . late s , however, b e lieve s this figure to be exaggerated, 

Practice Condemned 

A s trong condemnation ot a government which p ermits this ruinous 
u3e of drugs is contained in Dr . Bates 1 lett er, Be says : 

"One cannot i magine a shorte r sigbt and a n&l'rower greed t han 
that Ylhich exploits the war-time ruin or a relative ly decent society , 
to dr aw the hungry and sick and hopeless down t he false road that 
l t ads only to deetruction .••• 

"To make cheap supplie s universally available , and t o increase 
tl:elr usc througb advertising, and the building up of a vast public 
a~ private financial interest in the extension of sales, is a policy 
ba3ed ei thor on stupid! ty or on inhuman greed. 

'~o ei t her Chinese or Japanese interests require for the future 
a dru::;('ed people 1 short- lived and infecund, physically indolent and 
oordlyirro s ponsible? !hat 1s the kind of people who are being de­
velo?e•l i n the Nanking Area today by the Opium Suppression Bure au and 
by the heroin merchants of all types. 

"!lore ia a flat test of the statosmansh i p and the character 
or the Reformed Government and i ts eponsors . No Chinese of real 
•orth 11111 trust or assist ar. admini str ation wh ich ruins socie ty be­
fore his eyes. 

"And conversely, if the new administration wants the support 
or th' better elements ot the population, the first step to secure lt 
is an ins t ant and resolute etoppage or t he flood of narcotics . 

"These words are written not as supercili ous advice to officials 
v~o oreaumably understand what the{ ore doing

1 
but to emphasize the 

ortelnal appeal to Japanese and Ch nose frienas who are not yet aware 
of the urgency of the problem, in the hope that the y may exert con­
structive influence at once. • 

Ths full t e xt of 
f ollows: 

Dr, Bates' Open Let~~on t he 
~ \) ':. 

~"\ ~ 
,~ . 

Full Text 0 1 von • .. .«< 

Narcotic Pro-

"To Japanese and Chinese who 
Ple of the Nanking Area: 

~· ..... · 
Care ror~•lie Wel(are 

.... ... ,,J'(.J 

of the Peo-

........ ., .. ~ 
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"As an ol d resident of lianldng, long obeervant of th e pr ogl'au 
~nd 11ell-be1ng of 1 te peopl e , I am i nterested to l earn this week or 
a movement in the •Legislative Yuan of t ha Refor.ed Government• 
looking toward a r evision of policy i n the supply of narcotics , ' Per ­
it a:e t o use t his opportunit y to make an appeal for recognition of the 

great evil now 1n procesa, and f ar the prompt e fforts of men of high 
c~~acter to secure not merely some small adjustment , but 0 significant 

~.&..( ') H 

' ' ; .c:: 
• , 111.1 ll n .friends, and 
tr:e nurcot ic problem was 
aed not heard of it , and 

C.w.: r.....,. ~]-~ : ........ ... .:f · .. J n .... ! . , ·· : · ..._, : • r•.: r• r 
to other visitora from outside lianking that 
becoming serious , Several of them satd they 
as ked f or information. 

"I began to observe more clos ely, and in the r api d deve lopments 
of the current month became convinced t hat the attention of public­
spirited oersons ougllt to be drawn to the matter at once, if the peoli' 
of tnis city and surrounding districts are t o be saved from irreparable 
Lkr.J&. 

·~ne f ollowing report hae been pr epared with care. Por minor 
in detai l or form of statement, t he compiler must be blamed. 
is convinced that t he main pi cture is true beyond question, 

"T'ne information her e preaented comes from these sources : 
11A. ) The d i rect observati on of myself and r eliable friends . 
B.) 'Regulations of the Tupan ' s Office (gover n*og the Nan­

kinF o.rea ) 3stabl1sh1ng the Opium Suppression Bureau'; and 1 By- Lt.wa 
ot the Opium Suppression Bureau' ; ' Provisional Regulations for 
O~ium Supply Establishments and far Retail Stores• . 'Provisional 
Je.ulatlons for Special Licenses and Sales i n Smoking Dena'. 
' A~?lication Blanks f or t he Registration of Domestic Smokers (cover ­
i:'ll! dally issue of opium, with t axes ). 

C. ) Statements from dealers and offici als , se cured of course 
throuch personal connections . 

Report on t he Narcot i c Trade i n lianking 

I . Sharp Revers al of Condi t i ons. 
"l ne pr esent generation has not known large supply and con-

3umpt 1on of opium in Nanking, nor open sale in a way to attract the 
?Oor !ll'ld ignorant. Opium was used 1n a private and se.mi- privato 
..._ :m:r by certain members or official and merchant groups , usuallT of 
tte older type , and by f ew others . 

"Particularly duri ng the l ast five years has the use of opium 
~een 3l1rn t, due to fairly c ons i s tent and cumulative government pres­
s~re against the trade, plua the r esult ~~ducational effort during 
t .. e !lllS t th irty years , \, ':). · 

"lie roi n wae praoti oally Ullldt~! . anct' •hormously expens i ve 
( ~1>\lll - \11200 per ounce ) , • , .. ~ 

• ..:oe'~ 
":lut the changes of the year 1931l,cll'-ve b;..t\gllt an evil r e­

volution. Today opium and heroi n ~"abun~1.y suppl i ed by the ,.,.. 
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publiC au thorities , or by those who enjo,. their favor and pr otection. 
Tens of t housands of persona have become add icts , including children 
Md numberous young people of both sexes . 

"Thousands are engaged in the business . The interests already 
deoendent upon the trade for livelihood ~ for profit are so powert'ul 
and extensive t hat i t would require a determined will among t he mili­
tary and c ivi l authorities t o crush t hem. 

"A new generation is beginning wi t h the weight of rul i ng autho­
rity thrown in favor of narcotics . 

"Some of f icial s are notorious and open consumers . Pub lic re­
venues are being built upon the ruin of humo.n bodies md spirits. It 
i s rnade possible f or ever y one to llecure narcotics c onveniently and 
cheaply. 

" ~ore t han t hat licensed dena i n t he publ i c sy stem advertise 
the s tree t s that the i r products increase t he h ealth and vigor of 
who use them; and the one newspaper in Nanki ng , offi cial in 

,ch,are<c t er, i nvi t es citi zens to places of doom. 

II . The Na t ure of t he Trade . 

1. Opium 

"A. The Public System: For administrat ive purposes in general 
"'"'·"~ City (including Hsiakwan) is divided into five districts, each 

own subordinate administration and budget . The opi um system is 
closely tied up wit h t h i s political or gani zation, although the varia­
tion in s i ze and population of t he various dist r icts i s such as t o make 
a c:~chanical use of such divisions unre asonable. 

"Each district i s supposed to have one Opium Supply Eetabliahment 
•u Kao Hang) author ized to sell up to 760 ounces per day. But there 

been some difficulty in organizing these establishments , perhaps 
be•ca\lse of conflicts of vested interests in t he supply and distribut i on 

conducted , perhaps because of the relatively high initial 
ae!'os,lt renu1r~a. Actually, the Opium Suppr es s ion Bureau is issuing 
!Op,lum di rectly to the subordinate sales egenci es now to be described. 

"Each district may have five reta11 stores (T•u Kao Tien) , say 
the basi c Regulat i ons , of which 17 are known to be in full opera t ion 
end others ar e r eported t o be 1n process of or ganizat1on. 

"They are taxed in t hree grades , presumably according t o t he 
&moun t of business they do, at ~4,200, f 2 , 8 40 , o; fl,420 per quarter; 
and of course they must buy, according t o the~~. only trom their 
superior s , and sell only a t the fixed pr~~;\~ ~,/ ,..:'\_ 

"Each district was euppoaed to h aW ten Sufo~19i'-Dens (Shou Hd 
So) , of whi ch forty- odd were doing businessr tw~• of ,~JP)'r 16 . 

"'lbey are t axed acoor d1ng t o t h e nU1flber.olf 1~ employed~tne 
l ampe nt $150, six l tunpa at $100, and three~s .a'i tso. But 8 
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thiS r eport i s being writte n , the official Re gulations h ave b een 
h ed to pe r!!lit in e ach district ton Retail Store•s and t hirty Smo-
~~~Dens . I obse rve d s e veral opening tor tho first time on November 

19. 

"One friend h a s secured at my r e quest tho names and addresses or 
S2 stores o.nd Dens wh i ch b e found in one day in the southern halt ot the 
Jelled Ci ty only . Furthe r , single lamps in homos must b e registered 
tued tn principle at $4 , $3, or $2 per month. In pr actice, a certi~ 
f icat e t or one-t enth ot an ounce per day is issue d at i2. 20; and t or more 
than that amoune ot domestic use, at $ 4.40 aside f r om the coat ot the 
o,tum. 

•s. Observat i ons on the Public System: The p resent scheme is 
h41'uly !n full working order and the inevitable irregularities have 
not been hardened into custom. Hence it i s not possible to r e port t ho 
el ements of craft t hat extend or modify the. official arrans-ments . 

•sut it is known, tor e xample, that ~he Bureau i s so anxi ous 
to ce t t he t rade into its o•m channe ls that "bidders for the right o! 
operatlog Stores and Dons are permitted to use part of a requ ired de­
posi t aa cover f or tho initial purchase s ; also, that certain Store s 
and Dens are s e lling to unlicense d persons. 

"l'he Opium Suppression Bureau is under the Municipal Finance 
OrfLce of the Tupan 1 s Adminis tration . Re cently t here has be en s ome 
?ol l ce pr essure, ass ociated with interest in fine s:l. upon users of 
no.r cot i os other t h an opium. The Bur e au • s Re gul at ons and By- Laws are 
concer ned mainly with bringing all private trade and consumpti on into 
the revenue net. 

"There is vagao and kindly mention of a possible ins t itution 
for br eaking the narcoti c habit; but more specific are the measures 
to ccntrol expecte d crookedness wl thin tho syst em, and to ensure r o­
ui sl t e s e crecy in t his •public' enterpri s e . The broad soci al view 

or the Opium Suppression Bureau is indicated by the arrangements f or 
supplyinc h ote ls and brothels with s p ecial iconsos, and even b y the 
?r i vo.t e l icense s (tor a s even - day limit , which is surely g enerous) to 
cover marriages , funerals , and social ente rtaining. 

"C. Private Trade . Sources of Opium Supply. Pricol Volume 
or 'Uslnes s : Fr om examining t h e official scheme, one might ~hink t hat 
only aomo 75 (now 300) e stablishments would b e d ealing in opi- in 
!:o.nktnc. But one must recall tho large number of h ote ls and br othels 
o! all sizes and names p illus tho tact that a hos t of domestic lamps 
licensed and unli ce naoA are doi .ng more t han dome s tic duty. 

"One very small ne i ghborhood, ne ar my own home, and not in a 
thickl y popu l ate d portion of the city, is ~d to bc.ve f ourteen o" ­
vlous cente rs or distribution and cons~1-c'ln-:- Hotb tor the Govern­
men t o.nd for the pe ople private trad~ '\s thu~ t. mAtter or great con-
te'rn . ' ~ • .,.~ 

r ,• 

<'' ~ d 
. "VIi thin tho past f ew days , our orgal'li..-·Uon or Japanese 8l'l1m-
i<oreo.n f hos t osses f and r on i n brought i .n eo<.-.se e Of opium. An t t 
i)ortan t dea l e r i n the public system say~ .. -tb at .,U:pal'leso age nts a or -, .. 

·" 
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nigll t ago delivered her e over 400 cases ot Iran opium; but this ahip­
Jt&nt seems to have had s ome r e lation to tho Opium Suppression Bureau 
and therefore should not be crt t1c1zed. 

"However, there i s abundant testimony that tho major opium 
supoltea come from Dairon t h rough Shangba1 . Until r ecently there baa 
also been sonte crude Anhwe1 opium on the market. But the more 
otficient production in "!.!anchukuo" and the recentl y improved trans­
nor t ation and dis tribution facilities for the opium trade, make it 
~oss 1ble to sell Dairen opium a t $11 . 50 per ounce i n tho Retail Stores 
(!dd to be ~11 from the Bureau, and $9 in quantity fran the Dairen­
Shanghai ors anization) which eliminates the Anhwei arti cle at the 
recent or ice of $ 14- $15 . 

"Tho daily sales unde r the hands of the prope r officials are in 
nrtnoipl e limited to 6 , 000 ounces. But tor aome time this allowance has 
~oon insufficient to meet the application from the Store a and Dena , and 
oroportional allotments are necessary. Not a tow of tho sales go out 
to t he surrounding country. Actual totals must be much greater than 
tne lesal l imitation. But 6 , 000 ounces alone r e present f66 , 000 per 

oboleaale, or $2 , 000,000 per month. 

2. Heroin 

'~eatructive and alarming as is the t rade in opium, it is over­
shadowed in viciousness, perhaps roughly equalled in monetary volume , 
and orobobly surpassed in number of persons affected by the totally 

development of heroin. 

"Heroin 1s more convenient to take , and a very small quantity 
e r ractive. It is commonl y said that at oreaent prices a moderate 
tet •s daily use on a low plano costa fifty cents to one dollar in 

'CPlwo. bu t only t hirty or forty cents in heroin. (Portions of opium 
cr l er.o-pr t viloges in the official Smoking Dons run from 20 cents to 
~5 , according to quantity, quality and the style bt the establishment). 

"TI1e rapid spread of heroi n is closely connected with t ho mult1-
ol1cat1on of thieving and difficulty of social control in Nanki ng. A 
~ecent oollce report declared that in Nanki ng there are now 40 , 000 
oer sona to be classed as thieves , and that tho basic cause for t heir 
conduct is the use of heroin by 140 , 000 persons, mostl y in the same 
fa~llies with the thieves who are themselves addicts . Those figures 
seen to me to be absurdly wors e than the reality; but they are repeated 

a! c 1v1ng some sense of the vast scale to which the evi l has rison, 
and or tho significance that it should have to authorities really 
concerned for the welfare of the people of all classes . 

"A aena1ble private estimate is that..$,000 persons, one- eighth 
ot the ' ' nnking population , are now users ,_t heroin. Othera put 1t 
l.igher . ~ ~' · 

(). • ..: d 
"The trade in heroin is private, w1~ely a~~tered 1n rota~liP:1-and conducted t h rough age nts wbo. work ~er .,'hierarchy o n -
One friend knowa of 72 places ot a~ • . ,r- ,/ ,...., .,.. 

·' .... 
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"It is commonly reported that the Special Service Dep artment ot 
the Jananese Army has cloae and protective relations with the eem1-
organizod trade in heroin. An agent ot conaiderable standing says 
that t he Special Service Department has recorded monthly s ales above 
•• 000 000 in the area of which Nanki ng i s a center. 
'r'-" J I 

·~1ere is general test~ony that a good deal of the Wholesale 
trade 1S c..rried on by J apanese firms Which outwardly deal in tinned 
goods or tt:edicines , but handle heroin through rooms 1n the rear, The 
n~es and addresses ot certain of t hese firms are motorious . In at 
least one ease known to me the praninent sign and premises or the 
co::tnany have represented no other business than the occasional arrival 
aoo distribution of fresh stocks of heroin from Shanghai . 

"There is also a p etty t rade carried on by runners who b ring 
loads or goods from Shanghai on the trains and boats, supplement i ng 
t~ir trivial profi t s by a little herion, and assi sting the process 
by a s:Lall bribe to military police when necessary. 

"The price of heroin fluctuate s , but is often about ~120 per 
~~ce , said to be b ased upon a Shanghai price ot iSO tor the Da1ren 
~reduc t . 

III . Conclus i on . 

"One cannot imag ine a shorter sight and narrower greed t h an 
that 1.hlch exploits the war-time ruin of a relativel y d ecent society, 
to draw the hungry and sick and h opeless down t he false road that 
leads onl y to destruction . In most cases the first use of narcotics i s 
through deception or l ack of comprehension of the real nature of t he 
step taken . 

" To n:ake cheap supplies uni versally available , and to i ncrease 
their use by advertising and the buil ding up of a vast public and 
private financial interest in the extension of sales , is a policy 
based either upon stupidity or upon inhuman greed. 

"Do either Chi nese or Japanese interests require for the tuture 
a drugced peopl e , short- lived and intecund, ph ysically indolent and 
~orally irresponsiblef That is the kind of people wh o are being 
developed in the Nanking Area t oday by the Opi um Suppression Bureau 
and by the heroin merchants of a ll types . 

"Here is a flat test ~ t h e statesmans hip and the charac ter 
ot t he Reformed Government and i te sponsors , No Chinese ot real worth 
will trust or assist an admin i s tration which ruins society bef ore his 
•>os . And conversely if the new administration wants the support 
of tho better element~ of the p opulation, the first step to secure 
it 1s an i nsto.nt and r esolu te stopptt~' ff:>t;l• flood or narco~ica. 

"These words are written not as supercilious a dvice to otrioials 
who orosumabl y understand what they~ue ..do~s\ but to emphasiZe the e 
or161no.l o.ppeal t o Jap anese and Chi n ese friends who are not yet awar 
ot tl:o urgency of the problem, in t~lijlf<o•'k at< t h ey may exert con-
structive influence at once. ~~ 
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All edu cated persons, and even some who are illiterate can 
cl at l n$U1sh between deceptive words and t he reality or a poli~y. The 
nrosent hvpocrisy only increases the contemp t or decent pers(!ns tor 

thO vile trade • 

•.lhile scor e s of newly lice nsed dens are opened, advertising all 
sorts cr benefits for t wen t y cents and f orty cents , the very Regulations 
tr.•t :oovlde for getting extra revenu e , even trom t h e domesti c s moker, 
p'C' •' .;.rona : "All users of opi um who b ecau se ot sickness or ot age 
c~nct"~reak the habit must r egister. • 

"1'.1e form on which the individual aoplicant signs declares that 
t.ecauee of sickness he is unable to b reak the habit and therefore 
tese<~c!.es s uppl ies as an act of grace. 

"The official reason for the p r ovisi cn of oublic d ens !s that 
of coo•asslon for t h e h ardships of poor laoorere , expr essed more than 
cr.ce l n tl.e d ocuments . Another .1ust1fica tion f or the easy and cheap 
~·•o,ly i s to o rotect the public from eltJ)loitation by p r l v9.tl trade 
1 tch r:oos n bt pay assess1rents to t he right office } . ~·hen there 1s t h e 
!.u: ~no 1es1re to s a ve the people from • t h e powerful poisons with a 
Ufe-lon~ cltt tch f'rom wh i ch no escape is possible , 1 meani ng ot course 

tcl n "'10 '" being distribu ted in e very street, even a mong children 
{t·o t tte heroi n profits go to another gang) . 

";•'inally , what do leg ! timate economic interests , Chi nese and 
Jananoso , think of a p olicy that takes o.way from t he imp overished 
popu l~t1on of t his region a mini mum of ijj;5 , 000 , 000 monthl y , reducing 
t oir l;uy1ng o ower f or decent g oods end t heir ability to do productive 
lator o!' o .. <1Y kind? 

"Surely there are men who will reverse t h e vresent juds-ent 
• tt t e f irst and gr eatest achievement of Sino- Japanese co- opera tion 
~-: •·,15 iu.1>or t an t r egion , is the p oisoning ot the comnon people . Is 
l_:tlnr ~ace in t he Far Baatt t he dead ly dream ot an opi um den? 

"I f I , as a f oreign guest and friend , have spoken badly, let 
Chbese and J aoanes e come forward to s oeak more effectively tor t he 
Wol fo.re Of the - plain peroons WhO do most Of t he productive work , 
~ t loL none was te bre a th or i n.k i n declaring t hat the pur pose of 
tie 0.,1um Suppression Bur e au is misunderstood, 

!J, S . BATES . 

ovember 22 , 19~8 . 

. . 
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TO seero t~ry J.torpon thou 
no.._ J. Lossing Buck 

Chongtu , Dec ember 7, 1938. 

lfankfng 

(A letter trom Dr . M. S. Bates, a professor in th e University of Nan­
Hog, r.ho ha, remained in Nanktng all through the period ot occu­
oat1on. The letter is a Chris t mas one t o h is friend:~, but it does 
not make one feel like Christma:~.) 

November 29, 1938 

Dear Fri ends :-

40 

!lost of you received our letters of just a year ago lllld of 
January 10 , but nothing since . This report will go by China Clipper 
to san Francisco, ld:l. ile I conti nuo t oward the International Mission-
ary Conference , wh i ch meets December 13-30 . After two additional 
weeks in India, I will return to Shanghai, arriving about January 29; 
UJd will go to Nanking immediately 1t I get the requisite military 

The criminal misery of Nanking h as at last become general 
mowledge, though there are few who grasp i t s despairing total. 
Tkperley•s book "ff.oat War Means: The Japanese Terror in China" , is 
stra1~;ht stuff . Unfortunately thoro are some peopl e wh o shrink from 
c~tronting the evil or the present world, by refUsing to believe 
what t hey term •atrocity stories• . The first necessity of Vlor k for 
peace or for any other improvemen t , is to face the facts honestly. 
Tben the interpretation of t he facts , the formulation of program, 
and the going for th to action , are further steps - - all s ub ject to 
mooit1cation as new facts require . Certain f riends take a posi t ion, 
and t hen dismiss or arrange facts in defence of the position, ~hich 
outs them in illusory ether. 

Our f i nal estimate of the number of civ ilians killed in Nanking 
was 12 ,000, nine- ten t h s of them apart f r om military operations, and 
including many wanen, children , a.nd aged men. Tha t figure is in tbe 
ratio ot one to every four families then in the city. We have specific 
reports trom res i dent families , given with some reluctance and con­
cealment because retaliation was feared , of one member in every five 
fudlles killed , injured , or taken a way not to return . More than 
30, 000 military orisoners who b ad abandoned t heir arms, were mercile u ly 
butchered, most of them tied in l on g lines and mach ine- gunned on the 
river-bank . Many thousands of women were raped (8 ,000 was a careful· 
f1cure set early in t he process , and the mos t conservative given by 
any observer) • 

Immediate l y outside t h o wall, t h ere was extensive burning by 
the Chinese army in preparing its poor def ence . Within the wall , the 
buildings and their contents were pract1call~~ntact at the t ime ot 
transtor; but during a period of six -..t•, beginning one week atter 
entry, t he J apanese military burned Several thousand building s (over 
4, 000 street numbers), These all belonged t~ the ordinary cttUena whom 
t.hey have ecce to "liberate• and none t o the GqMrnment or Party wbom 
they exeerate . Por t he whol~ city, 24 per 9.ent" of t h e buildings ••it 
burned . An additional 63 per ce n t sut!~CS~ se rioua looting, prim~ '1 
by soldiers, Which stripped almost ali t he people of their unburne 
t?ols , atooka, clothing, even food . ~ t'oregoing figures are froa 
toe Nanki ng International Reli•f COIIIIId ttee • a survey (printed as "War 
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~ e ln the !lanldng Area") , which inspected every one of tho 40 , 000 
~::~ numbers ln tho city end inves tigatod in detail every tenth one , 
'i'ho losses were the more shame.ful because less than two per cent were 
;ncurrod by actual mili ta.ry operations , 

nor was the fear.ful injury limited to .Nanking . The invostig a­
ttor.s olrectod by our trained sociologist, Dr. Lewis Smythe , to 
estl.:ate t he remaining resources and the relative needs for various 
t~s or relief, found that in a wide area of country 40 per cent of 
farm buildings had been burned, nearly half tho implements and animals 
lost and one resident in every seven ramilios killed. Tho brutal 
dost~ct1on of villages still continues spasmodically but on a con­
s!dorallle scale, often because infUriated rarrnora have attacked a small 
oatrol that seized their women , or because l ocal people have been 
caugllt between the conflicting demands of guerillae and Japanese for 
supplies lllld labor. 

Can you think what life was like among d efenceless people in 
long oe rlods of such terror and danger , when the appearance of a 
soldier ln t he street , or a rap at the door , or a false r eport by 
disreputable police hirelings , meant iml:tediate risk to person and almost 
cert ain loss of humble possessions? Three weeks were intensely bad, and 
not until June did gradual easing orr end in reasonable security of 
l!fo and limb . There is still conriscation of land and buildings at 
will; more th an 20 per cent of the real property in tlanki ng has been 
taken by t he military, by their Chinese servants of varying titles , 
and by the 3,000 Japanese c ivilians and 302 Japanese shops not sot up 
in the city in the best buildings t hat escaped burning . I do not 
!mow of one case of free commercial transrer; and among scores of 
!nsttlllcea with which I am familiar , the onl y actual compensation was 
~ ">Or family given to some thousands of persons in a large area 
seized enti re . That is •economic cooperation•, about which diplomate 
~e after -dinner speech es . One side provides the property and labor; 

t:1e otc.er, gun in h and , takes control and profits with only nominal 
1nvesttrent aside from the gun . In our e yperience it wor ks just the 
same from electric power plant to corner store and private residence • 
Attlla was a simple greenhorn . 

Poll tics as such are not our business, but we are deeply con­
cerned with t he life and welrare or the people of our city. A year's 
work on relief en terorises with esoecial attention since June to 
1nvostlrat1on and observation of economic conditions (losses and 
1n~u ries , croos, village situations tuel, clothing and b edding, employ­
:::ent) , ·(iVes me a large body or chiil racts and a continual flush Of 
1ndi&nat 1on that plain rolka should have to suffer so deeply to no 
EOod purpose . In t h e winter and through !day, I did my par t in the 
!nternational Cornm1 t tee • s general work, but was required to g1 ve a 
~cod deal of attention to problems of personnel~ and property in t he 

nll·erslty •s extensive plant which receivaf:\ -30J'OOO refUgees at one 
time O.nd kopt an average of ~ver 15,000 \t1I-l late. ~pring. · 

Tnis autumn we (University) are trying oUt th~ needs and the 
!lOSS1b1ll ties of educational service by running on-~arious sites a f 
&ood-Hzod primary school a training courp• ,•1'lir young farmers • a m1~~0 
classes in languages and ~thematics for ' lStranded boys of junior 1 ... 
school (rade, and a little work for illiterates. So far we have on ' 
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its rrom military police, but no interference. Limitations ot statt 
=~~ tunds , wi th the expectation that by spring the "Reformed Government • 
rill have to show to their masters some results of " the new education" , 
require us to be cautious about enlargement (though the nerveless 
aunlcloe.l s ys tem and the total ot Christian schools provide tor only a 
traction of the children and . young people who should be receiving 
s=e training) • 

But I have wandered f rom relief , in the mixed duties common to 
Jtost days . The International Committee in Decembar of l ast year pro-
vided 250 , 000 people with housing (in highly relative security), includ ing 
70 000 1n 25 refugee camps. It was necess ary to supply food for many 
ot' t he latter , even until May 1 though numbers had gr ubally dwindled 
with partial restoration ot order. f345 ,000 in Chinese currency h a s 
been expended to date, mainly in food (exchange was i3, 40 to the 
American dollar until s pring but now is more t han six to one) . Cash 
relief , conduct <-f t he camps , work relief projects , clothing , sanitary 
and health work , and small l o ans for starting trade or production, have 
been the ot her chief forms of aid, 

Nearl y ~185 ,000 i s now in hand in cash and food for the winter' s 
work, which confronts a people with absolutely no reserves, private 
or public . That sounds like a lot of' money. But even in terms of' the 
loV<-valuod Chinese curre ncy, it is about one dollar per person for the 
abjec t poor in Nanking ci ty a lone . It will f eed t hat group for about 
two weeks on cereal alone; or buy t h em each one of' the c heapest vtinter 
carr.~ent& of' cotton. The larger part of' the Committee • s resources 
carne from rice and moner turned over by the old Municipal Government , and 
fro:n a ~.;rant by t he Nat onal Government's Relief Committee in May; there 
i:ave also been useful contributions from vari ous Alr.e r i can organizations , 
fro:n a oritish relief fund , and fran a group of' Chinese bankers and 
ot .er ol ci reside nts of Nanking now in Shanghai . The CO!!mittee has 
r alntained high standards of investigation of applicants for relief, 
ft.l'ld has passed its accounts through well-known auditors in Shanghai. 

This bare account gives some i dea of' t he scale and difficulty 
of tte I nternational CoiiiUittee's responsibilities. The romance or the 
local struggle to carry on relief, which has literally cost life and 
~lood and imprisonment and tears; the story of t h e cooperation of' 
·•Ol'll'an Nazis and British businessmen with us American missionaries who 
have had t o do more t h an our national share; the part of Mohammedans, 
!!uddhlats , and Catholics in our inner groups the remarkable qualities 
sbonn by many of our hastily gathered Chinese staff' ; the actual 
achieveltent in the face of guns and of' a still potent dis truot ex-
?ressed in repeated "dissol u tions• and orders to Chi nese to have nothing 
to do with us ; all the se requ ire more s pace and skill than are now at 
YOOlr servi ce . 

"\ \ 
Nanking• s population has I),OY'lddrle ·up to practically 400, 000 

(as compared with 250 000 in the~atety Zo~• period and j~st 1,000,000 
bef ore t hi!l war) . Rec~nt add itions are. largely refugees from the b t 
country 1 some of wh orr went there f'·rom the cl,.~ in search of safety • u 
have now used or been deprived of' all x~~·money (and often of the~ 
clothes) in the pr ecarious h1nterl,and"ot guerillas and punitive ra1 • 
There has been a remarkable effort by f~rs, small merchants • and •. .. -•' 
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ome nalcers of houeehold neceesi ties , to reestablish themselves , Yet 
!von now we can scarcely tell how half t h e people keep alive , and are 
undertaking a specific investigation of occupation and income in 
order to find cut . 

There is a g ood deal of common laoor in the military supply and 
t ransoort services, and a socially unhealthy provision for soldiers 
requirereents of all sorts. But I am long paet blaming a coolie for 
serving bis country's ene my in orde r to feed his crying children or 
8 e;i rl !'raD doing anyth ing to avoid starvation! if they don• t br{ng too 
much direct injury to others (such as joining n armed extortion 
rackets , or s9reading heroin and opium) . Por a good deal of com£ort­
able morality can hardly stand against the baeic needs of life itself, 
and the war has already brought down scores of millions of us in 
economic ru1d social ruin . Incidentally, we now have large open brothels , 
advertising 1n the official newspaper; and an entire nev1 class of 
brazen gi rls as waitresses in restaurants, a cOmJ>lete revolution in 
:.anners for flanking. 

One of the grim features of life f or an American pacifist in 
:.ankill(' is t he experience of seeing squadrons of bombing planes through 
hundreds of successive da ys , some wi th American equipment and almost 
all f ed with American gasol i ne . In the river an extensive navy pro­
pelled with American oil; on the roads hundreds of military trucks 
from General ~JOtors and other American makers . Plus the realization 
that .~My of his paoifiS: friends in America are condemning the weaker 
nations of th e world to destruction by resolutely opposing international 
cooperation in the first weal: step toward " orld government, and by 
opposing withdrawal from economic partnership with aggressors, l est 
Al-Capone nations should be displeased, Does good will h ave any 
:-rae tical n:eanin6 toward other than Great Powe~s? The "haves" should 
ake economic adjust~~nts for the benefit of all , rather t han toss 

t r.eir t.eaker neighbors to armed greed. 

There are a hundred more t h ings pressing to be said. But this 
c.o.e is heavy enough , and I am tempted to add a recent summary of the 
11o.r situation in China a s a whole, with cuttings from an Open Letter 
containing a renort on narcotics in Nanking . The past year and a half 
don•t l eave to analytical mind much rem~inder from certain conventional 
t eliefs i n a benign p rovidence, and I can see little 1ndica~ion of 
God in t he tremendous wave of cruelty and greed that bas engulfed a big 
Piece of our world. Yet the worth of human character, and the need of 
~n for tte life and vision t h at Jesus gave, have never loomed so great. 
:'he invigoration of fi ghting unarmed for the lives of persons in press­
l !lG dan;:-er , and the thrill of standing for truth and humanity when you 
know t bat any moment you may be wiped out by unregarding force -- may be 
that• s life eternal it we lose our slaver~ to time . There is a new 
sense of freedom to'g o ahead according \~~~e light that's given, taka 
71:lo.tever comes . It lite stopped n~'<h still would have been worth 
While, and the investment of others in nurture and opportunity, ~iob 
usod to weigh heavily would not have b~n 'l.ost.. So far an open pro­
cedur e in the immediate struggle, and an at~'t to keep clear of narrOI' 
Partisanship , h ave been rewarded by c?.S~anoe. But one vindictive 
military policeman , one narrow read&r ' of suspicious clippings , can 
radically tear out a lifetillle • a work, ..- ' 

-~-
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•peace on earth, good will to men .• But can the peac e before 
us be a peace ot good will? Every spiritual concept eeems drawn 

1r~s1stibly to the teet in thie awtul situation, t hough I know it 
should not be misplaced or t wisted . •ee not overcome ot evil•, 1a a 
call rigbt to the heart . • Overcome evil with good• , requiree a more 
~ertul •good• t h an ie vieible to moet eyee, but there 's no doubt 

~t 1ta being the right way to work. So that will h ave to do tor 
!t.1tll this Christmas . There is not mob hope in the ordinary sense, 
but there • s a good d eal ot love, some ot it tound in unexpectedly rough 
and desperate pla ces. 

Miner Searle Bates 

\ 
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GROUP MEETING J anuary J , 1939. 
9:30 A. M. 

Pre!ie nt : 

Hanes : 

Duffield : 

H:;;ncs : 

Duffield: 

Hanes : 

Bell : 

(Held in Ur . Hanes 1 Office .) 

l.!r . Hanes 
;Jr . Taylor 
:Jr . Foley 
r.rr . Duffield 
11r . Raa s 
l lr . Lochhead 
1lr . \',111 te 
ru· . Bell 
/.!r . McReynolds 

\':ho else is coo!ng? '.lac 1·:as just here t his morn­
in& . 

Gaston i s away. 

Hus he gone? 

Yes . You ~;ant anybody froo thllt office? 

No, I don ' t thin~ so . 

('lr . 'dcReynolcs and :lr . Bell co:ne in. ) 

Good morning . Happy New Year. I apologize f or 
not calling you. 

LlcReynolds : I heard your wife bawled you out to beat the band . 
Of ouurse, you wer en •t there to hear it. 

Bell : Tha t ' s been happenin& since the twentieth of 
DeceMber . 

UcReynolds : Boy, she wa s sore l a s t night : "I 'd be better not 
t o have a husband; he ' s just no use at all; I can 't 
find him; he never comes home . • 

Bell : 

Hunes : 

I ate one meal at home l ast rteek. 

Well , the Secretary a sked us to have a meeting 
here every morning, so that we can keep in touch 
with each other and keep in t ouch with him if we 
had anything to report. 
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Bell: 

Hanes : 

Bell : 

Hanes : 

Bell : 

Ranes : 

Bell : 

Hanes : 

Bell : 

Ranes : 

Ball : 

Ranes : 

Bell : 

Hanes : 

Bell: 

Taylor : 

Bell : 

Ranes : 

Bell : 

- 2 -
46 

Keep tab on each other . 

Keep tab on each other . I told him we wouldn't 
bother him unless we had to bother him. So, if 
anybody 1 s got anythine to t alk about, I ' ll lis t en. 
I ' ve got something I want to as k you for some 
advice on. 

I haven ' t got anything . 

Is the Budget, like it is , going to stay, or is 
it going to be amended some? 

It is like it was yesterday. 

\',as that the last change? 

That is final. 

Can it be changed? 

No. It' s in the bindin& . 

When the Secretar y got on the train, he t hought 
you could do so1ne changes . 

It •s in t he bin:ling. 

Hott many of you have seen the thing? I think 
it ' s a darn fine piece of work, on the whole . 

I think it caoe out very well; not like I wanted 
it, but it ' s all right. 

You never get it like you want it. I think you 
did a damn fine job . 

He accepted everything - all but one recommendation. 

1'/hich one was that? 

The suggestion that the appropriat e committees in 
Congr ess study the whole thing. 

I wouldn ' t t ake that . 

I can see his point, but it 1s still there, 
inferentially. 

• 
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'111nes : The only thing I •1as sorry about - not the only 
thing, but the chlef thing I was sorry about , was , 
he wasn't specific in asking for some amount of 
taxes . Of course , you can lead him to it that 
he 1 s asking for five hundr ed million dollars . I 
was sorry I didn 1 t . 

Bell : That is the other thing thAt went out . VIe had 
:!..n there, orir,innlly, five hundred million dol­
l ars the first year and a billion dol lars each 
year thereafter. It was a ft er the study was made 
they thoug'lt that that should be done . So th.'\t 
¥tent out. 

Hnnt~s : Did you see it, Harry? 

White : No , I haven't seen it . 

Hane" : On the whole - of course, it ' s awfully ha r d to t ake 
e. cabbage and make it look like an orchid, and 
that is what that damned Budget thing is, when 
you lool< a t 1 t . Any way you look 1t, by Cod, it ' s 
an awful lookine sieht . 

•.rcneynold s : Tto.at •s pretty well stated , I should say. 

Hanes : Harry, you got anything? 

l'thite : This is a slight thlng here . This i s a letter 
which you sent to me , from :Ar . Fr en.lt, which re­
l a tes to Janeway's study . He says here t'vlt ­
that Harry White is most enthusil'!.stic about the 
JaneY:ays . Shall I s ay th::t is putting it a little 
strong . SoJ;~ebody 11ho ~;as competent to do so 
should investigate the staff to see how much 
was in it. I spoke to George about it; George has 
seen him at least once , to my lmowledge . He saw 
him the same dny, and to my knowl edge is studying 
it . 

Haas : 

Hanes : 

Hnas: 

Ilanes : 

I t alked to him a couple hours . You !mow him, 
John? 

I •ve only met him. Jerry Frank sent him to me, 
and said that Barry White wa s crazy about him . 

He probably says now t hat I am crazy about i t. 

It • s two brothers; they !'.ave got some new formula 
for telling you wha t has happened , or 1s going to 
happen. 
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\iiu te: They have a new method or ap!)roaching the ascer­
tairunent of three sets of data ; an over-all 
production figure , an over-a ll consumption 
fiaure , and what presum:,bly is an i nventory figure . 

tcReynol ds : a,ven • t got any multipliers, have they? 

' .. !'lite : trot yet . Now, if the data upon r.hich they base 
t heir services - and it ' s a lot of complicated 
calculations and computa tions - is accurate suf­
ficiently to justify a feeling of improvement 
after a critical oxamimltion, then they •ve got a 
highly interesting nnd important service, which 
several organizations are trying to approach. 

' lanes : 

Whi t e : 

IIanes : 

Haas : 

Hanes : 

I went into it enou1.h to know they are t Ot "cra nks ; " 
I spent, Ht one time, a couple of hours with t hern, 
v.hich is Just enough to say 1t is worth while 
for sou1ebody to investigate to see what t her e is 
in it; and since I knew George 's outfi t •::as 
interested in that sort of t h11lb, and •:e ought to 
be inter ested in it, I t urned it over t o George, 
and I preswne George is studying it . 

You think it Vlorthwhilc for them to meet George? 

I did t hinl< s o, and I tnink he 's i nterested 
enough to understand it. 

All I v:ant to do is ansr:er t his letter . If you 
don't think .it ' s r:orthwhile ••••• 

I think it ' s worthwhile . Viha t they have done , 
John, is to wor k out a ser ies v:hich s how the 
r e l a tion between the equilibrium between production 
and consumption. They ' ve got - we made a study 
a lon& tirne ago which 1ve are improvillJ; all the time, 
v:hic'l gives us about the sa1ne thing; a nd I \lould -
I spent about two hours and a half with t he tl\o 
of them, and I a sked if t hey ~:ould send me do•m 
their wor k sheets. That is really the only way 
you can tell. They haven• t sent those d0\1111 but 
they sent t heir total figures . He wants to see 
me; he wr ote me a letter while he ••as ill l as t 
week; he wants to see me sometime . He v.ill be ln 
Washington between the first and t he seventh. 

Is it all right if I a nswer this letter and s ay 
to Franl< t ha t we are in contact with the J aneways 
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and are going to see them? You ar e handling i t 
her e , and ar e going to see them agai n? 

Fine . They seem all right . I couldn' t make out 
v1hat they were driving at . I thought t hey were 
working up a consulting business . People come in, 
wanting to get Treasury approval of cer tain things ; 
I wanted to avoid that . 

L!y understanding was they 1·:anted to come in here 
and work for the Tr easury - wanted to-be on our 
staff, and wanted us to make availabl e to them, 
through our cont act with the ot her Departments -
put them in contact wi t l1 such infor mation we 
haven1 t got, so they can get all the figures 
together . 

It is not an academic, scientific , analys is which 
is available for everybody . These fellows have 
worked this idea up. One i s an engineer , a nd the 
other a newspaper man. I first thought th"ey were 
cranks . 

He writes for t he New Republic. 

I didn ' t pay much at tention to it until somebody 
else had gone over i t, whom I thought wa s a com­
petent statistician, a nd 1aentioned it, and said 
he thought it was good . Then I v:ent into i t a 
little more . If t hey•ve got what they may possibly 
have , then it is very valuable . 

Then I had one of the boys, who is a fairly com­
petent statistician, spend a coupl e hours with 
t hem; he came out and said as f ar as they were 
able to go, they may have something, but you 
couldn' t possi bly tell unless you went into all 
their data, v:hich they hesitate to let us do. I 
told them they ought to t ake it up with George, 
and if they gave him all the data ••••. 

You follow it around and keep me. posted, so I can 
in turn, tell Jer ry what we are doing over her e . 

Have you got anything? 

The pressure on sterling is developi ng according 
to schedule, and it is about 4 . 63 . Of course, t re 
market l ost a lot of gold this morning . There are 
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several editorials on t he publication of exchange 
i n the Stabili zation Fund . The J ournal of Com­
merce, this morning, made very pessimist ic 
conunents on s t erling . So I imagine we t 11 have 
to continue pressure on that . The franc , on the 
other hand, is being r ather steady . 

\'li t h the news t hat our silver urice for domes tic 
silver i s unchanged , t he for eign mar ket is tighten­
ing. 

Wha t is t his , about you being put on notice about 
s terling? 

Well, they have been rather pessi:nistic abott t 
s t er l i ng, on the other side . They consulted 
s everal times, on the Triparti te, and pointed 
out they are having heavy pressure. There ' s been 
no ques tion of any price at all; t hat ' s been ltept 
away f r om very carefully. The i dea is, it is not 
meant to go to any figure ; it is still a "floAting" 
pound . 

\'lha t happened on the silver on the thirty-first? 

Left uncha~ed for the six months period . Tha t 
is as f ar as t hey can set it, under the law they 
buy silver under . 

The t ime expires June JO? 

June 30. 

Then purchases will have to be under some other 
Act. 

Does Congr ess have to pass a new Act? 

Not necessarily . They could extend the present 
Act, but even if they didn 't, as long as the Silver 
Act i s in effect, we s till could buy s ilver. 

What is the price no1·:? 

On the other hand , the price we're paying for 
foreign silver is forty-three cents an ounce . 
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How much gratuity? 

As I understand it, we are stealing sixty per cent 
on the price. I unders t and - I have been reading 
l.lr . Pittnw.n again; tllis last week he says we are 
penalizing the boys fifty per cent - I understand 
we are skinninE the silver producers fifty per 
cent each tiu;e . 

Th~:~y had the most effective, concentrated campaign 
in the last two weeks that t hey have had since I 
have been here . Somebody sent nor d around , and 
everybody got going, and had stuff to show tha t 
our decline in the l ast inst ance r esulted in the 
increased unemployment of a couple hundred thousand, 
which is about t en times the amount engaged in 
silver mining . The t i :; why they had to have a 
seventy-seven cent price . 

The:r •ve got the postman included in that, t hat 
deliver s the mail. 

Geor ge , you have a nythins? 

No, I have not hing . 

I have noting . 

I v.ant to talk to you, or somebody, sometime about 
my conver sation with St em on Inter nal Revenue . 

Stam sent me a t elegr am down in Nor th Carolina, 
and said t hey Vfer e disappointed they didn ' t get 
the coopera tion from us that they got from the 
Department of J ustice . But I 'd l ike to hear about 
that, Ed . 

While we are her e - while we are on t his t hing, 
there is something I want t o ask you about. Her e 
is a letter - o!ac knows about it - t hat goes to 
the Speaker of the House of Representatives, which 
says : 

"In accordance with t he provisions of section 148 (d) 
of the Revenue Act of 1936 , there i s submitted a 
report disclosing the names of officers and em­
ployees of corporations subject to taxntion under 
the provisions of Title I of t he Revenue Act of 
1936 , and the respective amounts r eported by the 
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cor porations a s hAving been paid to such individuals 
as salary, commission, bonus , or other co•npcnsation 
for per sonal services rendered wher e the aggregate 
amount so paid to the i ndividual was in excess of 
$15, 000 . This r eport includes payments oade by 
corporations which filed incooe tax r et urns for 
t he calendar year 1937 or for per iods as otherwise 
indicn ted . 11 

In t he Revenue Act of 1936 , the l ast sentence: 

"The Secretar y of t he Tr easury s hall subrni t an 
annual re9ort to ConGress compil ed f r om t ho r eturns 
made containing t he na.roes of, and amounts pai d to, 
each such officer and employee and the name o'f tre 
paying corpor a tion. " 

That is , in sal aries paid i n the aggregate in 
excess of $15, 000. 00. In the 1938 Act, I note 
here th.'t t it says , " ••.•• bonus, or oth<'r co•opensa­
tion for personal services rendered , if the aggregate 
amount so paid to the individual is in excess of 
$75 , 000 . The Secretary of the Tr ea sury s hal l 
compile from the r eturns made a l i st containing 
t he names of, ~nd the nmounts paid to , each such 
officer and empl oyee and the name of the paying 
corpora tion, and s hnll mnlte such list available 
to tile oublic . 11 

Now, which is t he law? This says $15, 000. 00 - t he 
1 36; and this (1938Act) says $75, 000. 

I should think that the l ater enac tment is the 
la1·: , but I •d like to take it and let you know . 

If that is so, this ••..• 

JcP.eynol ds : I sent it back for an answer, and they said it 
t":as unchatll:ed . I didn ' t have t he irxiustry to do 
¥11\lt you did, Johnny, to look up the law. 

!Innes : It struck me-!n the fir st place, I want t o get rid 
of doing that, because it ' s a hell of an expensive 
job, and no God damned use to anybody except. to -
j ust a damned hold-up game . There v;as a woman here 
last year tha t took this list and compiled every 
name, and sold it at a hundred dol l a r s a piece . 
That sort of a r a cket - Good God l If we 1ve got 
any conscience a t all, we •ll stop th~t t hing. 
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~!cReynolds : v:e don ' t make i t ava ilable her e . 

l{'nes : The l aw says we shall make it ava ilable . 

1cReynold;; : I don ' t know tlhat the effect is . 

!!: ms : It seems t o me the 'l.'hol e t hing is changed . 
"The Secretary of the Tr easury shaH suboit n report 
to Contress, compiled from t he returns, n Rnd it 
doesn ' t say anything about making it public . And 
this says , "The Secretary shall compile a list of 
e11oh such officer and employee aud the name of the 
payiOl$ corporation, and shnll mA!te such liat 
available to the public ." It doesn• t say v.e slwll 
sem it to Cont,r ess . VIe ought not sene\ i t to 
Concress, a ccording to thHt . 

!cReynolds : Thl't r eport t here is not responsive t o thot pc r ­
ticulnr provision. It is responsibe to the oth r . 

i:·nes : Thnt is whet I am a s kint. Ed, v:hich Act do 1·e 
v.ork un<J er . v.ork under the ' 36 or the ' 38? 

'.!cl1eynol ds : I sent it back to the staff dol':n in Revenue for 
an answer to th.'l t pnrticular ques t i on, "Is t his 
' 36 Act provision still in effec t?" and the anslier 
is Yes . 

Foley: 

\'I hi te: 

\':hat I 11ant to know - I don ' t understand this damn 
tidnt. a t a ll; I ' ;n confused about it - when does 
the 19J8 Act go into effect? Does it go into 
effect? Th:lt v:as passed June 2 , 1938. 

Le t me take it and I ' ll t ive you an opinion. 

They are not mut ually exclusive in any case . It 
seems :·nu V!ould have to do both . 

!!cl1e;;nolds : I took it for gr anted thnt ' '"s the decision. 

H:mes : Let ' s see what t he Codification. T let • ~ see 1 ha t 
they did in the Codi f i cation. Ed, have ycu got 
a copy of t he Codification? 

Foley: Yes, I have, John. 

Bell: I t says • • ••. 
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It ' s a t(Ue:>tion of sta tutol'Y 
h:lve to give you an opinion. 
of constr uction. We ' ll have 
give you an opinion . 

constr uction. Vle ' l l 
It's a tough question 

to l ook i nt o it 01~ 

If you can construe it so ns to cut the work down 
here • 

You kno· .. 1.h.:l.t t he ans1•.er is , you ar e to brinr in. 

It doesn ' t malte a bit of difference t his yonr, 
bccnusc the tiO!'k is all done . 

Of cour::c, if he con!: truer it that the 136 i!- i n 
effect. , he t:ill have a hArd time gettin£ a r cund 
it 1:oxt year . 

Old :!:-n Dout;hton cskcd Ros !.!neill l ast ye;:r t o 
rn:1'<o that thing public up here , a ::d Ros refu~ed 
t o do i t . 

I locked t't., thint. up ,ntl 1•.oulC.n 1 t let the:o rove 
it; I saiu the Cottr.!:lttee coulc. h-::ve it . 

It 11ent dOI"m to the ComJIIittee nnu Ol d !.lttn DoUJ~hton 

just gnve it to the press - the Het:spnper s . 

They hnd it in mind for T.oeks - just h::d thl! t 
one copy, as I recall it . 

I s t 'l:t t true <.bcut thn t ~ o:nan th<. t cooies the:~ 

tHl<i sold them for a hundred dollars a· piece? 

No doubt of it . Of course, we rod peoplu com,. 
horu and try t o get s ccess to it, so they could 
oonko copies , or try to cot collies m::de . We 
turned thoru all dO\·:n , wouldn ' t let t hem see it -
kept t heut under loci: llll<i key. lie did g ive it to 
Congress, and ii' they wanted to do it, it l'•asn ' t 
a ny of my business, but Tie noulcin ' t be ll party to 
it . 

&l , you &ot any thinG else? You say you wanted to 
see me , about that? 

No , I have nothing el!le, John. 

\'layne? 
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T~ylor : No . 

!L~nos : L!ac , you h.·tve a ny thing? 

·•cJlcynol c s : Not 1:. thing • 

. ,. nvs : D:u:t•lY, diu you 

Bell : Gnve t hern s even hundred thousnnu dolla r s . 

Hn:.cs : God Almi!..hty l 

:.!clleynold s : They ore just tickl ed pink . 

ll1;lc.S : I 1·:ns hopiflb t hey r c. ee t five . 

Llell : 

!Lnes : 

&ell : 

Hr·nes : 

Bell: 

llanos : 

.lcReynol d s : 

Bell : 

i4cReynol ds : 

l'.'hn t a pall (Henr t:; l <ut;ht e r . ) 

\.eli , Guy v:as cryint, about t llat thing so har d , I 
Mntcd to see hi m ,;et Lt . He haci a pre tty &ood 
ca se, t hough. 

Th.~t • s been goine on since 1920 , t hat good case 
stuf f , Dnd t hey had fifteen hundred employees 
l e st year that t hey switched t o Socia l Security 
t hey :.hould M ve done something ·;;ith. They ha ven ' t 
fully explained ye t just wh:lt they die l'. ith all 
that . 

I r ve .;ot u boy I 1.ant to t,o.. t a job f or, a nd I r il 
tell Guy now • •.•• 

Oh , that was your inter est in this million four . 

My inter est was , he did hnve a pretty gooC: c ause . 
These fellows they v:ere puttine on were follows 
really going out t o collect mot·e taxes . Viha t was 
it, tv1enty- three or twe nt;,--four thousand dollnrs 
per man, l a st year - abou t twenty- five thousar.d 
doll<.r s • 

On thAt Social Security, don't for get, Dan, t ha t 
we r efused to t ake a consider able sum of rooney tha t 
v:as available for use on Social Security. 

VIe didn ' t need i t. 

Because we didn't t hink it was reasonable and f a i r. 
\'le turned back and refu:;cd to t ake what the Budget 
had pr omised t he Social Security Boa r d for turnover 
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t o novenue, to the e x t olnt of SOlaething over i'wlf 
n ulilli on , t hree 4uartors of 11 ::tillion dolla rs 
bec:1.u:::e v.e ~.eren ' t r .. ady to use 1 t - I'. e r e i n no 
position to use it, ancl I rtidn ' t 1·:ant to .:;o t t hew 
bnr.:.tcd up a nd ove r-m:.uned . Dut ny theor~· on th:l t 
is 1.h.m you ca n use it , when you •ve got a phce 
· .. ''1·~1·~ you can use t hem, :Jnd all, it' s si4ly no t 
to &h·e thel:l the e;Jployees . I am just as pre judiced 
~q.;nin:;t over- :nannin& a s nnybody , but, dann it, 
t•.hon you ca n ~;et peopl e on a nd ~et more taxe~ , r 
think it is silly to r e fusl' it . And we 1:ill 
un<lcr ta l<o to see that they ar e c u t d01:n l':hcn they 
nr o ovc r-M:m ned. 1.\e nrc ~,;etti111.; a prett~· f&i rly 
str JnL hold-administr>~ tlv., contr ol i n thn t ontf i t . 
\,a !lro t:trowin~ t he.n down - I ' ve .;ut these fel l ol'.s 
on n y neck. I e a r e throl'.in,. vUt the drones and 
tho incoo,>e t ent ::; , i n tho f i elC. , .,,r.d h:'ve be1.n !'or 
the lost !L.ne months . \',e ind three sessior..: on 
it . te •ve &o t to :ure peopl e •·.ho ~.re qualifi ed 
to cio th!~ field t7or k , Anci certe i n other t echni cal 
a spects of i t tha t some of those old birds couldn' t 
do . 

You d.idn't convi nce COllfll' ess . 

lcReynol c'.s : v.e :nny not c nvince then osein. You kno1·. I 
~'' n• t c:o a r ound <Jr.d squnv:k. 

Bell: \le •ll ;;ive :vu t r.o chllnces, And : f you don ' t c•: 
.:t t ius ye:•r, you bet.er <eo .;till ;..fter t ha t . 

;cheynol<i.s : You fcllor:s ca:1 turn us <1ol:n , ana I an not critical 
of yo\\ 1 t he Budget, or COI"\t.ress •.::ten they tUl·n 
us do11n, but '.'.hen I thi n!> 1.e need somethin,; and 
we ca n us e it, and we ouuht to have it, I a rn t;oin& 
to Ask or 1 t a nd make as t.oud n case as I can. 
Then t he responsibi.Li t y i s on t he ot!1er &UY if 11e 
don ' t cet it . 

lt~r.,;;; : Tru.t •s it . 

!Ins anybody her,; t;o t a ey sus;;estion to ma!te on 
this tiocial Security les i s l a tion? Res anyone 
her <! got a ny definite convictions on the t hing as 
to whAt stand the Tr easury ought to t ake? Alt ­
myer - he asked me , nnd I asked the Secr eta r y , 
but t he Secret ary j ust literally didn ' t ha vv time 
to go into t he Social Security thine before he 
went a wa y , and we a r e goint: to he ve to give a n 
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answer as to whether or not we appr ove or dis­
approve , in general terms, of the provisions or 
pr oposRls made by the Social Security Board 
f or roco.lllllendation by the President in his mes­
sage to Congress , which, I understand, is going 
up t he eighty or nineth. 

Have we seen t!lem? 

Yes , we have seen them . 

Russ Reagh has 
of f J. S Wilcox. 
Townsend plan; 

got them, o.ncl he ' s nearly as bnd 
He sai d , you just as well pa ss a 

it will cos t you about as much. 

57 

l.hite : I am a minority of one here, gat herill[; fro:c the 
general tender of conversation. I •c like per­
~:1ssion to tender a memor andum . I think I am 
in the minority • 

. tcheynolti s : I think you ought to , becau::;e the troubl e r.ith 
this t hinr, i s , if you keep i t out of the sel f ­
employed , you ,·;ouldn ' t get into so much trouble; 
then you ci ve t hem leeway to do whatever they 
plense . 

aaas : J ohn, why a on•t you have a conference or two on 
it, because you can t ake an i write a book on it 
and then you may not got t he thing across . 

The only place we come into this t !Ung, they r:ant 
to have the Tr easury t a lce a stand and take some 
stand on the cost of the t hing, the manner of col­
l ection, and so forth - the administrative way . 

So f nr , I helVe been nsking the l ast t hirty days , 
whn t is the definit e uroposal made by t he Social 
Security Board, and what will the costs be, and 
r:hnt is t he method of financing t hat cost, and 
so far , I can ' t get an over-all figure. One figure 
wcs r eported down t her e a t t he meeting of t ha t 
Cabinet meeting - Miss Perkins, and Harry Hopkins, 
And Henry Wallace, and Al tmyer , and t he Secretary -
and I at tended t he meeting for him. And Henry 
\.alla ce reported that he understood from his 
economist tha t the cost for one of these plans 
would t ake a hundred per cent of al l the income 
of all the people of the United Stat es over five 
thousand dollars a year, leaving the cost of Govern-
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ment up to people of five thousand dolla r s and 
under - the cost of income . He said, so f a r a s 
they were concerned they were a little bit opposed 
to t hP.t . 

Bell : Jus t a little bit . 

\ .. !ite : V:ell , it is not those crazy plans , obviously . 

Hants : Have WtJ got , George , anywhere , o table sho1·:1ng 
the cos t? 

'laas : Yes, ·.·.e lu\ve , John. 

!lanes : fi.S 1\Cll as I coulc figure out, the cost of the 
thing, the maximun any pt!r son could get in 1942 
under the present Act, assumi!lL he has a maxim= 
salnry of three t housand dollar s , all the way 
throug it the five yea r period, r.oulci be twenty 
dollars a tlonth. 

McHoynolds : They are not worry i n& about what could iw !)pen 
right away . 

lla n<. s : \'.h •. t is 11orrying right away is this : \'/hat they 
desire to do is tllis ; 1:; to move the~r time up 
f r om 1942 to 1940, and double thnt caximum, mnking 
the maxim\U!I $.37 . 50 instead of $20 . 00. Now, the 
cost of that thing, as well a s I can figure out, 
1.111 be about five hundred million doll ars . 

\'. hi te: 

Ha nes : 

Dell : 

Lochhuad: 

They never will be able to spem that; they v:ill 
never be able to eet goin.; <,.Uickly enough. It 
mi~ht be the second or third year. 

That is what I want to know. I can 1t tell v:hat 
t he thing is going to cost, and kno11 how they 
are going to finance it . Al l I ' ve gotten out of 
the Social Security Board is that t his will not 
take any money out of the Tr easury. It wi ll take 
1 t out of the Reserve Fund . Tha t Reserve Fund 
v.ill last t wo years, maybe . What is it, a billion 
c olla r s? 

A little ove r . 

Then you ' ll have to r aise the money. 
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It will take a balance, t oo, to carry itself . You •re 
going to run out of the Reserve Fund the fir s t 
thing you know, and it 1 s going t o be a straight 
out and out appropriation . Russ Reagh can give 
you the best estilaate . 

Haos : You OU6ht t o meet , I think, John. You•ve sot 
something in the annual report - statutory require­
ment of t he valuation of the account, given in the 
report . Reaeh has to do it - t he Government 
Actuar y, and he •s already done it , and it shows, 
on the basis of his estimate, the present system, 
no change . He ' s out - an over-all fi gure of nine 
bi llion dollars. 

!!aHcS : l1hat do you mean in a forty-seven billion dollar 
reserve, he •s out ? 

HaP.S : You ta:te t he over-all fit;w·e of all benefits and 
all taxes 1 and br ing them down today and he gives 
his assucption. He ' s out about nine billion 
dollars . 

Bell : Out on the wr ong side? 

Haas : Defici t already • 

.Jcf,eynolds : Under the present syste::11 you 'd run that much 
short ? 

:'aylo:- : Over \.hat period? 

Haas : 

Taylor: 

Haas : 

lihi te : 

Har.s: 

Taylot· : 

Over tht: ~>"hole period, if you raised you tax r ate 
thirteen per cent . It is a present ~torth - the 
whole thing . 

The reason why ther e can be those differ ences .•.••. 

\\:ell, .... ... . 

It r nns out 1Diefinitel y; you can calcula t e it. 

There are a lot of assucptions in ther e . 

The Social Security board has a figure of t11enty 
billion dollar s . 

They h.we to have sometime that the~· will got the 
nine billi on dollars in. 
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You can eet the present worth. 

Unde r the pr esent plun, th~y sho1. now t ha t the 
benefit payments wlll eros!: the l ine of net pay­
r oll t ax collections in 1964; in othe r wor ds , 
t :1ore will be a deficit betveen the aoount col­
lected nr.d the amount p~oid out in 1965 . Thu n&w 
pr oposal brings t ha t da te bac:< t o 1955 , 1956 ; 
t ht: proposed pl an brings t ha t pay::leut - they 
proposed to increase t he pnyments , but not incr ease 
t he tax paynant s because all the way un to 1956 -
and they c ross tho 1 56 t her just flatten out ne t 
pnyt·<•ll tux collections ; just flatten out and 
:o.top i n 1950 . Then they go a lont: i n n s traig!lt 
l!nu, rela tl vely, and t he oro posed benefit O'ly­
tJents incr ease ve r y shar ply . Ther e is a wide 
differ ential f r o.n 1955 ou . 

It ' s a .;uest:ion o f 1:hcther t·1~ inter est pay::u::ntE 
on t hese ::.nvest .nent s v.l.ll t~t:te up that ga!) . 

Trult should be in the calcula tion. 

Unde r this pl an , t hey propose not to have a bi G 
r eserve fund, so you won • t have that. 

You 1wn' t have to v1orry . 

Ther e is an underlying difference , timt I don ' t 
t hlnk can be r ec onciled . It r epr esents e dif­
ference of the point of view . One, whet't· r t his 
insurance fund shall be opc r :> ted on a s.,lf-l i quida t ed 
bas.ls ; llhether it shall p:.y its own 1•:ay out of t he 
t axes collected. And t he othe r . s t he entirely 
diffe t·ent point of view, which wa > presented at 
t he time this thing w11S orieinally created; namely , 
t lu.t it s ;,ould co•ue out of Gener a l .,;xnenses t'lnd 
t hnt viev; wi ll constantly pop un ever y sint;le tir.1e , 
evet·y singl e ti.Jne any su~;t;estion is mnde, und if 
you accept t he oosi tion 1•.h1ch the Treasury hils 
accepted , up to no:. , I t ake it tl:k.t it ought to be 
on a real insurance basis ; t hen there v:ill be 
differ ences of opinion, deper.Gin~ upon estL~t: es 
made, depcndint on 'OO:lUlll tion {;rov:ths , old cge 
unemployment . There i 3 r oom for d i ffere nces of 
opinion . 

It seetnl; to me, Harry , the Treasury has got to take 
some position, and, so you f c llo•::s eo ahend . 
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•. 'u~c : ThP Troasury has takt)n a po::ition up to now. I 
have a minority position l'.hich I •d l ike to SUil!,est . 

!;. 1 ,.,~ : I don• t know r:bat the Trecsury position h:1s been. 
The only thing I understand is that t he Tr easury 
insisted on a plu.l that Y .... ul<l par for itself. 

:.!cl:eynol<ls: Th .. '\ t is its position; t'Jt t 1 s :>lr.ays beer. its posi­
tion. 

'· 'utc : \'.'ell , the r e is a diff ,wence of the point of viev: . 
Viner opposed it at thP.t time; ther e a rc a l o t of 
ve r y compe t ent - I don 1 t mean to include myself 
ru:~ong them - t her e arc n lot of competent uhm in 
t l1e rield 1 but thue iS I' differ ence in the point 
of vic1 . . 

·~ . c:; : I noticed in the Sll:ll.l::X)' , in the recou:~cro~> tions 
mild~ by the counsel t ha t ~s been published -
t!u~ is n final report on Dece~:.bcr 10 - thO)' 
r eco 'IIter!.U i n Sec tion 2 that the evel'!tu<:l annual 
co::t should not be increased under the 1935 Act. 
Should uot be a gr eater percentage of cost unt.er 
the nayroll t han the present system i s . Thrlt 
doesn't jibe with all tho things which hnvc been 
recon:n:onded cov.n Lelow . 

flaPs : Tha t is r i&ht • 

..lcP.eynolC.!' : ~lot by a hell of a lot . 

Hnus : One t'U.ng abuut it is :lar ry ' s !)oint of vie1.. I 
thln'~, over the period, the lal'. wi:!.l Mve to be 
chRnecd, bcco.usc of certain funeamentnl economic 
dlrf.Lculties ns it nov1 s t a nds . As i t now stands , 
it cover:; a lit~ited t>ortion of the !JOpul ution . 
You can • t t al;:e and o~y o)Ut benefits to a lim.l ted 
portion or population; you tau~te i t 3!1 over- 1\ll 
coverat;e . The Tr easury, on an over- al l coverage, 
s tood steadfast because nobody could convince 
..iac a nd tl'le adlllinistrat.lve gr JU!l that t"te thing 
could be adminis tered . 

~,.;Ylo_· : l'.ho.t do 1.e do in ;,gr iculture? 

"[tHIS : I thin< you c un get tho a r gument s dol'n to t.bout 
f lve, and then I thin!< you :ue mP-ki ng procress · 
The lloints of contentilln down to ahout five . 
John, I • d li:J:e to see you t oday, because 1:e are 

Regraded Unclassified



Fol ey: 

H:mos : 

Foley: 

!lanes: 

Hnas : 

V.hite: 

Foley : 

Taylor : 

- 18 -

up agains t it on the annual report, and on t ha t 
point i t is very important; it goes over the -
it 1 s about tha t . 

62 

About this thing . Geor ge, why don•t we do this : 
t his afternoon, any tine t hat suits you - set a 
time down - and get Reagh, if you can - get some­
body to get down on a piece of paper, in simple 
l anguage so I can understa nd 1 t , what the Social 
Securi ty Board is proposing to the President, in 
one, two, three, f our, five - specific provisions, 
and some estimate of the cost of thos e t hings , 
so tha t 11e will know; so we ' ll have s ome basis 
upon which the form will - reasonabl e judgJUent 
a s to the a ttitude we could take . After r1e M.ve 
th1s meeting, I'd lil<e f or the r est of you to 
hear, just in general outli ne, r.aat these plans 
ar e , nnd tell me wh:l t position 11e 17ant to take 
her e . I thi~ it 1 s a hell of a responsibility; 
I d•m ' t .:ant to assume it without all of you 
kno1:ing about it. 

Do you h~ve t o write a l etter? Do you have a formal 
reques t? 

l'.'e ' ve uot to go on record . Al tmyer wants us t o 
go on record. 

Has he as~ed us for sug~e:;tions? 

Geor ge , you •ve got a copy, haven ' t you? 

VIe t ook yow· copy and made photostat s . 

I t hink the Treasury decision on t his will 
almost be decisive; it ' s a gr eat res ponsibility 
because there is a great deal involved . It does 
raise a social question. T~~t, we all agr ee, 
is extrecely important, and for t hat r eason I 
t hink when you do make up your mind, one ou~ht to 
be cosnizant of both sides . I t hi!L< both sides 
ought to receive t he best presentation, so when 
you make up your mind, you will have seen what 
both sides ar e . 

We'll have to submit our views to the legislature . 

Wouldn • t that be the normnl thing to do? Say, if 
Congress asked you for an opinion, you will give 
it; that ' s t he way it is usually done. 
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The point is t ha t the subcommittee of the House 
Way:; and !.leans, I understand, i s going to ta'<e 
tilis Job first ; t hey are not going to monkey with 
the gener al tax job rie;ht away ; t hey are goin:; 
to take t 'us job on i r.l.lled i a tely and try to set 
1t out or the r.ay . Old :!a n Garner !:old me l:ls t 
r:ee:< tha t he thought tlv:.t thin£ r:as necessary to 
get down, and get finished . I think :>robably 
the lecisl a tors feel that that Townsend tlll.nt; is 
so stt'onc in Con.;r ess they 1 ve go t to do s o1nething 
about lt , and do it quickly . So we OUciht to be 
pr.Jpo. red , and if you fello\\S will agr ee to a 
ses:;lon, and r eally give t'ti.s thing so~e t hout;ht , 
I'd a:>preciate it like the dickens . 

The thin_; I was thiMint; , J ohil,. you don • t have to 
tell Al t.nyer . 

Yes , we do . The Pres~de11t i s goi nz to make a 
reco .. Lnendation to Con.,re:;s and if r:e •ve got so1ne 
l'eCollllnendation, opoosed to it 1 we certainly OUGht 
not wai t unti l the Pr esident rn::t::es his sur;,~est1on 
to mal:e ou1· views l<nol'ln . 

Did tl1e Presi dent send the suggestions over to us? 

No 1 Al tray "r did • 

I thi~< the Secret~ry dicta ted a l etter to the 
President, askin~ hi•~ not tJ do 'lnytnin& on Social 
Security until the Tr easury had .;iven him their 
point of viev; . 

Could 1·:e see a copy of that letter? 

It was dictated, anyl'.'ay . 

Th.'l t makes it worse . 

I knot: t'l:lt Harry Hopkins is busy urging this 
repor t to ~o up ear l y . Yester day he said nt the 
fadte House that that report ought to go 
this week, and he l':as go1nt,; to ge t in touch with 
Al tmyer . 

The report can go down, except for a specific 
reconunendation . If we a r e not ready to make a 
positive report one way or t he other, in the roture 
of events, Congress will ask us to do it . \',e 
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don 1 t have to report to Altcyer . 

!Innes: I don 1 t want to be put in the position - the 
Secretary \':l"iting it - when the President says, 
"I am ready to sen1 this to Conc r es s ; I want an 
answer, 11 I don • t 1mnt to be in t he position of 
sayi ng, 11\'le don ' t know wha t we think. 11 VIe ought 
to be - we ought to s t and back of t hat decision. 

Tuylor : he don 1 t have to write Al tmyer; we can do it to 
tne President direct, or v1e can do it to Contress, 
as tne case may be . 

Hn nes : You see 1 azy poin~or the President to as!-t us , 
"ilhere are you, and whttre have you been?" 

llttll : Furthermore, you don• t \'::mt the President to be 
out on a linb 1 t·ecvmmendi!'lL these proposals • 

. .!cneynolds : That r1as the rea son f or the Secretary writing 
the President . 

!Innes : I get your point, \'layne . 

T:,~•lor : I don• t mea n to stall a t all. In al l the cir-
cw 1stances it is better not t o write Al tmyer ; you 
C'<n "Ti te the President or use the regular menner 
of doing it. I think it is very unusua l to write 
to the head of a specific agency, just as you would 
t o a specific Co~ressuum, to say the Treasury 
is op!Josed to this . Ordin'lrily 17e v:ould clea r it 
through the Budget . 1\ e ;1ould ,;rite the Budcet, 
but we wouldn ' t v.Tite the other people direct . 

Hanes : Ed? 

Foley: I ~as goinc to ask for someone to get the legislA­
tive suggestions and cet co)ies of them . 

llan~ :. : George , i f you wil l get copi es of t his . 

Hans : Yes . 

Hanes : This is th.e Advisory Counsel, and it isn 1 t violently 
d i ffer ent that the proposals that this Board has 
decided to tBalce . There is a d i fference . 

(~ . Rademacher comes in.) 
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John, get a copy of this and send it t o !Jr . Bell , 
will you , and a l so a copy of llr . Altmyer •s letter 
to us , s t a t illb what the Board is going to propose . 

Haas : I 111 chec:{ one t o every rnernbor of the s t a r r . 

Dufrield : I j us t want to say, Mr . Gaston fe els ver y str onely 
about this , and asked to be included i n any cr oup . 
I su~;>ose he ' s out by def ault. I tl'link he 11ill be 
gone until the tenth • 

..lcReynol<.!s : He doesn ' t expect to get back until the Boss does . 

~nn s : Does anybody know what he thinks? 

Duffield : He lines up ,,i th ;Jac . 

Let ' s do i t . It t.ill be a hell of a heln to me. 
I don 1 t want to gtlt out on a limb vii thout every­
body belnt. r:1th me . If t hey saw us all off together 
I don ' t mind falling . 

!Jc l1eynolds : I talked to Al t rnyer ; he S!lid, "I'm going to c ive 
complet e coverage this year , in spite of your 
ob j l;lc tions . n 

Han.:s : I thin.lt Al t myer has changed , don ' t you, Ceorge? 

Hc.as : He may still stay the s=o way but I doubt if the 
rest of the Board will. or course, that solves 
s ome of these bro!lder ;>roblems . It doesn' t solve 
the adcinistr ative one . You ' ve got this conflict 
of administration. 

~cReynolds : It ' s a com~licated thing . It needs a lot of fix­
ing before it r;ill be made to \7or k . You've go t a 
coverage that there is no philosophy that will 
affec t the limita tion you now h~ve on your cover age; 
not any. Not f r om a social servi ce standpoin~ ; a 
standpoi nt of humanity; a s t andpoi nt of t he needs 
of t hat sort of t hing . You ar e l eav i ng off the 
mos t needy. I don' t know the answer; I can 1 t see 
any sense in the Gove1•nment s t arting out on a 
pr ogr am that ,isn• t financed; ther e ' s no plans for 
financing . 

Hanes : \7ell , Yac , l e t me tell you, the Counsel only went 
so f ar in reco~ending coverage. 
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11 (1) The employees of priva te, non-profi t , 
r~ligious, charitabl e , and educational institu­
tions now excluded from coverage under Titles II 
and VIII s hould immediately be brought i nto 
cover age under the same pr ovisions of these 
Titl es as affect other covered gr cups .n 

t(cRcynol ds : That is t otally unimportant . 

llanos : 13ut her e is tht: important thing : 

"The coverage of farm employees an~ domes t ic 
ecployees under Titles II and VIII is socially 
desirable and should take effect, if adninistra­
tivel.y possible , by J a nuary 1 , 1940 · " 

\';'Ute : They know 1 t is impossibl e . 

UcRcynolds : It costs you more money to collect it tNtn you 'd 
&et . 

Vlhito : That is , as far as 1940 is concerned . 

H::~as : They ;mo1·1 t ha t because Reagh ar gued with them . 

:!cllcynolds : Thut 1 s t he reason why you ' ve got to change t he 
whole basis , to 11111:te it wor k . 

!~as : I think, John, you oiGht t oke this approach, to 
make it simplified a bit. Start out and say, 
"Irrespective of political considerations , 
administrative considerations, what would you 
ideally like t o have?" Disregard those . You 
say that won ' t work; administr atively, poli tically, 
it is impossible; and then you finally come do~~ -
you come to an agreement quicker that way than 
by taking t he different points that are now at 
issue, because t hen with t hat backgr ound the dif­
fer ent points of issue come up, you have a back­
gr ound in l'lhich to set it in. 

Hanes : Have you got a fi gure sho\ling the t otal nunber 
of people now under the plan and t he total number 
that would come under? 

Haas : That i s right. 
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Vlhi te : 

L!cReynolds : 

\'hit~ : 

- 23 -

I have heard a statement given by some people 
who a re very fruJiliar with it; it proves that 
they a re studying this t hing . They claim they 
won 't spend more than fifty million, though they 
say it is over five hur~red million. They can•t 
administratively do it . 

You nre talking about time limitization nOI'., 
Harry. Just what t hey could get done. I agree 
with that. 

I am speaking - that is right . 

{Everybody talks a t once. ) 

\,hite: I 1.as speaking of 1940 . 

Bell: 1941 is just as important as 1940 • 

..lcReynold s : Your liability is there . 

Hanes : \\ell, get ••• . Hans, this afternoon on that , nn4 
you wil l r eport . 

Haas : I can see you nny time . 

:1anus : I haven ' t got a thin1: . 

'lRI\S : Let r s say two t hirty . 

H:!as : 

Thet ' s fine . You r11ll have your figures ready 
·by then? 

I ' ll hove all I ' ve got; I think it r.ill be 
plenty to start you &oint, on that . 
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HRE GRAY 

LONDON 

DatEd January 3, 1939 

REc ' d 7 :09 p . m. 

SECrEtary of StatE 

washington 

10, January 3 , 7 p . m. 

FO!l TREASURY FRO:d BUTTERWORTH, 

STRICTLY C011FIDENTHL. 

In thE coursE of a convErsation Sir FrEdErick LEith.. 

Ross rEfErrEd to Schacht's rEcEnt visit to London and 

MontaguE Norman ' s rEturn visit to BErlin and impliEd that 

Schacht had desirEd to com£ to London for two rEasons : 

(onE) to attEmpt to brEak thE dtadlock about thE GErman 

rEfUgEE problEm and (~¥0) bECaUsE hE pErsonally has bEEn 

losing ground so .fast with thE powErs that bE in GErmany 

that hE wishEd publicly to capitalizE onE of his rtmaining 

a ssEts, namtly, his connEctions with and accEptability ~o 

thE Bank of England and thE British financ ial community, 

LEith- Ross quotEd Schacht as statins that hE camE 

C8 

"with thE approval of GEnEral GoEring and thE consEnt of 

HitlEr" and said that Schacht undoubtEdlY undErstood that thE 

proposals that hE madE could only SErVE to brtctk thE dEadlock 

to pErmit of furthEr discussions taking placE , 

LEith.-Ross said h E had talkEd to l!ont aguE Norman 

YEStErday about his visit to BErlin. !lorman had statEd that 

hE 
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he had madE a long standi ng promisE to pay such a visit t o 

Schacht and become godfather t o Schacht 's grandchild and 

that due to his illness the visit had been postponed from 

last spring until now. He intended to be in Berlin little 

more than a day and a night and then to go on to Basel with 

Schacht. He has an engagement to l unch at the Rcichsbank but 

contrary to rumor no engagemEnt to sec Hitler or any other 

·politican. Lcith- Ross said that while Norman was feeling a 

little unhappy about what the characteurists \fould do to him 

on this occasion he was glad of the opportunity to make a 

show of the community of central bankers . I have no doubt 

that also Nonnan had Schacht ' s reason number (two) clearly 

i n mind. 

Incidentally I understand from a wholly rEliablE 

unofficial source that Montague Norman who has always stood, 

in season and out of s eason, for an understandi ng with 

Germany and has always r egar ded as inevitable the unification 

of the Germanic parts of the Auotro-.llungarian Empire with 

Germany, neverthelEss is now becoming dissatisfied with 

Chamberlain' s leadership. rfuile he favors in general thE 

Chamberlain policy he feels that Chamberl a in's procedure is 

based on a misconception of German psychology. An incident 

1s ill ustrative . 1'/hen Lord Baldwin recently appealed for 

funds for the relief of German refugEES MontaguE Norman 

plannEd 
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planntd to start it off by hEading thE TIMES list with 

contributions from thE Bank of England and thE joint stock 

banks . Simon wo.s so informEd and at ChambErlain ' s instigation 

this plan tor a unitEd banking front was abandonEd and thE 

SEVEral chEcks WErE sEnt in from day to day . ChambErlain did 

not wish to placE an unnEcEssary obstaclE in thE path of 

appEaSEmEnt whilE Norman concEiVEd that thE GErmans would 

rEspEct such o.n attitudE it unaccompaniEd by polEmics . 

In thESE circwruJt!lncEs I should say that llontasut 

l!orman will not h EsitatE to rtsptn'h to any othEr Gtrmnn 

officials hE may S££ in BErlin, a t thE lunchEon or othtrwisE, 

thE bl unt things about GErman policy and Nazi attitudES which 

hE is allEgEd to havE said to Schacht. PErhaps that is a 

.furthEr rEason for Schacht IVanting him to comE . 

JOH!ISOll 

NPL :D!B 
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,, 'ES?O~lDEf:\JCE 

CONfi O!BTIAL FILlS 

L. 1. lnoko 

n:nEn.-\L. r.C .. t::"<VE 01\.hi( 

OF NC"N YC'RI'C 

ll(o) 

DATE_JaDUU'7 S1 191/fo 

SUBJECT!ILIPBOIB <XliYIIIUtlOI llltB 

BAIX: OP' I!I'IGLMI D. 

llr. Bolton called at lOUO thla 110m1n&. t ho preuuro aaatatt 

sterling bad coaUaued proU7 acorel aud so tar they bed todq lon 

t:!,ooo,ooo l n gold plua additional te,ooo,ooo in esohanc•• llnco they 

hed 1hrted dealing tor .J ... orr, that 11 dnoo O.o•ber 21, their doi17 

lo s ~t! had been !l'Ofl £&,ooo,ooo to e•,ooo,ooo. Be k:nn, Bolton continued, 

t hat tha r • was a bia apeculati•• account open against sterling and ho 

t hat account wa a growtnc. t ho predominant !act o r wea 

the bol1 af t t:.r.t t h ere •a• aoina to be anoth er war •care in the near 

One weak atep taken to countara~ that in t h e near !\Jtura waa 

Chen~berlein' s Yi a1 t t o l!u uolinl 11nd nobodJ bell ned t hat t hil Y111t 

woul ! bear anT fruit. t ho iaproYemant i n the rranCh pi cture ailh ' 

eventuelly out-welch t he pr .. eot !oalln« or daapondeoq and penial• 

bu t t hat • n e lona tara !act o r and one which would not haYe anT etten 

on cur ren t neat• until • change 1a t he general political newa had 

down into t ho minda ot the people. 

lloanwbile they bed decided on tho t o llowina proarua a letter 

to be amt out b7 t h • toniabt to t he chaiJ'IIan o! th e Cl"ring 

,. Committee ot t ho roreign Bxab8111e Colutlttee, Bmkera Auoc1at1on, 

ski ns t heir m• beJ'I to prohibit oompletolT all adnncoa aaainat aold 

all forward cold \ranNnioaa. 8ia1larl71 tb_, -.,\lld bo ulted to 

1n1ao and reJect m7 'ranN~ioaa ia exoh anca which th.,. bell.,• 

speeulatt•e la oriai.n. thvo ... thua aoiaa to be a compldo 

- o•an1o oa forward aold dMli.naa 'llhitb would ae• the eloaiaa out ot a 
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COtl H OIINT I.&L FlUS 

FE:O~RAL nt:S:::RV£ DANIC 
OF Nf:\V VOAK 

I 

DATc.J llllllaJ'7 &1 19&9, 

SUOJ£CT TBL!PBOIII CXlNVBJIU1IOll I 'UB 

BAli K OF I.'IGLAlll O, 

Uf'J .ublltauti al &Old acOOW1\o to 1102e a\en\ ~e blllllU 8ilht al80 

be ablt to l11111t apecNlat1Ye tranaaot1ona in toreSaa nch11111e but aa 

to t he IUOceea or t hat be waa not Yel7 bopetul, lnertheleu, theT 

were do1nc t he btlt theT could, thil Pl'OiriiD waa coin& to be -

mua1ceted to the central banka or t he tripartite countriu by l~tn 

t onight end they wen coin& to be ealted to 1n fon their banldnc 

1n1t1 tut1ona and to liTe t hei r support. rurthel'!Dore, towards t he 

..,d or t he weeit a aubatmtlal tranater or gold would be 1ude from t he 

1 uue depertD!ent to t he exchange account. ' "' to the exact 11111ount to 

be transferred, no deo1a1on had as yet been mede, Once t b ue etepa 

heel bqen hkea, t h ere would be (l) a compl ete ebarso on roretcn 

l rtd.tng (previously retnatated) , (2) a cooplete t111bargo on fol'WIIl'd 

1old operations, (&) a 1Upen 1aton or exchang e tran.ect1">n s, and 

( 4) a re-endo111111ent ot the tKohq e eccount. !Terybody h 11d ~~treed 

to t his progr1111 and llr • .llorr;enthau would be duly lldTi sed by olble, J 
No retarance would be made 1n thia cable to Ur. liioJ'!MtbR of , old 

operett ona becauae t hell were illegal 1n t h e On1ted Statu. ! be only 

~lt9rnethe to thie Pl'OIJ'IIII waa complete rutr1 ct1on (I 1111'1>011 he 

uant or t he Gel'!lan ld.nd) and that, th., \ houcbt, we a pol1ttcall)' 

1rnpose1ble under preaent condit1cna and would be complete fruatrat1on 

of ell th .. , bad done. ror the t1•e belna theT wua inclined to 

encourate t he gl'OW\b or the bear account now open an d to wdt tor 
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F'EOERA.L ACSERVC DANK 

OF NCW YORK 

73 

Oft ICE CORRESPON D ENCE 

CONrtPINTIAL liLII 
DAl"E ~ .... ~ ~~ li.Uo 

suaJECl" ILIPao•B OOIY!lSj!Io• wrra 
t.. w. looke 

I 
Jlolll or •~_o. 

teebn1oally wNitm the bear poii1UOD aa4 11•• tb• a b-'ter cbaaee 

to c0111bat 1t with 111neu lder GD l.t aa4 wbe the pollUoal ftUook 

bad 1•pro'fe41 tor ODe t hlDC wn al .. r to e'fe1'7boJ;.,iir.\ the bnh 

ot the pr .. mt probl• wn pr1aarll7 pollUoal. 

Ll!tiD 

• I • 

• 
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SECrEtary of StatE, 

Washin()ton, 

9 , January 3 , 7 P• m, 

FOR TREASURY FRO!! BUTTER'VORTH. 

PLAIN 

London 

DatEd January 3, 1939 

REc 1 d 4:27 P• m, 

ThE dollar opEnEd bid at 4 , 63 3/4 and \VEnt quickly 

74 

to 7/16 at which ratE thE British authoritiEs sold dollars , 

AftEr a rEac t ion to 13/16 thE dollar was bid to 5/8 at 

fixina timE whEn 330 bars wErE sold, 25 bEing marriEd and 

about 300 suppliEd by thE British fund . ThE pricE was 

150S. l/2D, giving a prEmium of lD, AftEr fixing thE 

dollar WEnt to 4 . 62 3/4 whE rE it was htld undEr stEady 

but not hEavy prEssurE , by thE British authori tiEs who 

WEnt out latEr and t hE ratE closEd 4 . 62-1/2 to 5/8 on a 

normal mD.rl<Et . ThE thrEE months fo rward dollar was bid 

2-1/2 prEmium and thE on£ month 1-7/8 with morE businEss 

in thE lattEr, 

ThE franc improvEd from 176, 67 to around , 551 thE 

Bank of FrancE having obtainEd small amounts of stErling 

ESpEcially 

• 
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2- #9 , London, Jan , 3, 7p , m, 

ESpEcial l y a t , 62 , ThE forward fra nc was at a prtmium for 

thE onE month of 1/16 and thE thr££ months discount 

narrowEd to 3/16, 

JOHNSON 

NPL 
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PARAPHRASE OF TELmR.U! RECEIVED 

FROM: American Embassy , Paris, France 

DATE: January 3 , 1939 , 5 p .m. 

NO.: 5 

FOR THE TREASURY . 

Today there wa s a continuation of the weaker tendency 

in s terling. The exchange fund was able t o acquire an 

important amount of that currency in meeting t h e demand 

for f r ancs. The rates varied trom 175.70 down to 175 . 60. 

One month forward rate i s about par ; for t hree months it 

is 25 centimes . Firm dollar a t 38.17. 

Rentes and variable revenue secur i ties showed no 

important changes on the security market. 

The Bank of France decided to reduce the discount 

rate fr om 2 1/2 perc ent to 2 percent this morning. Thirty­

day advances were reduced f r om 2 1/2 percent to 2 percent. 

The rate of advances against(?) was reduced from 2 1/2 per­

cent to 3 percent . 

END !.IESSAGE. 

WILSON. 
• 

El:Ln 

76 
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REB 

SEcretary of Sta tE , 

Washin(:;ton . 

15, J anuary 4, 6 p . m. 

PLAIN 

London 

Dated January 41 1939 

Rec •d 3 :58p . m. 

FOR TRC:.\ SIJRX FROb: 3UTTER\70RTH. 

77 

The dollar openEd b i d at 4 . 62-1/4 and arter early 

support or sterl i nc by the British authoritiEs rEacted to 

4.62- 5/8 at fixing timE . The pri ce fixEd was originally 

150S. 2 l/2D . out thE dollar dropped to .62- 3/8 and the 

300 bars under orrer wErE all withdrawn and thE fixine 

started a second time . Ulti mately thE 187 bars were sold 

61 of which were marriEd and 78 f urnishEd by thE British 

fund at 150S. 5D. v1hich wa s quoted as giving a prEmiwn of 

2D. ThErE was vrry littlE aftEr fixin~ dealing in gold. 

ThE dollar rEmained stE.:::.dy around ·1.62-1/2 until tlew York 

opEnEd lYhEn it went to 13/16 and the British authoritiEs 

again supportEd sterlin~ f or a shor t time after which thE 

dollar bream£ offerEd from NEw Yorlt o.t 4 . 63 and in London 

later o.t 4. 63- 5/ 8 at which ratE the British authorities 

began buyi nn dollars and continuEd to do so until thE close 

as t h E r a tE moved gradually to 4. 64-1/8. 

• 
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ThE market is puzzlEd at thE turn tht onl y explanation 

off trtd being that a ftw largE speculators with heavy 

dollar positions began a profit-taking movement in which 

s~llcr oper a t ors followed . 

A s imilar ~ovemtnt towards strengt h of sterling 

follO\?Ed somtwha t 1::~ ttr in franc denlinc;s thE f r anc having 

ope nee!. at 17G .sa und after so ina to .52 moved bacl< in t hE 

afternoon and closed offered ar ound . 75. 

JOHN SOli 

CSB 
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Secretary or Stat£ , 

Washington. 

13, January 4, 5 p . m. 

?OR TR£:,SIJRY PROM BUT'l'ERVORTH, 

79 

GRAY 

London 

Dated January 4, 1939 

Rtc 1 d 4:40p. m. 

~y convErsation with Ltith-Ross reported in No . 10, 

January 3, 7 p . m, was interrupted last evening and resumEd 

today at lunch. LEith- Ross went on to say with rtsptct to 

Schacht ' s visit that althousn t he latter had stated that • 

hE had been i nstr ucted to confinE his discussions to thE 

German refugEE problem in fact hE did discuss other 

matters but in general terms. In particular Schacht had 

tried to draw him out about the possibility of Germany 

movin!> towards a fre er currency system and had expressed 

the opinion that the conditions pcrmittin3 Sllch a stEp to 

be taken wert bccomin13 mort favorablE than they wert a 

year or morE ago . 3chacht maintained that although thE 

German financial arra~gcmcnts wert working satisfactorily 

at the present time an incrcasin: number of persons wErE 

rtalizin(l that t here was a limit t o thE amount of funds 

that the statE could put into circulation and that at some 
point 
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point tht nEttlE of changE would havt to bE graspEd. 

FurthErmorE, Schacht s d d t ha t onE of tht things that hE 

had always f t artd if German currEnc~ rEstrictions wErt 

relaxEd was thE flight of German-JEwish capital and thnt, 

for bEttEr or for worst , and hE t mphasiz td he thought for 

worst, diff iculty was bEin~ E l~ninnttd. HE tritd to smokE 

Leith- Ross out as to t ht British Oovtrnl!!Ent •s attitudE 

and taE latter countErEd by poi ntin: out that thE initial 

benefit in any such movE would accruE to GErmany and 

inquirEd whEthEr hE wns askinc thE British GovErnmEnt to 

hElp thE German GovErnmEnt in thE SiVEn circumstanCES to 

strtngt htn itsElf and its position. Schacht thtn i ndicatEd 

that not a lnr8t but only a small EXtErnal credit would bt 

nttded but whnt would be rEnlly rtquirtd was a scaling down 

of Gtrmany •s EXtErnal obligations . To this LEith-Ross 

countErEd by Emphasizing that Br itish oblisations hnd 

al ready bttn s caltd down and tht scal in!; down embodiEd in 

thE ;mglo- GErmsn trnnsft r and pay-.nt nts ngrEEmtnts of July l 

last. 

LE1th- Ross f El t that Schacht was not rna~ing n sErious 

proposal but wishtd to indioatt that h is ultimntt aimD 

rtmnintd 

I 
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remained unimpaired ~y recent even ts and desired to kttp 

the question or Gtrrr~ny r EturninG to a t r ttr currency 

system in circulation, 

Schacht did not appto.r to !mow tho t t h E discuooions 

also arran3td tor in tht July 1 arro.nut~Ents bearing on 

cartel (particularly coo.l) and other matt Ers hod bttn 

going on and Lcith- Ross askE~ him to do what he could t o 

promote agrEtmtnt . Incidentally, I ltarntd from another 

sourcE t hat Hudson ' s statE:nEnt in Pnrlio.mE'!'l t on trovcmbtr 31 

(about "lhich the SEcretary or thE ~·rcasury cor.unc ntEd) to 

the tfftct that Great 3r itnin wa~ prtpnrtd to tight subsidy 

-;tith subsi dy to protect its export trade a:.;ainst German 

compEtition was mndt without rtftrtnct to t~E board of 

t r ade , l!o such remarks formEd part or the spt tch which 

the board or trndt pr Epar Ed tor Hudson but ncvtrthclcoo it 

is hoped that this l i nE or talk may he l p to brinG o.bout tht 

required results . 

Lcith- Ross also said t hat as Schacht ~as leaving ht had 

a skEd h1m IVhtrt there were any reasonable Uazis ni th whom 

onE could deal and was GoerinG on£ such. To.which Schacht 

rtplitd "somtti mts " . Lcith- Ross also (#) tha t son1t ont tlst 

(prc:nnnably llontncut !loi".nan) as!ctd Schacht ~·tho really rulr.d 
G£rmnny 

• 
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Germany to which he rEpliEd "four pEoplE -- HitlEr, Hitler, 

Hitler and Hit~Er ; the man has four distinct moods or 

personalitiEs" , Ltith-Ross felt this was about the size 

ot i t . 

LEith-Ross particularly rEQUEStEd thst thE abOVE 

information bE treatEd in tht strictEst contidtnct in 

view ot thE press spEculation which thE Schacht-llorman 

Visits haVE EVOkEd, 

JRL 

NPL 

(#) A~po.rEnt Omission 

JOHNSON 
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PA.IUPBRAS:I OP TELKGR.UI RECEIVED 

FROK: Aoerican !mbasey, Paris, Franc e 

DATE: January 4, 1939, 5 p.m. 

NO. : 15 

FOR THE TREASURY DEPARTMENT . 

The market was quiet, with sterling fluctuating 

wi thin narrow limite. It wae again poeeible for the 

exchange fund to acqu ire a large ~ount of sterling, 

particularly ln early trading. The rate varied from 

around 176.58 down to 176.50. Slight discount for one 

month sterling, and premium of around 35 centimes far 

t hree months sterling. Today some offering of tbe dol lar. 

There was not much act i v i ty on tbe security market, 

which wa s dull and showed some nervousness over interna­

t i onal political affairs . At the close of tbe market 

rentes ebowed fractional losses. There bad been a gen­

eral lowering in French variable revenue s ecuritie• and 

i nternationale . 

The financial prese is giving a certai n amount of 

attention t o the continued weakness of sterling. Today 

t he predominating view expressed ie that economic factors 

do not explain the weakness of sterling. In this respect 

it is pointed out that for 1937 the trade deficit wae 

only 35 ,000,000 pounde and that it is not likely that 

for the year 1938 the amount will be greater. This sit­

uation 1e looked on a e being of comparatively little 

i mportance, in view of the faot that Britieh holdin.ge 

abroad 

eJ 

\ 
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c:.broad amount to around 4 ,000,000,000 pounds. London 

attraota capital from all parte of the world , it is pointed 

out . Sterling has been the most favored of int ernational 

currencies since 1931 , and hae served as a world- wide medium 

o! payment . Sterling was a refuge at the time of the 

!light from the franc and the dollar and from the •gold 

bloc• . In view of the foregoing, it is held that sterling' • 

pres ent weakness is 1n the main due to for e ign capital wi th­

drawal, ;md due to failure on the part of the British 

authori ties to do anything effective to atop such outwar d 

movement . 

END OF J.IEBBAGE . 

WILBON . 

F.A: LW'II 
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F EDERAL RESERVE BANK 

OF N £W VOF\K 

ORRESPONOENCE 

::aNn OIIZlfUL FILB8 

I.. •· !Cnoke 

OAT"- IenuaJ'7' 4, li89. 

SUOJ~C:Tt-T!'l.!PHO!I! COllf!I\SJ.!IO!I 'WI'!'H 

!Alii Of FIUNCK. 

wr. Car11uel oalled at 1111!0 e... !h~ had 4ona "'"' well 

htely, he sud. their 1atn in toratsn esohange had been eteady and, 

.,,ry con1'1dent1ally, a1noe the bactantnc o r their •r..,i•al• th~ had 

G•ined ebout tr. 10 billion. His only d1tt1eulty waa to r et dollars 

for m id\ tba dcand •••ad to continua and since h e 'IIOuld onl7 •­

berraaa London if he Joined t he rank ot t h e other dollar bu7ara, be 

was confining hill pureheaea to keep up with hill seles but on balance 

he had aetuelly lott dollar•• 

Starling he thought wa1 now 1t 1 lt'fal where .oa a little 

rtst ttenoe teemed to eppaar. Altogeth er Ct r1guel ••• ••r.r cheerful 

~nd hopefUl t hat t he raoct tspro'flllllaDt in t b e rrer~eh ptetara shb\ 

continua. 
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GR:JUP :1EETING Janu~ry 4, 1939 . 
9 : 30 A. M. 

!'resent: 

!lanes : 

(Reld in Ur . Hanes• offi ce . ) 

Ur . R:lnes 
Ur . Taylor 
rJr . Bell 
Hr . Haas 
Mr • Schwarz 
Mr . Fol ey 
!Jr . Lochhead 
!Jr . Duffield 

(Telephone rings . H. IJ . Jr . calling fro:l 
Boca Grande, Florida . ) 

Hello . Yes . Hello. Good mornin:.; , Henry, hor1 
ar e you? I see you couldn't wait t o telephone . 
(Laughs) Wha t havtl you got on your mind? Vle •re 
just having a meeting . V1ell, I •m glad; ther e ' s 
noth.lne here to worry you with; so far as I know 
we ar e getting along beautifully . I see, you 
are - there is no - as a :natter of fact ; wait a 
tlinu te; I •11 t ell you y;hc, t the headl.ines ar e , 
if you are interested . There is no tiline; of a 
gr eat interest - ah - there is - t!tls is 17edncs­
<iay mornilll.'s paper - t he Tr ibune says "Democratic 
Committees Attack Rel ief and Labor Administr ation 
as 76th Congress Opens Session." Ther e i s n bad 
s tory charged to Roper and his aids. Vlell., it 
just says , in effect , t hat t hey used the Govern­
ment boat s and c!mrged flowers and candy a s 
"provisions or supplies . " That was t he Acting 
Comptr oller t hat oade that statement . Yeah. 
Roper and his son and some Congressman f rom 
Pennsylvania, and sol'le woman named Renn - I 
thin'< her name was , I don't knor. . (Laughs} 
I don't know whether she 's oa rt of t ha t other 
stable or not. Ah, that; thim there is another 
headline that says there is a bill to impeach 
Miss Perkins that's going to be r eady soon. That 
co1nes out of the Dies Collu~ittee ... apparently; and 
then another headline i s , "Senate Report ASsails 
Political Use of w. P. A. " "Senate Report Assails"-

A-s-s-a-i-1-s "Political Use of w. P. A. " That is 
the Sheppard Col!UIIitt ee; says r elief funds t~ere 
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abused in three s t a t es . \'/ell , t hat ' s all they 
Joentioned . Pennsylvania, Kentucky, and one o ther 
s t ate, I forget v,hich one it was , no¥.. And the 
Navy urges defense chain or forty bases . 

There is a cab str ike on in !lev; Yor k , and the Prince 
Prelllier of J apan ~tuits , and it looks like the 
mili t a r y Governmeut is coming in. Yes sir . 

Well , here is Archie rl&ht here . Do you want to 
spealt with him? All right . Fine . Have you any 
otitor thoughts , anythinG you want us to do here 
tha t you can figure ? (Laughs) We ~l , you start 
resting now, and forget t ill:: place fo1· a little 
while, will you . Wait a minute; h~re ' s Arc':ue . 

Good morning . v:ell , sir, you sound good . Well, 
Old :.!.en Sterling tooit an expected dio over the 
wee!<end - went dO\m as lov. a s 4 .62 3/ 4; · this 
norn.lng it ' s a sh.'\de better - 4.63,f. The Bank of 
Engl a nd called up yestordn>· and gave us their 
r eport . They have been losinc three to four mil­
lion pounds a day since December 7 . They are 
sondinb out a l etter tonic ht to a l l clearine 
houses - to banks over t her e , telling them they 1re 
not allo1·.ed to r.1ake lo:~ns on &old . Tha t ' s a 
comple te embargo - supervision of exc~~n&e trans ­
actionz . It is rat~er interesting - ge t tinL a r ound 
toward the t . Sonetine to1•.nrd t he end of t his wee!: 
tho:• a r e going to t a:te out of the Ban:< of Engl a nd 
t hree hu11drec fifty million pounds . But they are 
t aking those f our steps , they claim, and they are 
go.lnr to 1·:rite all the other Central Banks in the 
Tr ipartite , tel:i.inil them what ste-;>s t hey are taking 
and asltine for their cooperation. That message 
will also come t hrout,;h Bewley , I -;>r esume . 

Today, sterling is 4.6;t . Richt , sir . Silver 
l'.as rat~1er interesting; on the news we didn 't 
change the price, it \'.ent up in London about tY.o 
cents on a tempor a r y squeeze . It was selling 
at about forty- four cents , but there is no activity 
at all . Not the razor (?) - only on one side, 
talking to them . 

o. K. Now, are t her e any of the other ones you 
want to speak to? They are all her e . Mr . flanes? 
All right. 
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Yes. Hello . Ther e is going to be a Cabinet meet­
ing r ight af t er the meeting at the house, you see, 
today. Yes sir; that•s right, isn' t it? Yes . 
Well , that - that was the message I got back. 
That's right. He ' s the aviation manufac t ur er; 
yes . Did Wonnet know he was here? Yes . Yes. 
Yes . Yes . Vlhere Kieley is? Oh huh, yes . I•ll 
Get ahold of Uac as soon as I can and find out 
about it . All right, sir . 

How •s t he weather? 
like the place all 
quiet at any rate . 
Goodbye . 

Is it 
rit;ht? 

VI ell, 

warm 
Oh, 

have 

down ther·e? 
well , you 1 ll 
a good time . 

You 
be 

Ed , here is all v:e •ve been able to find on that. 

Oh, yeah. 

Hello, Danny . 

Hello, Johnny. Lo<>ks like you miGht be going to 
the Co. pi tol. 

Don ' t I look pr etty? 

What have we got on for today? 

Is t his all we've got? 

I•ve got another package upstairs, too . 

Did ever·ybociy get a copy of this? 

Where is Mac? I haven• t seen him. Is J.!ac sick? 

I haven•t seen him this morning . 

Vlhllt have you got, Danny? 

I haven • t got any t hine but an order that goes to 
the President, that is required by the Budget 
Accounting Act . It doesn ' t mean much; we send it 
over and he sends it right back. 

It has to be signed? 

Yes, signed a s Acting Secretary . 
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All ri~ht . No cha~e in t he Budget message? 

Not that I :tnow of; it ' s too late now . Y.e have 
our bit; coni"erence t his afterno->n at four o ' clock -
press conference . 

•.,ho i:; it wi t h? 

Tlle President . He has a regular class , vou know -
ab->ut two hundred reporter s 1 I guess . He reads 
t ile message and t hen thoy fire questions a t him . 

Do you get in on t he quostions and answers? 

Once in a while . It ' s about a tiio- hour ordeal . 

That cessag.., JOes up tohlOrr ori? 

The stories go out tomorro\·; af ternoon ::. t twelve 
o 'clock. 

Y.ayno 1 any thin& ne\';? 

(Nods "No .") 

Eddie? 

S~~ll I br~~ U9 t~e report of salaries pald by 
corporations? 

Yes . 

The ' 38 Act applies only to returns affected by 
the ' 38 Act which a r a the ones filed subse~tuont 
to December, 1937; t he 1 36 px~vision requires the 
submission t o Congress of salaries paid by corpora­
tions in excess of $15,000. 00 - the •J6 and 137 
r eturns , which was cover ed by the three vol=es 
over ther e on the shelf. To~y Tarl eau a1~ O' Brien, 
who drafted the provi sion frankly admit that t hey 
slipped , and that lt was intended that the pro­
vision of the •J8 Act should a 9ply to t he entire 
s ituation . The •JS provision, as you know, pro­
vides t hat only salaries in excess of $75 , 000 .00 
shall be report ed to t ho Tr easury by t he Corpora­
tions payine the salaries , and t he information 
should be made public by t he Tr easury and not sub­
t9it ted to Congress . 
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I under stanq f r om Tarleau and O' Brien t ho.t Doughten 
i s very, very anxious not to r epeat the situation 
he had last year , Y:here for weeks reuorter s wer e 
lined up outside his office and he f ound it almos t 
impossible t o ca r ry on his l;Ork. If any of t his 
infor ;Jation is given out , Doughten wants it 
;;iven out by the Tr easury, as I understaJ¥1 i t , and 
not by t he Committee . 

As t he statute stands , the Secretary i s under a 
mandate to sulmit t his information to Congres s . 
·It l.eems to 1ne t he only con::~ideration t i1is gr oup 
has i s to deter Mine whether o1· not v.e 110UlC: want 
t,> withhold that infor:nation until .such time us 
Douehton could , perhaus get a joint resolution 
t hrough - a Senate r esolution througJ:l both Houses . 

N0\1 1 there 1·:a s a fit,ht l a st year, c.s you know. 
Pa rt of t he minority (,r oup i n tne Senate '':er e 
againl>t upping t he figure from $15 , 000. 00 to 
C75, 000 . 00 . La Follette and some of t he Li berals 
in the Senate believed t here should be full dis­
closure and they v:ould block a joint r esolut ion, 
I believe, t hat would atteMpt to a pply tho figur e 
of $75, 000 . 00 t o t he 1 36 and 1 37 return~ . If 
nnythin6 i s done in t he way of legisla tion, it 
seeMs to me it could only be done by consent, if 
it morol y r emoved t he re~uirement in t he 1 36 Act 
t hat t~is infor~tion as to t he salaries in excess 
of $15, 000 .00 be subaitted to Congress, a1¥1 provided, 
as the • 38 Act provides, trot that infox·ma tio n be 
made public by t he Secre tary of the Treasury. 

NOI'I 

Did you find anything? 

The Bener al statute provided this i nforlnntion 
!:lUSt be 131\de availt!ble when Congr ess co:wenos , 
uut that ' s subject to a reasonable i nter pretation. 
There is no definition a s to r.hen Congress convenes 
a nd if ,.,e go t i t down within n reasonable t il<le after 
Congress convenes, it seeas to me we cou:.dn1 t be 
criticized . 

I don't lmow, f r ankly, what the policy ntt1tude 
of the Treasury would bo, as to malting this informa­
tion public, out of the Treasury . It seemed to 
me that for the saoe r easons Doughten doesn't want 
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to ha•te it made ::>Ublic do1m t here, ..,.e nouldn • t wont 
to have it mode public do1m here . 

I think McReynolds said tl1.". t same t hing . Does 
t hat mean this is the l as t time you have to give 
thi:; out? Nex t yenr you don• t have to malce these 
U]>? 

No, you have to continue . 

This ;;oes down to $15, 000. 00 . Next year you go 
~own to &75, 000 .00? 

I - I - I t hin. th'l t - ah - ah - this re~>ort tha t 
v1e ?:ould send down now, includes payments by 
cor;>or a tions l'thich filed income tax returns for 
t he calendar yea r 1937, or for periods otherwhe 
i ndicated . Since th~ Reve nue Act of • J~ as 
amended, - by returns ended November JO, 1938, a 
final r epor t will be made subse,,uently as to such 
r e turns t hP.t have not yet been filed , so there ,., ill 
be one mor e . 

Unless we get it amended so a s to ma:<e t he Act 
apply as it was intended . 

He ' s perfectly f r aruc abou t it; he said he jus t 
1ulled a boner . 

It r:as t heir intent to Ulad:e t'le statute read as 
I read it? 

That would be t he proper legislative construct ion 
of such a ]>rovi~ion , but your Reverr~e Act - nhere 
you don ' t c hange the law and the lan continues 
until all the r etw ·ns h.uve bee n gotten out of the 
1·:ay , tha t a pplied to t hat , a re af fected by t hat 
l aw, and when you adopt a ne1; law, you don 1 t amend 
the ol d law a t all , but you just prov i d e a complete 
code f or that year . There i s no r elation between 
the two l aws , and one doesn ' t affec t the other. 
They a f fect the returns governed b y the r espec tive 
l aws . 

The wor ds "taxable year" arxi def inition of taxable 
year 1n Sec tion l,~~hlch b r ings about the complica­
tion? 
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In t he 136 Act . 

All I s ugges t we do 1.1th it i s hold 1t here t ill 
we discuss the matter 111 th Ol d ulan Dough ton and 
f ind out what he wants to do with it . 

My only caution about tha t , .John, is we determine 
whether or not 11e woulti be 111lling t o be placed 
in a posi.tion thn t d iscussi on with Dout,ht on a nd 
subsequent nct i on by Congress mi ght pu t us in; 
namely, disclosin{l t!Us inforaaation f r om t h e 
Treasury . I think we hav e to dec~de t hAt b e for e 
•,:e decide whethttr 11e ta.<e this up with Dought on 
at all. Other11i:;e , we send it down anu when he 
says, 11'\'iha t the hell , 11 y,e tell him 1·:hy. 

\:ell , I t hlnl<, unlel.:; t hero is sotJe difference 
of opinion, ~:~verybody that I have t a lked to about 
it is hie;hly O!l.JOSed , for the sru.re r eas on tha t 
Dought on i s , for r.rai<in& it public here . A;Jp~ rently 
they want i t 1nade public so:newhere , and the ques­
t ion - " I s t ile Truasury eoing to ta!ce it on the 
c hin o1· i s Doughton? " 

Ther e is a s t ronger reason for t he Depnrtrnent 
t aki ng t !1e r ap than Congress . They•ve eot to talce 
the r ;;o.p . 

The bill is c hun&cd now . 

\':e hav e no r i&llt to make it public . \',lll\ t we ar e 
ta~ing about , Arclde, is the r esult of our dis­
cussion t. i th Dout;:hton; a joint resolution which 
v:ould chance the ' 36 Act requirim; this to r .l 
submitted to Congress , and substitute in lieu of 
it, a provision that it be mace !lUbl ic by the 
Tr easury . It :;eeMs to 1uc that is v:hat 1·,111 ht1;>pen 
if we went to Dough ton l'li t h any l<ine of a cone ilia tory 
proposal, and I ·think 11e want to 1aake u p our own 
minds fir st , whet her we .want to be pl a ced in thn t 
position. 

Does the 1 38 Act •••. 

The •38 Act say s , insofar a s salaries in tho •38 
return in excess of $75, 000. 00, are concerned , 
that·i~ormation must be made public by t he 
Treasury . 
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Does t~ Treasury object to maki ng t hem public? 
I mean, as long as you have to do it next year , 
l'lould )'ou object to uw.kin~; th"m public this year , 
dol":n t o t.ls , ooo . OO? 

That is the problem . 

If you don 1 t , then 1 t hink it might be r emedied 
by a r esolution of the Committee . You think the 
Speaker or the Rouse a t least constr uctively and 
t he Co~ttee, passing a resolution, can give it 
back to you to make public? 

That is what I said yesterday, but Ed says they 
couldn' t . 

They can• t , technically . 
or no t we ' d be willi!lh to 
of tha t kind . They ca n' t 

It ' s a question of whcthllr 
act on a formal r~solution 
Challbe t :1e law. 

They ' r e not c;oim: to chlmge the l aw, with respect 
to your submittill{; it to Congr ess; there isn•t any­
thing in t he Act thu t says who shall mhke lt public . 
All t he Commit toe 1 s goint: to do i s ask you to use 
your facilitie s t o make lt public for thc:n . I 
should t !U.nk t hey ' d rove plenty of authorit:• to 
do that. 

Ther e is no r equire:oc.mt that th.;y ma:ce it :>Ublic 
in any particula r plnce, is there? They l!lll:~e i t 
publ ic over t her e ; they may t ake it down there and 
give it 

Give it to the cor ner policecan i::' t hey •:ant t o. 

Or give it to the corner policeman, or put a tent 
out by the monument , but t hey could al Ec a sk us 
t o t ake it back and ma!<o it convenient f or t hem. 
Put it down in tho boil er room, or wher ever you 
want to put i t . 

It ' s all right , Bd, as f ar as you ar e concerned, 
if we discu;;s this t hins l'lith Oou&hton, tell him 
\':hy t he 1938 l aw doo~n • t apply? 

I see no objection to tha t . 

\e ~re &oing to h~ve to ao some expl ainin& anyway, 
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because he is l aboring under the impression he 
won 1 t have to do it, and when he finds he ' s got 
two more years of it - the last two years of his 
time in Congress - he 1 s not going to be glad about 
it . I think we 1 ll h.we to tell him thll t his 
legislative draftsoen and ours made n ~stake in 
the la11. So ••e are all ri.;ht 1!' you have no 
objection to that. That's t.hat I'll do. If he 
says , 11 0 . K., let it come on," why, let it go forward . 

Gene? 

Nothing . 

George? 

I hnve I/o t hing . 

:::iterlin" i s steadied up a little bit this morning; 
it ' s 4.6Ji . As I repeated , the Bali< o!' E118land is 
sending out letter s ~o nll their banks, first of 
all as~lng t hem to prohibit loans against gold . 
Ttwt is something that should have been done long 
ago . They did do f t once , and sli~ped up . They 
have also as:ced me· to supervize f or eign exchange; 
t't~y have also put an embar go on over foreign 
markets . 

\fhat does that mean, Archie? 

For a r;hile they had a co:nmittee - 11' anybody \~as 
goins to lend to f oreign countries, t'tey ~d to 
get ponnission f r om this committee . 

Di .cl thn t ap!JlY to big sec uri t i es? 

No, not in the ordinary sense . Take th:lt Woolwor t h 
issue you had t her e; they bou~;ht that nnd paid dol­
l ars f or it; they won• t allow t hat kind of thing 
to ~o on. They can't stop the ordinary individual 
buy in:. . I think they will frown on France 1 s 
purchasing American ..... This week they will 
take gold out of the Bank of Engl and and put it 
baclt in the Stabilization Fund . They did it once 
before , about sixty million pounds of the old . 
valuation. That would be about five hundr ed mil­
lio~ they are going to take part of t ha t out and 
r eplentish the Stabilization Fund t his week. The 
only trouble with all of them, is t hat it is a sign 
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of weakness . The mnrke t interprets thos e things 
as a sign of 11eakness . It i s a political situation 
over t here - very pessimistic; all of this is a 
very pessimistic at titude . They think th.:'l t 
when spring c om~:~s F!i t l er is going to make so1Re 
other kind of a move . It is not a very pleasant 
s.i.tu ation . 

v.ill you give L,a a short ruomora ndum, ns short us 
you can mru:e i t? 

I thin~ t he best mecorandum is a copy of this 
telegr am - the four different thiflbs t hey are 
going to C:o . 

\.ill you take it out for mt, :~nd also give me 
the car ket on gold, silver, a nd ever ything. 

You ar e goin:.: to luave here , when? 

I ' ll l eave her e at four o ' clock. Is thPt all 
Archie? 

That ' s ul l. 

You got anything? 

You mi ght want :~ little f ur ther information on t he 
Sheppard Report , includin& a few par agr aphs of 
criti cisms of t he Secret ary . All i t amounts to 
is t o s ay the Treasury al lowed Uagruder to violate 
the Department 1 s ov;n regula tions . 

It is hicden a~ay very car efully . 

It's about the las t t hing in t he article, in t he 
Post this morn~ng . 

It is a breakover (?) . 

llha t die! they say, the Secret ar y of the Treasur y? 

That we allowed Collector Magruder to vi ola te the 
Treasury' s own r egula tions . It seems to me the 
Departnent is the one to best decide that . 

\:ell , in all fai rness , he should have published 
the Tr easury letter. 

' • 
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They are jus t ·Straining the whole situation to · 
have something to r oport. 

The Secre t ary was t he only fellow that answered 
back . 

He got hi•nself down a t the bottom. 

I see there is an at tempt to r efer that Couuni t tee 
to the report, whic h committee will pass 
on the nomi~~tion of Harry Hopkins . 

Thare is a r esolution in Congress? 

There is an a t teupt; I don • t knoTI whether it is ••.• 

The papers gave Aubrey \.illia::~s ~ell. 

That i s what I got out of lt. 

We ' l l be as:<od for comments , but I don ' t think we 
need say anything about it . 

Was tilat letter published? 

Yes . We have a copy of it in the file . 

Could I sea t ('lat letter , and also this think you 
a r e talki ng about? 

Yes sir . 

That i s all I •ve bot . 

Geor ge , wha t is this thing? 

That is t he copy of the reoort sent to you by 
Al tlllYer. 

• 
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TREASURY DEPARTMENT 97 
INTER OFFICE COMMUNICATION 

/ DATil 

Januacy 4, 19)9 

TO SeerP.tor.Y Uorgentbau 

FROM 
Jdwnrd H. Foley, J r. , Acting General Counsel 

For your lnt'ohll!.ti.on 

Pursuant to your sueeestion, I went to Bob Jackson ' s office at 
L: ;c l<Y'ay ane ta1ked over tbe purchase of the l!cr.!!er CUDIIings ' property 

e< '"' ncdl ti.on to the Post Off ice si u at Sta.rord 1 Connecticut. 

Aftor listeni ng attentively, l~eding tba l ette r ca~fully and 
gl•ncing casually through tho file, be come to the conclusi on that our 

suc;tf tcd oethod of handling the matter, i.e. , by bringing all the facta 

to lhe a~unti.on of the Cotaptrolle.r Cenoral, ·us not only undebatable , but 

to his uind was the only feaalble oethod f roo your standpoint. 

As nenr as I can recollect tbam, I think his ex.act words were, 
•rr tha sale is entirely proper, Komer can have not hing to fear f rom a 

full disclosure of all the facta to t he Coe>ptroller General . On the other 

~;md , if tbe:-e is aoo:cthing tha t doesn't •ee t the eye, or is !•proper, 

cer tb lnl> Sec!"E't.Cl%7 Uorgentbau ia enti Ued to tba protection of a COI:-

clt t<' and independent review by tl!e Comptroller General . • 

Bob was of the opinion thnt no usef ul purpose would be served by 

t.lt:dnG up the matter with the new Attorney General. Ylbile former 
~~nator Bro<ou of New Rampahire lliBY be the new Co11ptroller General in a 

~•• dl!.)a , I don ' t think it ia worthwhile holding the l e tter for hi•. 

Accon'1ne1y 1 having complete approval from Bob, I dated the let ter as ot 
la•t Friday and d.ispe.tched it to t he Acting Comptroller General . 
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JMUAry 4, 1939 

To: '!'he Secretary 

rrom: l.!r. H&nea 

Jon:: SESSIOli or COliGliSSS '1'0 liUR PRISIDIIIT1 S IIESSAOE: 

The Cabinet met In the office of Speaker Brnkhead at 12:30. 

Preeent were : Actlnr, Secretary of State, Wellea; Acting Secretary of 

Treasury, Hanes; SecretAry of War, Woodring; Attorney General Murphy: 

Poot;aater General Farley; Acting Secretary of Nk.y, Edison; Secretary 

of I ~terlor. Ic~eo; Secretary of A&rlculture, 7allace; Secretary of 

C~merce , liopldna; Secretary of W.bor, l!l\4.,. Perkins . 

98 

The President arriYed at about 12: 55, and at 1:00 P. U. the Cabinet 

went Into the House chaober, taking their eeat e at 1 :05 P.M. The 

Preoldent came in lmme~lnt ely and began hla addreaa on the atate o f 

tl':~ Union. 

::All I u: r I!E:!'l' mo : 

~he Cabinet loft t he Capitol at 1:45 P.M. and went directly to 

the lihite Rouse for ~ meetlnt;, arriving there o.t 2:00P.M. 

The President opened the mee ting with a dlaeuealon of the refugee 

problec , relat ing to the Cabinet t he followi ng facta concerning 

AQbasaador Phlllipa' cloalon to Yueaolinl: ~. Pbilllns re~Jrned to 

ltRly with inotructlont froa t he President to eo directly to Wuotollnl 

wi t h the euggeotlon that he take the load, Independent ly of Hitler , In 

the oatter of aiding refUgees !rom Italy In get ting away with enough 

ataeto for t hei r maintenance over a reasonable l ength of time , and 

until they could beeoae ootablleho4 iD new boae o. Otherwloe the 
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dl:fieulties involved In perauading other count riea to take such 

ref~eea, who mi~pt become public chargee, would be ineurcountable. 

~. Phillips bas r eported t hat he baa held aueh R conference with 

~Joaollni a.~ found bia to be in R ver,r r eceptive mood . ~oaolini 

at~ted to ~. Phillipo that he underotood the oroblem thorouibl7, And 

t ~t be would ta~e the ~tter up with Bitle r i=aediately in t he hope 

thAt he mi~ht be able to persuade hi m t o allow ref~ee from Germany 

~lao to l eave that country with eno~h poaaeoaiono to guarantee a 

livelihood for n rea aonable lengt h of time. Ur. Philli pa further 

r•~orted that WUtoolini a?Peared very favorable to the idea of finding 

r countrt for refugees froa all parte of Central Europe to which they 

could go and eetablioh peraanent r esidence. However, he is quite 

olive t o the difficulty of find i ng such place of refuee . The Preoldent 

aeemed encouraged with the pr ogreas made tbuo fRr. 

lne President aoked ze to have letter• prepared for both housea of 

Congress r equeoting e renewal of the Stabilitation Fund. This mutt be 

pnesed ~rior to June 30, 1939. The President is deoirous of having 

theee l etter• atnte the fUll posi t ion of the Fund, and some history of 

\to oJerati~n from ito i nception. ( 1 r m ~Yint ouch l e tter• dr&fted 

t>?ether with l e tter of tr&nomittal to t he Preo1dent , for the oignoture 

o! t he Secretary of the Tre3sury , which ohould be r endy when the 

Secretary re turno on January 16th.) 

---- -- ---------- -- ---------- -- ----
There wao a ~od deal of general dieeuo81on concerning t ho Preaidont'a 

~•••age on the ot&te of the Union, and t he Preoidont ooeced quite 

• 
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~leased with t ho effect it Appeared to h&ve upon the Congreos. 

Ur. Hopkina r eported to the CAbinet that tho atntement appearing 

~~ ~he pr ess t oday r egarding former Secretary of Commerce Roper, an4 

.- lven out by llr. Elliot t, Acting Comptroller Gonorlll , • ..e "blatant U o. 

J . Hopkins reco,..endod to the Prea1dent tlu!t !lliott be remond, an4 

I t aeeoed to be the general conseneua of opinion that be should be 

e1eher re~ved or auperoeded by the appoi nt ment of a Cooptrollor General 

wl\h?ut further del,.y . The Vice Preoi dent was especial ly anxioua to 

n.ve the President move in that direction. The discussion aeened to 

cf'nt~r a~u.nd the "Jl!'Olntc ent of former Senator Fred Brown o! New 

E~a~shtre as Cooptroller General. 

The Vice Preaident r eported t ha t there wno " fer-reaching d e~d 

!n Congress f or continued inveot igation, and he was very much oxercioed 

?Ver t he great strengt h >~hich the Dieo Committee had gained in th• 

HoJoe, end that tha t Coonlttee wes oeekiny, an a~roprio t !on of $150,000 

In ? rder t o conti nuo t heir investigation•. The Vice President belleveo 

e~~ t would be a bad t h ing ao far as the Admln! otration io concerned. 

Tne Vice President &lao asked the Presld• nt to hAve his Cabinet 

Wt~b ern becorao core activo in their contacts bnd r elationships with 

Con~re aamon and Sen~tors , even t, the poi nt of having t hem como do"'ft to 

t h• CPpitol end actively participate In dlocuaoion of leglal otlon eo t he 

vulouo billa are presented to Congress. The Proa ident lt8de the 

s,ec!flc statement that he would now r ol e&oe bia Cabinet neobera (untie 

• ll otr lnge, aa he put it) for any contact work they cared t o do on 

the iiill. 

The Secretary of Lt\bor reported at len~th on the Bri dges coee, 

otatlng that the reaaon ohe waa doing ao waa becauoe sb e thought t be 
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Cabinet ahould be i n poaaeaaion of ell the f acta in Yiew o! t he Yiolen t 

erit1ciamo of her conduct of t he caae i n t he newapapera. 4 general 

dlocuaoion waa p&rtieipated 1n by the Vice Preoidont and the PoateAater 

~neral. I t being their f .. Ung t hat the Secretary o! Labor ohould 

~· ~ very clear and eonciee etate=ent to tho public, with full 

diocloaure o f all t ho f act a .urrounding the caae. 

The meeting adJourned at 4:10 P.W. 

• 
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GROUP MEETI NG J anuary 5, 1939 . 
9:30 A. !J . 

Present : 

Hanes : 

Bell: 

Ranes : 

Bell : 

t:cReynolds : 

Bell: 

clcReynolds : 

!laas : 

Taylor: 

:.JcReynol<is : 

Bell : 

Hanes: 

(Held in Ur . Banes • Office . ) 

lir . Hanes 
lir . Taylor 
!lr . Foley 
!.lr . Duffield 
l.lr . McReynolds 
Ur . Bell 
l.!r . Lochhead 
!Ar. Haas 
1!r . Schwarz 

Good morning, !.lr . Bell . 

Good morning. 

What did you think of the message? 

All x·ight , I guess . I atl a little - I v;n:; some­
what surprised a t some of the passages in it . 
Af ter the Secretary spent two or three days over 
there , and thought he had eliminated those remarks 
about spending . 

I t hink they kind of had another session after he 
left . 

That is rthat I ao t hinking . 

That ' s what I • o thinking too . 

If thCly had any more , I don • t know what it would 
be . 

It read that way, that they put back some stuff. 

It is perfectly obvious that they added about 
t wenty-f ive per cent to t he damn thing after t he 
Boss left . 

I think undoubtedly it went back in. 

Just on the spending part. The . rest of it wosn•t 
changed from the origiool part, tha; Henry told 1ne. 
I thought , on the whole, it is the best thing I 
have ever heard him do . As a matter of fact , when 

• 
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you come right down to it 1 looking at it rr otn a 
political stand~>oint, there is not a hell or a 
lot else that he could say ; h~ couldn't go up and 
say, "Well, we •ve been a lot or crack-pots her e 
f or the last s L"< years , and we have done a lot o!:' 
things whic't 'l'e now don 1 t acr ee v;i th, n and so forth. 
He almo:;t had to bend tho.t thine, i t seems to me . 
I mean, just from a political standpoint, or say 
nothing about it; one or the other. He couldn' t 
say it was ' '•TOng . 

He couldn' t say 1t was wrong, but he did sort of 
jur.~p from the sublime to t he ridicul ous when he 
talked about the reli~ious aspect . 

There v.erc a couole ministers dor.n there trot 
liked t hat religious part . One o~ them took 
Jones • seat . 

He cot in a nice wisecrnc1
\ a t the Bud~;et conference 

yes tcrday . Do you reraembcr it? 

l'lhich one? 

He t ulked about the trap. The uoys bated t he trap 
and then steppec right into it . He pr-used a t the 
sentence - at the gr oup that thougilt there ou~_ht 
to be r educed expendi~ures and balanced budeet . 
Th!!n they just appl auded and appl auded . 

I don ' t lmo1. r;'te t !lcr t'ul t 1:as applause or razzing, 
Dan. 

It lookod like misolaced aool ause . All th:~ t c~<rae 
on the Republican side . Thim they o;ot very 
enthusiastic; nobody on t he Democratic side 
woved . Then - it ' s juot like playing a fish - he 
l e t then run to the end of the pool and then he 
yanked them. Vlhen 'te cace back wi t't the other 
thing, t hen the other side just raised up and 
cheered . 

There is a sharp line of demarcation here ; t hey 
just appl auded like hell and nobody on t his side 
said a thing . 

Ho j ust stood t here a nd smiled all over, Ju~t 
wait int: for thern to stop. Then he l e t them have 
it . 
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Then the trap clos ed; if they wanted an anslfer 
to the Veterans and ?er.sion gr oups , those were 
t he items he s aid they could cut. I guess it 
was deliberate . At firs t it .••. 

Over the r adio it looked li~e a slip. 

That •s what you get over the radio . 

I f t he peopl e on the r adio could get the sruoo 
illlpression you got by being t her e 1t would have 
the ... . . 

\le needed t elevision yesterday, because Uil to t he 
thne at the shot, when he mud Cl that speech, and you 
hear d him come on with that big applause - you 
said thr.t was entirely Republican; it sounded 
li~e a t ener a l applause . 

I ~"vc never seen a can more compl ete mas t er of a 
situ:~.tion than he wns yesterday . You could sense 
they v:erc l':aiting for h11~ to slip . They thou~;ht 

· they had him when he spoke about bal:~.ncing the 
Budget . Then he threw it right in their f aces . 

You cvuld tell he ' d gotten out of it all rig~t , 
but you couldn 't t ell t he other ~ay . I t was a 
very peculiar impression you &ot . 

r:ell , he enhanced his prestige considerably down 
t :1er e yesterday . 

I t hink so too, daumed i f I don • t . 

You could SCle t hese f ellovrs t hnt wer en' t for him 
at all just shook their heads and said , "The son 
of a gun is still good . " 

Ther e isn • t any c1ucstion about it . 

There i s one t hine we nnted t o ob ject t o. lolr • 
Ickes blot ted out ~. Hanes on the r adio . They 
got Welles , but couldn' t ge t the other f ellow; 
"he's blotted out by ar . Ickes ." 

I almos t didn't get in at all . I was right at the 
f oot or the line; a hell or a cr owd in front of 
t he door . They got the crowd back for the firs t 
part - Miss Perkins and all the higher-ups , and 
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t hey got in and the crowd got in all r ight; 
Christ, I had a hell of a time . I holler ed , • Hey! 
Don' t leave me out; l et me set :!.n t oo . " I 
t hought I \lnsn ' t going to see t he show for a 
minute . 

Bell: You should have been second i n line, shouldn' t 
you? 

IcReynolds : No , he ought to h:we been behind Welles ; EdiSon 
behind you. 

!bnes : 

Foley: 

H:wes : 

Bell : 

l!n:l~S : 

Bell: 

,.!cRej·nolds : 

Bell : 

R:l:~es : 

Schm1rz : 

The cr owd cut him and me off ; they got him 
in front and .ne behind; I couldn' t get by . 
God, t here was an awful j ao out in t he corridors, 
trying to Ret in; I don ' t knor. who those people 
were . 

They couldn ' t ver y Ylell, l'ecause they shut off 
t he cr ov:d . You couldn' t eet upstair s unless 
you hud a ticket . There was no pushine and 
cr owding uustairs . It was all dovm on the mnin 
floor . They had temporary fence s at the bottom 
of the stair s , and you had t o give them your 
t icket before you coul d get upsta irs . 

Well , Danny, you ~;ot nnything startling and new 
this morning? 

Not a thing . 

Hov:•s your Budget? 

Well, it • s on its \?aY to the Capitol. I guess it 
\'till be able to hobbl e up t here. 

It will ge t a good air ing today . 

That will be read by the cl eric, won ' t it? 

Yes , about one o •clock . 

Di d you get any impression from the newspaper boys? 

It will be par tizan; the oppositi on papers will 
play up the figures; I think t hey were \7ell 
imores sed with respect to recover ables and Publi c 
Wcr k . I think t hat was - they commented con­
sider ably about that - f avorably . 

r 
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Bell: It was a good press conference. It was good . 
It ran from about a quarter after four to about 
six, didn't it, Schwarz? 

Schwarz : Yes , I think so . 

Hanes : What line or attaclt did the questions t alte? 

Bell: Ther'3 was no real attack . They wer e right 
sensi ble questions they asked; they as:<ed about 
definitions and different things meant what , and 
hOVI they tied in. 

~cReynolds : Looking for information, I thi~~ . 

Schwarz: It v;as cooper a tive. 

F:~ nes : That table impress them - that showed each individual 
item? \,ere they impr essed with that? 

Bell : Yes , t!'l.ey spent quite a lot of time on that . 

Hanes : I t:U.nk t ha t is the best table I have seen ~tnywhere . 
I don ' t know how you felt about it; I got one 
awful shock when I looked at those figures on one 
item. I kind of had the impression that the 
c . c. c . camps were a damn fine thing, and I think 
this country generally accepts the c. c. c. as a 
fine thing, but when I looked at the thing, and I 
saw it costs !lS much as all the good roads we 
have built in the l ast ten years , I aG not too 
sure t hat i t is worth a s much as all our good 
roads . 

Bell: Well, I think th:lt table, this year •••••• • 

Tnylor : Congress t hinks so . 

Hanes : The country doesn ' t know - if they are as ignorant 
as I am about a thing that costs two billion five 
hundr ed million - that ' s what it costs . 

Bell : 

Hanes : 

totals, this y ear, will be a very 
I t hink the total for the ten-year 

shock a great many people . 

I think the 
great help. 
period will 
As I say, it is exactly the same i tem as carried 
in all the good road construction. If you ask 
anybody - I have asked several, nsor. do you think 
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'n7 ! ... 

C. C . C . C'\mp~ couopnre 1•.1 th all the g.,'X\ rond 
constructiun in tho lost tt~n year s?" The)' say 
it is not comp•.rablc , but, Hel l , it i s com­
parable, bec a use lt is the sa~o~e . 

v0111e of the pay goo:> to the f:J.;:U.ly which makes it 
a for .a of r elief . 

It ls all a for.t of relief . But I au j ust 
tllln-<:il'l[; about the aggregate cost of t:he thing . 
It gave ne an a \\ful shock when I saw it . 

::Lt ,-,i:.l be :holeso.11" to rt'W'! t i1" tot al s'low. 

It 1 s a wonder to me t"l:lt someone <iidn ' t r aise 
t 'lc qua:;t.i.on ab>ut putting the C. C. c . cozt 
in trot stntemthlt or dura ble i Lmrovenents . ilot 
one r a ised a «Ut!Stlon nbuu t tit.'lt . But 11e had 
to assume t he. t every thin..; tilt• t t 1e C . C. C . 
boys h.'tv e done in tile nature of dur£.ble improve­
ments and the total cost a s a durable improve­
ment , nl t hough pur t of .l t eoes to education. 

Uid anybody nsk llbout tl'lc change of set tinr up 
t hese individual at;cnciea , P?tting theiJ on their 
ol";n? 

There l'lere S<>.1e questions 1uout t h:lt . 

Tv·o of the afti!rl7ard suc,;es ted to me - I thin'< 
tne)' are goinc to co into this possi bility -
t:~ t if r;e go lnto SOL1e of t '1ese agencies 1 let 
theo finance tl.eraselves; that will solve part 
of O';.U' proble''' of reachint: the peaic ;,f t 11e debt . 
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, "8 .! ... 

ucH: Yes . That ctuestion vrasn • t asked, but it' s a wonder 
to ane it v1asn 1 t . 

Hnno~ : They didn ' t catch the important facto1· nt all. 

Bell: No. 

:.c~~ynolds: The first - the boys h:1dn ' . seen th.'lt . 

Bell : The trouble is , thay only had tl1e Budget :.!essage 
nn hour and o. half - some not that lollb - and 
:Jadn 1 t had a c!ulnce to study t!~e whole set-up. 

lbnes : 

Bell : 

Duffield : 

Bell : 

H:tnds : 

Foley : 

Boll : 

Did anybody hit upon tht: t...-o hundred ten million 
dollar item for na t.i.onal defense? Did th~y piclt 
t!ul t OUt;? 

Oh yes , it was picked out . I thou.;ht the Presic!ent 
w;:ts going to gut out on a limb a w:lile ; I couldn't 
sto!J him, and fln111ly ht: got straightened ur ound . 
Re insisted the two hundred ten million dolla rs 
was the a mount of the appropria tion; v1c said it 
was a t\•:o ten expenditure approp1·.i.ation out of 
the five hundred million dollars. He had forcotten 
about that for a minu te . They asked some questions 
about that - what \',US in it . He told then tllis 
was all he was IJOinb to ask for at th.i.s tillle, 
and he wesn ' t startinr: out on a five , ten, or 
!'if teen year prot;ra;J at all , and he coult.n• t 
tell the<J w~1at would be in tho five hunC.red m.i.llion. 
They ' d have to ·.~ait for t'·te special message for 
that . One fellot, did raise the question about 
t he rorty-four million dollar debt - y,het'aer or 
not the Treasury wouldn ' t have to have t he li01it 
raised, and he sn.i.d , yes, that was a possibility , 
and that ·;:ould be takon care of l ater . 

l'llut is t:te li1n1t? 

Forty-five billion is the l i mit . 

What lirnit - w:ta t - how do you mean? 

All the authority we have to borrow . 

The total public debt is liAited to forty-five bil­
lion of wllich thil'ty billion could be bonds, and 
this ' oudget will &O up to forty-four billion five . 
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While we may get by with a limitation of forty­
four billion, we 1ll need a flexibility on the 
forty-four thirty . If' they take off the limitation 
on bonds, I think we might get by with the for ty­
five . 

Does that for ty-four billion itec include all 
obligations , contingent and otherwise? 

No, it is just the for mal public debt; it does not 
include that . 

Then you have exceeded the legal limit if you 
take into consider ation all the obligations And 
co IIlii tments? · 

tlo , it is definitely confined to public debt 
i ssues . 

It is? I see . 

Wayne, you got acything this morning? 

No, I haven•t . 

Ed? 

Is t her e anything new on Bank of America? 

Have you seen the answer? 

No, I haven ' t . 

I ~1ven•t read it; I just got a copy of it. I 
didn ' t ta!te time to r ead it . Do you want to hear 
it . 

(~r . Rademacher comes in. ) 

John, give me a copy of that t~ that Delano 
sent me, that just came i n . 

I understand they were sending Sedlacek back this 
noon . 

That has been changed . 

I think he ought to stay here . 

• 

Regraded Unclassified



Duffield : 

Foley: 

Du!'field : 

Plnes : 

Foley : 

Hnncs : 

}'ol ey: 

Luffield : 

!-'.a nos : 

Uuf!'1eld: 

110 
- 9 -

He will be here until the mi ddle of next week. 

I v1anted to have here t he criminal angles on 
t he Banl{ of America, and a l so t ile Anglo-California 
before he leaves . , 

That is why he is staying . 

I 111 give you a copy of this . I don 't think 
you need t his in the record . Just ref er to is 
as a letter to the Honorable Preston Delano, 
dated December 31, 1938, from L. M. Giannini, 
be.ginning, "Your let tor of December 22, •..• • " 

A letter from P. b. . Warner, San Francisco , Head­
quarters, Accounting Department . I don ' t know 
T-hat t ha t i s . These ar c those letters from Gough, 
1931 - copies enclosed - an analysis of t he profit 
and loss . That is all the correspor.dence there, 
that you haven 't seen . Do you want t his? 

(Nods "Jio ." ) 

'fha t i s the fir s t t ime I have read that letter, 
but I think, in answer to our letter, w'U.ch 
broke it. off r ather sharply in stating to him t~a t 
language used in that document t here toolc av.ay 
froc the Comptroll er his riGht to exercise t he 
func tions r.hich ner e given him by Congress . I 
t hiM in ans.,er to that, it i s a pretty good 
letter, on the •·:hole . 

It is thoroughly consiliatory . 

Do we want to r;o i nto a general di scussion of 
t he Banl{ of Alllerica? There is one other thing 
afoot . It is none of our oarticular business; 
it does bear on the seventh poi nt . The 
seventh point says , "The Bank of America will 
not t ake over the assets or assume the liabilities 
of any other bank." 

Wi t hout t he consent of the Comptr oller . 

That was the one to stop the expansion of the 
Bank of America . As I understand the arrangements 
are now being made for a loan of t hree ,million 
dollars from the Bank of America to t he old 
national corporation in Spokane, collateral of 
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which is stock in t he National Bank i n Spokane . 
The loan is not one the old national corporation 
can pay off . The Old Na tional is just a shell . 

JcRe;~olcs : In oth~r words, the s t ock i s not worth a damn, a nd 
that 1S what t!ley n•·e takine as collateral? 

Duffield : It i s • •••.• 

Hanes: The Old National corpor~t1on is getting stoclt 
froll\ the bank, and in return, bor rowine money from 
the Dank of Amer i ca f or it . 

Duffield : And the only way tha t loa n can be pai d off is 
throut:h liquidation of the bank stock, probably . 
\fell nO\\, true enou;h, t hey u r en 1 t takins over the 
asse t s or asswnint tile liabilities of any bank. 

Bell: In t heory they ar e not, but pract ically, they are 
aSSUI'\ino coc:>lete jm•isdiction . 

:.!cR,;,ynolds : Thllt is jus t ::mother snnction of t heir bank 
activity in tha t tenitory . 

l.Jui'l'iel d : 

ih:t~S : 

!.lcRe~·nolds : 

H:lnes : 

r.!cRcynol d s : 

The only reason I am mentioning t'us , if it is 
consUlllCiated, it won ' t t oke t his gr oup by surprise . 
It i s on the fire . 

Uac? Have you anythill(. thls morning? 

No, I t hink not . 

(Nods toUr . Loc 'U'lead . ) 

Of course , tha t Old National a t Spokane is on old 
story. Tiley lmve been on the Secr et ary 1 s Com­
mittee and he turned t hem over to me about two or 
tlu·ee years ago . While it wns being lic_uiC:a ted 
in en orderly ..,ay , t he .Twoby outfit were being 
Jibed - be ing :~ertlitted to manage it. They have 
been tryine to· ge t that ever since, and t;ive it • •• • • 
(speaking too low to hear) •.•• one of Rarry 
Hopkins • - an Administrator of Harry Hopkins , on 
\'1 . P . A. out there, was a son- in- la\7 of t he TWohys 

1 
• 

He hll:: been florking on i t triO or three year:: · He 
was ln two or three months ago vthen this thing 
first started, and he a pparent l y is a f r iend of 
the Comptroller; the Comptroll er came i n t o see 
me after Gr i ff i t h did . The Comptrolle r came 1n 

to see me i mmedi atel y after Gr iffith cacc 1n here 
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to notify him of the negotiations for t :us l oan. 
He said he thoUJ;ht ho ' d hAv e to disqualify hiosclf 
from decidine on that , because of the fact that 
Griffith and the Two)lys were personal friends of 
•us . He thoucht he would no t be - he couldn' t 
etlucally make a decision on it . Tha t is jus t a 
s entimenta l side of it, of course . I told him 
then t hat he ' d have to come i n to see you; t ha t 
I wouldn ' t have anyth1n& further to do with it . 

This was last weelc, \':hen I was away? 

..:cF.e:·no l <.! ... : No , no; this was e coup:e mont:1s ago . 

!cl\eynolds : 

Duf"iold : 

uuffield: 

..:cl\eynolds: 

I nev er heard of it, I cuess . 

I didn't kno1·. w:1en he cnme to see you . I ~:oulan • t 
do anythinJ on it , of c ourse . It would l~ve to 
be handled by t ile Cout• titteo, of v.hich you wer u 
Cha1ruan. I told Del:\no the same thing when ne 
came in to discuss i t . I t old l'>.im he •d rove to 
discuss it v<it!l you . 

Did I u.V~C:erstm.d you to sn:r they had already made 
the loan, or wero contCt<tPlating i t? 

As I understand it, GinrJdni , . i n Spokane , yester­
day or the day before - I don ' t like to take up 
t "te time of t he \1hole c roup on a lot of l ittle 
ends . 

I r:ouldn ' t b ot her with it no':, but f:e' _l rove a 
meetin;; on it, if it is 1oportant enough. I 
don ' t know a t" line :<b <Jut it IllY Self . It is the 
fir st time I nave heard about it . Suppose v:e 
have a meeting, a nd eet Ed . I sup?ose you ' d 
l ike to Eet up to t his - to date on t his thing? 

I ' d prefer not to hold up the group, and have a 
taeeting of t he banking eroup because it i s strictly 
in the Comptroller ' s Office • 

.ty opinion, 1·;hile I am not participatin& in the 
group nave no desire t o , merely because of the 
tiling' I had that old rotional thing on my neck 
a c oupl e year s , and ns a r esult of t hat , t~ 
inforoation came to me through the Comptroller, 
and through Griffith, th:lt they were negotintinC 
t he loan froc Giannini's group of some tl~ee 
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million dollars , I think it was , in order to reopen 
as an a ctive institution, aoo the l oan was t o be 
oade wi th the stock of the Old }lational and that 
other bank up there that t hey ner e to t~·~e in as 
a branch, as the basis f or t he loan, and I - con­
sidering the soundness of the Giannini group as 
a banki ng institution, I don ' t see how you can 
conduct t hat kind of a transaction, because it is 
an - ah - it is - it - it - it - it looks to me 
that it wasn ' t f inancing it at all . 

I t looks to me like it is cutting ar ound t he spirit 
of the agreement, don ' t you? 

(H. ~I . Jr . calling on tel ephone froo Boca Grande . ) 

Hello; yes; all riLht . Yes . Good mornin&, Henry. 
How are you? Oh, that's too bad . ·.~ell , you're 
getting some r est anyway. Are they? Really? 
Gee l Tha t sounds good . Yes . Yeah, that was 
very impres sive, t hat part of it. The press has 
been fairl y good on that part of it. They - the \ 
pr ess has been fairly good on it . They jumped on 
t he speodi!ll: part of i t , which was r ather unfortun­
ate . Right. \'I ell, I think t!le thing wen • t over; 
it went over very well . The gener al i mpression 
around here is, it is t he best thing he 's ever done . 
Yes . Oh, didn ' t I? I thought I did . I l iked 
i t very much, indeed . Be had a press conference 
on that yes terday a fternoon. Did he tell you 
about that? \~ell , he had a press conference that 
lasted f r om four fifteen , I guess - the Cabinet 
meeting lasted till four ten, and after that he 
had this conference·~o explain to the press t he 
Budget message in detail; it l as ted, Danny told 
me, till about six o 'clock . v:ell , Danny 
said it was a very good press confer ence, as a 
;-;!>.ole . The only thing I ' ve got of aey interest, 
at the Democratic caucus today they are going to 
elect t he \'lays and Ueans Co:nmi ttee and I under ­
stand t he sl at e is Boland from Pennsylvania; West 
from Texas; Waloney trom Louisiana; and ~cKeough 
from Illinois . They ar e •he new Democratic member s . 
The Committee is going to divide fif teen Democr ats 
and ten Republicans . There is a nother; ther e ar e 
three ot her men running, but they ar e not on the 
off icial slate . The other t hree men are Ford or 
~ississippi; Har ringt on of Iowa ; and Har e of South 
Carolina. Yeah. Well , this Committee is divided 

• 
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up now with two liber a ls and t wo ve r-;1 s trong 
conservatives; that ls where t hese ne1•; men come 
in; the~' a r e just half tllld h.'llf . Yeah. Yeah . 
\/ell, he wns in a v e r y flOOd humor ·after t he sneech 
yester day , too . There was n v er y interesting' 
meet i ng f\ t t he Cabinet , Henry. I have m•itten 
snme notes on it; would you like to hav e rne send 
those dotm to you? It was r eally, I t hin!<, a very 
interesting meetlnr, . Yes . V/ell , all r ight. I 
wasn ' t going to bother you 1:ith it , but if you ' d 
like to see it , I ' ll send it on. Oh no . (Laughs) 
!lo , not a thing. 0 . K. 

T:te t;r ou? is all h,.r e ; 17e ' re just finis!'.in: our 
morninc :nee till[ . Do you r•ant t o spea k fii th Archie 
about the mar ket? l"hnt is sterlir\6 , Archie? I ' ll 
l et him ta l k to you . 

Good corning, Jr , Secreta ry . The s peech didn ' t 
have any partlcular effec t on t he mnrket . The ex­
c'lan;;e - they hHvc been a 11 ttle bit nervous , and 
ster l ing i s , At t he moment , about 4. 64 . It was 
down a round 4 .6JL a nd it i s 4 .64 after the speech , 
and at London th i s morning i t was down a s l ow as 
4 .62-~ . Hello . Hollo . No, you' re not on the cir; 
\le ' r e in l.lr . Ha nes ' office . Rit;ht . Yes . IUE;ht . 
Yes . I Jmow o.bout t'l:lt , yes . Incide!1tally he 
a l so has gotten 11 cable a s t o the general situation 
there; I' ll do tha t no1. . There is one ot'lr, r tltlne 
in regard to tt>.at ; after their gener al clean-up, 
t neir silver in London - t hey have about ten :1111-
l 'on ounces f r ee that they ' d l i ke to sell . You 
want to hold it off for a ~hile or •••••• . o. K. 
v:ell, I'll tal<e it up. l.e 1ll just handle it 
reflUla r ly here . o. K: Then you ~u·e on vacation, 
and I , ,on ' t a sk you &ny questions . \';e ll , well , ,.,e 
mi ght weU try to do a little bit better , po~~ibly . 
(Laughs) All right . \,e •ll take care or 1my thing 
li!<e that . 

No1. 
1 

j ust a second ; i f you want a nother social 
cha t with Mr . Hanes , he is still here . 

Henry , hello . Yos . \':ell, I hope it iS. Henry, 
listen , t here's one t hine I want to both you n 
minute about . Your l e t ter t o t h e President aslt­
ing hi~ no t to commit himself on the Social Secur­
ity thing - t he Soci nl Securit y recoW!ilendations 
a re going to press t his oorning; I mean, the message 
is going to press a t 9 :45 this morninG , and t hey 
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asked us to look over these recommendations 
nnd find out if there is anythin~ in there that 
is objectionabie to the Treasury . They hnven•t 
been very specific in their reco~endations in 
so far as financing is concerned . I don 't think 
we ought to get out on a limb on that one, and I'd 
r a. ther lot them go along like they have got it 
and W1ke no cotJl!lents on it , and let it go on t he 
way they ' ve got i t . They change about every 
t hirty Ulinutes , it seems to me . Yes . I think 
it ' s all right if we let it stay like it is . We 
are not ready to make any other specific recom­
mends tions other than the fact I nave 1na.intained 
rihht along in all the confer ences I have had; I 
wanted to keep your position of makinG it a self­
sustaining proposition all t he way through. I 
understood that to be your position with the 
Cabinet Cor:ullittee, so I have stuc!{ v.-ith that 
right along and haven 't varied from it . No siree, 
this is one you•re clear of . 

And t here i:; one thing more ; you told me to find 
out about Wer thei mer . I haven ' t heard l'l t hing 
about Wertheimer . Monnet has gone over to mct~ t 
Bill Bullitt somev:here. I talked with Secretary 
Vloodring and Sumner Y/elles; neither of them had 
heard of him, but he had no credentials, insofar 
as they are conaerned . 

He i s a race track boy. 

That is ·~~~~>t Harry 1'/oodrint,; told me yesterday 
a f ternoon. He told me throe differ ent times they 
didn ' t know a thing nbou t it . It ' s your impres­
sion that Johnson had giv t~n him per mission to see 
any of the pl anes? l!a said it was o:rntirely 
erroneous; that John3on hadn ' t given him any per­
mission of any kind . llell , Johnson was sitting 
thcrt~ while I was tal kinL to Harry Woodrinz, and 
he said that Johnson said he hadn ' t given him 
any permission to do anythiJl6. I think the thing 
is all strai ght no•Ii Woodring was excited yester­
day, but the Commission has gone to Buffalo to 
see the P- J6 . ne was fussing because somebody -
he cot somebody - had told him in his Department 
that the Navy Department had had a transpor t stand 
by to take this· crowd to Buffalo, and that Woodring 
v.·anted to know why we gave those instructions to 
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Dend a Navy t r anspor t - to send a Navy transport 
for this Collll!lission. It was j ust a mistalte . 
Somebody in hl.s Department is not t elling him "hat 
is going on over there. Tha t is all I can f ind 
out. lolcReynolds and I v1ere both very .familiar dth 
the situation f r om our side of it, but appar ently 
Woodring wasn' t f r om his s ide . Oh yes. Yes . I­
've - I 1ve got that . Not a bit. No t a bit, and 
~lonnet 1 

as soon as he comes back, he is the only 
mnn I can find out anythlng about ~. ertheimer from, 
apoar ently . I can ' t find uu t anythin~ in the 
Government . Well, I don ' t t hink ht< can. I think 
,,e are covered on that, und I ' ve .,ot transcripts 
of all my telephone conforsotions v:ith Vloodr.ing 
ana uur boy~ too, so tho whole story, I believe, 
is conplete . 

\",ell , catch a lot of tarpon, wi.~-1 you? 0 . K. 
Govdbye . (P-angs r eceiver up . ) 

L!cReynol os : Bad \leather dov.n t hur e 1 was i t ? 

Hanes : He said it was fine weather , and bel i eve it or not, 
the to.rbon were strikin~ . lie said , " I wasn' t going 
to start fis hing until tomorrow . He had a 
headache three or four days . Tomorrow he ' s 
going to star t . 

Boll: I didn ' t know he was a fisherman . 

Hanes : Hnrry, and Archie, too;;e thill!;S you gave me a 
list of , I report ed to tho Px·esident that they had 
actually taken place yesterday morning. Is ti~t 
right? 

Lochhe?d : 

Hanes : 

Lochhead : 

They wer e transf erring the gold f r om the Bank of 
England ; that ' s not takon place , but the decision 
has been made . Everything ther e has been decided 
on. The transfer is a book entry. 

Has that been made public? 

No. The Bank of Englnnd transfer will probably 
come sometime during t he end of this week; t hen 
it will show on the Bank' S statement, Tuesday 
probably . They don ' t usual l y make much publicity 
on these embargoes . 
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You got anything else? 

Nothing special . Well, we might a s well take i t . 
The Chinese have offered us ten million ounces more 
of sil ver, after they cloaned up London loans 
a nd i t is just a question, as I say, we hava been 
t aking it, generally, when t hey had it free . The 
trouble is , i f we don ' t take it, as long as we 
don ' t maint ain the forty- three cent pri ce , we 
tal~e i t in the gener al mar'tet and· don ' t ge t any 
tnanks for i t . That's t he •••.• 

Is it something you've cot to ansr.er on ••. • • 

Oh no, no, no . 

•..•• r i ght a~Yay? 

No, no, no, unless I give hi:n •••••. 

I <ion ' t see allY differ ence r;hether you ta'>e it i n 
t he open m:~r'tct or t ake it privately . 

That i s the snme t~U.ng we get on the J&exican 
oar;tat . We officinlly <lon • t want J.!exica11 silver . 
You can ' t d~ge t hat on silver , because you 
can • t distinguish between different typas of 
silver, if silver comes up . V!hen once it i s 
melted dor:n you cnn' t tell •ii:U.c~ is Chinese 
silver and wnic11 i s tc:dcan silver . I i mo.sine 
t:U.s is all goin~ to cooe in, in the sessions a 
littl e bi t later . 

I t~ it might . 

By the v1ay , at t his Budget confer ence yesterday, 
going over t :m t s ta t el4ent in t he Budge" rnessago 
concerning durable improvements , where we M.ve at 
t he bottom "Stabilization Fund" s omebody r aised 
t he question , a l so, about the profit and I guess 
t he Pr esident vo lunteered tro t inforraa tion; he 
said he ' d seen in t he press t he last f ew days the 
losses sustained by the Stabi lization Fund in 
J:;ngland , and i n France . Here , not only t r e f act 
t~t t he St abilization Fund i s intac t , but we 
have a righ t nice profit . They tried to get him 
to tell , but t hey d i dn't; he ,;ouldn ' t give any 
amount . I didn ' t see a thing in the papers t his 

morning . 
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That Stabilization Fund •s got to be renewed by 
June )0, hasn ' t i t? 

They as~ed about that , a~\ he said they woul d ask 
for i t . 

In othor words , the profits motive s':'\ould never 
have been br ought up. 

Because someday you eight have a big loss . 

Sooetime if you really got up against it, you 
ni~ht have to face t~e question, ~hether you ~~ntcd 
to take a loss in t he Stabilization or something 
else . You might h~ve to face that, someday . 

Weelt after next or • • • • . (Laughter) 

Archie , the President wants a letter to the Chair­
man of the two CoHllQittees , House and Senate, 
requesting the r enewal of the Stabilization 
Fund . This is not something I rua pressing, but 
sometime in t he next two weeks , I ' d say when the 
Secre t ary get s back, \',e oug!lt to have prepal'ed for 
his signature , n l etter of transmittal to t he 
?resident , enclosing two letter s , one for the 
Chairman of the Fin:mcc Colllllli t t ee . • ...• 

That ought to go to t he Speaker and the Vice 
President. 

To rtho:aever i t goes, t?:o lett ers - one to e~ch 
House stating he •~ants the condition of t he Fund , 
as at present, stated , and some reason for nslcing 
for the r enewal . 

Follow the one two years ago . 

This time, he suid , ho wanted to state publicly 
the condition of tho Fund . 

Oh, really? 

Yes . So, i f you ge t up sooe draf t of t ha t thinL 
and let •s h~ve it ready when the Secretary gets 
bac:"t . I am not going to do anything about it 
ti11 be gets back, other than to have it prepared 
for hie when he gets here . 
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Tho5e letters , do they come out of the Legal 
Division? · 

\':e •ve got copies of the::t around here someplace 
that we used l ast year . 

That is smnethine t ha t wil l have t o go over for 
discussion. 

Tne Secretary won• t want to give anything later 
than June 30. 

He won •t want to give anyt"rlnt: later than June 30, 
for last year . 

Nothing . 

Not"ri.ns . 

Just for your personal information, t!le Anglo­
California annual meet1n.; is on the tenth, on the 
management c;ues tlon. 

They haven ' t 00t any . 

I h..we stayed out ol' the situation. I had it on 
my calendar , on thd tenth. 

Is t wt on !onday? 

Tuesday . 

Tuesday . 

All right. 
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Archie 
Loc~~ead: Hello . 

n::.rr: Yes. 
L: ~- Uorgenthau, Lochhead calling. 

r.trJr : Ye e. 

L: I Just finished a call !rom Butterworth --

r.::.rr: Yes. 
L: And Wayne thougbt you'd be interested in it. 

n::J r : Yes. 

L: 
You know t hey mentioned that they were going t o t~e 
out sixtY m1ll1on pounds or t.he Bank or England and 
put it. back into the exchange fund. 

:!l lJr: Yes . \ 

!low, they ' ve decided tha t they are going t o not only 
take out sixty million pounds, but every bit of eterlihg 
that they -- every increase in gold that they bad since 
they went off the gold standard in September, 1931. 

L: 

:!. :.rr: 

L· 

L· 

r-: :Jr: 

"'::Jr: 

L: 

::::Jr: 

Uh- huh. 
That means that. they will transfer out., as tar as we 
can figure, about two hundred mil l ion pounds instead or 
sixt.y million . 

···en, I'll be darned. 
'They are going to transfer that over int.o the exchange 
account. 

I see . 
Now that is -- that is going to bring down their - - t he 
Bank of England ' s issue, of course, is down very l ow 
again. 

Yes. 
But. t-omorrow afternoon at t our o'clock t hi s announ,oel~el\1 
is going to be made. 

Yes . 

Regraded Unclassified



L: 

"::.rr : 

L: 

L: 

"! :.rr : 

L : 

. . 
w . 

~ . .Jr: 

121 

- 2 -

!:ow then, on Sa t urday, they are gotng t o m.alte ano t her 
announceoent, and that is t hat they a r e go 1ng to 
incr ease t heir fiduciary issue up t o f"Jur hundred 
mill ion pounds, and tha t is an i ncrease for about 
tw~ hundred and sixty mill i on . 

Yes. 
At thRt time there will be -- they will have new bank­
i ng legielRti on, and t h is bAnking legislation , t hey 
won 't be abl e t o say very much about. All they are 
going t o say 1& they are going t o incr ease t he issue , 
because Parliament d~esn ' t convene for about a month. 
So they say - - ~hat they may do at that ttce, they may 
r evalue w~st bold remains i n the Bpnk "Jf England a t a 
different prtce than the pr esent ste.t.ut.or~· price of 
ei6hty- f1ve pounds . 

I see . 
Anc - - so t hey may -- they may oake a change to t hat 
nature and they s~y they haven ' t oade up their min6 yet 
th:)ugh if the:1 r evalue it what price it w111 be r evalued 
a t. I t ' s not to be considered ~ new f ixed orice for 
go ld. · 

U'n- huh . 
In other 1vords, the:r oay r evalue to the market and t hen 
chanse th~• acc"J~ing ~J the market from time t o time. 

"'here is Ws..vne? 

Ah -- '.'lsyne bas gone u;> hooe now. ::e ' 11 be hoce t h1B 
evening. P.e wa s in th"Jugh rhen we got t~e call in. 

:)b . 

And eo , the only point that the British said was that 
on S!l turdsy when they malte t his announcement tha t they 
are goi ng t o increase t heir fiduciary i ssue, t hey ask 
us not t.o make any oom•:ten t.s on it a t. all, because the;r 
~re going t o be rather a ory~tic - - 8h - - message t.bey 
are going to give out, and it's go ing t.o be a month 
before Parliament eM s et in and t hey are af raid there 
i s g)i ng t o be a l o t of conjecture, and they presume 
they bett.er not say QUCh of anything until Parliament 
gets in. But it see~s t~ be a very s trong mo ve they're 
caking. 

It's a ~ove t~ the g~od . 
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~h . yes. The t act that they take out "wo hundred 
million and ~ut it in the exchange fund , that strength 
ened the fund much more than was hoped for. 

'7ell, I think t hat ' s very bullish. 

I would say it's very bull ish. They a,~arently bad 
more meet i ngs . Butterworth sale tba" they had been 
meeting all day , and t hat 's t he first news that we 
haa they were going t o do any t hing as dr astic ae t hat. 
The mere tact that they are going to do much more than 
the mllrket expect , I thin It, should be a bullish 
argument . 

Does Hanes know about th i s? 

No , Hanes wasn ' t here when the call came . 

"h. 

!!o,.., the only .,oint thet re are calli ng up on, ,..e 
thought , oe f ibly it was icportant enough that you 
want to let the WhHe '!ouse know, or caybe 1f you 
somebod3 else t o let them know 1n the morni ng. 

might 
.. anted 

' 
t!O . 
-- I 
t1on 

'"hat I would do in the morn i ng is this -- I would. 
would have a non-- I mean, ~ nontechnical explana­
a s possibl e, you see ? 

Yes? 

Drawn u p on one page. 

Ri ght . 

What it means and everything else , and send it over. 
Have Hanes eign it . 

Yes. 

Let t!c!leynold s take it over to Forster, and Forster to 
"he President, you see? 

Right. 

You see? 

Yes. 

I mean , that 1 s the .,ay I would ilo it. 
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Ri ght. Then we can -- we' ll let thee know thRt you 
know eb~ut this also. 

Yes , tha t I know about it. 

Right. 

And-- ah -- v·ell , t hat ' s the way I w~uld do it. 'lave 
h i m draw U!) just a -- well , as untechnical as --

Yes, yes. Don ' t make it w~ree , because after a ll t here 
was only -- 1t' s onl :t a quest ion o r g iving them a l ittle 
adv11 nce n~tice. 

Yes. 
Beceuse the wh~le t .. 1nS will be ou_t. in t he ;>a;>er t.>­
~~rro~ aftern~~n . 

well , I ' d l et t hem know. 

Right. 
·.•:ell , it just sh~I'IS tha t when they are ;> ushed agains t 
the , .. a ll they ' ll do something . 

Well, t .• ey -- 1t surprised me the t they ··~uld come ac l·oss 
~ shard as th1s. T~ tell t he truth, I ' m a little bl t 
sur9r1eed tha t they are a .>ing it t his much , and I t hink 
it siDul d surpr ise t he rolAr ket. 

It ' s t he best ners t hat's cJme ~ w~v in a lonF wb ile. 

,h, it's - - as I say, u;> till n~w they have been e1.mp~v 
g ivi ng more o r l ees excueee, ~d t his tice it's rea lty 
action. 
1'/ell , I "as go ine; to give you hell f~r . call1ng, but a s 
long e e it's goOQ ne"e I d'n't mind . 

'"ell , I tho1J€Jlt you w'ul dn't. kick eb,ut. th1s one. If 
they weren ' t goin?, to transf er anything , I ' d be afra id 
to oall you. (La~hter) 

If it w~uldbhave been ba~ news I - - oh boy, I ' d have 
t aken a c )u,:> le of pounds off yJur stomach . 

Good t h ing. YJU just -- you just go on lUt tomorrow 
and t ake a c~uple of t~ r~on on t.>p of t h ia. 

~ell , it's all r i ght aa l~ng aa it's go .>d newa. Did 
you get t hat. 7 
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Absolu"ely. !f anybody else calls -- if "here is bad 
news I ' l l l e" somebody else call. (Laughter) O. K. 

I f it ' s bad news, you fellowe hRndle it. 

R!o;ht . 

Sy "he way , P6 l ong •s I hPve you, wha" d1~ "he mprke" 
do to~ay7 

'"ell, t he stock me.rke" broke towar<1e the end. 

Yes . 

I " d i~ ' t seem t o have any pPrt1cul= r eason. The 
e.v16t1on s tocks went off e. b it, and the sterling was 
a littl e b it ~trons. It got u .> to arJune f our sixt :·­
f:mr P.n~ a h.e.lf . _"ot ver y c;uch tJ it. ! mean , t hey 've 
-- it s t rengthenea up a lit t le o1t because they FOt t he 
nens out ~r the r e£trict1onP. 

Good. 

But the marke t he.en ' t sot e.ny news out ye t of t he -­
of the gol d t r ansfer . 

~~w are commod1t1es ? 

Coocodities 'f!ent :> f f . '7ent :> f f , if : reme::~ber r ightl y , 
around t"enty- ei£~t to t hirty p?1nts . 

!lell, t his wi ll help a l:>t . 

Ah -- I t hink this 1s s oinb t o help -- I -- ! cer tainly 
ho~e it iS going tO be 6 iVen a bull ish interpretation 
Pnd not e. s i gn o f weakness . 

I -- l'ft er an hour or eo - - 1 think tha t-- I ' d like 
~Pnes t o do this with Tayl or And yours elf, see? 

~es? 

Ah - - t o send tor the Charge Pe well ss Bewley. 
:!ake it quite fort:lal, ::ou see? 

Yes. 

Whoever 16 Char ge . 

Yes. 
And tell t hem tha t - - I went ~pnee and yoursel f to be 

t here as well a s Tayl or. 
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Yes. 
Speak t~ the Charge and Bewley and say that you phoned 
thie message and t hat I am very much ol eaeed and I 'd 
like Sir John Simon t o know that. · 

Fine. I'll do that - - we 'll arrange that the first 
t h ing in the morning. 

Yes , but I want the Charge, as well as Bewley . 

The Charge and Be.,ley, and then you want Hanes , Taylor 
and myself . 

Yee , and -- ah -- the Char ge - - ~is name i e t~llet. 

Ye s . 
But I -- I ~ant to he t a word off to Sir John Simon 
t hat I'm very cuch pleased. 

Yes . 1"/ell, ..,e d i d here toni ght . We told Butter.,orth 
that t h 1e woul d be transmitted t o you. 

Yes , but I ' d do 1t this way tomorrow. 

F1ne. ~:ake 1 t f ol'lllfl l tomorrow. 

I have reasons for doing it that way. 

I see. All right Lhen , we ' ll take care of t hat in 
the mornif16. 

' 

qemember now, It ' e a one-way traffic -- good news ~nlY. 
Good news onlY. nell, t he wire is plugsed tha t way . 

All right . 

Al l r i ght . Good bye . 
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INTER OFFICE COMMUNICATION 

D ATK January 5, 19)9 

TO ur. White 

L\r. Fine 

Subject: British and American Revenue Syateana Compared (Tax ldministraton 
NIIWS, November 1938). 

J , ll•htive Importance of Various Taxu 

Ana].yais or total tax bill according to types of taxes indicates 
t.hat the backbOne of the British tax struct\lf'e is the incaoe tax. 

'!'he United States still relies on property t axes as t he largest t ax 
source . One-f ourth of all United States tax revenue was derived from 
excises or various kinds, a figure over twice as largo as the ca!lparable 
dri t ish parcent a.c•· 

Proporti on of Tax Receipts Derived £rom Various Sources 

Ineoe1e 
Property 
Cua t«ts 
Excise 
Oeath and Gift 
Vehicle 
·.iseel.laneoua 

United States 

20.&.' 
38. 0 

4.1 
24.5 
3. 4 
2.5 
6.7 

United Kingdom 

34.5% 
16.8 
21.9 
ll.3 
8.9 
3.2 
3.4 

Tax Receipts 1937 

$ll,8)8 millions 

Per Copi ta Taxes 193'7 

$ 4,908 • United States 
United K1ngd0111 
II. Pxyport;ion of total t.axes colleot!d bY th& various levels of 

sovornnent . 

Nation.:!. Ooverment 
State 
Local 

United Stat§s 

40·9% 
22.4 
)6.7 

United King<l\111 

8).2 

16.8 
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The local mtborities in t.be United Kingdooa derive practicall7 
their sole revenue frolll the •l.ocal re.t.e•, or property tax. In the 
Unit ad States , hoorenr , Stat. and l.oc&l. tax revenue a, wbioh IIPProxlaated 
~~ billion in 1.937 run the whol.e g..ut o! taxation. 

Notal Paunda are converted to dollars at 1.14.89 , the Nn York ratA 

on ;te.reh Jl , 1937 • 

~27 
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subject : 

TREASURY DEPARTMENT 
,.., 

/ 

INT ER O FFlCE COMMU NICATION 
'\ 

D ATE Jcn. 5 , 193:f. 

Secreta~U rge thau 

Mr. Haas 

"An Econom c Program for American Democracy• by 

seven Harvarcl and Tuft s Economists 

This is a sruoothly writ ten a nd persuasive political 

nallll)hlet, highly liberal in tone and thought, and thoroughly 

l.n sy,npat hy .wit h the New Deal. It i s not the p roduct of 

!,::~l·iou s ·resea rch, and i t r arely descends to the use of 

f1b~res . On the oth~r hand, it is a stimulating and i ntel­

l~be:~t presentation of one t heor y of economic events o1noe 

1923, together with a p rogram of pol1tioal-econom.1c action . 

'l~:c t.1esic of the book may be summarized as fol lows: 

?rl or t o !929, private capi tal i sm worked well in the 

uni ted. Ste.tes because the g eographic and economic frontiers 

1"e1·.:: bei ng pushed back, ther eby opening up new invest ment 

)!J ,Ol'tuni ties almont continuously . Contr1but1ns to the eac.e 

r~sult wa s the hicrh r ate of population (lrowth ari sing out 

of "Joth hi gh birth r ates e.nd heavy i m:nigr ation. 

T'c.i a era dcf1n1tPly came t o an end in 1929 , and we have 

a1nce been in a period of economic stagnation. Businessmen 

•>&I blaLie governmental pol icies a ::d labor disputes for their 

!~C: of confidence and t he i r resultant indi cposition t o 

invent savi ngs; but t hese a re only whipping boys. The r P.al 

but hidden reason for the plight of businessmen and other 

investors is the structural stagna tion brought on by t he 

n•s~ing of the f rontier - - economic and s eographl o -- and 

t.':e declining r a te ot population growth. !lew i nventions in 

recan t :'ears have not been of the kind that requi r e great 

a ... ~unt~; of caoi tal tor thei r el>"Oloi t a tion. On the contra ry, 

tr.~~~ i s evidenoe that mo at of them have been capital- savi ng 

~p~cr than caoital-using . I n oonscauence, ther e has been 

1n~dequate opocwtunity ror private busi ness t o absorb and 

~•e the countrJ ' s savings. These savings take place year by 

:re·. r a t a r elatively i nflexi ble rate; and it i s the idleness 

~~ ~hese savings that gives rise to unempl oyment and economic 

stAgnat i on. 

::.29 
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Tne unparalleled severity of the depression t hat be ga.n 
1n 1929 was due to the fac t that a cyclical business 
-.e'l'easion was supe r i mposed unon t he onset of this per iod 

0
;: st ructural stagnation. In the abcenoe of governmental 

1:\t'l'Vcntion , this stagnat i on will be i ndefinitely pr olonged; 
:·~r '?r1v11te enterprise can no longer rPake full use of the 
co·Jnt r :J ' a st>V1 ngs and can therefore no longs~ y rovide full 
e ,·,...lOl'·~ent . The Government must now take over t he function 
of 1nvcst1n3 r •. uch of the country 1 e e!lvings if a high level 
lf r.•tional incores is to be ach i eved a nd maintai ned. 

':.''1" ex-c:er1ence of the past fl'rt' years demonstrates t h e 
:·1.0"!'. or th1a t hesi& and 1nd1cetes the way out . The failure 
.,~ G~\·cm:nent. IJ!)Snd1ng to p r i me t he t)Ump he.s been due, not 
~o othPr ~ovcrnmental policie &, which have been soundl Y 
c~nc•iver , but to the i na.dec1uac;r of orlve te investment out­
letP . !hls i nadequacy must now be regar ded as nermanent . In 
ot' 'l' v:orcls , we must glve up the h ope of bringing about a 
rcl! - oJote1ning recovery. 

I.1 ;,1\ning, a gl'iculture , an<1 manufaotUl'ing , a healthY 
• cwtll of O(•r>i t al outlays accoln••ttnied and fol lowed t h e 
Govcm •. l~l•t 1 a de f1ci t s :-ending , Bu'.; t he heavy users of 
~''ltAl --the railroads, electric u t1l i tiea, and the housing 
l.lt''Jet:•; -- r esnonded f eebly. The railroads connti tute a 
de~linln, 1ndus'try , losing traffic to p i ne l i nes and t ruc:ts 
'· t Pone hand, an~ i mori soned by bad financial structures 
en ~.e ot~cr . The elect~1c utilities ha ve passed their 

•.i )U o! y,1 t hful growt h; their eqUil'lment denrec l ates slcnly ; 
f .• ii : :.eh• 1•ates are not lO'w enou!Sh to tap t'l'.e l e rge volu:Je 
~:· ! ;,tP.nti3l deman<! which co.:ld ju: tlfJ rapid expans ion of 
•.• ! l1· .:s '~ tEtl invest.nen t s . I n t he i'lald of houa1nE;, the 
.LO."ln

0 
down of tl:e population gr owth ; the de:>rese:ion- created 

-l.;n tion f ro Ill urcan to rural ill. ctrictc and post:9onexe r.t of 
... .l'i l1<;eo; t t.e high- coet r.t~t!lods of single dwelling constr..tc­
:ton; e nd t he unattractiveness of elu~ clea rance and low-coat 
... oJr.ln._ to p r iva te canitel , J:wve beon raspons :!.ble for tl:e 
f.<lu·•c of housi ng thus f ar to absorb its former sha~e of 
tLe count ry 1 s s aving s . 

The cO.u>')rehensi ve remedial p rogram ~reposed by the authol.'B 

::-.eludes : 
(l ) A continuance of the new def i cit spending program 

until th e net1onel income rises to orosner1ty 1e·1els . 

Regraded Unclassified



.:31 

socretal'Y !.!orgentha.u - 3 

(2) A permanent policy of increasing consuqpt i on 

tr.r~J~ a redistrib~tion o f income a chieved by bot h t a xati on 

and eJCJ)endlture . Among t he specif ic r ecommenda'&ions are 

(a) the abandonment of the Ola.-Age Reserve Account and t he 

co••-·cncccent of ful l benet'' .. pay ments to the p r esen t aged 

! c.. ec11ately; (b) Fede1•a1 subsi di es for education , nea1 th , 

~<l!C. other socia1 security services, and a liberalizati on of 

une.::'loyment co::~pensation systems; a nd ( c ) a !le1•manent '1/PA 

:til'aYS readY to give useful worl• t o 811 the unempl oyed. The 

consul.t"ltlon phase of the p r ograr. i s to bo financed by " the 

e:r:ect1ve t a :o:ation of undistributed corporate earning s "; the 

co;J?letc el1mi nlt.tion of t o.x- exomp t eecuri ties; the plugc;ing 

U!) 01' a11 means of tax eva si on; and a mode1•at e i nc rease i n 

surts J: r a tes in the r.llddlc brackets, as well a s by the 

increased revenueo a r1s 1ng ou t of the expected growth in the 

o~i ional i ncome. 

(3) A Fede re.l inveotment prog1•am with a core consisting 

of a 50- year r>lan tor rehousi nc and rebui lding t he country; 

and includ1nt; cl.um clea rance , conserva tion worlc, t he ')rov1 s i on 

~f aud1 t1onal faci l i t i es for educat i on and health, and the 

·;u1•chase , reeq1.1ipment , ant:. operation of the railr oads. T'ni s 

•>!'OQ'IHJ is t o be :f'i ne.noed cy Federal bor rowi ng . 

Comment 

T'ne boolc obviously covers a wi de a nd cont roversi al 

field . Amon& the various issues r ai sed, only one wi ll be 

co:uent ed upon here - - the lndei'1n1tely prolonged expans i on 

of t;1e Federal debt contemplated by t he aut.'tor s. 

T'ne ancient Hebrews mini mized the p1•oblemc of p r ivate 

lndeb t edne cs by thei r nractice of tbe Jubilee Year every 

aeventh ye:lr when debt·s werc fo r given. In more recent t i mes , 

<'cfaul t , i.>ank:rup tcy, and the wr1 t1n8 do"n of debts have 

c,erated p owerfully to reduce the burden of p r ivate i ndeb t ed­

nee~ t o t olerable nr oportio ns . Government s have frequentl y 

:.:e t t lle n robler.1 of - their own debto by awea tlnfS, cli ppi ng , 

• .. ,: otherr;ise reduci ng t he n.etalllc cont ent of gol d and oil ver 

coins , and by othe r means of i nfl a ting price s, such as the 

~cisoion of lar ge amounts o:f' paper money. 

Govemoent al deb t s differ froo1 privn te debt s in the 

1·eonect among other s t hat public debts cannot be defaul ted 

or ·•aG.J~eted• donnwa1•d without i nvol ving the s t ability of 

t he cur rency or t he aood :f'ai t h i t eelf o f tlw government. The 
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secre terY !~orgenthau - ll-

(lovr.rn .• ent debt cannot move steadily up•ard tor an indetini tely 
1ont; ncriod withoot growing t o astronomical proportions. The 
eutnors of the oubJect pamphlet wri te in t erms ot several 
billions s year of Government invest ment, most of it to be 
raised by borrowing. If the present Federal debt of about 
:;llO billiOns were to r ise each 'Jcar by only 3 percent, our 
pnnusl 1nt erAet charges alone would exoced $23 bi lli ons 1n 
100 Jeers, and $443 bill i ons 1n 200 year s . The authora 
uerlcct t his among other aspects of t he subJect; and f ail to 

11
,! Ju~t nhy the Government cannot take whe.t 1 t needs for 

lr,vcst.oent nur:>osee by taxati on, as i t has done 1n t he past , 
r.., :h.'- ~ ttt~n by borrowing. 
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REB GRAY 

Paris 

Dated January 5 , 1939 

Rcc'd 2:25 P• m. 

Secretary of StatE , 

Washington. 

' 

22, January 5, 5 P• m. 

FOR THE TREASURY. 
The exchange market has beEn very erratic today. 

Sterling opened around 176 , 60, and at thE closE of the 

official mar kEt stands a t 176 , 65 after 176 , 75 high. It 

stems that the fund operated both ways, in London but 

that it did not enter th£ mar ket he re . The forward ratE 

is at par for onE month and at 30 centimEs for thrEE 

months . 
The security market was mort animatEd and cheerful 

and rcntcs gained about one franc . 
ThE BaP$ of Fr ancE statement dated December 30 pub-

lishEd t oday shows practicallY no changE in the gold 

reserves . Commercial advancES art up 440 millions . ThE 

no t E circulation increasEd 2 , 404 millions . Deposits art 

down 1 , 543 millions, Tht Treasury account i s do1m 

831 , 000, 000, ThE percentagE of gold cover is 61 , 63 com-

pared with 62 . 01. 

RGC 
CSB 

(EllD SECTION ONE) WILSOli 
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Secretary of State , 

Washington. 

GRAY 

Paris 

Dated January 5 , 1939 

Rtc 1d 3 :15 P• m. 

22, January 5, 5 P• m. (SECTION TWO) 

Rtftrrin3 to the depr eciation of stErling r egret i a 

EXprESSEd in t h E financial column of thE FIGARO that thE 

franc has bEEn allovttd to fall in rtla tion t o the dollar 

and thE viEw is put forward thnt in order to encourage 

tht further rtpntriation of capital thE franc shoul d on 

tht contrary bt kEpt stablE "in relation to thE only 

standard of valuE , namtly, to gold, and t herefor£, to thE 

dollar" . ThE LONDOll TIHES carries a messagE from its 

correspondent at Paris drawing attention to this statement 

in connection with his i mpression that tht exchangE policy 

of Daladit r and of Reynaud differs . This correspondent 

statts t hat some of the new tEchnical advisers attachEd 

to Reynaud t s officE contend that t;;c f ranc is now so 

stronG that it ousht no longer to be too intimately 

associated with ster ling on account of tht "evid ent" wtak­

ntss of that currency . ThesE advis ers ht statt s contend thnt 
dt facto 
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REB 
2- #22, From Paris , Jan,5, Sp . m. 

dE facto rEattachmEnt to gold , through th£ dollar is th£ 

only wist policy . On th£ othtr hand, according to this 

corrtspondtnt "th£ authoritiES associatEd with thE 

!Unistry of FinancE arE convincEd that this viEw is 

fallacious " . 

WILSON 

CSB 
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Sccrttary of Stat£ , 

Washington. 

ORAY 

Paris 

Dattd January 5 , 1939 

Rtc 1d 3 :39p. m. 

22 , January 5 , 5 P • m. (SECTION THREE) 

Thrte decrees wert published in the JOURNAL OFFICIAL 

today granting t ax relief to assist thE invtstmcnt of 

capital in home industry and to assist thE export tradt . 

ThE first d EcrEE authorizEs a 50~ Exemption for 2 ytars 

from the coupon tax on all bonds issued bcfor£ August l 

by companiEs for thE purposE of rtnewine or Expanding 

thtir plant. ThE second Exempts from thE payment of 

incom£ tax all interEst on loans raisEd to discount bills 

issutd by foreign governmEnts in po.ymtnt of FrEnch goods, 
"f/o....,ftL 

that companies • hJ:ch ~ or strvices . ThE third providEs 
'fl> 

normally comE& wnaeP.an tnd this ytar but which nEVtrthtltss 

continut in bting, will pay a rti:;stration fEE of 1/4% 

insttad of 3- l / 4% on capital incrtasts made dur ing thE yEar. 

VIILSON 

JRL 

• 
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Secretary of St atE, 

\'/ashin3ton. 

RUSH 

20, January 5 , 6 P• ~. 

:!.37 

GRAY 

London 

Dnttd J anuary 5 , 1939 

1\:c ' d 3 :30 P• m. 

FOR TREAS'C'R'£ Ff.O'-! BUTTER''IORTH. 

Reports havE begun to circulatE in the city today to 

thE gEneral Effect t ha t the 8-'\nk of England will shortly 

!MkE furthe r restr ictivE requEsts of London financial 

institutions . 'i'hE rumors vary as to whethEr they wil l 

include c clos er scrut iny of forNO.rd Exchan3e transactions 

as wEll as :.pply to spot and fOI'I'/tlrd gold de::>lings . In 

t ;li:: connection rEferEnce is madE to CattErns ' stntEoent to 

bE found in par ngr :1ph eiGht of my 1471, DecenbEr 28, 7 p . m. 

I understand t h:. t the Bank of En~lo.nd has sQ~oned thE 

financial editors this Eveninc and it will bE in connection 

with the above and also p robnbly in connection with the 

trano:f' tl' of the pounds GO million of ~:;old from t he fiduci ary 

iscue of t hE a..~~k of Engl:.nd back to the Eq~'\liz:.t ion fund . 

I kno" th:.t it has beEn planned to take thi ::: stt~ :1s soon 

:.s possible . 

Regraded Unclassified



:.38 

REB 
2-#20, Prom London, Jan. 5 , 6p. m. 

In this atmosphErE of rumor thE dollar has fluctuat Ed 

,·,ithin a widE rangE - - 4. 62-7/8 -- 4-1/4 and dEspi t E con­

sidErabl E bidding from NEW York and somE covErine has on 

balancE bEEn offErEd . ThE markEt has bEEn jumpy end 

large dEalings havE bEEn difficult to accomplish. ThE 

thrtt months ' dolla r movtd in to 2-1/4 closing at ~3/8 . 

Gold was fixEd at 150 shillings 1 penny and of tht 225 

bnrs dtalt in 42 wErE marritd and 60 suppliEd by thE 

British fund . 

Tht fro.nc has fluctuatEd be twEEn 175 . 65- 68 with thE 

Bank of FrancE bidding for stcrline at , 65 and obta ining 

~mall amounts . 

"I"'C 

CSB 

JOHNSON 

' 
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GRAY 

Paris 

Dated January 5, 1939 

Rcc ' d 5 :18 p . m. 

secretary of State 

'!lashing ton 

22 , January 5 , 5 p. m •. (Section Four) 

A statement is publishEd in the financial press that 

durin~ thE last few days thE Governor of thE National Bank 

or Y~oslavia has had several convErsations with Reynaud 

and Bonnet , and that the Governor has left Paris ror Saint 

Horitz to inform tht Prim£ Minister of Yugoslavia, who is 

stayin15 at t ht Swiss resort, of thE results or thtsE 

convn•sations . It is addtd the. t t hE nt~otia tions concern 

the intensification of commercial cxchan::;ts bctuten France 

and YUGoslavia and thE connected ques tion of thE servicE 

of the deb t of Yu~oslavia to French holders which is now 

30vtrncd "".>y an arran:ttmtnt which exnires next Oct ol>tr. 

It was also announced in the press today that rtprcs-

cntativca of t he Rumanian Qovcrnmcnt will soon arrivE i n 

Paris to resume nc3otiations with respect to the loans of 

the autonomous monopoliEs fund , and that similar nt~o tia­
tions art to bt unci.ertnktn with Germany, Great 3ritain, and 

the United Statts • . 

(End of Message) 

RR 

\'I!LSON 
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Archie 
Lochhead : ~ello . Eello . 

'per ator : Hello , ~. Butterworth. 

11' . J. 
Butterworth: He llo. 

L: 

B: 

L: 

B: 

L: 

B: 

L: 

B: 

L: 

B: 

L: 

il : 

L: 

B: 

L: 

B: 

He llo, 1'/al ton. 

Hello. 

Hello, this is Archie. 

?ello, Archie. Ho~ are you7 

~1ne, •?e.yne is h ere with me. The Secretary is on a 
vacation down in Florida. 

Who is? 

The secretary. 

I see. 

So , V!a;;ne and I are here Just now on the wire. 

stopped a t the White House 

I see , yes. 

In the first pl ace, as you kn~w, the ~rket h~ s been 
filled with rumors about this request. 

Yes7 

It's gotten - - the speculat ive grouo - the t hird and 
f ourth hP~ds and -- and -- Ano there's been a lot of 
talk about it. The request has been made though. 

I see. Now, Just at this moment, I tell you -- on 
J anuary thi rd the sank of England called up --

Yes. 

\ 

L: Federal, and gave them these -- different things they 
were going to do. 

B: 

L: 

B: 

Yeah. 
And then they said they would be confirmed to Ur. 
Uorgenthau by cable . 

Yeah . 

' 
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L: 

3 : 

L: 

L: 

9: 

L: 

3 : 

L: 

3 : 

L: 

B: 

L: 

8· 

L: 

3 · 

- 2 - .:.41 

so in the main we have, I t hink, ~he -- ~he ~hree 
d ifferen~ things. 

Ye s, quite. Now there's -- there's ano~ber t iling tbouc;h, 
I have Just been in t ouch with the Briti sh Treasury , and 
they have told me that tomor row they are taking all the 
~old in the Issue Department of the Bank or England with 
t he exception of the hundred end t wenty-si x million 
pounds whicr wee in British possession after they went 
off the go ld standard in September, 1931 --

Yes? 

All the gold-- all the gol~ , with that exception, will 
be transferred from the Benk of Engl and t o the Equaliza­
tion fund. 

I see, what dots that mean r~uohly, eb~ut sixty milli on 
pounds e~ •be ol d rate? 

At the old r a te it's &bout two hundred mill ion 1Qunde. 

They ar e taking everything t hey 1\re taki ng not only 
the sixty million, but they are t aking -- I mean, but - ­
t hey are teki n( ever ything. 

You see, on -- on -- in their s t a tement on December 29 --

Yes . 

?ad 1\t the old rate , t hree hundred 1\nd twenty-six mil l1on 
pounc e in t he Issue Department. 

In the Issue Department, yee. 

And ~hey are taking -- they are only leaving a hundred 
and t wenty-six in there. 

I see. They are taking out two hundred million pounds? 

Yes, a~ the -- at the old rate. 

At ~he old r ate. So ~hat ' s reall y -- you will have t o 
add on ab~ut another sixty million. That ' s pret t y near 
-- well more thl\n thnt. 

Yes. 
Yes. That is going t o be announced at P.bou~ f our o'clock 
t omorrow afternoon. 
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About tour o'clock tomorrow afternoon --

Until then it's a secr et. 

I see . 

Tne obJect of the trAnsfer of such a l a r ge amount i s to 
make it clear beyond any doubt that the exchange fund 
• •111 be i n poeseee i on of sufficient r esources to meet 
flny ca ll on 1t . 

Yes , I t hi nk tha t 1e going t o be r e.t her a surprise t o 
the market, that they are taki ng ' ut so much. It l ooks 
like a g 'oc idea. 

And-- wel l, t hat ' 6 tte tdPa . 
t or -- tha t all the r eeourcee 
F1nce 1931 ere right •her~ at 
.>r op:>Ee t o use 1t . 

They want to cflke e pl ay 
tha t they have acoutred 
thetr c ts ~~eal end they 

I t hink t hat's a very str ong a t e,. 

::ov , then , on -- :>n Saturday m:>rning -- Ar chie? 

Yes? 

Ah -- iL will be announced t hat the Tr easury ha s made a 
increasing t he fiOucisr y n:>te issued t~ ! ow· 

hundred billion .).JunC!.e , and it will also be aC\· ed t hl< t 
t he C~vernment i ntends t o intro~uce legislation t O Fmend 
t he Currency l'nd BPn~t :·,tee Act of 1928 v·hen Psrlillment 
reconvenee . 

: eee . 

~!:> announceoent w111 be :;mde 1'£ t o the tel"1lls of the 
l e£1slet.1on . 

As t o the ter ms ? 

Ae to t he terms. 

Yes . Oh, the t er ms , yPs . 

It will be -- it will , in f act -- could be fiduciary 
i s sue on a f r esh :,ermanent beets. That i s t o s~y thP.t 
the valua tion of gol d a t e t gbt y-five shill ings an ounce 
~111 be changed and the normal fiduc i ary issue of two 
hundred and sixty m1llions will be r evised . 

I see . And t hat's go1ng t o be announced on Thursday ? 
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What? 

On Saturday? 

That ' s oa Sat.urday morning . 

On Saturday morning . 

Hello? 

Yes . 

H 3 

Hello? Now, they expect that this r eference to 
new legislation will provoke a great deal of dis­
cussion and a great deal of speculation in the 
press as to what it means . 

Yes? 

You got that? 

I got that. 

And it will be about a month before the matter 
comes up before Parliament. 

Yes . 

And they've -- they've particularly asked that we 
keep "mum" about it. 

To make no cooments at all about it. 

No comoents at all, because they'd be merely embar­
rassed 1f a recap to t heir attention should have 
come from Washington. 

I see. Well , I think you can be sure of that. 

Give t hem all the assurances we had in the box on that. 

That ' s right. 

Ah -- now -- I asked them a couple of questions about 
this, and I said was their intention to fix it - - to 
come to a fixed gol.~ »rice. 

Yes? 

And they said definitely not. . 
Even though they are soill& to chall&e the valuation. 
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That. ' s ril;bt.. They said def1nit.ely not.. 

I see . 

2.4 4 

:'e he s dec i ded exactly wha t they would Y~ork out. about. 
it.. They were golng t.o do t.ha t ln the course of t.hls 
next. month. 

I see . 

9ut :me eusgestlon t.o hlm , for instance, would be t.o 
value the gold remaining 1n the Bank of England at. -­
a t. e marr.et. value of which could be subject to perlodlc 
change, 1f any, you see? 

Yes ' 

And - -

Hello . 

P.ello, ~alt. a mlnut.e . (Pause) And I also as~ed them 
ah -- what about. the gold >roflt end EO on, an~ t hey 
said there was no que~t.ion of the gold 
profit beyond the expend Hure of under taking any lr o­
cedure that could be interp1•eted a s d iscret1on~ry. 

I see. 

Right? 

I get it, yes. 'Rell nor, as far as I -- this is juet. 
advance notice a s t o thi s gold transfer, and the main 
thing 1s they are letting us imo•· but. t.hey .. ant t.o opke 
Pbsolut.ely sure t.h~ t. .. e don't cake any comoents on lt.. 

Tnat's understood. 

And part.lcularly ae t o the - - the cost confldentla l 
~art. is as to their lntentlon of leglslatlon. 

Yes. 

This rather cryp•1c statement •111 be issued on satur­
c.'l ey corning saylni; they are golng to al!lend the 
&nd Banking 

I see . 
~ot.e Act, enC. I gather bet.Y"een ourselves tha t t.bere'e - ­
there • s -- they 've had a oeet.i.ng " hicb bas been l asting 
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al l day today, and, in fact , I didn't get over t~ll -­
to the Treasury until about a quarter past eight my­
self . 

Yes , I see . 

showed complete agree~ent as to the 
wisdom of coming out with such a stateoent without any 
explanation, but anyway that ' s t he decision. 

I see, but the main thing i s , say tomorrow morning or 
tomorrow afternoon they are going to announce the 
transfer of t he two hundred million nounds? . . 
At four o'clock tomorrow afternoon they ar e going to 
announce the transfer of t he gol d . 

I see . 

Saturday morning they are going to make this state­
ment about -- about subsequent legislation. 

Yes . Yes. 

Subsequent legislation, they don't -- they want parti­
cularly to guard against any comment co:ning around 
about what their intentions are because t hey knoYI 
that's going to provoke a lot of speculation in t he 
press . 

Yes. 

Right? 

Yes , just one second , please . (Talks aside) 
Hello. 

Yes? 

Wayne wants to know, have t hey given any indication 
whether on Thursday or Saturday they are going to 
mention the - - the increase in their fiduciary issue 
to four hundred thousand -- to four hundred million? 

Ah -- yes. 

They will -- they are going to mention that? 

That • s on Saturday morning . 
going to 
the riduciary On Saturday morning they are - - they are 

mention it -- they are going to increase 
issue to tour hundred million pounds? 

. ~te issue to tour hundred mill ion. 
The fiduciary -
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I see, 'hey will announce that ? 

Ann~uncing at 'he same time about new l eg i slat ion. 

And making o' he r legislation , I see. 

That's on Saturday mor ning . 

Sat urday mor ning , right . Well , tha, •s - - that ' s quite 
a - - qui'e a big decision they made t h i s week then? 
Hello? 

?.ello. 

I t hinA the mar<tet here you see i s i)repared - - .. as 
~repared for them to take out the sixty mil l i on pounds. 

I know. That's what they are here to . 

~lo•• tha t they '11 pay it, but I think it ' s going t o be 
r~ ther a surprise ~hen t hey take out ~his other large 
am'>unt. 

I agree . 

But I t hink it may be interpre t ed they are taking a 
gambl e . Of course , if t hey - - t h i s will show strengt h. 

Yes. 

And I hope i' comes that •·ay , because to tel l the truth, 
the rumors tha t cace over today about the restrictions 

Yes . 

Stre~gthened the mar~et a little bit. 

Yes . 
trow, t he t heory w11s here , of course , the t they might 
weaken. It would be - - because ther e would be s sign 
of weakness . 

Yes. 

But they d i d s trengthen that. 

Yes . 
I! ow, there i s one thing I want to ask you -- .. hen the 
Bank of England ment ioned that 'hey were going t o have 
the complet e embarc<o on~ l ending and -- and on gold 
O?er s ,1ons and supervision or exchange transactions - -
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l c? uldn't hear t hh t, Arch ie. 

The SanA of England told the Federal that they were 
g Jing to ta~e these steps : t o ?Ut an embargo on - - the 
embar~o or. fareJePlencHng, wh icn hae alr~ady been t f,ten, 
e nd then th~t they w:>uld scrutinize anc rej ect ~ny 
tr~nsaction of exchange which t hey believed wae a 1ecute-

t1ve ill orig in. 

And also com,>lete etJb&l't'' on forward gold d ealings . 

!U ellt . 

' '.>w -- ah -- they menti::med in that case that t hev -­
let ' s see, sooe~here alon1 there, t hat ~hey were going 
tl •·rite t ? t i'.e other c entral bl'n~e . Thie -oroFr "o " "8 
,...oin::.: to b e c Jr~unicated to the centr e l bfn.,e of ;.:-,e 
tri,>a.'"'Lite count ries by letter t oni<)lt, e nd the~· we r e 
gJing to oe ~s~ed to inform the ir ben~ing 1nstitu t 1:>ne 
~~ to -- ann t o set their sun?ort. 

Yes. 

Ho••· ther e e.r e c er t• tn rumor s c·Jmi ng o ut -- :me of -­
une uth orized here tha t the Treasury ltne•" PbJut this Md 
sai d t h a t. v·e were goinf, t:> d o certa in t h ings. 

Yes. 
:!ow , of c:>urse, t t.er e ' S no doub t t.h~t ••e l"ill CiVe SU;l­
.n rt ~nd co:>Jer s ti.)n , but ••e don 't v;ant to go i n t o any 
teru s >e t? rh"t -- .. t.• t forr~ t hat r ill take. 

Bec"-use I th in!!: "'e'll l:>Olt it over, but ~e f pr llS ;tou 
.-:novr t.h e:> h a ven 1 t asked us a nything definite .>n th~< t 1 
They cU dn ' t .)Ut anyth i ng l11<e t ha t. u .> to you? 

llo. 

All r ight. , "ell , tha t ' s 0 . K. 

the 

step. 

Yea. 

the rumor t hat came over on 
y~u see, wh ich aai6 t hat they - - the 

c~untriee "ere all going to take the s~me 

~ich, of couree, i 8 nonsense, because ~e don't hRve a 

free sold market . 
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R1gbt. R1gbt., we don 't. have a tree gold market. Uot. 
only that, but or course we prob~bly -- we al.,ays 
scrut.ln1ze every t.rsnsact.1on, but. I doubt whether we 
woul d went to put. out. letters t o ell the banke tell1ng 
them not to do it. I t h1nk we ' d r a t her do it informally 
1f necessary. 

Ah -- because -- between ourselves , when the squeeze -
when I got bP.c l< here, I ge t.hersd t he.t - - i n talk1ng 
ar~und that. a couple or our banke had been oret.t y 
,Jretty a ct1ve 1n bidding her ster l 1ng deposits 

~es. 

Particularly the Chese. 

Yee . ~ell , the point will be then thet 1f we -- 1t re 
l ooked u~ -- it re t1nd enyth1ng det1nite, we ' ll pro­
b~bly go after 1t, but I don 't think we rant t o go ?Ut 
~< nd .>Ut out !'ny reg•.!lat1one or any t h1ng just no". 

l!o . ?:>sslbly '<noke cE<n .,Jaee the rord e. r ound to thee 

then. 
If necessary , yee , but the Federal has - - 1s not doing 
snyt h l.ns yet, you see, because we haven ' t anything 

direct. 

Good ! 

Ah -- Just e. second . (?!o.uEe) 
~ayne was saytns -- he Juet cent.1oned th~ t he -- he 
1nter~rets th1s new cove tJ be eo broPd thPt 1t may 
not be neceeesr y to te~e soce of these other steps. 

:!eah . 
•.nri t. c.1s ouest1Jn about ?Utt1n6 all t.he ,;Jlc into the . . 
funcl pn<'l 

~n these two t hings Ps nther J ointly - - !IE J?int 

a ctl:>ne. 

Yes , yes . 

They are tnter-r~lAted. 

Yefl. '"ell t.hev are 1nter-rel~>.t.ed. As I Sfl.Y , the hope 
will be tn~t thle -- tha t .th1s transter of gold on such 
a b1g ec~le ~111 probsb~v &t09 --

Sone of t he s)ecul~t1on. 
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Yee . 

Well no~ that -- we have taken note of t hte ell, and 
I d~ n 1 t know or any t h i ns elee ~~ a ek you -- and if' 
~here 1 s eny~hing further we 1 11 get 1n touch •11th you, 
and nP.turelly •1e will give out nothing here a t all -
or no coOllllents. 

~igh~. Jb , Archie• 

Yes? 
'!here are t h i ngs, while I have •·ou :m t he ;>hone , t M ~ I 

oigh~ mention. 

Yes? 

Ah -- Clay, you knJ••• who i e ~he ec:>n:>olc --

Yes. 

'J f' the 81mlt of EnglaM. --

Yes . 

Is Peiling :>n JRnuary 27th . 

Yes. 

\ 

~e is going r or a couple of' wee~e "~ CRn~de and then he 
is 6:>ins ~o be in ?rince"on on -- a oon~h or so. 

: see . 
'"e •till go "o ~lew Yor<t and c:>oe corn to l'fe shing~on, and 
••hen in \7&shinc;t on be will ge t 1n ~:>uch "'i"h Goldenw"1 ''", 

: see. Thet 1 s right. Th~~ rill be ~he proper channels. 
~e ' s a SanK of E~land can. 

Vlhich ell mef\ne t h l ~ you ene. •.1ayne and .>:>e&ibly ~he 
Secretar y ehould see h i m. 

I see. Wel l, 1f' he 's down here, and i f he sees Gol­
d enwe i ser they cen arrange whatever is neceeEar y a t 

tha t t i L1e. 

But I t hink it 1 e "be best th i ng ror hi m t o make hie 
contract with the Federa l Reserve as long as ~be Bank 

o f' Eng!Rnd 
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t hst he ' s c orui ng , --

~es . 

And b e sure not to mise him. 

::> . K. 

t:ow t here is one other ;.:.ir.0 - - an - - i f this exche.nge 
t.~o r :,et set.tles C! :Jv•n ! t h ink if y<Ju - - if you e n<! Wayne 
o~>ve n o :Jbject1:ln - - ah - - I don ' t .tnow v·hen, in t hree 
<Jr f our !"'e e Ke, <Jr a month , or s o -- I ma;v go u > e.n<l 
t P.te a look a t t he n >rtr. of Ene;l a ne . 

At the north of ~~len~ . 

" ell?? 

Ah ~ley sugeested t hPt, e.nd a lE:> t ? g ive we let ters 
to eome of the le8C! ing oeo ole u~ t her e 

I see . 

Their eitu~tton 1R pretty spot ty l' nd •>re t ty ml.xed, and 
I v·'>ulc' ah·s:vr. be ••lth1n eb Jut t hre r; hours of !.->nllon, 
r- n<l ::>f c::>ur se c oul d P lw~>.v s tele:>hone. 

Yes. '"ell, t~.P t ' P s omet !l1ng , e e I SP.Y It'o 
nothin~ thPt y :Ju a re goin~ t o oo ri t bin the next ~eck 
or s:> . 

9h , no . I don 't intend t o do t hat . 

'"e e. 

Just a s s oon a s t her e ' s a pause . 

Ye s . 

I t h ink I mRY ni p of f t ne re and j us t go ar ound 
Liver,>oo l and Gl ascJv' e. little b it anc. eee r·ha t 

Yes , .,ell , you might g et a littl e differe nt el ant on 

t.::~ inge . 

;;e l l:>? 

I say , you c isht get a different s l ant 'n t h ings. 

Doe e t !lat s ound sense to you? 
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: to , tha t. s:mnds all right here. 

1 juet t.hougr.t. 1 d -- I ' d t.1=' :1ou off t hat I ' ve got. 
tha t i dea ln my mind, and natural~v I ' l l consul t you 
ag~in bef ore I move Jut. 

Flne, that' e right . Before you -- before :1ou go ahead , 
lPt us know. '''e cen a lv·ays give the aut.hortza t1on 1f 
necessary - -

Fi ne . I just tho:>~t I ' d put it ln your eyes so you 
c•uld think about. it. 

Right. ' To••, juEt. -:>ne sec?nd . 

Anything elee? 

Jus t a cocent. (?ause) 
" ello. \.ay:te eel~ t M t t his ••111 be 'as sed :>n to t he 
Secretery l n )er son becaue e ve ' ll have hie on t he rlre 
in the tDrnlng . 

Yes . 
And ln t.he nean t i me v•e want to )ass along -- I uean , 
mwe you give the us.A&.l t.lle.n:ts t.::> t.he Tressul'Y f or 
~lvlng us t.hls adv&nce inforwat.lon. 

All right, I will. 

And to say t.hat the r eaction here -- the first reaction 
seeos to be ver y r avorPble. 

~l l right then, ~alton. 

!Ught. 

Fine. 

Give my best to "layne . 

'''e • 11 do th!'.t. 0. w. r.ood bye. 
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Secretary of State , 

··taahi ngton, 

TRIPLE PRIORITY. 

21 , January 6 , noon . 

FOR TREASURY PR01! BUT'l'ER\'/ORTH. 

, r 2 
-~ 

GRAY 

London 

Dattd January 6 , 1939 

Rtc 1d 8 :50 a . m. 

Stri ctly confi dential. 

One. ConfirminB our teltphont conversation of last 

night , the Bri t i sh monetary authorities informEd me l ast 

evening of thE followi ng sttps which they ar t taking: 

(a) It will bt announced at 4 o ' clock this aft ernoon 

London t i me thE transfer from t he i ssue department of thE 

Bank of England to the c~change equalization account of some 

pounds 200, 000, 000 of gold valued at the ol d s tatutory 

price of 85 shillings per ounc e. Th ere ~ill ronain in the 

Bank of Engl and some pounds 126, 0001 000 valued at 85 

shillings an amount which i s rouGhlY equivalent to thE 

amount of gold in the possessi on of t he Bank of England 

when i t abandon ed the gold standard in 1931. 

The ob ject of thE transfer of so large an amount 

instead of t h E contemplated pounds 60, 000, 000 is to attempt 

to i mpress tht ~arktt that henc eforth tht account possess es 

amplE 
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ample resources to meet the call upon i t and that all the 

gold resources acqui red since 1931 art availabl e for that 

purpos c , 
(b) On Saturday morning i t will be announced that 

thE Bri tish Tr easury has made a minute increasing thE 

fiduciary note issuE to pounds 400 1 000, 000, It "ill also 

be added that the Bri tish Government intcn~ to introduce 

legislation to ~~end thE Currency and Banknotcs Act of 

1928 when Parliament reconvenes . No announcement will bE 

made as to thE terms of such legislation , 

'1'ht orimary objects of th~ contonplatcd legi s l ation 

art as cx9lain£d by telephone . ThE British Treasury 

realizes that its enigmatic announcement will provokE 

~uch discussion an~ speculation in financial centers and 

ln the press duri~ the month which \/ill ensue before 

such legislation is introduced anC:. therefore they arc 

most anxi ous that no inadvertent leaks should occur. 

I took the liberty of Giving them every assurance on this 

·'Oint on our behalf but to 1ncl1catE ho\'1 i!llpor tant they 

deem it I might mention t ha t thE '3r1 tish Treasury tc1£phontd 

me again this morning "to make surE they bad mad£ clear 

how crucial s ccr coy VIas" . 

JCHNSOtl 

HPD 
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FJ:OERAL J;.CS£RV£ BANK 

OF' NC'N YOr.K 

OFF"' ?ESPONDENCE DATr laa11a.,- •• lla 

susJECT,_ tJLIPBOia CO~TDUIOI wrra 

aMl or rUJcm. eo~nomuL n~u 

L. w, bolre 

I call" Mr. Culpal at 10a0'7. horUq waa ,,U l/1 

t.a Paria at tho __ , after ._., 1/1, ertclenU7 beoaaae people 

011 the OoaUDent. wen *8P'Iloal aa to tho atepa tat..a 117 111111•4 

althoqh be haaelt heart117 WelOOIIecl tha. 1 allkecl wbe\hor, in 

' 

acoordanoe wUb tho BrUhb requen, tho rrenab au\hol'itloa hat 

approached tho Frtllcb -ft'Oial "-ka ad w,.oated that. \her 

ret rain ! 1'011 •Jelll1la\1To operation• 1a aob&Dc• and aolcl, People 

t.a Franco, CU'ipel rop11od, 414 not aato 1011111 aaaiaat ao1d, that 

bullne11 boiac 4ono ctlrol7 1a Loftdoe. 'fho rrmob autbol'itlea 

bad aot tate azq atopa Tot 'beoauao OoYoraor FOill'lllor oal7 oao 

back t hia .am1na eel Caripel U4 aot. •• Tot ooalll1l.t.e4 hill. 1 

IIIUeat.ed that 1 1111Qld like to keep 1D toaob lllt.b CU'ipol eel 

learn tlhat \bq I&U1aato17 dootclod to 4o and CU'ipol proaiaecl 

that be 110ul.d lot •• lmow. 
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FEO~R.Al. RCSCRVI! BANk 

OF NCW YORK 

CF~C~ .ORRESPONDENCE 

COIFIOMUL nul_ _ __ 

OArr.~-...., t, lta. 

suo.JECT·tzi.IPaoaa COI'nluttoa ma -- -

.. L. •· .laoJle 
IMJC or •~Wo • 

lr. lel\oe ..u ... ae a\ l.tiD. !ben .... a oenala -• 

ot eun••• 1D the Z..dOD a41b•le aUk•J he ~ ,.lbed ~. nh 

up to the pre••• lenl or UO.\ •.M, .,.ua, a11oat t4,ooo,ooo. 

!here wu oae tb1q OD h!a a1D4, he .. \1Daeclt -14 .. eU'I'J' • •• 

prnct aterl!DI rn. talllq llele• ._ .. anu Leadoe bad Clleaed, 

br bQ11DI lilT _, ottuet, tol' \bell' •o-t, a\ ._.., Ia ••• 

101111 to 11·n a aiailal' or4u to lw1\HI'l•4, 'llbiob opeed t• boara 

tb .. d ot Leadaa 1D the aomlq, •• be ••• ••IT mz11111a to ha'fe the 

dolla.r ope 1D LoDdOD •-no• IIOJDial a\ •·" or •eetu. Oe \lle 

aalll!ll lide be -14 lePe 1t eUJ'alr to our dhenU011 

._. at 1ltlat lnal •e llbould epuate. 'lollld we also 11 •• h1a 1D IIIII' 

cable toaJ.p\ Ill 1Dd1oa\1oD ot the nut1oa 1D the a .. ron aann 

llbicb the uwa rn. LoDdOD bad bl"'lll«ht oat 
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p/J\TUL PARAPHRJ.SE OF TELIO.IW.I REOIIVED 

FROI.I: American l:mb&s ay , Paris, France 

DATE: January 6 , 1939, 5 p.m. 

NO. : 34 

FOR THE TREASURY. STRICTLY CONFIDENTIAL. 

.... , ~6 
- v 

A :aember of t he Embauy ataff aaw our friend at the 

Bank of France thia morning , and in view of the in~ereet 

attaching to the story publi~hed in the TII~S and summarized 

i n my telegram of January 5 ( No. 22) , he mentioned the 

matter to him. Our contact said that the indioationa given 

i n the story were substantially correct . He alao eaid 

t hat for eome time t he Paris correspondent of the TlUES 

had been au courant with the campaign which certain of 

DE.l adi er' a technical o.ctviaere bad been carrying on for a 

new policy ae regards exchange . Our contact had received 

a telephone call laat evening from the TilaB oorreapondent 

who explained that in the intereat of eterling be bad 

decided the time had oome to publiah the information be 

had . 

Then our contact indicated very confidentially that 

a power ful gr oup of epeoulatore with J.lendeluohn at the 

bend had for some time been using all the influence t hey 

could in order to bring about a change of attitude on the 

part of t he French officials who have charge of French 

e: cbange policy, and to abandOn aterling for the dollar . 

He added that about a mon*b ago atrong effor t• had in fact 

been made by the aforementioned group to bring about the 
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removal of our contact because he ~s determined that he 

would bold the trano to sterling. He ~• firmly conYinced, 

he said, that bad the French lett aterling, thie currency 

70Uld ~ave suttered a vertical tall. Thia be felt aure 

would have been a calamity tor all the powerz, not tor 

Great Britain alone. He waa determined he would eupport 

~ia policy es long aa he held hie position at the Bank of 

France. He added that the Governor ot the Bank of France 

aa well ~~ t he Finance Minister entirely agreed with him 

1 n this reapeot . 

Our contact explained that the Figaro article (to which 

I referred in my telegram) had been publiahed at the 

instance of t he financial editor of t hat paper, Leguau-

the latter b eing one of the technical advhera to Dalad1er 

who received his appointment through the influence of 

~endelsaohn and Rueff (the Paris representative of ~endel­

esohn bad no connection with Rueff of the Treasury) because 

he might aid them in their campaign of speculati on, The 

opinion was upreeaed by our contact that Dalad1er • a• not 

in agreement wit h the •iewa of Legueu and certain others of 

hie advieera regarding a change in exchange policy, and 

that Legueu bad taken adYalltage of the ab .. nce of Dalad.ier 

from Paria to publish what he thought ahould be done, 

END SiOTIOBB OBI Al!D TWO, 
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EO GRAY 

Paris 

:sa 

DatEd January 61 1939 

REc ' d 4 t08 p. m. 

SEcrEtary of Stat£1 

\1ashington. 

34
1 

January 6 , 5 p ,o . (SECTIOtl THREE) 

AftEr rEfErring to thE rtnEwal in London of 

unofficial £mbargots on spEculativE transact i ons 

in gold and forEign Exo~ngE with a viEW to com-

bati ng thE WEaknESS of stErling, thE THIES of to-

day Editorially rEfErs to "a f r tsh outbrEak of con­

tintntal p Essimism" t owar ds thE British currency, 

and obs ErvEs that thE combinat i on of Europtan poli­

tical anxiEty which has b EEn driving EuropEan funds 

to NEw York for almost six months past and thE rE-

vival of domEstic confidtnot in Fr ancE which bas 

oaus t d thE withdrawal of FrEnch tunds from London to 

Paris providEd f Erti l E soil tor thE sprEading of 

pEssimistic talk re:garding stErling ' s prospEcts , Tht 

Editorial strtssEs th£ unfortunatE consEquEnCE vthioh 

wtakntss of stErling in tErms of thE dol lar might haVE 

at \ hE prEsEnt juncturE in addition to thE EffEct a 

shar p fall in st Erling might haVE on thE Anglo- AmErican 
tradE 
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-2- #34, January 6 1 5 p. m. (SECTION THREE) from Paris 

tradE agreEmEnt. ThE Editorial goEs on to say that 

"tht weak t rend of sterling i s ltading to thE Emtr­

gtno£ of a school of thought in Paris whi ch favors 

thE abandonment of tht stablE link with thE franc 

and stErling in favor of link with thE dollar: and 

l t would certai nly bt a damaging sttbaok for both . 

countries sincE thtlr EOonoml o and other inttrtsts 

art so closEly bound togEthEr, if their ourr&nci ts 

should oncE again becomE divorced." 

'HILSON 

JRL: EMB 

:s9 

\ 
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Secretary of State , 

Uashington . 

oRJ.Y 

Po.ris 

1€0 

Dated Jan~~y 6, 1939 

Rcc 1d 4 :20 p . o . 

34, January 6 , 5 p . n . (SECTION FOUR) 

ThE cClt~r~A~ ttEn s~~r. sts that not all thE talk in 

Paris in favor of abandoning thE sterling link can be 

regarded as whol ly disinterested as such a devElopment 

would certainly have a depressing effect on sterli ng and 

would be strictly in accordance with the interests of the 

speculativE fraternity. On the other hand, the THIES 

points out that there is another sohool which is genuinely 

disturbed at thE f a l l which has taken plac e in thE frano 

in terms of thE dollar, and thus of gold which contends 

that this deters Frenchmen froo repatriating their fUnds 

and that the adoption of a stablE link with the dollar 

would encouragE them to do so. ThE TillES dots not considEr 

this argument very cogent contending that f acts shovt that 

French repatr iation is primarily governed by the degree of 

confidence in the French Government ' s domestic policy. 

WIISON 

ROW: EMB 
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SecrEtary of StatE 

washington 

GRAY 

PARIS 

Dated January 6 , 1939 

Rcc'd 4:30 p . m. 

34, January 6 , 5 p . m. (SECTION FIVE) 

~61 

ThE exchangE markEt undEr thE influencE of thE nEW 

measures takEn in London to protEct stErling was hEctic 

and ir~ccular. Sterling opEnEd at 176 . 80 and is now quotEd 

a t 176 . 64 aftEr 176 . 93 high. It is a t a discount of about 

ten cEntimES for onE month and at par for thrEE months. 

ThE security markEt was unsEttled and nErvous, bEing 

1nflutnctd to somE EXtEnt by reports of sErious disordEr 

on th£ Hungarian~CzEchoslovakia trontiEro 

In connEction with thE mEasures dEcidEd upon in 

London, AGENCE ECONOi! IQUE of today announcEd that it is 

authorized to statE "that thE Bank of FrancE , in complete 

a3reEment with thE Minister of FinancE , will continuE its 

EffectivE and confidEnt collaboration with thE Bank of 

England as in thE past and that furthErmorE thE pr inci pal 

Frtnch banks wil l join thEir Efforts with t hE cEnt ral 

bank so as to providE thE London authorities with a unitEd 

cooperation. n 

(E:lD OF crSSAG£) 
WILSON 

ROW :EUB 

\ 
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1-.q 6. l9J9 

Tuhrdq watac hUei'Wnll O&lle4 f,_ LoM.oa a4 adrtee4 Uoat 

M M4 'ben ...,...ete4 ~ ~· :art\lu fnuu7 w eoll'rq u.a fellewlac 

lafo..-Uea \1 Seen\&17 llorc-\haal 

(l) At II o'clock Udo atie- U.07 will - c1 a uaaefor ot 

&e14 f,_ tl>ol ~ ot Jacla4 \1 \ha ~'MlhaUoa Jlmd. !laq M4 

e~oallJ 111'-de4. \1 \ra.aoter 6o mllloa pea4a, loa\ b&YI aow 4H1U4 

"' \nnefor all \llo col4 ....Ure4 ~ \1M hall: of IJICl aad elaoo \MJ 

••• off \ha lold S\all4arll S.a l9Jl. !llq an \ak1JIC all t.1>.1 cold la 

\he h•• 4~\ of ~ lal< ~ )JICla4, wUio \1M ercepUaa of 

126 alllloa pOilll4a wblclo wu S.a Jrl\hh poueul .,. at\er U.07 _, aft 

\he Gold S\aadar4 la Sep \..!ler 1931. Bale \raaotor .S.ll _, w 

200 alllioD pnade a\ Uo& e14 ra\1, or ~ }5(), 000 ,w., pu::e 

cnn.a\ a-14 lwah ($1 1 700, 000 ,000). !be I)Joct ot \he \rueter at 

I'<ICil a larc• MOU\ 11 \e aoll:o U cloe.r ,..,.... U¥ U.U Uo&i \M 

Jn:!wtwl" had will be 1a peueeel .. of eufflc1A\ riiC11l'Oee \1 ... , 

IJq call Ill u. 
( 2) o. a.~ u will 111 ._.., u.at u.a rr .. ...., ut•clo 

1aeroae1ac \hi f1dwo1arr le ... fraa \bo proeoa\ l.rel of 26o a1111aa 

pcnmd.e \o lloo mll1P ,_do aac1 1\ will 'be ac1c1e4 ilia \ tM Oowena•t 

tnt•do w utroao. l epelaU• '" ueac1 \ha evr.q a d llulk llote 

Act of 1921 ..._ Puliolll•l ~nee. !laq will p ro11&1olJ 1'1\'olao \AI 

cold 1a t.l>.e hall: e1 Jaclaa4 a\ \ha\ \lao fra• Uo& old otat1lwr, ,.14 

rate \o oo .. t.l>.lq aear u.o prue\ a&lt<e\ l n-el, liD\ \lob will ao\ -

tba\ \hq baYo 1ota)Uoloe4 a flJ:e4 prlco f or ,.u. 
AI iiMJ 'IIIUIYI t.l>.aro .S.ll '111 a ,rea\ cl ool of _, a4 epooulaUaa 

t~ hare l'lq1lee\e4 partlcal.arlJ ilia\ we -.Ito ao _, oa 1\ oa \1111 

1141, ao 1\ lllclli •)uraoe U.0. \1 baYI Yul0'118 1aierprotaUI .. placM 

ea Uo&1r aeileu loel1ro 2aru-t - ••· 
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PARTIAL PARAPHRASE OJ' TELI'XlRAU RECEIVED 

FROK: American Embassy, London, England 

DATE: January S, 1939, 6 p . m. 

NO. : 24 

FOR TREASURY FROY BUTTERWORTH. 

One. British Treasury supplied the following text 

of the press communique which will be published in Saturday 

~ornine's ne~spapers: 

• I n connection with the retran£fer which took place 

yesterday (Friday) from the issue department of the Eank of 

England to the exchange equalization acc ount of pounds 

200 millions of gold (i . e. poundc 350 millions at current 

price) the Treasury, on the representation of the bant and 

in conformity with the Currency and Bank Notes Act of 1928, 

have mnde a minute increasing the fiduciary issue to 

pounds 400 millions. This minute in accordance with the 

law will be laid before Parliament. The Government intend 

to introduce legislation when Parliament meets to emend 

t he above act of 1928. 1 

Two. At the same time, I was a??rieed of a telegr am 

which is being sent Sewley , the substance of which is for 

communicat ion to you. He 1e inst ructed to ask among other 

t ninge for the cooperation of the Treaeury in ensuring that 

the American banks, both bare and in the United States, 

cooperate in reinforcing the forward exchange •requeat•. 

The following is confidential; I t will yield reaulte if, 

during the course of your conversation wi th Bewley, you 
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aak him how the Britiah fUDd fared during t he period 

November aa - December 31. 

~C4 

Three. Following the meeting of press repreaentativea 

called last n1e;ht by the Bank of England o.s reported in 

No. 20 of January 5, 8 p.m. today1 e newepapera announce the 

•request embargoea• a a applying to all financial i nat1tutiona 

(one) to deeiat from forward gold dealing& , and (two), to 

wi t hdraw loan facil1 tiu against gold, with the added requ .. t, 

(three), t o scrutinize foreign exchange deali ngs to eliminate 

what are rather vaguely calld "undeeirable t r anaaotions•. 

These requeata are characterized as merely a reimposition 

' 
of the •embargoes• impoaed in 1935 to a eeiet France and 

r emoved i n Yay 1938. 

The nature of the announcement& and edi t orial comment 

1ndioatea that the preae ia complying wi th the Bri tish 

authorities• deaire t hat the measures be launched in a 

favorable at moaphere, the atepa bei ng generally character­

ized a s desirable and not unexpected, t he only editorial 

cr i tioiam being that the action mi ght wel l have been t aken 

earlier. 

That cooperation from other partie& t o the t r ipartite 

agr eement ia assured is emphasized. The t wo finanoial dailies 

quote the Wa shington Dow Jones oorreapondent•a etatement 

t hat detai ls of the United States Treasury ' s steps are not 

dis closed but that it 1& aaauaed that uae will be made of 

the 
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the Treasur y'• banking connection• and the close supervialon 

of for eign exchange operation• by the stabili zation fund. 

Four. The dollar opened at 4. 65 3/ 8, hit a low of 

4.64 l/4 and after the gold transfer announcement it oloaed 

at 4.66 l/2 wi th the baara b eing aquee&ed. The volume of 

t rading baa been fairly large and the initial reaction to 

the gold t r ansfer announcemen t aMong exchange dealer• i a 

favorable. 
JOHI\SON . 

E.t.: LWW 
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Treaaur7 Depart.ent 
olvlolon of Wonot&TY Research 

oate .•... ~.'!!!~'!!.!. .. ?!.! .. !2!.L ... -.-·l938 

c. 1.. r:• or~cnthnu 

'e;-cnf'• 1., ' r.'IO·lornndun on t he Jor.ns on Act nnd 

t1• 
1 

co i n ()ut' cto1tol m1.1rket, '\7h1ch hns boon 

n r·ov..-d by the Le,::al Division. 

i 4 1)0<> ueal of C!l.sWlders t a.'ldin,; of tho 

1.1. Jo:mso'l Act prohibi t s nxports of 

t I. rofor e be -r;or th :JOur mile to 

• :- i Ttl , :1 • ou hav!t a little ore t ime. 

-~ ,...o · :1t.= out th~ nu!··t~rous ty1,e s of for o" .,., 

c· o "" d~ t o ucf~ultin;: nat i ons . 

WR. 11HITB 
Branch 2058 - Roem 200 
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TREASURY DEPARTMENT 16 { 

I NTER OFFICE COMMUNICATION 

DAT& January 6, 1939 

;uojec c: 

secretary Morgenthau 

Ur . l'ih l te 

The Johnson Act and its sten tf1canoe 1n our 
ca!)i tal m~.rket. 

1. The Act : 

Section 1 . That hereafter 1t shall be unlu~ful w1th1n 
t.'lt t:nlted S t £tee or a ny pla ce eubject t o the juri sdiction or 
~he ""t~l~rd suaes t o r any per£on to purch!lee or sell th e 

-no. e, Sf'CUr1tieS, o r Other Obliga tiO:\! Of, eny fOr eign 
.ovtrn.:l'!nt o r poll ticP.l subd1t·ls i on t!lereo~ or any orgar.t~a­
;ton ·~ ~o;socl.e t1on ect1ng t o r or on behalf of t- f o reign 
.c·;cr!1,nent or pol1t l.oal subdivision thereof, i ssued after 
•he ntssage of this Act, or t o make a ny l oan t o such foreign 
ov~mmen t, poll t ical subd1 vi sion, or gen1za t1on, or a seoc ia­

tton , exce9t a renewal or adjustment o f existing indebtedne s s 
•i".l l e such govemme nt, poll tical subd1v1s1on, orf,'&rl izat1on, 
or •ssoclstion, is in defaul t i n the pay!llent of 1 t s obl1gat1.,ne, 
' !' e.1y J)t' r;; thereof, to the Govern .uent of the United Stfltee. 
Any person violating the pr ovisions ot t!lie Act shall upon 
c ~"\ct1on thereof be fined not more t han $10 , 000 o r 1m-

r · soned f or not more tuan five yea r e , or both . 

Section 2 . As u sed in t h is Act the term "person• 1ncludeP 
lna\vl:J.u pl, partne r ship, cor pora tlon, or eesoc1a t1on other t r.., n 
e u·oac cc!'poratlon cre(! ted by or pur suant to S•'ec1al euthorl­
z~tt~n o r Congre ss , or a cor poration in which the C-o vern ment 
of th~ Un1tt;d S te tes has or exerci ses a c ontro lling 1ntAreet 
hr'v .h Et .,ck o.o.nersh1p o r otherv.1se. 

2. Section 1 p rohib its financia l trBn &act1ons: 

(a) ~: any p er eon (individual, partnership, 
corporation, or assocls t1o n), 

(b) Invo lving: any loan, except a rene~al or 
a djustment of existing i ndebted ness, or 
the purchase o r sRle or any bond, security, 
or other obligation, 
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(c) Taking place: within the United State s or 
any pLace sUbject t o the jurisdiction 
of the United Sta tes, 

(d) 

:sa 

In the case o f: any foreign government or 
politica l subdivla lon, or any o r gan i za­
t i on acting for or on behalf of such 
fc::- eig n government or politica l subdivision. 

(e) When: , such f o re i gn govem .nent ( political sub­
,i_ ·!lsi on. or~ani~a tion , o r association) 
i s i n default i n the payment of its obli­
ga tions to the Governmen t ot t he United 
3ta t ea. 

'· ;~ r,.r a s opn be determ-ine , the poll tice l ent1 tie s in de­
f·;ll. 1'1 th" -oeyment of t!lelr ob11(ia t i ::>ns to t he Government ot 
t'e Lr.:ted ;::t, tes a r e t :r.e national govern ~r.en l.e o f: 

le t rla 
"lt 1urc 

"zechos lovt>kia 
..:rl.?nie 
:·r" nee 

I'"' t ll rt ta in 

Greece 
Hune-ary 
Italy 
Latvto. 
Li t hunnia 
Poland 

Rumania 
Yugoslavia 
Ger ma ny 
Niol' rsgua 
Armenia 
"tussis 

: .• e :1ro"nc i e l tranep,ctione nrohibited oy the Johnson Act e r e 
: f .. ~n?r i :nport:> nce compared 1>ith the large ve r iety of ti:~ancie.l 

.• rnct i ::>:ls wh ich that Act does not prohioit, ei the r because 
t· PY n .•e de l iberatPlY execpted trom the scope o f t.lle Act or 
~·c ~e i te TOrdi ng is so vague as t o exemp t ;;he Ll in effect. 
::.1• I• \.rue to suc h an extent the. t it t!le J ohnson Act hed b een 
•r~ed in 1920 i:~etead o f 19)4 it woUid have prohibited, during 

:.P ' 11'1' neriod 1920- 19)4, t.'E flot'ltion i n this country ot 
; ly 110 u t $1 billion of !'ecuri ties of the a bove lis t ed national 

cvP!T. '" " t s . This amount of prohibi t ed flota tion wou l d have 
•' 'I t~d t o about 1/lOth of t he totel flotl'.t l <m of new fore ign 
~e e·;riU~ s i n the United States, and taking i nto c onsi derstlon 
~~1.'1 exoor t ot United states ce p1tal durin g t.lu> t period t he 
o·,~r at l on of the Johnson Act would not have proh i b1 tAd more 
: • n 'O u t 1/15 th of that total. . 

r• o :ype e of financial transactions with foreign coun trtee 
•·!ct f re not prohibi t ed by the Johnson Act are: 

(I') New borrowing (by tlot& t ion or ne• securities 
f or direct l oans) by a f oreign ~vernro:e:~t •·hich 
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has defaulted on ite obl i ga tions to private 
~i tlr.ens or c or pora tiona of the United 
~t~tee (e. g ., Chile may flo~t new loans 1n 
tre United States). 

(b) New b orrowing by f oreign prlvute c or porations 
o r persons who are in default on their ea r J l e r 
obligati ons to private peroons or cor porotlone 
in t he United Stetee (e. ('., a ;> rlvl'tely OV'Tted 
Argentine r r l lro&d i n dtfeult on securities 
ov·ned by Amer lean ci tiz:ens may float new 
loane ln the United Sta tee) . 

( c) Nev- borrowing b y eubordlOPt f' foreign poll t1cel 
entl<:ies t<hen only the Nati onal C-c"Temme nt 
18 ln defrult on 1t& obllt<a tl <ns to the United 
St !'tes Govem :nent (e.g., Parle, Bevarla, or 
' e.nchester lTJSY fl0:1 t net< lo!lns ln the Unlted 
States). (It le not clea r thrl t the foregoing 
is a lso t r ue in the case or e n organlz.etion 

(d) 

(e) 

o r as~ocie"Z ion acting for or on bei'>elf of a 
forel ~;n e;o vern men t o r poli t icl.'l subdl vision 
t l:e r eof) . The Act llkewl ee e~.lows new borror.­
lne; by a Ua t~ Jnal :Tovenmen t if only e poll tical 
subclivi~lon were in default on i t s obllgPtlons 
to Ule United St~ te 11 Governme nt. :!ov·e ver, thls 
is uni~portant as at tne oresent there ere no 
defa ult ed obllgottons to t he Uni t ed States 
Government of pol1\.\ce l subdlvls l cns of fo re1sn 
nat i ons. 

T'-e nurcha se or sn le or s ecur 1 tiE' s 1s sued by 
defaulting forel~ politlc·l entitles before 
the date o f passac.<e o f t h is law (e . g ., Allliir ir.a n 
~itlzens maY freely purchase and sell Engl i sh 
console or 5elbi an 6 percent bonj s of 1955 
i ssued in New York in 1925, etc.) 

The ourchll se o r sa le of sec·.il"ities which r er.re­
eent. renewale cr adJustments , ma(e sfter the 
d.ate of passage of this l aw, of secur i ties 
issued before the date of passage of this lo.w 
(e.g., Greek bonds 1aeued in 1925 at S percent 
may be c •)nverted lnto ll ni'W issue of 5 ]:)ercent 
bonds 1n 1936; American oitiz~ns may freely 
buy and sell the new c onverted bond s) . 

\ 

' 
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(f) The net creditor posi t ion or (citizens of} 
the United states with res~ct to such de­
f auhing foreign pol1t1c!!l enti t1~> s may be 
increased by mani pula t ing ~~ pur chases and 
srles of s ecuritie s issued be fore tte date 
of pas'a&e of the Act. 

(g) ':'ran sac t l ons Of Amer loan cl tl zens who a re 
not domi ciled wlthln the Un i t ed States or 
a ny place subject to i ts Jurisdiction. 

f inanc i al trar.3~ctlons 

170 

(6} :he a uthor i zation of a~ents outside c f the 
Jur1tdiction of the United St•tes, by per cons 
who Are t hemselv es bod ily l' lt h ln the t j uris­
dlctlon , to purcha se or sell 1n forei gn 
marr~ts secur 1 •1 ~s of fo r e ign politica l ent1-
t1PS in default on the i r obllgP;l onP to t he 
Un i ted Sta t e s ,;?vernment 1s~ued cfter the 
passaf8 o f th1~ Ac t, or the authorizing of 
such atente to contrec~ loans to suc h de­
!~ultlnF rorei~n politlcPl enti t l es (e. g . , 
A.nerlcfn cl t l zens .-s lnt' 1nlng bRl«nces l n 
Londcn or Par12 'b£1\l~s rosr.l bly nsy be pel" 
ru l tied t o purch~Re or sell ~ecurl ties of t he 
Fr f>nch or Enblleh Gove m men•r , l.rtued Efter 
the dp te or t he pas saf'e of t~e J ohneon Act, 
such ae t he "Auriol bo nds" or t he p r o!>pectlve 
i<e. t l onel Defense Loan, or t he TreEsury bills 
s nd oe r tlfirrtes of e ither 8-0v ernment . Or, 
sn P$oericen flrm ~slnt~inin~ lcrve bPl Pnces 
in London possi bly mf!Y Jlll'ke lot>ns t o t$ 
Br 1t1eh Covernment from l ts bpl~noes T1th-
ou t vlol8 t 1ng the r r ov1S i ons of thiE Ac t} . !/ 

Y .. !.lle it Is entir e ty poesD ~e tlia t the p!U'ese "v. ithi:t tEe 
'nHed St a tes" 1n secti on 1 of the Johnson Act me.y b e so 
cr n~<trued by the c ourtc &.S t o permit tra.neactlons of thiS 
r'.t rl'cter, 1 t 1s not inconceiva ble tho t suoh tr!' nsf!ctlons 
.. Hl be rego rded a s prohib1 teJ., particularly 1n vlew ot 
1 e Dlr pose ot the Act. to penalize defaulting debtors . 

Regraded Unclassified



~·cr .•rY or genthau - 5 

(b) Such purcrAses or e~lee or l oans by oereons 
v.no a r e ordinarily domiciled within t~e 
Jurisdict i on of the United States, but made 
while they a.re tempor arily out side that 
Juri sdicti on (e . g ., on tripe into the de­
faul t i ng nat i ons). !/ 

(c) The export of goods by privr te firms in the 
Un ited Sta.tes, consigned d irect t o foreign 
:o«- ve:n ~r.ent s in defeul t on tl-.e ir c'>l i gP tions 
to the United Ct~ tee, •·ith 'Crovtsions for 
sh.>r t - o r interoedie ~e-terra t.ook cre<i.i t 
(e . £.· , the I t a lis.n c-ove n:riSn .. , vi tl: out t re 
use o f ar.y ~ r. te.•ven lng <rl v te I trlle.n i o]:Ort 
"-e,e ncy, mlgh t buy Uni ted S tro te s cot ton r.nd 
the United States e xror t lng h ouse migh t 
:~tlpul£ te t m t p• y~n t be 1l8de after t rlrty 
or ni ne ty <i.sye. Such a trpnsection mibht be 
held not to i nvolve either tl:e 10urcr.l'Ee or 
cr l" of s ecuri tie e , o r the :Jill king cf s 1oe:1 
~·li. hin the me!'nir.g of th is Ac t . ) · 

o. ~_!:_!:l en 2 exemp ts govern men t cor norp tions from the ooera­
~::....2£_~f.e .11et• ni ng of the Act : 

0 ect 1' n 2 excl ud es from t re provi~ions of the Act a ny 
•· llc cnr. Or" tlon created b~ s•eclel outh':ll'izatlon of Con­

r<' r t' •ny c arper£' tlon in •1hlch ti-e C-cv~rn m:;r. t of tl:e · "~·· =·· ~~s hl'e -:: r exerc ieP~ e c ntrcllin~ interet;~ . Such 
· r · ton• ~>B tte RFC, 'the E>.port-I r.~r.~rt Bt>nke , the FCA, 

•< ..... , • t o., ;>reEuoably rr.s.'J under tt. l r puttorizetion ~e 
., • f'crei~n .. c vemmen:.e ln cieffult on their obli!\P~ions 

< :.nltcd Sta tee Govern r.ent. Y In tt~ !louse debt> te i t "as 
. t out t!:.r t Section 2 wes i nser t ed by tl e Admin~~ ~r,co.tlon 
r cr t o perm i t loe ne to :\u~~ ie ; "1.-;veve r , 1 t wr.s elsa 

'.! .. J.Ue it is entirely possible that t l'.e r·hrese " vithin t l:e 
··~ae~ StateR" ln sect1c.n 1 of the Johnson Ac t me.y be ro 
r ne t rued by the c ~'>ur ts as t o permit t r ensect1ons or tl':is 
~·r rr o~er, it is not i nco nceivable tl".at suc h tr!'nsec t l c ns 
·: ~11 be re~tlrded a s p r ohib1 te<\, particularly i n view o f 

, ...,1 
.:. I 

,e ouroos e o f the Act to penalize defaul t i ng debtors. 
!J H i e to be no ted tbs. t wh i le the J ohnson Act a:;>per entlY d ee 

• ~ l'ppl y t o the Govem:en t or t o certa in govern mental agen­
c1•t, and v;hile the p r ovU;ione or the tteutrel1 ty Act !llB.Y 
n t ~>PPlY to the Govern ment since \ t 1s :~ot s j)cclfiC'Plly 

• .ed tt.c rein edvances or cred it 'Oy tl'.e Government to 
':lelllrerents in t i o;e of war 9 robab lY "ould c o'l s tltute e 
violation or interna~ional lew. ~oreover, l t is to be ob­
oer ved that the i mmunit7 or the eoverei~ rrom l e giela tion ~ot naming i t ordinarilY "old no t be as!ert ed excep t f o r 
unueuelly pressing rea sons, particularly i n a c a se where 
ruch t..31.i on ,;ou ld be i n contradicti on or a nat i onel pol icy 
0 Y'r'H"OOe1 V ~-1",_, r • tll 't)V nf')~O'.,.. oo. Regraded Unclassified
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br •; • ~ ou t tha t l.he State De}:!! rta.ent and the RFC ha d given 
~~' ft\dll l a s r ur ances t ta t no l oan s would be made to "lusP1a 
~nttl ~0'111' sFtlsfactory a e reement had been r~>e.ched wtth re­
r.; ct to Rueeii'n debts t o the Un l.ted St a t es end 1ts ci t izens. 
1 1• !'l r ~l. Exl'ort - I mport Bank, frunded on Fe~rue. ry 2 , 1934 -
: • •. 1.~ l'ln v·h ich t r.e r evl sed Bill pa a sed tte SE>ns t e - w s 
-~~ ln • l•Y In tended to finance United States fir ms d ee1r:ng 
t 0 ·rl. to the Soviet Union. In kee pi ng v:i t h the assurt•nce 
:c 1-c.n rees , hov.ever, active opere t1cn v:as pos tponed, owing 

,. • oe~nce -:>f eny settlement of tl'te Russian debt.) 

:c. • ~. ;.11•ences we r e g iven tl'.a t ne'tl' loene •·auld not be 
r • L cl'luntri"• other tban :=::ussit- , rh i le tt..ey •·ere in de-

·-~ c.n :!.e lr obl1get1one to tr.e United Stf tee C. v e mment. 
( . •r c•c"nd. Exoor~-Import .Scnl<., origin~tlly l'ounded on !Aercll 9 , 
1.•11., t-:> ..,p~e l oens t-:> Cuba, later ll.ad its authori ~Y e:-:t!!r.ded 
t e ver ;.I.e f1ne.ncin g of Uni ted Stt~tes t rede vith pll coun­
;.!'lr • ctht>r thsn Soviet Rus s ia .) 
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GROUP liEETING J a nuary 6, 1939. 
9:30 A. 1.1 . 

!'resent : 

Hanes : 

Bell: 

Hanes : 

Sch11arz : 

Hanes : 

(Held in Ur . Hanes• Office) 

Llr. Hanes 
Llr . Bell 
Jlr . Duffield 
!J.r . Foley 
L!r . Taylor 
Mr . Haas 
Jlr . Schwarz 
Ur . Lochhead 

Three of them called me up . 

On what? 

On the thing I called you about; you remember, \ 
that t he - the confusion that arose i n their minds 
when the President sent up his message about the 
W. P. A. It was ei~ht hundred seventy-five mil­
lion; you r emember I called you on t he phone . 
And about three of these newspaper fellows called 
up and said, •What in the dickens is going on 
here? Seven fifty million in the Budget and 
eight hundred twenty-five million dollars - t hey 
just stepped it up a hundred twenty-five million.• 
I called Danny and Danny explained it to oe, and 
I called Steve Early and Steve Ea.rly said to 
explain it to you and try to get it corrected . 

The boys made i t clear, but some of them apparently 
didn't attend . 

Is TdcReynolds co•aing in? Does anybody kno11 
whether he is here? Never mind ; don' t bother . 

Ed, Mr . Hathcock haS been promoted, and he is 
perfectly delighted with the promotion; thinks it 
is perfectly wonderful of you and the other lawyers 
down there to be so kind to give him this promotion, 
so I thanked him very kindly for tds cooperation; 
told him bow happy we were to be associated with 
him and how much we expected f r om him in his new 
job . 
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Tl~t sotL~S like the Budget - necessary that the 
business men a re entitled to know there isn• t going 
to be any drastic reductions . 

:.tr . Hat hcock has given the But•eau of Internal 
Revenue one series of huadaches . I think !.!r . 
Oliphant would probably get up a nd walk right out 
or the hospital and come back here and go to work 
1~ned1ately lf he round out Mr . Hathcock had been 
promoted . He is t he fello\1 - I wanted McReynolds; 
I wanted to hav e all or you know just what this 
thing was , because I hllve t alked with the Sec­
retary about it on a t least two occasions; I hllve 
t aned to Her.nan about i t a t t;reat len&th; Herman 
and Herber t Gaston, and I had a meetiOJ on it one 
nit;:lt that lasted for tv.o hours; I guess it was 
out at my house , and t hey r.ere a•:fully discouraged 
a bout this fellO\~ , becaune ho seems to have !>.ad 
some - I don ' t like the word ' politiot.l influence,' 
but I guess that ' s probably the word t ha t fits 
best - nnd he ' s been runnine down to this political 
influence, and sa~'ing t hilll,;S ab<>ut t~e other members 
of the Department; thP t they 11ere thieves , and so 
forth, and told what was said about Phil V/enchel ; 
tha t he was just a damned incompetent . AnyY:ay, 
what he has been - ho hns been on these cases 
do1·m there that Phil and Ed Fol ey and Heroan too 
all say t hey can't get a uy\.hing t hrou gh t he Depart­
ment . It co.oe s up to him and t here it stops . v:e 
have got cases do1·:n there - we ' ve got , oh, I euess 
eig'lt or ten r ailro'\d cases do'm t her e nhich Herman 
ga ve me a l ist of - some or then e i ght , nine, a n:! 
t e!l years old , and he i5 fighting with the 
engineers , a:ld the engineers no•·• are so ma? at him, -
there is one engineer dor.n there that you n· ve to 
GO out of your way not to ge t along with, he is 
such a nice fellow . He is all out of sorts, end 
ever y time he sends u reco~endation to him, he 
says it :i.s no good , and sends it baclc, and back . 

You•ve got twenty million dollars - admi~tedly 
rvur million due the railroads . Jesus Cnrist, 
the railroad s are in bad enough shape wi thout our 
a dding to their troubl es; so ~:e can 1 t get any work 

done . 

Ed Foley and Phil v;enchel t hOught tllis fellow 
needed a oromotion . \,e • ve ,;ot a seven-Jll8n board 
do~m t here - v:hat is 1t ca lled? 
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Processing Tax Boar d of Revie.: which oays 
seventy- f ive hundred dollars. ' -

So we found he is only getting seven thousand, 
so t hey sugcested we give him a promotion. I 
called hita up yesterday and told him how hallPY we 
were to give him this diploma , and he is really 
pleased to death. 

It ' s a bad situation; he ' s been in the Bureau 
twelve or fifteen years; he is an honest fellow, 
and he be1ieves well , but this t lliDJ; is becoming 
an obsession with him. He is just a cancer in 
t he Bureau; he has one theory nnd the engineers 
have another. It•s gotten to the point where the 
engineer s r.ont t speak to him. It•s getti~ to where 
nothing is bein;; done . l'ie have to pay six per cent 
on the refund from the time the tax is oaid unti l 
the t ime t he r efund is paid . We ar e borro~ring 
money at two and a half, and two and three quarters , 
and paying six per cent . 

I signed one the other day for a hundred and forty 
thousand dollars for interest . Juda 's Priest, I 
said to Commissioner f!elverinc , I said, "Listen, 
Guy, f un iS run, but this is carrying a joke too 
far ; this i s the last time I am going to h~ve 
anything to do with it . I 8Jil - I vron 1 t have any­
thing to do with it; I am not going - it ' s t he 
l as t one, " and Guy said, n;.ell , we can't get the 
work through; here is the stoppage . " I said, 
"Let 's clean it up. l~e • ve got to go on; tte can 't 
wait for sooebody here for ten years; that is 
robbing the Government." 

On that basis, I •d like to give the Government 
tVIO or three thousand dollars over-payment of 
taxes and get a good six per cent investment . 

That i s one of the best trades I ever hear d of; 
five hundred dollars a year for two hundred 
forty thousand . 

When the Ford tax suit was on, some lady i n 
Detroit had an assessment agains t i t; she ' s the 
only one that over paid a t ax. She paid the tax, 
and then got her three million, wi t h interest. 
She v.-es smart . 
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I tell you nho tol d me about it; you know 
Randolph Paul? 

Yes. 

:..76 

Randol ph Paul, and Ros Magill , and that cro1•:d 
of t ax lawyers that meet at some t ax dinner ; I 
don ' t knovi what t hey call themselves; they ' ve got 
sone name; they got up and one fellow started the 
t~ng by saying he was advising his clients . to 
under pay the Governoent where t~ere was a doubt . 
They s aid "Why?" and and he told ther.~, "If •.7e 
pay an over- txx and ar e entitled to refunds, t he 
Government won ' t pay us back; you can' t get a 
r efund froo the United States Gove'r n:nent. Yihy? 
Because they •ve got a f ellow dor.n there, named 
Hathcock, who doesn ' t believe in that sort of 
t hing . 

He 'd make a good Budget Direc tor. 

VIlla t did you oay? 

He •d :nalte a good Budge t Director . 

(Laughter} 

I don' t know, his 10athemo.tics don•t seem to be so 
good . 

You lmov: , it's funnY what kind of a hunch you have 
sor~etimes; when I added t he expenditures on this 
Dudget, t hey ca~e to nine billion nine million. 
The President said i t' s go t to be under nine 
billion. I had cut itr to tYienty-five before I 
added up my ·9, 005, so I said, off of processing 
taxes - and v:e ' vc got t hat dov:n 11011 t o fifteen. 

I thl.nk your fifteen i s an over estimate nor1 . 
(Laughter ) 

You will pr obably htlve a profit in that account 
no\':. 

If v:e can help you lilte t hllt again, Danny, l et 
us know. 

Well if there is any oolitical r eoercussion from 
this t hing, I wanted you all to !ffio11 about i t , so 
00\"f you mow. 
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It is going to be awfully hard for the~ to 
co~plain about the promotion he got . 

:71 

He can' t go t o Congress and say , "Those bastards 
dol"m in the Treasury have given me a promotion. n 
And the Secretary of the Tr easury has the appoint­
ment. 

I thinlt the r ecor d ought t o shov: he is f rom 
North Car oli na . 

I told him, inasmuch ns he came fro~ North 
Car olina, I want~d to ma t him per sonally. 

Johnny told hie he ' d been watching his services 
very carefully . (Laughter ) 

Archie? 

Nothing very much in the m.'\r ltot . The Ban% of 
E.n&lan<.l is going to make a tx·ansfer from the 
I ssue Department i nto t he Stabilization Fund 
&ometime . That is one thine: I want ed to go over 
11i t h you when you havll a f ew moments . 

Hight aft er t lrls meetins . 

They a pnarently are GOinb to go along strong . 

Sterling is a round 4.65 . 

They a re not goins to announce it until four 
o •clock, t heir time? 

Four o·•cloc't their tho. I hope it is goint; to 
do some good l the fact ther are t aking .funds out 
of the Issue Department - they probably are going 
t o have a lot of new lcglsl tltion over ther e on 
banking . 

Over in England? 

Yes . It' s more or less congest ed . 
are going to go over their Banking 
I don ' t thin% they know themselves 
details . 

Any1;il.ing else? 

'that is all. 

They probably 
Act of 1928 • • 
t~e exact 

Regraded Unclassified



Sch11ar z : 

Hu:h:S : 

Hans : 

lion. :J : 

Hr s : 

l!ors : 
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(Nods "Nothing . ") 

Ueorge? 

- .,8 _, 

Do you have any thine else f or us to do at the 
moment on that Socinl 5ecurity? 

\ 'I ell , I tell you l'lhat I did yester day . Altmyer 
sent over t ho final draft . 

1 ~ve seen it; he sent a copy of it . 

Good , and ht: as::ed us to 110 on record r 1 th three 
or four specific anst·.ers to questions r:!U.ch. he 
asked there , n:ld I disc•.tssed it >:it!'! Harry lt'lite 
just llefore he ~~ent m·.ay; I \.Fnted to mke sure -
Harry, you rec1ernber , as'<ed t·.,., t he '1u :; i n F. meMor andum 
before we m;:de a decision. I alo;o discussed i t 
t•.ith I:d Foley before I un:w:ere<l tole letter . I 
decide.d fir::.t I wasn• t coing to ge t t he Secreta ry, 
in v i el'; of t ho l.;tter he :.~ent to the President , 
committed to aroythint;; I don ' t think tl1.at woula 
be fair; in t he first place, I don ' t think nny of 
us are for enout;h along in olll' thlni<it~ to con­
•~it oursel ves even if 1.e \';anted to co::~:Jit hi-:~ . 
So I just ·;.rote Altmyer and said t hat the Secre­
t ar y had been interested in this t hing ana would 
be back on the sixteonth of Janunry, and as fa r 
as the Treasury was concerned , we •d rather r.ait 
until be came bac:t and tla<i a chance t o go over 
f inaJ. draft . 

It is too general . 

And they have chnnged t his t hint - thh is about 
the 1lineth time they hav e chnnr:;ed it . Every time 
'''e get u p to date on one draft , they send us 
another one . Today iS tl1e l ast c!!ance l'.e \.ould 
have · i f v;e wa nted to rnal<e any col'rec tions i n 
t he t hing today would bo t he l a s t c hance . 

You h~.ve any idea when it is goi n& up to t he 

President? 

I said , it ' s goillj: up next week. 

\ e ~;ot a l etter free Altoyer, in t >te :Oudge t . ~rne 
o f the boys hove been rurudrl!. down the recor!ll!le a-
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tions to see what they can find , and everything 
is so general they can't put their tee t h in any­
thing . 

That is right, but t hey have something speci fic 
in their own minds . That probably will go around 
the other way . 

In the back door . 

They h3ve something specific, but t hey don ' t tell 
it. They r.anted us to answer this specifically: 
"Do you approve the benefit& starting in 1940? Do 
you oppo~e ~he general principle or lar&er benefits 
in early year s? And r:ould the financing plans 
t.:uch t!le ~reasury favors fit tile reco=enda tions 
of the Board?" Gt!e whiz, I. don• t see ho" v.e can 
answer those questions . I don ' t see how we can. 

Do you favor t he i ncome tax, you kno11. 

Yeah . But at any rate, that is what we did . 

That suits me a hundred per cent . 

\'ie wo~ldn ' t do nnything further until the Secretary 
cat~e back, and at th.<\t time I knew he r:as interested 
in it, and would want to enter t he discussion. 

Was the Pres!.dent &oint; to send it uu 'l'li th a 
cover message, or a reco~~endation? 

I don't know . You re~ember t he Secretary's let ter 
to the President askin~ him please not t o commit 
himself until he had a chance to talk to hio 
about it? I kno~ before he went away he never 
discussed it with him. 

Vlayne, you got anything? 

'l:ell, this t hing thnt Arcl'lie will talk about -
we •11 talk about a fter this meeting - y;hich is 
the big news of the day. It means they are 
absolutely shootinG the v:orks . 

The British . 

Have they got anything left after they do that? 

' 
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v:ell, they are transferring t he equivalent of a 
billion seven, dollars, into t heir Stabilization 
Fund . 

The biggest guess in this market was five hundred 
Dillion. The Bank of J::nel:md was discussint; a 
five hundred million, and \'.hen they transferred 
the bi llion seven, they nre shooting the whole 
,,orks . 

It is revalued at about three fifty , which 
fi;;ured about a billion seven . 

Do they pzve anything left? 

They r:ill have what they 
1931 , v:~en t rey ~7ent of'!' 
duch i s about a humred 
oounds . 

hP.o back in Septecber, 
the ~old standard, 
tv.enty-one ::~illion 

Th."l.C is less than thit·ty per cent coverage now. 
Five hundr ed 111illion pounds . 

That still i s at t'le ol1.1. valull . 

Of course , they 1•.ill hav~: to hnve n&w legi slation; 
it' s a new set up. 

Uh huh. 

But it is certa::.nly laying it all on t!1e lin<; . 

Anyt!lil'lb else, r.ayne? 

Yes . I had quite a talk rith Pitt~n l ast night , 
and it was mostly let:~>l conversation, in 1\llich he 
c01~pletely disagread 11ith our Geueral Counsel ' s 
Office it seems to me Vlith some justice, on this 
questi~n of v.hether t he silver - newl y mined silver 
had to be ac t uallY delivered . Bernie i s r eviewing 
the s ituation and it seems to me the best out is 
to agree with1 Mr . Pittman. One thing that didn't 
develop in that, ~vhich was int eresting, is that we 
felt we 1.ould unquestionably go - say - t~ell , you 
could do this under t he Silver Purchase Act. And 
he said , "11o . • His interpretation of that 'I'I&S 

that the Silver Purchase Act was int ended to 
uaintain the corket, and that you - that iS, it 
could be worded that the Secretary had a riGht to 
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purchase dot~estic silver above world market. He 
said he didn ' t interpretate it so. Well , th~t 
either means that they are going • • •• • 

It is - ther e is a deal on, Wayne; t here is a 
deal on. 

Well , as I say , I got ••• . 

The Gold and Silver Purchase Act . 

I gather he thin!<s the Silver Purcnase Act is 
going out? 

He is taking darn good care; he is not goinJ to 
tie his silver up. 

\". hy doesn ' ~; he bO to the Tho:nas Amerouent? 

Don 't worry, kid, he i~ . 

\", hat is he cropping :tbout, t he deliver y date? He • 
can amend it, and it won ' t be any problem. 

He mi~;ht not get it throu~;h . 

That i s the only reason why we did it . 

You got what you asl<ed for? 

That confirms IllY impression ther e is a deal on 
to get rid of the Silver Act . That is 
~hat it looks like, the lest month. 

nell you •ve got ~bout , I v:ould say a maximUlll 
of t;;o weeks to move arounci in. And I thin.!{ 
you wil l probably decid~ tlwt maybe the Senator 
.is right . Delivery Act , aiJlended, means a good con­
tract for ne~tly mined silver for deliver y . I 
don't - I can't interpret the law, but that seems 
to r.1e t he way it will come out. 

Anyt hine else, wayne? 

' 

Ah - I t hink Bank of America is going to go through. 
That is what I gat hered f r om talking to Jesse last 

night. 

V.hat do you mean, ngo through"? 
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They are going to adopt Giannini 's recommendations . 

That is t hat l etter that you got a copy of in 
yester day ' s minutes , aro t ha t was his recomraendn­
tion to the Boar d that t he Board accept the seven­
t een points that were discus::;ed when they were 
here for t hat meeting. 

His impression was that there was no hesitation 
to do that, whereas they would just as soon as 
keep on arguing t hat it was probably better to do 
it and then forget about it. 

Did he have any i dea when they were going to do 
i t? 

Hight quick. 

rl~sht quick? A day or tv,o? 

The truth of the ma t t er is , t he Boar d passed it 
before Giannini signed it . He called A. P. on the 
telephone and r ead it to him; that v:as 11hen it 
was passed, and t he r est of it was formality . 

Eddie, you got any t hing this morning? 

Not a t hini; . 

Not a thing. 

Danny, you got your Budget in sood shape? 

I hope se . 
Going back to this limitat ion on the debt, I think 
the legal section shoul d do a little work on it . 
The Act that went throur,h l ast year said t ha t 
you have outstanding a t any one time under 
obligations 'usuallY issued under the Second 
Li ber ty Bond Act , as amended, an amount not to 
exceed forty billion dollars , of which t~rty 
billion can be bonds . There are several questions 
involved in that; one is as to v;hether matured 
debts about a hundred million dollars, comes 
under' it . Another is as to whether the First 
Liberty Bonds and Fifth Liberty Bonds come under 
i t · that is your Victory notes, come under that. 
Th~re are stil~ some of those outstanding, and 
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whether we have to carry United States Savings 
Bonds at the f ace value or maturity value or at 
their. principal value, if they were now c~shed . 
It ma~es a difference of a bou t four hundred 
million , and it seems to me that ought t o be 
s t udied . It makes -;uite a differe nce . Get a 
l egal opinion on i t. 

Apparently there is not uoin& to be any tr~uble 
Danny, in getting t he debt limit increased . I ' 
talked v;ith a meraber of tho Finance Co:n."ittee 
last night . I might just say r:hy I r:as t alking 
to hi:n, because it is a very interestin& sort of 
a situation. \,e•ve got a Senator fro::~ North 
Carolina by the n:u~e of Josiah Bailey. Y.:>u may 
or may not h·.we hear d of hilll, but Bailey and Harry 
Hopkins h.<td a parsonal encounter . It is one of the 
fe1•: cases on record , I sues5 , ,. her e a me:;~ber of 
the Executive Department was going to sock a :>enator, 
and a lmost a id, and vice ver$a . At any r a te , 
Bailey is - ~.l.W • s a queer old fellow ; I • m f ond of 
Bailey . I~'a'gree with all of his ideas, but he is 
a fine olu gentleman, and I have known him since 
I was a chi l d , and ge t alan~ well v.ith hlm, so I 
don't v:ant Bailey to a ttnc lc Harr y Hopkinr. , and I 
,·;ent up to see him l ast night to :1s:c him not to . 
Not bec ause I t hine !1r.r1·y Hopkins l'.uuld probably 
be hig:lly offended 1C he knc1·. this , but nevertheless 
I t !linl·: it is a damned bud t:ung for t~e r:hole 
business r:orld to have a fellaH cc:-:e in as Secre­
tary of Co=erce a1'ti rove a Senator v;:w claims to 
be all for business , &OinL out an6 destroyinG t he 
confidence of busine ss people in the man to w~om 
they must look for GUidance . And he and Harry 
Hopkins want t o help, :\nd 11111 if he ' s given the 
opportunity . 

So Bail ey - oh, he was as tnad as a hornet , :1nd 
s t ill is mad . I didn ' t do anythi ng to ge t !11:'1 
ove r t hat mad, because he is still as sore a s hell 
at Har ry. He says Rarry insul t ed him, , and reflected 
on his c har acter and integr ity - sometniog that 
tile dignit Y of a United States Senator vwuldn ' t 
per mit to go unchallenged . So I said, "Well , 
what a r e you going to do?" "\\'ell, " .h e/ai? , "what 
do you thi~c I ought t o d o?" I saio, I t hink, 
in the first place , it 11ould be an outrage if you 
l e t tha t co~itte~ of yours hold a ny hearings and 
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co" Harry do\m there and put him on the mat for 
meanness-. ThP.t is all it would be, Just for pure 
cussedness; I think if you let the committee do 
th~tt , you will suffer . You ar e my Senator , 
f rom North Carolj,na; I •nant to see you conduct 
yourself ..... . !1 

J ohnny, you ought to be on the State Department . 

He said - well , I had gotten a lot of business men 
in ilorth Carolina to wri t e hill & letter prior t o 
my going, just to sny to him, "l',e t:un.l(' Hopkins 
is going to do a good Job; we l7ant you to helo 
him, 11 and so for th. He said, "I ' ll tell you \vha t 
I ' ll do; I 111 confine myllelf to a few personal 
remar~s on the floor of t he Senate; I 'll say 
what you have said to the Cocmittee; thet this 
is no time to discuss him . The Presi dent has a 
rie!lt to choose his ov:n associates; it is none of 
lilY busines s . For my part, I don't want any investi­
gation ; I don' t want any bringill{; him down here 
and having a c ircus a t H11rry Hopkins • expense; 
it is not going t o do the country any good ." 

He said he wuuld do thnt , but not to ask him not 
to make a few personDl reoarlts on the f l oor of 
the Senate. I said, 11If I were you, the dignified 
thing to do is to say you have had a personal 
altercation \:ith :.1r . Hopkins and you w:!.ll not 
l et personal difficulties come into your office , 
and for that reason you will stand aside and do 
nothill{; · Th:t t would be the dignified thing to do . • 
He said th~t sounds pretty good . 

I don't knoll' ,,hat he ' s going to do. I t alked to 
him for about three hours . During the course of 
the thing, I said , "Vie v.ere going to ~ve to ask 
for a consideration of the increase of this 
debt limitation. " He said, "There will be no 
trouble about that · we recognize t hat and t her e 
wi ll be no trouble

1 
about it ." I don' t !mow • • · 

He told me that there were about t en Senators 
that wer e &oing - he said t her e were about t wenty 
t hat were goi ng to vote against Hopkins , but now 
he t hought it had narro~ed to about ten. I sai d , 
•Are you going to vote against him?" He said , •oh, 
yes· I can•t vote for him· " So he and nine others 
are' going t o vote agai ns t him, apparently, but t hat 

is about all. 
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Danny, did t h.:lt for eign dominion figure - r1as tha t 
intended as a total of •hose you lis ted or t he 
savings bonds? VIe had been tal:ting in terrus of 
a billion yesterday . 

\ I ell, it 1 s - I t hin!t l t ' s seven hundred fifty 
milli on dollal'S . 

Total now? 

If you include savints bonds at a billion eight 
seventy- five , and it cooes out a billion one 
eighty-three; if you ~ut the~ in at their present 
value . · 

Abuut s even fifty altob&ther . 

I 111 .;ive you a copy of t hese state.aents . 

You s till r1ant to check with the legal divisi on 
befor e we 

I t hin!< we should . I t hink somebody ~hould loo!< 
into tha t . 

I 11ant to show you t~ t lunc, Just as a matter of 
inter est . The Tr easury has a lot of r ecords . r. e•ve 
got the original account books of Geor ge Washi1~ton, 
und l.!orris - Robert :.torr is . The~· ran across 
yesterday a personal let ter frou the Pope to 
Jefferson Davis , as~~nu for his stand of peace. 
It is interesting; it is all in Latin. 

v·e can all r ead it . 

It i s writ t en in tho Pope ' s ov•n h&txiwriting . 

It is e. repl y to a letter, appar ently, which 
Jefferson Davis sent him . 

I should think a thing like that ought to be in 
the Smithsonian. 

1
1
e have a lot of t he ol d seized r ecords, cotton 

records and so forth, and once in a while \\e 
run acr~ss so::~ething like t hat . \.hat date was 
it? 1863. Given at Rome, at St . Pet:rs, December 
3 i n the year of 1863 , in the year o1 our Pontiff . 
D~rn inter esting, isn't it? 
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It is . 

\'/here do you find •••. 

The accounts - expense accounts are in the hand 
v.Ti ting of George Washingt on, and so are the 
ones of Robert lJorris . Someday .,..e 11ill have to 
turn it over to t he Smithsonian. 

If you don ' t turn tr~s one over pretty quick , 
it will fade out on you . 

That hasn't been out of the envelope until 
yester day. 

I ' d get that photostated r ight away . 

\ 
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DEPARTMENT OF STATE 

WASHINGTON 

January 6, 1939 

My dea r Mr. Secretary: 

With reference to your letter of December 31 , 

1938, I bave taken plea sure i n informing Mr. Austin 0. 

Brady, Ame rican Consul a t Rangoon, of your kind com­

mendation of bis despatch No . 129 of December 1, 1938 , 

entitled •China' s Sea Route Through Burma". 

Sincerely yours , 

-:.b T 

r or the Acting Secretary of State: 

~-~~-I 
As si s t ant Secreta ry 

The Honorable 

Henry Morgentbau, Jr., 

secretary of tbe Treasury. 

-
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TREASURY DEPARTMENT /" . . 

tNTIR O,.PlC& CONNU NICATIOH 

~o:-ot.f" ry :.~orgenthnu 

• .1' . 'nyl or 

1 1:1 onQlosino " r eer oft or tho mell'.ot·tmdt\ on cottnn o.ncl ·:meat 

,_,<':t r . r 1rck ae~tt ne yes-tea-dey . I aa atill not in entire e.gr eement 

: .,. .. :"( r f] "-t"O At lee.st ede; <Jato t.o show tho rMt;e or t.'lo p r oble!t.a 

c r:·oo~c ·;i t~ ,..o.ch of thoso crops . 1 pP.r-t1.c-..tlnrl~' rec~nd thnt you 

t~'~"~ • ·'A t"'lll!1t'lrllr.d u:t on cotton. 1£ t"tis ie nnt rntional Hf>adil('he llo . 1 , 

it o~·rtrd.nl~' rnnk& l\a A~;ricult·trnl liondt\cho tl o. 1 . 

1 <lon ' I. r.ioh t o dist urb your holidoy but thou:;ht t ltot <iurl.n;; 

•'' ·o-. n.; 10ol< you mit,;ht wish to do a litt l• lit,;ht re~ding . 
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January 1939. 

~iElcO.RAI:oO!.: ON COTTON 

T .e .;orl1 Cotton Si tunt1on - ...... ·-·---- -·--·-
lorld cotton consW>~ption fo r t hia ""'rketing season ia expected 

to be about 27?, million bnles . Vlorld supply io mora tho.n 

SO ttillion bales , this year' s pr oduot1on aooount1n& .for about 

28 mill ion bales. World carr yover at t he besinnins of t his 

mar ketinG seaoon was 22! million baloo, of which ~ore than 

13t million bnl ba were u.s . cot ton . Tho 10-yeo. r nverar;c wor l d 

cnrryovor, 1928- 37, waa 14 cillion bMlcs . Tho 10-¥~ar avero~o 

cnrryoqcr of u.s . cotton, 1928-37, was 8 mil lion bales . The 

avera.~e carryover of t! .s . cotton !'or tho proced in& 5- y<Hlr period , 

1523 through 1927, was 4 , 650 ,000 bales . 

Doth u.s. and f or eien production or co t ton have boon i noroas ins 

steadily ove r a long peri od, with fore i t n production ~radually 

eainin& on u.s. production . Forty years a&o t ho foroi~n c r op 

was about 4 million bo.loo o.nd the U.s. crop was about 11 milH on 

bal oa . Tho 10- ycar avoro.&• of the forei~n c r ops f rom 1928 t o 

1937 was 13 . 3 million bales , and tho 10 -year average of u.s. 
crops f or the sumo period waa 13. 8 million bales . Lar&o c ropa 

in tho u.s. have had little ofl'ect in oheokint; the persistent , 

long-rongo upward trend in foreign cotton production. 

'1/orld consumption of cotton al so has ohorm a long- range upward 

trend , but world consumption has not kept pace with world pro­

duction . For tho 10- yoar per iod , 1920- 29, the average annual 

world produc t ion of cott on was 22 .7 million balee , and f rom 

1930 to 1937 , tho world p roduction avora~o """ 27 . 2 million 

be l eo , a gain of about 20 percent. On tho othe r hand , t he 

avora~:e .:orld oonaumption of cotton for tho 10- yoar period, 

1920-29, waa 22 . 6 milli on b~lo• , while fron 1930 to 19~7 t he 

averase consumption .as 25 .8 aillion baloa , a gain of about 

14 perco.nt. 

fl.o t nited Statea Cotton Si tuation 
-·---

The 13 , 600 ,000 balo car ryover of u.s. cotton a t tho beginning 

of this mo.rkctin& aeaaon was 400 ,000 be.los more then tho 

previous record in 19~2 . It 1e estimated th&t another million 

baloe will hove boon added to the carryover at the beginninr; 

of the next marketing eoason . 

Tho 1932 cotton carryover of 13, 200 ,000 baloa waa roducod to 

6 ,200 ,000 bales by Auguat 1, 19S7, before the large crop of 
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that ~t.r wu oarketedo !1M preamt cotton oar..,.,ftr wbiob 

1a 110re than 7 ail lion balea r.bove the AU&IIat 1. l9S7 • ti!W"e 

1a larr;el7 the rewlt ot r. ooabinr.tion ot bir; aorea&e cd biiJ: 

yields 1n 19S7 wtoen ootton p-oduoera bad no etteot1'" oolltrol 

progoa. 

rbere .... .. * aillion r.ore hloore .... 1D ootton prodllot1on 1D 

1956 toll owing the S11pr- Cou.rt' 1 1Dftli4r.t1on ot the pro­

dllotion ooutrol r-tur•• ot the orir;inr.l Acz'iollltu.rr.l Aclj...ta.Dt 

.lot. !!Mre ...... turtber boor-•• or r.notber 4o aillion r.oreo 

in 19S7. 

Tbia ~· under tlw - Fam .lot• ootton r.orer.r;e wu reduoed 

7i a1111on r.orea IInder lut )"'t.r• but the big aurp1ua produoed 

lr.at year o•rio~~aly dopreuoo the prioe tor thia yer.r' a orop0 

.l world or.r..,..nor ot -rior.n ootton r.t the end of tho arketiDC 

yer.r (J11ly Sl) ot r.t ler.ot 5 aillion baloo io needed to po.-it 

r.n IUlZ'eatrioted _,y-Ilt into oono~ ohannelo. Thla ....,IIDt 

ot ootton wollld neod to be 1D the rer;lllr.r ohaDDelo or t rade J 

that to. not awned or lwld by tho GcmtrnMnt o 

Proopooto tor Inoreaood Oao.otio Uae of o. s. Cotton 

The 011tloolr: for -.1nta1.n1ng the rooont an"6• ot doMitio oon­

lllllption ia taTorablo. But• eTen it doMotio ooll.lllllption abollld 

roaoh the 1936-S'T reoord ot 8 aillion br.loa. it wollld be only 

1.1 a11l1on br.lea abaTe tho r.nrr.ge ot the laat 5 yearo • 

.loy nos-1. inoreaaeo 1n ootton oonsUIIption in tho lbited Statea 

-.:t be expected to depend large::,Y on inor.,.aod induatrir.l pro­

duotion. The prioe ot octton apper.ro to ban relat1nl7 little 

ettoct on tho ~&owt oona.-d domut1call7• C.-.pet1t1on ot ~ 

1n the Uaited States baa been ino ruaed by inoreaoed production 

and low.r prioeo. 

A otudy being made ot tho poooibilit1eo ot expandins doaestio 

uoe ot ootton by auba1d1a1n£ d..,utio oonowoption 1nd1or.teo that 

a IMXia- inoreaaod annual oono .. ptioc ot z.ooo.ooo bale• aigbt 

poaoib1y ba r.ohiOTod it coat were not a taotor. lorwal oouoa~ption 

11 lbout 6,500,000 b&ln. It oono110ptlon nre 1norea• ed 2,000,000 

bale• abaTe tha ~· it wollld then be &bout a . 500, 000 br.leo • 

.ln oats..&te ot poaoible percctr.ge 1norer.oeo under eubo1117• olaoo1t1ed 

aooordinc to thr .. generr.l u•••• 1o aa tollowet 

Cloth1n£ 
Houaehold ~ 
Illlua trial to,C 

Total 

z.e ml1~lea 
l oS aillion br.leo 
2.6 a1111on br.leo 
e.& a1llion bale• 

Poeeible Marl•• 

s.z a1llian baleo 
2.s aillion balea 
s.o aill ion br.leo 

8o5 ailliou baleo 
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An i de f rom industrie.l uses , consumption might be expanded through 

the sale of cotton articles to low i noone groupe at r educed 

~rices and tho distribution of cotton articles free to families 

on r elief. 

For articles such as l!lAttreseoa which require co::.pe.ratively small 

:~Anufacturing expense , the total cost, ineludinrl materials , would 

probebly be around $75 per bale. For fabrics of the cheaper 

r rades the oost woul d probably be $1SO to $150 for eaoh bale of 

cotton oonauoed. On itema for which tho manufacturing expe.noe 

is relatively h11,1h , this coat is u !:!UOh &a 10 to 20 tiDes tho 

vnl uo of tho row cotton consumed. Thus it ~~11 be seen that &n 

extensive program of inoroasin:; domestic oonswnption could be 

financed only at tre~andoua cost . 

A teo!>Qrary increase in dO!!lectic consw:tption coul d be achieved by 

providin~ for pros pective requirements o~ reGUlar GOvo~nt 

a-encies such as pri sons , hospitals , and tho army and navy. Tho 

J:avy , aside frCD the field service, purchased 22,000 mattresses 

in 1937 and 10,000 in 1938. Purchase• for the Army by the 

~uarto~ater have avera~od about 33,000 mattresses per year 

aside from the purchases made by t he medical and hospital service. 

:>ovelopoont of new usee for cotton is a long time pr ogram which 

cannot be expected to be of ~ch immediate assistance in meeting 

the present ourplus situation. 

Cutlook t'or Increased Foreir:n Uae of U.S. Cotton 

- - -[l:O"te, See supPlemental stato~:~ent on Forei~n Cotton Si tuation , 

by Countries , on pa~es 9 , 10 and 11) . 

T!.o outlook for increased foreie-n consumption is not favorable. 

The forci511 trade situation continues to be unfavorable to 

r.r ently expanded exports becauso of t rade practicos of and 

efforts t~tard self- suff iciency by tho totalitarian states, 

and bocauso of difficulties of foreign countries in obtainin' 

dollar oxchanr:e with which to buy commoditioo in tho United States . 

United Statoo cotton faces r,reater coopotition on tho world 

~rkot because or increased foroi: n cotton production and in­

creased conpeti tion of rayon and other cO!:!petinp; f ibers, 

ospecial l y in Cormany , I taly, and Japan. 

Exports of cotton ao far this seaoon are 1,300,000 bales behind 

last season . Tho maxicum of exports that could be expected 

at tho rata for tho f irst three months of this season would be 

5 mil lion bales , but at this timo it seems probable that ox­

ports will not exceed 4 to ~million bal es . 
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The bicgeat exports in thoo last 10 ynro ""re i n the 19Sl• S2 

•rlteti.D& aeaa011 when 8, 708, 000 ba l es nre ohippe cl a.broacl , 

Yet foreir;o oooataption or AJMrloan cotton in the ..... aou on 

-untecl to only 7 , 784, 000 bale a, which -• a million baleo 

lell than ..... exported . the probl- or a lli,&OO, ooo bale l llrpllll 

wollld not be oolvocl even it it ""r• poaaible to inoreaee exporta 

to t he hicJ>est point reaohecl in the last 10 yeara, 

Who.t Can be !>oDe .t.bout the Cotton Surpluo Problemt 

Tho preoent lit~tiOD, with low price and 1m..,.. &nd imreaucl 

ouppl ieo pointe t o the need of effective procluotion acljuatment 

&nd adequate pa)'IIOenta to compensate tor the low world pr ioo, 

TM preoent ler;iolation oontaiDa proviliono tor t ( 1) Produot1<m 

aclj111tment a nd marketing control , clependiQ& upon auppliea and 

the desires of f'a....,ra J &nd paymento throU~Sh a opec ial appropri• 

ation to compensate tor part of the oaoritioe made in acljuatiut; 

production, (2) luoroand uoe of ooil• bllilcling crops and 

praoti coo w1 th pqmento to proTide a aubatantial portion ot the 

coat inourrocl1 (3) Cotton l oans at not leu than 52 percent or 

parityJ (4) o.,. or part of tu.da available tor expanding domestic 

&nd for eign -rltet a and removing ellrpluoea , (5) Develop;oont or 

orop inouranoe f'or cotton wbioh wolllcl in.ouro against l o ssea in 

yield reollltiut; trcm uno.void.able produotion hesaNIJ (6) Deall.JI& 

with tho probl~ of dioorlminatory treight rate11 (7) Botablioh• 

1nr; rer;ional laboratoriea tor reaearoh in developinr; now amd 

espandod uaeo tor tara c~oditioa . 

Tho cotton prot; ......_ \Zldor present legiola tion, alao inol ucloo pro• 

viliono tor inoreaol.JI& procluotion of toocl and toed crop• tor 

bamt conoumption. 

Additional Legblation lleedocl 

1, Ler;illation to pr ovide a oontinul..ag aource or tu.do for aclequate 

pey~~~>Dta to ooaapeneate tor low world prioo and permit a oound 

loan progr .... 

2, Legielation to rel eaoe cotton now UDder loan• wbioh .-ke cotton 

unavailable tor export and t.Dporarily oupport price While buil d• 

illll up prioe-dopreuillll wrpluan. (About 10 Jaillion baloa are 

now hel d under Governaent loan••) 

f:l<p<orionoe with loana during the past s ilt yeua indioateo that 

loans which are t oo high .,able toreisn ooaapetitora to UDdorHll 

2 
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Allerioan pro<luoero IIDd t.ke - T part ot the DONAl export • r loet 

t or u. s. octtan. 

s"""' reduotion in o&MTOT•r would be po .. i ble thrcllf>h l eghl&t l.oll 

that would rele&ae ootton lllder Go·•·er-nt loe.n, UDder preHnt 

l e gial&tion, cotton UDder lO&D .u.t be aold onl:y &t & pri oe wbioh 

will re1mburH tho OOTernaoent tor the UI0\11\t or the loen plue 

~ o&rryilag oh&rg... On aey loen ootton prior to the US8 orop, 

the l oan nte pl ua ott.rJ"Ti.ac oh&rgu .,llld be abo .. the arloet 

prioe. I.gi al&the reatriotio~~a 011 ... l e a or oottoa held UDder 

Go·••n•moent l oan proTide ·that attor Jlll:y Sl , 1959, the OoTe..,..llt 

ahall 110t aell -r• th&ll SOO, OOO b&lea ill &117 ..,..th and DOt -r• 

than 1,500,000 b&l .. ill &117 T&&r• 

Reduotion or loe.n ootto11 oollld be bro\lf;ht about by releaaillg 1om 

ootto11 to borrowera tor tale &t & apeoitiad price. 

How Sorioua Ia the Cotton I mcae Probl• end How LoD!i Hu it Beall 

Rooophodf 

Since 19290 oa lb illo,_ troa cotton baa boon 21 percmt leu than 

f or the 19lo-U period, while the illdex ot prioea pe.id by t..r.ro 

baa bee11 29 pereaDt &b«e the pre..,..... 1 ... e1. While aubatenti&l 

l.apro-nt baa been ahowll in the purohaai~~g pcnoor ot aott.. 

Iince 1932, i t 1e atill t&r !rca o.de qll&teo 'l'ha per o&pit& pur• 

ohaai..-; power frCIIl the aala ot ootto11 ill 1U2 ha4 dropped to 42 

percent of ito pro•wo.r O.Tera ge . It hu 110t be Oil leu than &I 

pereent ot 1 ta pre-war &Tonge ill ~ y<>&r oime the J.AA ootto11 

prcgr- began, but the ntio or tot&l ootton iDO-. to per 

oapit& DOn-t&rm illo,_ 11 little ..,... thall halt 1tl&t it wu 

before tho W&ro 

Eetl.a&ted illoC8e ot t ees,ooo,ooo trCIIl ootto11 thio TO&r iDDl llllillg 

J.AA ~ntl will be tJ.moat 11d00 the 1932 ino-. Of t484,000,000 

but it will be t&r be low the l Oooye&r anr~• ot $l,S76 , SOO, OOO 

tor the period 192o-21 t o 1929-30. 

While the purohuillg power ot cot toll baa bee11 deolilli:ls the nlaber 

ot people depolldent 11poz1 ootto11 tor & l1T1..-; hu been iDOreuillg. 

'!'here &re & aillio11 ...re people on ootton t-.ru thaD baton the 

Wuo ODe- third ot &11 the people 011 t&raa in the 0,1. depelld 

wholly or ill p&rt upon ootton tor their lirlDgo 

The ootton probl• baa lo~~g bee reoopiaed u & .. rio\11 pr obl ... 

'l'h11 il illuatr&ted by the t &ot th&t durillg the period betw .. ll 

11100 &lid tho l'&ra Bo&rd en there ftro 5 T&&r• - 11104, 1908, 

1914, lUl, end 1928 - ill wtdoh o..p&ipA ftra o&rried Oil ill 

the south to reduoo &e re~• planted to ootton. 
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Pro£1111 Whiob Ha,... S.ea h'opou<l AI Sllbotitut .. For The Pr .. ent Pro~:r• 

Prioe Fix~ -- Tbio plan propo .. o a fixed price tor the d.-atioally 

conaume portion of the orop. with the reaa1nder to be exported 

for what i t will bring 011 the worln market. It would make neee11ary 

l .,vying tarif£1 or 1no...,t.a1ng t ariff rateo on c ottcn• cotton good•• 

tnd occpeting tibero . Tbio pl&D would aloo uke 11eceuary Govern• 

mont control or h&lldling. probably through licenoing in order to 

ent'oroo payment of fixed pri ce . A fixed price on the d.CICeotioally 

cono~Ee<l portion of the orop with no production control would act 

u an oxport auba1d.y. Thio plan would aloo tend to ouboidhe in­

creased production. 

Dollo&tio Allotment -- tblder thio plm the producer would receive a 

pa)'IOOnt on tne dCODOotioally coiiiUMd portion of the orop wlll.oh 

would be the difference between the IO&l'ket price and parity. and 

tho whole orop would oell at the world price. Since thie proposal 

d.oee not oont..plate production control md. with the bi g eupplioe 

and hea..y carryoTor • it would probably "'quire a eubeidy rete 

equal to twioe the world prioe to provide parity on domestic oon­

C\ll>pti.on. 

F~r• are now receiving parity on the do .. otioally ooneumod 

portion of the cotton o rop 1t p- esent pa~nto are a pplied only 

to thio portion of the crop. The effect ot tbe DODO•t1o Allot• 

J»Dt Plan 110uld be to reduce the price for the e11tire orop. 

This plm would. be one fora ot aubo1d1&1111: export o. It would not 

provide parity income. It would. be exceoohely oootly. 

EXport Suboid.y -- IInder this plan exportero would. receive a ouboidy 

on the 11110unt of cotton exported 'llh1cb would enable the" to Doet 

any lr1nd of world price o1 tuation . This propocal would. invite 

retaliation and e:obargoeo and would otart tn u:nprofi table trade 

wu • It would aubo1dile tore11:11 conoumero at the expense or the 

Onitod Stateo treaoury. 

Thie plan could oucceed 1n inoreadDe; cotton groworo' 1noace only 

if it ""re poocible greatly to increue exporto and to e liminate 

the exceas carryover so that the <IOilestio price leTel would 

rise . Then~ io no aso\a'&nce that exporto could permanently 

be greatly inoreaoed even undor &n export lllboid.y. 
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sitllati on 

World ootton 1\ll)plioa are exeent .... 

Unaubaidiud d.,....otio oOIII \IIlptlon ca:anot be expected to l110reue 

greatly. 

Proape~t• tor lllore .. illg exporto are unt&YOr&ble. 

It both doaoestic oo111umption and exports could be l110reued to 

the hir;)l .. t probable point, i t 'M>ulC atill take an"eral years 

to reduoe tho 13, 800, 000 bale oarryowr eu.tticlontly to iaproTe 

prioea ~~&teri&lly, e.,..n lt produotion were kept i n llne. 

cotton loana oamot be uaed to lD:> reaaa prioa to a point that 

would r;ive p-owora a aat iataotory lllocae, baoauae hir;ber l oans 

would give toroir;n producera 111 opportunity to underbid &ad 

oapture 110re ot the export ....Xet, It 111 adequate and oontinuouo 

oouroe ot tunda tor ~nta wer o prorided1 the lot.Jia oauld be 

elbWut.ted . In the long r un thia would ba leoo expenain &ad 

would t1 t 111 w1 th ll&lnteD&nOe or exporta. 

All export auboiq ...,uld et&rt an ezpenaiw trode W&r &ad ...,ul<l not 

aol?e the problea ot lOtr ino.- &ad too auob ootton. !Tioe tizi.nr; 

""uld 11100ur&6e 1110ro111d produotion , would noceuit&te t&ritt 

llloreuea, would reault in llloreued ooapotition ot oc:apeting 

tibera, and would not ••t t he n .. d ot r;reater total 111o ... trca 

ootton nor the probl- ot reduoi .ng t he exoeaoi?e oarryo?ero 

Eaaantialo 1n a Long• Time Cotton Prograa 

1 , Reduotlon ln preaent oarryow r , and roleaoe ot otooltl ot cotton 

unde r lOUI , 

2. lxpanded dcmeatio ooDawoptlon in the tield ot preoent u .. a aDd 

deTel~Dt ot new ua ... 

~ . Re ga1n1ng ot U, s. abare ot world ootton -.rlcet . 

4, Produotioll &dj uat.nt 1n l1DII with proapooti ... a&J'Iteta &ad 

&dequate reaerTeao 

6. Coneer'ft.t1on ot ~11 reao\U"'••• 

6, Pa.yaenta tor coopor&t101l 1n oonui'Titloll and acljuot.nt to 

oa.penaate tor low world prioe &ad proTide parity lDO .... 
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To A ooDtiJN111C •-•• of wle'l"&ile tiiD4e to proTide wloqll&ile 
~to aD4 1Dav.re oltoot1.,. o ... orn.tioD m4 a4j....-.Dto 

, os _..., 

a. Jlart:eti.JI& quota. ...,111MI')'1 tor ao wbe11 euppll•• ue a01a11.,. 
aDd at thl option ot pr o4uoor•• 

g, Inoreuod p-o4..,t1CIIl ot too4 aDd teed orope tor ~ ue to 
IJ-Ipro-n otUid&rd ot U~iDC• 

10 . CoDtbnaed -.r,SDal l.IDd. pllft!luol, to rotlro - leal ett1o1ea 

aore&p• 

11. w 'iola tiOD to p-oTido ottioioJ. etalld&rda tor pDD'~ aD4 
pa.o~. aD4 to p-oTido cra4• 111d at&plo aomou to ru-r a. 

Regraded Unclassified



( I 

- 9-

SupplOII\ental Statement on l'o:rei!!!! Cotton Situation., 

by Countries 

DocrMNd Il!lporta from the United Sta tea 

During the 10 year• aDding with t he 1932-33 aeeson total u.s. 

cotton exports anreged sl1ghtl,r 11:ore than 8 million bales per 

year. In the 1937-38 marketing aeoaon , U. s. exports were 

slightly less than 6 million b~lea . 

During tbe period lO!Isn U. s. total cotton exports declined 2 m1111ot> 

boles , total imports by five foreign countriea -- Gerreany , Japan , 

China , Russia, and Spain, declined ~~:ore than 2 million boles . 

I! u.s. cotton exports to these countries in 1937- 36 had bosn as 

large as in the 10 years endi~ 32-33, total u. S . cotton exports 

would hBve been ler~er than the average tor tbe 10-year period. 

rhe decline in exports or u.s. cotton to the United llng<lcm, once 

the boat custoaer tor t !lta country' s cotton , took place before 

the depression. Exports or U. S . cotton to the United Kingdom 

reacbed a ;>ealc ot more thon 4 million bslea in 1911 and then 

tollo..,d a downward trend until 1930. Since 193(1 they !lue aven~p:ed 

somewhat lese than 1, 500,000 boles . Unt!t the 1937- 38 season, 

this loss was largelY orteet by increased e:rpOrts to AB le . 

Oermuny--German imports of u. S. cotton were a mil lion bales lese 

in t he 1937-38 aesaon tlen the average tor t be 10 )'sara end!ne 

1932-33. At the same ttma , totel Germ~n cotton imports declined 

somewhat l ess than 500,000 b6les, and GermAn imports tram Brazil 

in 1937-38 were somewhat mora than 400 0000 bales , campnred wHb 

~lmost no imports tran Br~zil in tbe 10-yacr period. 

Tne net decline ot alll:oet 500,000 bales In tot• l German cotton 

imports baa been compensated tor, in p•rt at least, by a recarlcable 

expansion or artirtclal !lbera substituted t or raw cotton In tbo 

manufacture or textilu. 

The luge Increase in German imports or Brazilian cotton were made 

poaalble thro"81> barter agre•enta eud It does not appear that 

the price or .Arllarican cotton haa bean Important in thle ottuatton. 

Janen--Exports or American cotton to Japnn averagad more then 

-:l;3oo,ooo belea ror the 10 year• ending 1932-33, Increased 1n the 

y8Rre following tbroU~ the 1936-37 season, and tell to onlY 

about 700 0 000 bales in 1937-36. 

Regraded Unclassified



- l O -

It se•a prObllbla that in the tuture .Japa.n Will eDdeeyor t o obtain 

J:.Ore ot i u cotton supplies t r c:c ChiM, al\d cay further &lt)>aDd 

ita rspldlY growing production ot synt~et ic tibere . 

9!1!!!.- lll t he 10 1'&81'11 eoding 1932-33 the United Stlltea exported en 

Qnrase ot nearlY 300, 000 belea ot cotto:> to China . 'lllis •a in 

the period ot the rapid e xpansion ot the Chinue cotton apinnins 

industry, wbeD this 1Dduatry .,..,. e:tp&Ddtng more rapidlY tho.n Chinese 

cotton ~reduction. 

It saMDa probable that Chinese production, dcainated by J'openoae 

1ntereata, would expend ea raJlidlY u the tertUa iDdufttry expends . 

ful!in-8pein formerlY took about 300,000 bales or U. S. Cotton 

8lllluallYo Since t be start or tbe CiY!l war , IapOrta or all tinc1s 

ot cotton by SP31n ban practlc.ally d ieappeared. Because or the 

deteriorat ion or the tert ila industry It will probablY be ae•ersl 

years atter t ,e -.r be tore Spatu will conswte $8 much cotton es 

tormerl,v . 

Rueoio.~sia formerlY took more thi:.D 200,000 bale a ot 0 . s . cotton 

eMuellYo Rusaia.n cotton product ion baa bee.n &lt)>aDded and Russia 

baa takan Ylr t uallY no 0 . S . cotton in rece nt yesrs . 

Increased foreign Cotton Aeroese 

IDcreaMa 1n cotton acrease he .. a occurred chieflY In llrazn, Ch!n4, 

Ruaata , IUld Osaodao There hsYe alao beell acreasa increeeae in 

~ atnor producing countr i e a. In India aDd loJ>t , two ot tbe 

cos t 11Rportant toreip cotton-producing couDt r iea , tbe trend In 

cotton a creage baa not been upward . 

The grea t increase in tor eiSD caopetlt10il is due part lY to loQg- tlm& 

roreigD production; partlY t o spacial stimulation in certain areaa 

atter 1929 rewltlng tram the depression; and partly, perllepa , by 

curt ailment and l oan pr ogram. i n the Onlted States. 

In llrazll , aoonooua wrpluaea or coffee lead to axpene lon or cottoD 

production , This axpana!Oil was accampliabed by so• er a:en\&1 

eurreDey actioD 112 ma1Dta1DiDg tbe prica or cotton relati••lr 

blgher t~ t be world price or 8raz11 1aD cott on and coffee . 

rore~SD e xpansion ie to a.n a pprec i able ertent DOt dlract}J IDtluancad 

by 0 . s . cotton acreaae aod pr ice poltclea. 

Bruu--cottoD a creage 1D l!razU baa lncreaM d t rca l ese tban 2 

mi ll ion a crea prior to 1930 t o 6, 672,000 i o tbe 1937-38 aea aon. 

'l'be increased Brazilian production bao bea n JLU"ketad larp}J in 

GeO&ll1, the United ~ ... 1apan , and fraDC&o A l.arga part of 

Regraded Unclassified



~ u-

tho incroa .. d produc,ion 1n Brazil baa goo. into da.eatic 

consumption, inoreadng tr'* 32'1 , 000 baloa in the 1929~ 

-•on to 813, 000 belee 1n tba 19~-38 aeaaon, 

Upnda-J'rior to 1930, tho largaat cotton acreage in Ugan4a ...,. 

663,000 acres. In 1937 it wna 1 , 737,000 acraao Increaaod Uganda 

production baa gone larga]J' to tho United ltingdcll>. 

:99 

China-Prior to 1930 tho peak in Obinaae cotton production •• about 

6"i1ll1on acraoo Le.at )'oar 1t 1111a 9 , 300,000 acres , The inoree.ao 

in Cbina baa bean abaorbed bY. tba Chineea textile induatey, 

Ru3sia-~ak cotton production in Russia prior to 1930 waa 2, 600,000 

acraa, In 1937 it •• 5,163, 000 acres , 'lba 1noree.ea in Ruaaia 

J;e. • go"" into daneatio consumption, ' 

)!1nor countriaa-J'or tbo minor cotton producing countriaa , tbo 

peak produotion prior to 193C waa 4,~34,000 acraa. In 1937 it 

tota led 7,180, 000 acrea . A large percentaso o( tbe lncreaaa in tbe 

minor produoing countries baa gone into daneatic consumption and 

acme or the inoreaso baa bean marketed in the United Klngdcm. 
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COliJ'IDIN'l'UL: !lot for Publication. 

Table I 

Caah Income from Warketingo !/ of Cotton, including Seed, and 
National Income Produced, 

1910.14 Averages and Calendar Yeere 1920-1938 

National % Cotton 
of !lat'l 

Celendar Cot~n ¥. 
( IncludiD& eed) 

Incoee 
Produced gj IncOILe 

Yeoro 

(Million Dollars ) (Percent ) 

lQlQ-14 (average) 831 30 ,700 2· 71 

1920 1,476 72. 600 2.03 

1921 sa2 51,4oo 1.66 

1922 1 ,1 g 60.300 1. 90 

192(. 1 , 569 68,200 2. Go 
19~~ 1,663 68,000 2. a 
1925 1,762 75.300 2. 3 

192b 1,222 76.700 1 . 59 

IG27 1,aoo 75.4oo 1.99 

1928 1 , ;3 78.700 1. 85 

1929 1,512 81,100 1.86 

1930 824 68, 300 1.21 

1931 497 ~-800 . 92 

1532 461 , 000 1,15 

193G 578 42, )00 1.37 

193 863 50,100 1. 72 

1935 712 55. 200 1.29 

1936 90a 63. 500 1 .~ 
1937 86 69,800 loe 

1338 710 58. 500 1, 21 

!/ Pub1hhed IIAI figures. llo Government Pa¥"'ente included, 

y 1929-371 U,S. Department of Co"""erce: 1910.281 llational I ndue­
trial Conference ll<lard eetiaatea reduced by 2.3 percent, the 
1929 cUtterence bet•een that aerie• and the u. s. Dopar-nt of 
Cozaerce eatl .. te. 

""0 l. l. 
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Table II 

J!'ann Valua or Cotton Production, Including Seed, and Goverment Pa;rmente 
CRaP mRS, 193~1938• 

1933 1lli !ill. !!lli !.2E ~ 

Value or Production (11 ,000) 

746,024 744 ,596 ?37 , 619 947 , 79? 948 , 298 6oo,ooo• 

GoYerDC8nt Pe.ymenta ($1 ,000} 

179,?00 115, 226 160, 210 86 , 381 68,672 211 , 000 

Value or Production Plus OovorllOient Payu;enta (l l,OOO) 

877,000• 

Parit Y Income ($1 ,000) 

1 ,121 , 958 1 ,173,075 1 , 136, 925 1,201,740 1 ,078 ,325 1,194, 277 ' 

V~1ue or Production a.nd Payments aa Percent or Pari t v Incate 

82 ?9 86 7S 

• Pre11mlnery esUI!'.atee. 
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corral , M:ERICJ.N: J~CR.c::.G.t.lh:, Y'~, SUPPLI£3 , JJt U DIS..\PPE..U1/'..NC1:: , 1.919-P:O to 19~9 

SUI!I!ll ~111 Coneum2t1on SUI!I!l;[ 

Cro1• Year Acreatte Yield Vlor ld 
!arm 

Production Stocke Tot al Oanest1c Forolgn Total Price lllll 

A\lg • 1 
Conaumpti<ll 

1 ,000 
Csnh 

~ !!!!.· !l!..!!.!U. !.~!!. .!!.!. .!!.!.!. !.!. Per lb . Percent 

192()..21 M,408 166. 7 13, 664 6, 338 20, 002 4 , 677 5 ,591 10, 268 15. 9 194, 8 

1921-22 28, 678 132.5 8 ,285 9 , 674 17, 959 5 , 613 6 , 596 . 12, 209 17. 0 U 7 , l 

1922-23 :)1, 361 ue.s 10, 1!;4 !5 , 680 1!5, 804 6 , 322 6 , 124 12, 449 22. 9 126, 9 

1923-2-4. 3!5 ,550 136. 4 10, 330 3 , :318 13, 648 5 , 353 5 , 564 10 ,917 28 , 7 1E5. o 

1924-25 39, 501 165.0 14,006 2 ,711 16,717 5 , 917 7 , 394 13,311 22 . 9 125. 6 

19?.!5-26 44, 386 173. 5 16, 181 3,380 19, 561 6, 176 7 08M 14,010 19. 6 139. 6 

192~ 44, 608 192. 9 l8, 162 5 ,501 ?.3, 663 6,880 e ,868 15 ,748 12. !5 150 . 3 

1927-28 381M 2 161.7 12, 957 7 ,845 20 ,802 6, 535 9,041 1!5 , 576 20. 2 1.33. 6 

19P.8- 29 42,434 163.3 14, 555 5, 206 19, 761 6,778 8 , 448 1!5, ?.26 18. 0 129,8 

1929..30 <63, 232 164.2 l4, 7l& 4,517 19, 233 !5 ,803 7 , 218 13, 021 11; ,8 147 , 7 

1930-31 42, 444 157 . 1 13,873 6,187 20, 060 !5,084 5 , 1172 11, 056 9. 15 181 .4 

1931-32 38, 704 211.5 16,877 8 , 976 215 , 853 4 ,744 7, 784 12,!128 5 ,7 206. 4 

1932-33 35,891 173. 5 12, 961 13, 263 2& , 224 6 ,004 8 , 381 14, 365 6. 5 162. 3 

l \133oo34 29 ,383 212 .7 12,712 11,809 24, 521 5 ,553 8 , P.27 13 ,780 10. 2 177 , 9 

19M-3!! 26 ,866 171. 6 9 ,576 10,701 20, 277 5 , 241 5 ,965 11,1'06 12.4 180. 9 

1935-36 27 , 640 ),1!4.1' 10, 495 9 ,041 19,536 6 , 221 6, ll82 12, 503 11.1 156 . 2 

1936-37 30,028 197. 6 12,375 6, 698 19, 373 7 ,768 5 ,325 13, 0\13 12. 3 148.0 

1937-38 M 1 001 266.9 16,412 6, 235 24 , 647 5 , 615 5, :ns 10, 930 8 . 4 22:1.5 

1938-39 11 26, 449 219. 7 12 ,000 13,652 25 , 652 

y Prell..a1DUY 
Compiled by Bureau Soureo: ot Au1cultura1 EcoDaal ce trom reports ot tho llew Yorl< Cotton ll<change . 

I ' 
C1 
N 

Regraded Unclassified



January 19~9 • 

The United Sta tea baa been a net ezporter or wheat nery 111ar 

elnee t he aignillg ot tbe Conotltutlon, except 1a 16~7 end the yeare 

1934-1936, wllen tbe country experienced Ullprecedented droue;bt . All 

td!eat progrema W>4ertake.n by the United States beve recognbed thla 

tact , end plana h•v• Included production or suppltee tor ezport . Thle 

o;ee.Da that t t e United States wheat problem muet be co!llldered In the 

light or the world wheat a1tunt1on. 

Be""uae sneral dltterent types ot 'llbeat are produced coaurctally 

In the United States, the production, domestic use, export, sod carry­

over problema ot tbe ditrerent types 11\l&t be conoidered In coDDectlon 

with the whole Wheat problem. A brief supplemental dlocuselcn bY wheat 

types , end a euggeetlon e.e to bow carryovers obould be carried, are given 

on pages 7 end e or t his memorandum. 

Present World Wheat Situation 

This year'• world Wheat crop of 4,395, 000,000 bushels Ia t he. 

l&rgest on record . 

The 1nd1eatod world earryonr on next JulY l Is about 1,21!3 , 000,000 

buebele , compared with a carryover ot around 600,000, 000 buobele 

ou July 1 , 1938, and an anrag<> world carryoY8r of about ?00, 000, 000 

buebela during the 1920' • • 

Xxport D&tlons have e eurplue or more then 900. 000,000 buehelo 

tor export , while Import countrlee will require onll about 

550,000,000 busbele during the year endlns June 30, 1939. 

World production 1e up, both 1n e%p0rt end In Import countr1~e, 

pr&c~lcally all or which are aldlne their whea~ producer• 

dirae~ly with soone t om ot snbeldles or priee-rlxllll! laws. 

This m88lls keen cODpet1~1on among the warld'e exporters tor their 

ebare ot t he world market . Tbe world wheat trade le now 

cbaraeter1zad by numeroua reetrlcttone 1n tho torw ot impOrt 

quotas , dutlea , domee~ ic milling or m1xing requ1remente, monopo-

11et1c control or mille , and exchange. lim! tat! one. There 1o no 

reall)' tree world wheat ..,rat ot any co111aquence. 
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!'he t'nl ted State a Situation 

This y~ar ' a u.s. Wheat supply ia nearly 1 , 100,000, 000 bu obela . 

Thia i s made up or a 930 , 000 0000 bushel crop, and a oarryo~er 

or 1~4,000,000 buahela, 

Th is supply is around 400,000,000 bushe ls abO't'e our enrage anoual 

domestic consumption. 

Even it the United States succeeds in exporting e.round 100,000, 000 

bU shels or wheat t b ia year (the 8111lOUDCed goal or the preeent 

export subsidy \)rogro.m) we will still ban about 300,000 ,000 

bushels to carry onr when t ba 1939 crop comea in. This Will ba 

a bout doubl e the July 1 1 1938 carryover, and more t han double 

~be ·~•rage tor t he decade or t he 1920' s , 

.. n~ut Inecme 

The direct result ot t his heavy supply situation le that Uni t ed 

S t ates tarm Wheat prices tbia tall have been around 50 cents a 

bus hel , as compared with more th•n 90 cents in t he fall ot 1937, 

Even with Go~ernment payments to ram program cooper ators ot 

around 12 cents a busbel t his year (27 cents , incluuins price 

sdjustment payments , next yM r) on t beir allota:enta , prices to 

our wheat tanners will still be f a r below the 1909- 14- parity 

level • 

.u>d total wheat income is dollll 0 le&~ins wheat producers at a 

relati~e disadvantage . 

Wheat income represented 8 percent or the gross United States 

term income in t he pre-war years 1910-14. llbeat inc<lll& now 

represents but 5 , 3 or the total te.rm income. 

In rel ation t o per capita nonterm income , wheat income hao fallen 

to little more t han half its 1910-14 lnel. 

The wbeat t aritt , 42 cents , does not bold up prices , alnce it is 

not arractive except 1n t he rare yea ra when the United States 

1a a wheat importer, and t hen prlmerily onlY with respect to 

the best classes of spring and bard winter wbeat . 

The nation needs buying power on ita wbeat t aru. 

United States Export Poae1b111tiea 

During the poet-wa r years up to 1932, the United Statea expor ted 

an annual a~ersga ot more than 150, 000, 000 buabela, or about 

20 percent or the world export total . 

:....4 
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During the 1920's, world import requiremente were around 

7!10,000,000 bushela 6JIIIually. Tbie outlet tor e:l)l<>rt wheat 

!lee now abrunk to 5500000, 000 bushels or less . 

Bargaining trea ties, trade berriera, and production policiee 

=aka it ineraaaingly difficult tor the United States to expand 

exports . 

lWen the Britlah Trade Agr&..,.,nt, remo-.ing the empire preferential 

ur1tf &gaiD.It 0 .S. Wheat , cannot J>l'OYide very greatly increased 

export markets . 

It ia taking attort to hold about 20 percent of the available world 

Import market tor the Uni~ed States under the preeent e:l)l<>rt 

subsidy program. Tbe goal or this pro.,ram Ia an export or 

1000000, 000 busbela this year . It doee not seem likely that the 

United States can in the near future reasonably e:rpect to &:l)l<>rt 

materielly lar.,er quentities or Wheat. 

Poselblllties tor Increased Daseetic Consumption 

Coneumption of wheat, a ataple tood, Is relatively Inelastic . 

Even In timea of depreaaion, our people generally bave breed-­

bOUght by th~aelvaa or by relief agenoiea tor them. 

No matarially effective increaae in daoeat lc consumption or United 

Stetea Wheat in food ol!annele can be expected. Same perlll8nant 

increase in conaumptlon or wbaat eareala by children in low ln­

..... groups might be possible, especially in t be South. 

There is a definite ll.mit to the amount or purchaaee by the Govern­

ment tor relief dietribution wbicb are poaaible withOUt al.mply 

replacing other outleta tor wheat . (Note: The Federal Surplue 

Commodities Corporation purcl!eaed flour and wheat products 

equivalent tO 23 0
539 0

000 bushels Of Wl!llt during tbl period 

tram October 1933 to 1ul7 10 1938. ) 

tlote: See supplemental at11tement on page 9 or tbia lllllllOre.Dd,.... 

Srlet ReTiew~.S. "ofbeat since tbl 1fer 

In the 1920'•• the United Statee !led reaaonably ravorable wet\ther 

and satisfactory elq'Ort outleta, made poaaible In part by the 

ft>reign lending polio,. in that period. annual neat acreas­

during tbia decade averaRed about 65 ,000,000. 

Tho large wheat crop or 1928 star ted pillug up au.rplueu, and 

ruinously low price• cane during the following yeare. Tbe 

Regraded Unclassified



M. -
decreaaa ot exports during thia period added to the adTerae 

s1 tuat1on, 

,. ,, ( _• 
•• 0 

Tbe .Fam Board att..,pted atab111ze.t1on, but lacked meana ot adjuat-

1118 production , .l.oraaga 111 1928.-32 •• no l owr t han durill8 the 

decade ot the 1920' • • Pricea reached record l ow le•ela. 

Under the Agricultural Adjualment Act ot 19:53, a neat prosr- •• 

deaigDed t o reduce eurpluees and bring up 'llheat i nc ana , a t tba 

same time ~eekill8 to increase axpor t a and to iJDproYe tte world 

situation thr011811 an 'trltarDational Wheat "&l"'•ment . 

Then ca:oa tba unprecedented drcugbta of 19~6, w1 tb resultant 

adjustmenta in production and supply Which went beyond the adjuet­

a:ent aiJDs c t t l:e :w.A, Surplueea were reduced . 

Higher prlcae llh ich tolloWBd t ba dr®~t atiJDulated greatl y in­

creased plantings at a tilDe when the re wore no poeltl•• production 

adjuetmanta . The conaar•atlon programs ot 1936 and 193?, tollow­

ill8 tbe Suprema Court dec1a1on , placed empbaa1e upon conaerYatlon 

and bad only lndlract adjualment fentures o United Stotes Whe~t 

acreage paeaed ao,ooo,ooo 1D both 1937 and 1938. (The Agricultural 

ndJustment ACt Of 1938 na peased too late to be effe CtiY8 tor 

the 1938 Wheat crop. ) 

The big crop ot 1938, like the earlier one ot 1928, baa resulted in 

exceae1•e wbeat supplies and the consequent drop in prices. 

l'he Preaant Gonrlllllant ilhea t Progrse 

The Go.erament ia taki~ atepa under i ts authorizations to aaa iat 

the wheat producer and to 1mpron the dCill4atie and world situa tion. 

Thaae atepo include: 

( l ) 

(2) 

(3) 

(4) 

Acreage allot~ents (linked with cona&ro: tlon program) largo 

enough to produce adequa te auppllee tor danest1c requirellllnta 

and norn:al exports , but low e nough t o prevent pil1118 up burden­

• ..,., aurpluaaa. The national wbeat acreage allotment tbr 1939 

is 55 00000000 acres. 

PaYJII'Inta to cooperating producers who keep t heir seed11188 within 

their acreage allotments . Consorvat ion program and partty par­

manta total about 2? cants e bushel on ellotcenta tor l939 o 

Loans to cooperat1118 producers t o enable t bei'O to bold aurplua 

atoclal tor lU.ited periods. The wheat l oans ... rage ebout 

60 cant s a bushel t hi s year. 

Wheat crop i nsurance, t~e reaar.e s a dding to the eYer- normal 

8l'8l>&l"Y• 
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(5) An emergency export program deetgned to hold 0 fair ehar• 

ot the world ~rket for United States wheBt in the race of 

direct intervent ion by the GoTernments or all other whea t­

exporting and moat importtoe countries. lt ta hoped that the 

financing ot exports by the GoYer~ent ta on1y a te~porary 

meeaur~ , and thnt same interno t ional &rreement can be reacbed 

whereby eucb action will not be neo~8sary, 

(6) Purchases, wi t hin prneticcl l imite, by the FSCC tor relief 

dietribution or f lour and wheat cereals, 

- • I 

llote: l.!arl<Rt!J>g quotos , ae prOYided in the Act , may be needed tor 

tha 1939 orop. 

Some Oemrsl Concluelons 

With averege yie lds, 63,000,000 acre a cen pr oduce the ?!Xl,OOO, OOO 

bushels neoded for avern~ annual U.S . domestic use and a possible 

exp"t't or up tcnrerd 1oo,ooo,ooo bushela . 

Continuing acree.o;e adjustments a.re necessary to prev•nt piling up 

burdenscme wheat surpluses , but no reseon.e.ble proua: or edjuat­

=ent or u .s . auppl ias will, under pr esent world conditions, bring 

about par i t y prices for Wbsat . The ceceesary edjuetmant in acreo~e 

nnd pt'oduction would bo too drastic . 

Po.ynents to cooperating producers, ape.rt from and in aaditlon to 

;>rices received on tbe marke t , are therefore necesS4ry . In 

addi t \on to eonsen atl.on program ~nts, a •rertty• payment 

is needed to bring the price or the d~estically cone~ed portion 

or t he wo eat crop up toward f air inco=e . 

Loans ere holptul as a means to hold part or the crop for liMited 

perioan, but should not be handl ed as o •price-supporting" method 

Which would interfere wi t h any possible wheat exports . Wheat 

should be permitted to f low freely into export cbiUlllAla. 

W?rice-tixing" pl~ns, without machinery for production odjustroant 

and in vtew of ltmited export outlets , woul d st~lote production 

or ~ore crushi ng surpluses, would be prohibit ively costly to t he 

Oovernmant and would inevitably break dnwn . Rather thaD attoopt 

tbla , the OoYerament mi ght better buy the entire crop at a f ixed 

pr ico and re- sell freely in domestic and world ..,rkets . 

&vary errort should be continued t o seeure stabilizing international 

wheat agreement s . 
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EuenUala tor a Sound Lolli!-Tt.B United Statu !fb"4t Progrp 

(1) A tair abara ot the world market tor United States Wheat . 

(2) lUll domestic dlatributlon to meat the t~o4 needs or all our 

people . 

(3) A(lequata ever-nor.ual granary reaerna. 

(4) ... creo.ge adjua1menta aimed at balancing pro4uet1on with 011r eXJ>ort , 

domestic eotuNoption, and resano needs-and linked with long- run 

aotl conaenation and land use programa. 

(5) Payments to cooperating producer• to give our wbeat growera a 

ratr abare or tho national Income . 

(6) Loans to cooperating pro4ucera to enable them to bold aurplua 

atocka tor limited perloda. 

(7) Wheat crop insurance , serving ea part or the ever-norn~al granary . 

(8) ~Arketing quotaa, tor usa only When needed and .. nted by wheat 

growers to meat emergency aurplua sltuat1ona. 
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SUPPLEL!E!iTAL OISCUSSIO! 8'( lll!EAT TYPES 

Areas Whore P_rincipal L!arket Claoooa of u. s. \'/heat a r e Produced 

{1) Har d rod winter wheat pr oduced 1n tho Southern Cree.t Plains . 
Some hard red winter flhent also pr oduced in Illi nois and in the 
Pacific lfortmtest. 

(2) Hard rod sprin,; .. 'heat produced chiefly i.n the Dakotas, l!i=eaota, 
and !-ontana. 

(3) Dur UD who&t pr oduced chiefly in tho Da.l<otas and :linnesota. Hi&h 
quality durut> coces from e. scall area in l!orth Dakota . 

(4) Soft rod •tinter whellt pr oduced chiefly in the Com 3elt, Eastern 
Stnteo 11nd Southern Stctea. 

(5) •.n1ito wheat produced chiefly in tho Pacific J;orthwost , e.1thouch 
about hdf of the whe~<t of !.dohil,llln und most of the v:hont in !lmr 
Yor k Stnte is of t hi s claoo . 

I:Jq>ort Situntion by •,/heat Classes 

( 1) 

(2) 

(3) 

Soft red · inter •rhe .. t not 1n d0r.1o.nd because nost of the inportinc 
countries of the world pr oduce this kind of whea t . ~portint 
European nntions r equire ho:.rd Tthet<ts to rox •11 th the soft wheat 
orodueed by their ra~era in order to pr oduce a bread flour . ~ 
porto of so~ red •inter fthoat have boon no&li~ible since 1927. 
\lhon l"'itod St • tas pr oduces l&r&o crop of this wh&&t an ineroacs d 
amount ia fad to livestock . 

Y•r d rod winter wheat is tho orinoioal class for which there is 
a atran~ export denand , but llhitod St11tes hn s t..ndod to export 
tho poorer qualities of thl.• whollt . Domesti c milling dor:INld 
results in premium for the bettor qualities. 

Bard red sp ring whe at pror.1iW1> po.id by domestic millers results 
in pr ices in excess of export lovol for this kind of wheat. 
Practically no export• n.ve taken place since 1924. Because of 
lo .. tion of mills at Minneapoli s and Buffalo, United Ste.tos uaos 
almost all of our domeetic supply of hard r od spring wheat, lll\d 
aurplus of hard milling wheat exported conaista of h&rd rod wintar 
whet.t whi ch is closer to tho Seabo-.rd than tho h&rd red spring wheat. 
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(4) ~~ito Wheat . The United Stntos consistently produce• a substantial 

ourplus of whit. wheat. Exporta of this olaaa of wheat come into 

coopetition with wheat froc Australia , as •:ell as froc tho Dt.nubian 

countries . It ia , aocordin~ly , very difficult to find ~~rket under 

0reoent >torld condition&. Principal cuataoera for ''hit& who11t in 

tho past have boen China , tho Phi lippines , !roland, und other 
countries where Whe at i s oonaumed in the torm of noodle3 , crackers, 
and biscuits, r uther than in tho form of white broad. 

(5) The l nited Stot ea ordinarily produces a aurplua of durtD whent. 
1:01'f0\"0T , exports are not lart;o o.nd becr.uao dur-..c is produced i n 
a very limited e.rea, iopcrts .,ero necessary in 3 recent droucht 

:'tHU· :; . In the past most of our exports of dur w11 hn.ve ;;one to 
: toly . It is t he kind of wheat usod in tho 1:>111\ufo.cture of mo.ca­

r oni and spaghettl . 

~O.rry~vo r by Classes 

•::omlll cnrryover", u defined in tho A(;ricu l tural Adjustnent tot of 

193S, could be reGar dod a s a desirable minimum ca rryover ficure . 

Sot ut 15 percent of tho normul domestic oons~ption and o>ports , 

this "nor:!lAl carryover" would now be 113 million busholo. 

""'"'teor&tlc~l distr ibution ot thJ s oo rryover by cl11.ases of r.he4t, 
baaod on tho Jul:t l , 1936 carr-Jover \"lhl ch ""' about the "nono&l 

oe.rr.:rovor" figuro, anC. representinG a bencrAl :::ll:'lir:ru:n bolcr.r whi ch 
it ·~uld not be desirable for the ca rryover or the different 

Cll\scus to fall , would be1 

Hard rod winter S7 .,uuon 

Soft rod ,.,-inter 16 " 
Hard rod spri~ 23 " 

" ~U..""l 
6 .. 

llhito 
_]£ ___ 

~e51rk~le additional 
"'ro!'erabl:· bo in 

Toto.l • . . • . • • • . . . • • 113 mil lion 

re:;erves for the cve r-nor;,al rannr·, should 
tho nard red r.iutor and hard ;ed so~in~ classes. 
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S11'l'LE.J}.1fTAL ST/.TEI.ll~NT REGAROH:G POSSI BILITIES OF I!ICREASEO 

DOl !SST IC USS OP Tfl!EAT PRODUCTS 

Tho por capita conouaption of all food pr oducts in tho Unitod 

stotos sinco 1920 hna rmna1ned rnnAr kabl y stable Tthothor measured in 

~ou;.~ds , oalorioo , or acreaco~ r equired for pr oduction. This stability 

ls duo in !"'rt to stability 111 tho oonsuropti on of i ndividuo.l pr oduoto1 

In rart to upwnrd nnd downward t rendo whi ch offset each ot her, 

Thoro hu boon a rlofini to tendenC)' for the !'Or capita consuaption 

of cereal l'roduots to dooline . The most important olor:ont in t he oorenl 

~roup is whont f l our, tho per capita conaucption of "hioh, as osti.J:>ated 

b:· t ho Food Rosonrch I nstitute , dooli nod t ron nn a vor a t;o of 176 pounds 

in~;. 5- ]0Qr period 1920- 24 t o 154 pounds i n the per iod 1931-37 . Thia 

do-.mwnrd r~oveoon t appoara to ho. ve bec:.'11: duo to doep• ceated chan..-;c$ in 

couu.ilption habits amonc countries Ylith r,onernlly h11>h etandnr ds of 

l! Yin~, includin& the ~nitod sta tes, the British I sles, Canada, and 

s-.:crlon . 

, i 1 --

The possibilities of inoronDillb tho per capita conounption of wheat 

1r. th• ·rnited States in the nour futuro o.re not lnr&e• Pr elblino.ry studie3 

-.lllO in tho 3ureau of HODo t;conCil:lioa indicate thnt if l ow- consuoption 

faoil1es could be brought up to the averac e , the consuoption of all &rnin 

r roduots ~IOUld be i.ncroued e.pproxi:lll<tel y 10 percent . Such o.n increase , 

ho~~vor, presupposes a bettor income distribution than exists a t tho 

prooont timo . Given the present distri bution of incooo , aa e atire.te d by 

at .. ,:;., covor in,; the year 1935- 36, better spending ho.bits with respect 

to food nicht roault in an increase of a ppr ox1-•toly 4 percent in the per 

eo.· i to. conauoption of e rn1n products . The moet deai rablo inoroasoa in 

~s '"tion would be in truits, vegotablee, butter , rndlk, ogce , and 

nossl bly men ts . 

In a bulletin issued in 1936 by tho Bureau of RODO Ecanoc~oa 

(:-'umcrs • llullotin 1757) diets at four different cost 1e vela were listed 

for i llustrat ive purposes. Theae uero1 (1) A restricted diet for 

tr.cr ,oncy usc , (2} a CU.nimut~-coat adoqunto diet, (3) " r~odernte-coat 

a.'o1uate diet, and (4) n liberal diet. The amounts of flour nnd ooreala 

rccon:- ended for incluaion in those !'our diets decline shar ply "'" tho 

OMt of tho di et incronsos , t he e.:aounts IUt:Geated for the "liberal diet• 

oi!; l os s than h&lf those s~ootod for the "restricted diet for 

o: or~ency use . • Thiu wo\lld indica t o the poos1bi11ty that bettor diets 

for our people m1 •ht in many inate.noea aotuo.lly ro aul t in a l o.ver per 

o~~ i~~ cone~tion or whont products . 
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Table 1 

caoh Income f r Oil'l l!ar keti ngs 1/ of Wheat, and l!ational Inoone Produc od 
1910- 14 Averages a nd ~~ ~ 1920- 1938 

::alon- National ,: ·wheat 

d~r Ino01ne of Jro.t•l. 

·:J!..rc l'lheat y' Producod y Incono 
--- ---

(~Ilion Dollars) (Percent) 

1910-14 (average) 520 30, 700 1. 69 

1520 1,368 72 , 600 1. 88 
1:21 866 51, 400 1. 68 
1922 661 60 ,300 1 . 10 
1S23 605 68 ,200 0 . 89 
1924 799 68 ,000 1. 17 
1925 844 75 , 300 1. 12 
1~2() 843 76 , 700 1. 10 
1927 895 75, 400 1. 19 
1920 770 78 , 700 0 . 98 
1929 727 81, 100 0 . 90 
1~30 451 68 , 300 0 . 66 
1931 266 53,800 0 , 49 
1232 200 40 ,000 o.so 
1~~3 304 42 , 300 0 . 72 
15:4 317 50,100 0 . 63 
1f35 372 55, 200 0 . 67 
1~36 ~51 63 , 500 0 . 71 
1S37 603 69 , 600 o . 8G 

1.38 425- 50 58 ,500 0 .73-0. 77 

1/ Confidential from BAE - !lo t ~or Publio~tion . lie Government payments 
- included. 

3/ 1929- 37 , u .s . Depa rtment of commorcoJ 1910-28• National Industrial 
Ccnfo renoo Board estimates r educed by 2 .3 percent , t~o 1929 differ ence 
bet.•eon that ae r ies and tho u .s . Dep&rtment of co:mneroe est lJr.Ato. 
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Tr.ble II 

!'am Value of ;the at Pr oduction_ ~d Oovernnont Paynents 
CROP ~· 1933-1938 

~ 1934 1935 1936 1937 

Value o~ Production (tl , OOO)_ 

410, 291 446, 367 521,315 643 , 183 869, 140 

Government Pa~ento ($1 , 000) 

93 , 005 98 , 009 111, 921 65 ,000 30, 000 

1938 

476 , 566 

50,000 

Val ue of Production Pluo Gov ernuont Po.~onts (J.!_,O~~ --·-----
504, 096 544, 376 633,236 698 , 103 899 , 140 536 , 566 

l'$.rity Inoom!...i$1 , 000)_ 

i 22 , 000 868 , 500 842 , 250 082, 000 675, 250 849,000 

~ ot Production and l'$.Y'"onto as Por~of P&rity !ncon;e 

61 63 75 79 103 56 

,. . 3 
~ -
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AC'R;."J\f,E . Yl~Ln, SI1~J·Llt-:S . A11D Ol SAPPEIJttlo! CF. . 1519- 20 to 1 9 ::S6 - 39 

Acreage :Yield Per: 
Supply I 

Dieappo.are.nce :Av-orag o 
Supply 

Cr op You I Pl&nWd Acre 1rroduot1on1 Stocks Total :I>cJoestio z Hot TotAl ~ tD1eappear-

Planted 1 Jul~ 1 I 1 E~ort Prieo I an co 

1, 000 I I I I t Cents I 

I Acre a Bu . II 1 1 1 1 on • 0 t : b u a h .o 1 a Per Bu.t Peroent 

I 

1919- 20 77 , 440 I 12 . ~ 952 77 1,029 667 I 217 884 216. 3 I 116.4 

1920-21 67 , 977 12. 4 843 146 988 648 ' ~1~ 861 182,6 I 114 , 8 

1921- 22 67,681 I 12.1 619 127 946 66S 266 832 103, 0 I 113. 7 

1922- 23 I 67, 163 I 12, 6 847 114 961 624 205 829 96. 6 • 115. 9 

192~-24 64,510 u.s 759 132 891 622 132 764 92. 6 118 . 2 

1924-26 66, 706 I 15. 1 842 137 979 616. 255 871 124. 7 ll2,4 

1926- 26 61, 738 I 10. 8 669 108 777 584 93 677 1~.7 114. 8 

1926- 27 60 ,712 I 13. 7 832 100 932 S16 206 822 121.7 113. 4 

l!I2T- 28 65, 661 13. 3 875 110 985 682 191 873 119. 0 112. 8 

UZI-29 71, 152 12. 9 914 112 1 , 026 666 H2 798 99, 8 I 128. 6 

1929-~ • 66, 840 • 12. 3 823 228 1, 051 522 140 7G2 103, 6 I 1S7. 9 

193o-~l • 67 , 160 • 13. 2 886 289 1,175 760 112 862 67.1 135 . ~ 

1931- 32 55, 998 I 14.2 942 ~1~ 1, 255 757 1~ 880 39, 0 I 142. 6 

1932- 33 65, 913 u . s 757 375 I 1 , 132 722 32 764 38, 2 I 160. 1 

19~3-34 I 68, 485 I 8. 1 652 378 930 630 26 666 74. 4 • 1U,8 

19~4-36 I 63 1 662 I 8.3 526 274 800 557 - 6 652 84. 8 t 122. 7 

1935-36 69 , 207 I 9.1 626 148 774 S63 - :n 632 83,2 I 122. 5 

19~6-~7 • 73, 724 8 . s 527 142 I 769 691 - 25 SSG 102,6 I 116. 6 

1937-38 81, 362 10.7 874 83 ~~ 957 704 99 803 95.3 • 119. 2 

1938-39 y 81, 088 I 11. 6 940 154 yl 1,094 

~ 
ProUmi.nary ostl.J:>O.W. 
Includes atocka of old wheat only. 

Roviaed 12- 6- 38 vtH I ' .... 
~ 
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GROlfl> ' lEE'!' INC 

Present : 

!Innes : 

Huu~s : 

Taylor : 

(Held in l.l.r . Hanes ' Office . ) 

r.tr . Hanes 
;.!r. Taylor 
;.!r . Lochhead 
:,1r . Duffield 
~!r . Foley 
:1r . Haas 
Ar . Schwarz 

Janu'lry 7, 19J9 . 
9 : 30 A. l! . 

(Reading U. P. broadtnpe . ) (Laug~) He can't 
resist . This is a b r oadta9e r.bout Bailey . 

That ' s a topic about Bailey? 

" !Jr. Hopkins ' theory to u~e reJ.ief money to 
create ~urchaslnt; 9011er is an unsound tlteory," 
Mr . Bailey said . He is goi ng to vote again~t 
~1m . He said he couldn ' t vote for him - v:asn• t 
goint; to. He said he 1·:a s jus t going t o mn:te a 
terse statetnent on the floor of the Senate to 
sum up in a feW 1\ords ius viev.point , but beyond 
tl~t he ' d do no fJ.thtint · 

v:ell , I ga thcr tnn t ther e mit.ht be a fig'lt if 
there is any leadersllip, a nd everybody up •here 
says , nv;ell , I ' d be willin( to ,;o alon,; 1.1tn the 
boys if somebody •iante<! to start e fight , " but 
nobody v.ants to start it. That ' s wha t Bert 
Wheeler said . 
The general attitude is they nave a pr e t ty stt·onc 
block nnd no u se fightinG over t he t hings you 
c an ' t win at . You micht as well let it [;O . I t hink 
that i s t he attitude of most of them . That ' s 
Byr d • s attitude . Ho said , 11 I like Har ry Hopkins 
personally , but I don't like his viewpoints , and 
I am not goi~ to fi ght over that; hell , t ha t ' s 
a tr i vial t hint i r:e •ve got other ba t tles here ." 

by the >tay , did you ,_.._ ppcn to not ice, on this 
subject, did you notice in the aerry- Co- Round 
this ~norning? \'iell , it 1 s all about Barry Hopkins , 
and it '<uotes hltn as sayin,; tha t h e ~ants just 
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three things . One is the business end of it; 
he wants to have an understanding bet~een business 
and Government , a nd so on, and work that out. 
The second is transportation in all forms and 
t he tr~rd is Latin-American Trade . I thirik that 
is probably ri&ht . Have you talked to him about 
t he other two? 

Talked t o him about Latin-American Trade . I told 
hLTll that I felt thnt t'1e domestic problem ~:as so 
t r c.gic that \·:e ' d bettor confine our efforts a t 
ho:ae !'o r a fe'O days until we fly off to South 
America . v:e •ve got enout;'l to do ri(ht her e at 
nome . If ne does the job before XLJ, w:1dch is 
to get the Public Ut ilities a:ld tioe Government 
in sotne better understat!Cin,:: , if he gets the 
railro&d situation to - even to be considered , he 
could b e t r eoend<)usly helpful t:1er e , and getting 
our own heavy and d"Jrrblc goods industries on 
t "1eir feet , wit .l sorne fo33linb of more C::>nfidencc 
i n t he business 1J1ind that t "oe Ad!ainistration is 
not just goi n.; to knoc lt the livin!; hell out of 
t:tem every t ime t ":ley turn a r ound , your end will be 
sol ved , and the Sou t<t American pr obelm will be 
infinitesimal to the problem right her e . Also , 
t!te relations between the NatioMl Lr.bor Rela tions 
Ac t, and he tlU.O:ts t:'l.e buslness man t :1dn.<s tl~'l t no 
:nat ter ••h:l t he does in his labor relations , !ic 
can' t talk; il~ just c~n • t open his mouth. There 
is a fellor: out - Guy Helverin.:; told lile of his 
lit~le flour mill in Kansas . Th~Y !lad a dis~ut~; 
thav had tr.ro~e ~en i n t hclr flour :nill ..:~ch they 
fi!"ed · on e man t'1"':1 firold becau.,e :1e · .. as tat.in& 
f lour ' houe· he. h::.d a SliCk tmue to fit around '1ds 
waist ard e\·ery day he 1 d ta:te t"1a flour to a 
aroce; and swap it for eroceries . They cau6!it 
hi m at it and fired hit~ . The ;la tional L::.bor 

R
elations Bonrd said, "You fir ed this man becau~e 

- " T" he voas a union uan, and an organizer. aey 
sai d ti1ey didn ' t lmow ho was a union man. and 
d idn' t c ar e · by God he was stealing - ta.~inG 
sampl es hoL1~ v. i th hi1.1 o. t !ticht . The Nationa l 
L&bor Relations Board satd , nyou ~ve go t t o put 
irlm back on. " He said t hey woul~n ' t put him 
bac<c on; he ' d close up the shop and t hey c ould 
go to t h e devtl . "Also, you )lave

1
been accuse~ of 

saying vou don ' t .•..•. You can t say that . 
He said. •I didn't kno•: I r.as liVi !lb in Germany or 
Russia yet; I am goinc to say it; I'll go out on 
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t he streetcorner and say it, and you can put 
me in jail with it , n 

Guy said he ' d b llen votin.; the Democratic t icket 
for l ife ; "now, " he said , " to hell with t he 
D?n10cra t s : " It ' s sil.Ly not a c ting l i ke gr o•·:r.-ups 
W11en you ao tho t sort of thing . Ther e is a 
job I t hink Harry Hopkins can and will do a hell 
of a good .1ob . 

Al so, the employer ou&ht to h'lve the r it:ht to cs!< 
for a n election, ju~t the sa~e as t~e em~loyee 
has a r ight to ask for an election. This fel lon 
Bridges , out on the Pacific coast, said, "VIe \7ere 
tile f irst company tl11• t ever as .ted the N<. tional 
Labor Relations Board for an election. They said 
' You can't do thst .' V.e said , ' Why '? They said, ' 
•The r e i s nothin& in the Act which says you may, ' 
and I said, •There is nothillt. in the Act whic h says 
1.e may not . 1 We don ' t care l'.ho represents our men, 
l':hether it is C. I . O. or A. F . of L. Eve r y time 
v:e put on a C. I. o. man the A. F . o: L. fel lows 
walked off , and e very time we put on a n A. F. of L. 
man the C . I . o. fellows walked off . \',e can ' t put 
t he ships out . 'lie hod a shi p held up in San 
Francisco for five or six weeks ; i t cos t us a 
o il lion two hundred fifty thousand dollars . It 
is purely a jurisdictional dispute; t hey hsd no 
argument w t h us, none \\ha t soever , but they a re 
fight ing aL •ng themselves . • 

Th:lt is dest1 'lCtion, pw·e, simple, destruction. 
Finally, neitner of t~e unions ~anted t~ have an 
election . 'i.e tried to r,et the c. I. o. to as:< 
for an election; 11e tried to £;et t he A. F . of L. 
to as:< for an election. Ther v:ouldn ' t, because 
they thoug ht they were so in& to lose . The l<a tional 
Labor Relations Boar d had so much publicitY t>,ey 
hcd an election b ecnuse of the publicity . 

Her e a n employer is perfectly willing to abi de 
by tl1e rules if he onlY •mew •~ith whom he coul d 
deal . They finallY gave us an el ection, and the 
c. r : o. won, and wo began sailing the ships 

again. 
Doesn't tl'.at t r ansportation thing grot~ out of the 
reorganization bill? 
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'rhat. I don ' t knov.! but I MIS par ticularly interested 
in t:-1at because toot is a new idea, to hnve trans­
portation ove r in Commerce . 

I think t hc"t t .ls t1•u e , thou6h· 

I t!'link 1t i s too . I heard it the day bef ore 
tha t is one of the t hiOLS · 

Vlasn •t trans:;>ortation i !1 Cott:clerce? Aviation 
·.1as . 

They - aviation \:a s , llut t'le:f took t3at ..,ut . 
They a l so had ship;>1no; stuf:' .i.n t;here . 

The ;Iar itime Cor,: 1iss!on is s~;ill over ther e . 

It is actually out . It is physically in, but it 
is actually out . 

I t hou ,:ht it was still in, under t he Secretary . 

A separ a t e Corrunisnion . 

Separ ate Commission, just the way the Aeronautics 
is ; you ' ve got t he c. A. A. for a vi a tion . Then 
you ' ve got t'le truc:ts , wherever they l'l2. ;loen to 
be . 

I. c. c . 
;. -.parent.J.y t~1e idea is to concentr ate an over-all 
policy in Co~Jerco . 

The Pr esident ' s reorganization bill idea v.as so­
called • ad•ainis tra tive rune tions ' i n connection 
wi t !1 those things , wou.lc be best i n a judicial 

depart ment . 

There' s been a l l this tall!. about a Trans[lortat1on 
Department . I would ea t her this is a s ubsti t u td 
f ox· t h e Transoorta tion Department . I am just 
guessin,.; , but· that is the way it sounds . 

I had t !>.is n<m 9ress man ov;;r her e )'esterday; he 
·,;anted to see our set-up , and get some ideas . I 
gather they would \iant a Bureau in the De!)art:nent . 
It r,as t~1e oolitical editor of the Tabloid in 
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Chicago , 1·:hich is t he onl;; Nero Deal paper . 

He said t ha t is what he ga thered . 

Th~t - t ha t is wha t they a re after. 

You don ' t lmow what •administr a tion ' covers . 

George, you got anythin, this mor ning? 

I have nothing this morning. 

Eddie? 

I ' ve &ot nothing, John . 

Hor: is Her= n? 

I ha ven't heard nnythin, fro::t hi!~ t:-.is :norr>.in.; ; 
he had a very goud dny yesterday. He rs been asl<i ng 
fot· ·ne to come up a week, and the doc tor wouldn ' t 
let him see 1ne, but he was so much better y ester­
day the doctor thoucht I c ould go up , so I told 
him about everything that 1 s going on except ,.,!Ill t 
is going on i n the office . I told ~m about the 
appoint•nent . He said, "They ' ve been keeJ)inG 
t hiJl6S from me . " He wa s interested . Then they 
chased me out . I t ole him everything VIas r ou tine 
her e . He wanted me to knor. t hll t I c ould come up 
a nd talk to him, if I wnnted to , but not to feel 
I had to. I told t ha t . t o ;.lac and ..iac saia, if 
I did !le'd !<1Ck me ri&"lt dotm Pen."lsylvanin Avenue . 

Does he leo~ pretty &oo6 , Ed? 

He looked 1uuch better than I expected idm t:o 
look. He ' s i n apparently no pain a t ell; n ll tile 
lines a r e out of Ius fnce , and his face i s much 
fuller; he • s got some color now, and he is rested . 
He l ooks much better t han I expected; he is not 

drawn a t e ll. 

Is he sti ll l aborln6 under the impression he i s 
goin& to be back at wor:< iii a few days? 

I thin.'< so; he tol'li ·~e it was rortunat~ f or him 
the Secretar y was away because it "oulc. ;;~ve him 
a chance to get soae rest . I was afraid ne was 

going to a s It me . 
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Th~t i s the best he ' s ~~d, sitti~ up ~nd tal~ins 
like t ha t . \',e ' ll >~ee '1o:·: he gets throu,;h the day. 

Vlayn~ , a nythi!'lb new? · 

No . ·:I•v: got Bewley co:nin:;; in aga:i.n e t ten; he 
says it ~sn • t nnythins purticul:u·ly im!)ortant , but 
it is so!:le message in connection with v.hat t hey 
dlo yester~ay . 

Ah - I "ant to GO over and see \'ielles on a lot of 
stuff at eleven o 1 cloc~ tius worni~. It is all 
bac ked up in e lot of these Sout~ American t~ngs ; 
I con ' t know y;~ethcr to do n~·t!lii!L :>bout it or 
not . I il:J.ve b"en trJln• to get holu of hi~tt for 
a ,;·ee:r , .mu it ilasn•t been easy, so ...... 

Arc!lie , n::.ve you .,.ot ~nyt:un.;? 

\,ell , the o::::chnnl><l mnr::~t h·ts t~i:~n t h:-.t trsn~fur 
pretty uell. T:1ere 1 s a lot of 4 ues tion as to 
•:;het:ter it is n si,;n of \,ttalmuss or strength, but 
natur ally, they wouldn ' t have ta!t .. n the money out 
unless t hey needed it , and t he f <tc t th~<t they too:t 
l t all out • . . . • ·rho m'lr k<!t i1as been a s !rl6h .::s 
4 . 68 this :.~ornlnt; ; th.'lt is four points over the 
4 . 64 9oi n t s befOl'e t"'i:J 3ctl.on \7as ttuen. I would­
n 't say there's been ar~ decided move~ent o~ ca~it1l 
bac< to London nt all . The selli~ has stop~ed ; 
at least t!vtt 1s c. gain, and. they 've i;Ot !"our points 
to ;,or:c on. But gener~tlly , I 1·1oulc s~oy tl:c b::.ck­
ground is ~ little bit better ; I t!~~ a lot of 
people li:te the idea that l:.nt;land is taki:ll: a little 
uore aggression th'ln t:1cy h:.ve done. A lo t of 
peo ple fiGure l:.nglnnd !las been drifting the l i\S t 
t1·:o or t!>.ree months with n hopel ess spirit . 
This slt01:s norc of a fichtinc spiri t , , .. u.c·~ they 

li~cc . 

The French still gainin~? 

The French are still ;;nining ; yester day t hey 11ent 
:.t little bh in tha oacltg1·oune , wlth all thi~ · 
Ti1ey r;eakened a l1 t tle bit against s t er lil'lb • They 
have been r eeling ~uite cocky, you know, thi~ last 
:nontn. Tner e •s all the differ ence in tile \.orld . 
Cariguel was just taD<in& - no t feelin~ v ery 

a.uch. 
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HOft l<lUCh hav e 
t h irty days? 
l ot . 

t hey ac t ua l l y ga:ned over t he l as t 
They must have gained a hell of n 

Thuy proba bly doubl ed t heir figures . l':h:.t did 
t hey s a~· i n that l as t cabl e , \', ayne? They had go tten 
back altogether , ten billion fra ncs , ,·;a s n • t 1 t? 
Of c ourse, t hey, t hemsolv.::s , hav e not ~;o tten bnc k 
anyt!~ing l Lte t !'le money t hr.t 1 s gone out . You see 
you ' ve got a peculiar thing, t hat s i nce t he Tr i - ' 
par t ite sta rted, e ven sinc-e that t ime , t he f r anc 
i s j ust h.."'l f it5 for:u"r value, so a t t;:is r ate , 
a three cen t f r anc , i!' they &aine<! bac :t 'l.alf tho 
'Joney ~:hie~-: f;ent out o~"' e:'le c~~try, t :tay •d l'L..ve 
j u st half t~e money t:-,:·t t'ley startec ·::ith. 

Don ' t you fi.;ure thu~· 1 ve ,;otten uack somewher e 
between two f i f ty nnd three hu ndr ed thous<tnd 
dolla rs? 

Ye s , t ha t is pr e t t y good f or Fr ance . That ma'ces 
u l o t of mo ney in f r ancs . It e:~s e s of f t he money 
situa t i on v er y much . 

The b est thing t :1ey have bee n doing i n ther e , t hey 
hnve b ee n gr adually gettlnt; do~:n ~heir curr ent 
r a tes , \'.h:ich ,·.er e thu t.ungs holdi~ the::~ bac lt 
1~ore t 'mn a nythi:l& else . They •::ere_ ve ry , ver~· 
dear 1noney count r y . Tlley couldn 1 t f inance t heir 
Gove r nment; t~ey couldn' t finance industry , and 
so o n , and that is easlnt up o<uite nicely . If t hey 
can t;o a 11 ttle f urt her , they · .. ill be uble t o 
r ef und .;o~e of t 'l.is Gove r nmental debt at a decent 
figure , g ive t !'le.n anotlwr t'U'ee or f.>ur oont hs , 
and once they a r c able to do t"l:.t , w:'fY, it i~ t he 
big"est single e conotay they could makt , because 
t he'ir carr ying c har ges for thclr debt out side of 
t he military debt i s t he b i ggest fi~ure i n t he 
b udget . outside of th&ir mili t ar y figur e , it 
would a v er a ge a r ou nd five per cent. 

Tha t was t a !ten with all t he ol d stuff. They wer e 
paving six and s even pur cent . But t he other im­
oort~1;t thing over t"lcre i~ t heir labor s i t uat ion 
ha s died down consi de r abl y t he last four or f i ve 

:nonths . 
I s alf i n t he paper t his oor nitl£ Bor.net is havint: a 

r ough t iJlle . 
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One thing you' d be interest~~ in is t~eir t axa­
tion; I don 1 t .mOl . 1:het hcr you noticed that or 
not. There ar e certain types of t hines - why 
t::ey have weighed t hem in favor of doi n& tha t 
~< ind of a thine , for instance, certain ex1Jort 
industries , why the;· are giving t ho!:! rebates - cash 
reba tes , or t ha e4uivalent of it , and ne¥1 capital 
f?r certain typec of industry, why they a r o &ivin£ 
t .lbl~ a rebate on i t . 

Chick , anythin£ thls mornill!:? 

No, th.arL< you . 

I dcm 1 t :mo·.~ w'1y I brin• this up; I. aon ' t feel 
par ticula rly mean; I found sooe unfinished bu~ine~s 
on that Ba n:ting Co.r..~Htce . ·: c dldn ' t ~;et o.r ound 
to your Indus trial Bun.": . 

No, r;e d i au • t . TO.li.•\Y Corcoran ' s talk to Pl' <Js ton 
Delano about a wee:< ago . F'ra n:uy, I h~ven • t done 
!inythin,. about t ;,., t . I r cau a ll t !10sc pl anb , and 
I am famil i ar n .l. t h the!~ . Any t itne you v::mt to u is­
cus s the~ r •ll be availabl e . 

I t'un:c we - I don ' t li'<c to brint. it up . 

I tlun:.< roe ou:..ht to dO it . If you •:.ill follol'i 
it up. I spoke to Preston Delano about it; he 
v:ants to ~;c t ;:.n ans·.1.,r for To=Y Corcoran. 

The Secretar y a s 'ted .tr . Oliphant to t;et to~;ethcr 
!>one sort of a bill on consolidation o: ban« 
exawnations for t :d» group to look a t . And t!1e 
t 'nirC. one, a l so under t'1c !1ead of unf ini~i•cd 
business; and t h:lt 1·:ns t he 4uestion of whet'1er 
1.e ,·:anted to in:o.i.st on consultation of these new 
oreferred steel~ bun!:s ; the <;uestion of wh:l t we 
should do i n the Anglo-Cal ifornia Bank, and t '1cse 
others . on the Ma n:tt:eiJcnt , whether we ,·:anted t hem 
to put in a section on con~ultation for t~an:..tlement . 

I just mention them because I'd li~-<e you to tell 
1Be if you want me to <io anything on it . 

I thi."ll~ , perhl;ps, v.e•d better h;\ve a meetint of 
ti'lat ban:-ing eroul) and :~t the satJe ti:ne I ~v~ got 
one other su~:ses tion. Are ) ' OU faoiliar wJ. tn the 
Glass Bill or 19)8, t he holcinb companY bill? 
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Yes . 

J.re you f amilia r r.!. th tl~t:. t , l:d? 

Generally, yes . 

::23 

I ' ll t.;ll you l':hu t I thin\~ we ough t to do . The 
:..ecre t a ry ha s a s :<ed ~!1· . GlP.!;S to 1.a l t till !'ebru~. ry 
first before introd uc i nu t hc t bill . He is golnL 
t o introeuc ~: it l"ebr ur.r y f ir:n, and I don ' t t :..i n'< 
t 1to Secre t ar y hns stu,d<..>d tha t ;>r.r t icular bill, 
O!' hi. s t houc:1t s crystal.l1::ed as to t :: c !:"; pc of bill 
he ' d !>O f o r , t-l'd I t h::.!l.'< · •. e ou.,:tt to be i n posi tion 
to e xpr ess ah oninion t o hl:l; at lea!: t be f ami l i a r 
\ ,ith t hat Glass Bill , nu see i : t :1er e i s ElliYthinL 
in the Glas s Bill \·.:lich r.e •.:~;ulc r ecot:.::tend to hi 1 
frou t he Conptr ol l .JI of t 1w Currency 1 s Of f ice he r e . 
That is, I t:u ess t h<. t is flhtJr e our ir.ter ests in 
i t cones , i:; i t not? Throuc 11 t he CoJ3?tt•ollcr of 
t he Cur r ency? 

Yeah. 

·:.ell , t her e i s ~otlO hi:~ ton• t her e t!Jat has a bear­
i ng on t h:l t . 

The Secreta r y h c ·.l lint; c~e . I!e s a i d he want ed to 
t a lk to ~e a l one, so I ' ll bo in :~s offi ce . 

\. hy O.on ' t y;e adjourn? 

I •ll ju!.t tell vou · ~.at is on that , becaus e t:1c 
Secretary !lcs t;ot a point of view on tha t , ;;r..d 
:.. ;: you will j u :;t .••••. 

LiSte.~ if you - l:..dcii e , I t el l :rou r.ha t you d o . 
\'oill e~erybody conncc t.,d dt., t ha t banlcin.; s tudy 
get a co<JY of that; I t hink t her e ;;re two - t he 
Hou3e a nd Senate Bills . I ' ve GOt both c opies of 
them - ::md sta rt studyinll t ho s e , und see if we 
cun raalce any sug~,estlons . I 1ve got a lot of sug­
gesti ons to make on thnt bill, a nd I •d lil<e to 
sug ge s t the~ . 

Can I t a l k t o you l a t e r on ~n t he oor tling? 

Ye s . 
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At the t ice l a st year, I t'link you v:er e in on t"ult 
l'lhcn t.c n~nt over to Jo::;::;e ' "' office. There was a 
subcon .. tittee of thc so-c al l<)d l eudi r.b a6enc.L"s 
co:n.nittee, which was spec if lca l.Ly A!>':>ointa,1 to 
loo'< lnto t hat si':uatinn. They 1aade a r eport to 
t :te Secre t a r y . If you wl ll look Uy t itat re~ort , 
and t he Secretary - t~~t represc~ts t he Secretary ' s 
po i n t of view a l so, 11hJ.c it i s t:te Glass bill does 
not go far enough, and he shouJ.d not onJ.y hav e a 
fre ezing, w'•lch t his thing does, but you out;11t tu 
hr.ve a 1 1-.uida tion. 

Yc&h. \.ell , Shc1·bomiy h."~ gotter. so..lo:thin., thrt 
embvciies t he Treasur y idee . 

'!''mt .is a forma l tilin; , and th:\t .is wh::ot t'' e 
Secretary ...••• 

Do you have a copy or that? 

I d on ' t know , ,hethc.r I h: vc a copy of tha t or not . 
I mJ.,·'lt hav e , but it is ln the Secretary ' s 
fi1t:~ , I .1.rn s ur.. . It is A fort,tal r enort of Jes::;u •s 
as Cha:i.l·n.an of t h~:> c ot.u.Jittec, nr.d thay hJ.d t!.e 
Federt.1 Reserve ; t'l()Y h:.t~ t he F' . r . I . C., t hey 
ht.u the Couptr oll.::r ' s Office , ur.o t heJ h::d t :1e 
Tr easury i:1 on that , :.:to t:1.::.· v.ent into ._t very 
c o .. r;>l e t ely ·:Jl. c ,..,.;; uut v;;,t·· t :.is reco.ucndntion. 

Yeah. ~11 riiht . 
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January 7, 1939 

To: The Secretary 

From: lUes LonlganG.'C 

The total number ot WPA workers on 

December 31, 193~ is 2 ,9~5.~75· 

The decrease during the week trom 

December 2~ to December 31 was 35,3~ 
workers. However, WPA employment is 

still higher in December ot 193~ than 

in December ot anY previous year. 
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WORKS PROGRESS .lDCI NI 8'l'RA1'I ON 
Number or Workere Ebployed - Uonthly 

United Statee 

1936 
Number or Workers 

(I n thousands) 
January 2 ,926 February 3 , 036 
!A arch 2,872 

April 2,5~ !.lay 2,3 
June 2, 256 

July 2, 249 August 2,~7 September 2 , 2 

October 2 ,~1 November 2, 3 
December 2 , 192 

1937 
January 2,1~ February 2, 1 
March 2,115 

April 2, 070 
May 1,999 
June 1,821 

July 1,~9 August 1, 0 
September l , ll-51 

October l , ll-76 
November 1 , ~0 
December 1, 29 

1938 
January 1,901 
February 2 , 075 
March 2,395 

Allrll 2,~2 
uay 2, l8 
June 2, 7 7 

July 2,967 
August 3,067 
September 3,120 

October 3,211.~ 
November 3, 21 
December 2,986 !I 
Source: Works Progress Administration 
a/ Confidential 
Jl'ontbly rigures are weekly t i gures ror the 

latest week or the month. 
They include cert1r1ed and non-certified 

workers. 
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WeinS PROORISS .ADKINIS'rRAfiON 
Number ot Worker s z.ploysd - Weekly 

United States 
Week ending NUmber ot Workers 

1938 (In thousands) 
March 5 2,lf! l!arch 12 2 , 2_ 
!larch 12 2 , 357 
!larch 26 2,395 
April 2 2 ,~ April 9 2 , 5 
APril 16 2 , 5~ April 23 2 ,5 
APril 30 2 ,582 

Ue.y\ 2 , 6ol 
Kay 1 2,62 
Kay 21 2 , 650 
Kay 28 2 , 678 
June 4 2 , 693 
June 11 2,712 
June lg 2,7g6 
June 25 2,7 7 
July 2 2,g07 
July 9 2,g53 
July 16 2 ,899 
July 23 2, 93.g 
July 30 2 ,967 

August 6 
August 13 
August 20 
August 27 

2 ,993 
3, 017 
3, 0g9 
3, 0 7 

September 3 3, 086 
September 10 3 ,102 
September 14 3,1111-
September 2 3,120 

October 1 3,129 
October 8 3 ,1~7 
October 15 3,1 7 
October 22 3, 201 
October 29 3,245 

November 5 3,263 
November 12 3,2~ 
November 12 3,2 
November 26 3,216 

December 3 3,1t5 
Deceaber 10 3 ,139 
Deceaber 14 3, 083 
Deceaber 2 3 , 021 
December 31 2,986 !I 
Source: Works Progreu AdJD1n1etrat1on 
!I Cont1dent1al 
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PAJWIBRASJ: Of HLJ:G!Wl REOi:IVED 

FROll: .American lmbuey, Rio de Janeiro 

DATi:: January 7, 1 p.m., 1939 

NO. : 8 

Reference 111 telegram 399 of December 31, noon. 

I am informed by the Director o:t Exchange tbat the 

Bank of Brazil will olose exchange for daily quotaa and 

maturities from December 1 to December 7 i nclusive dur-

1ng the week of January 9th. 

,. , . 0 
- t.. .J 

The selling rate for compensation marks was inoreaeed 

on January 2 from 6 .980 to 6.000 by the Ba.nk of Brazil. 

The buying rate of 5.6000 remains unobanged . 

Please inform Commerce. 

800TTU 
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llr. llowlq, J'iaaaa1al Cftuolor at tho llr1Ueh :lli'baaq, called thh 

aoroille to tnDuoU a ....... fl'OII the lln\loh ~. lleeere. f!~Tlor 

ud. Lochllea4 were pree&t, tt.. •••MC• he aonqe4,.. o1a1lar te thet 

telophou4 b)' llutterwor\ll oa flmnda;r ...... 111&, J~ 5, u4 a011f1ne4 1a 

JuUei"'IIrth '• Cahle Ill of J•aliT 6, 1939. 

llr. llewlq o>~plaiaed \llo aeuuzoee tho llr1Ueh a\llor1\loe were taldiiC 

to pr...&t epoculaUoa IOPiaot etorlliiC 117 -aT ot col4 IID4 etated that .at.q 

110uld. 11• cratetul tor 11117 help wbicll tbe '0'. 1. frMnz7 a01ll4 ctn b)' __,. 

ot eddco to .&aencea 11aa1te •1cll 4o RCh lla.e1a"' \llroacll thei.r otfiaee 

abroa4, All o:mct _...,.<laa of th11 porUoa ot hie ••MC• 1e attaclled. 

hereto, 

H wu ezplaiaed te llr, Jewlq thet the ~ 1101114 he clad. to oo­

oporeto with tbe In \loll oa thle po1at hat w \lloiiCht thet thh oooporaUoa 

110ul4 lie aoat etteoUn it llud.led 1a • latoraal -r rather tha b)' tlla 

hnaaco ot 11117 I'IC'QlaUoao or pv.llllc1t7. '!U .-ber of Aaoncaa MaD with 

ottic11 abroed 11 llJiited aad 1t ... 4ec1414 to roquet llr • .llan1ooa, 

Pr111d.•t ot tho :Pedoral llnol"f'o l!aak ot ... Ton:, to ezplala tlla elft&Uoa 

to tho .&aericea 'bake with ltraachee 1a Loa4oa, •4 roquet their oooperaUoa. 

It thie acUoa ,.. aot tou4 to 1to .ttioieat , a441Uoul etepe 001114 lie 

toku u tbe 11nat1oa 4nolope4. llr. Jewlq uproeeod. hie .atietaoUoa 

with tbeu -...1 aa4 eta\14 tlla\ he -a aotl.t)' tbe JrlUeh !l'I&•IT 

ICCOM1acl7, 

llr. llorceatha called oa tbe telophoao a\ \hie _,, aa4 otter IIA-

1'hiiiC llr. Jewlq of hie ponoul eaUetaotloa ot the rooeat etope tok• 'T 

tho Jnuu tre~ 11'1\ll reopoo\ te t11a ut••• If the p111104. ooatimaA 

thoeo an-c \1, 
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!he Jrl Ueh m\hori tlee are hopiJic \o p.,...,..,, tile renal of 

epeoalaUoll Oil azq larp eeale -caille\ ehrHJIC 'b7 ~ of cou. !o 

tbh ead \hq ban Ml'llutq req'llee\ed \he 'bMII:e Ul4 'lnlllioa ...,..., 

to retraia froa \l"UleacUou ill forwar4 C014 all4 llO\ \o facilHah u~ 

TMC .. Oil COld &ll4 \o COil\s.-. eOl'll\illldlaC forelcll ezcbenp \nae~ 

acUoae wl\h a Tin \o &To141Jic azq 111l4eelrallle \naMCUoAe belJIC 

carried ou'. 
:ror tllle pvpoee the Buk ot :a.claad bae fo.-lq uke4 for \!lot 

oooperaUoa of \he m\horlUee 111 Parle, ll'llueb, ~urich •4 ae\trdu 

lll Ual UIIC eptoula\1oll -caillt\ e\erlliiC b7 ~ of cold, 

'llhlle the cueeUoll doee AO\ arlee ill \he e- fora 111 \be 17ll1\e4 

Stet•• tile lritieh m\horitiee woul4 'be crattful for 8ll7 help wblch 

the 11. a. 1'Nae1U7 - lin 'b7 ~ ot a4Tice \0 .&llericu 'bake wblch 

do ncb 'builleu \hro'Qih \heir ottlcu abroad. 
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EG 

Secretary of Stat e, 

Washington. 

26, January 7 , 1 p. m. 

FOR TREASURY FROtl BUTTER".fORTH 

233 

GRAY 

London 

DatEd January 7 , 1939 

Rtc 1d 11 a . m. 

ThE transfEr of gold and incrEasE in thE fiduciary 

issuE havE b ttn r eceivEd v1ith unanimous approval by thE 

London prEss ~hich EmphasizEs that thE stEps involvE no 

inflati onary action as thEY imply no incrEasE in thE 

total not E i ssuE v1h1l E thE strengthEning of thE e<changt 

Equalization account ' s gold rEsErves is univErsally ap­

provEd. Most writErs point out that thE gol d has bEEn 

thEr E all thE timE but that thE rEtransfEr to thE cc­

changE Equalization account is a bold and judici ous 

mEans of makiP~ clear to thE world thE full amount 

avai lablE to d EfEnd st Erling. Such phrasES as thE 

MANCHESTER GUARDIAN 'S "rEsErVES art bEing movEd up 

t o thE front for a f i rm defencE of stErling" and thE 

PIIIANCIAL TI!' ES' charaottr1Zation of thE "Haginot Li nE 

for th t pound" arE typical . Though frequent rtftrtnct 

i s made to thE possibi lity that in continental cEntErs 
tht 

\ 
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- 2- #26, J anuary 7, 1 p. m. from London 

thE increase in thE fiduci ary issue Vlill b e misunder­

stood the effect of this is not genEr ally consi dErEd 

of pErmanEnt i mportanc E, 

Thtrt is littlE spEculation as yet regarding thE 

intentions of tht Government in bringing ntw legislation 

bEfor e Parli ament tvidtnt in the pr ts3 . It stEms to be 

gEnErally asslli~Ed that it t o merely a question of making 

thE increas E in tht fiduciary issuE mort than a tcnporary 

measurE . 

Tht FINANCIAL NE'./S Editorial hOVIEV Er concl udES as 

follovts : 11 ils tht Hact.iillan Commit t tt was pointing out 

over sevEn year s ago tht only tfftct of a fixtd fiduciary 

tasut" is to forbid the Bank of England to ust by far 

tht greater par t of its gold for tht only purpose for 

whioh it is h t ld or could be used" , It might even b t 

a r gued that it is mtrtly as a concession to conventi on 

and prEjUdice that any gold has b t t n ltft in tht bank 

at all . In any evEnt sincE 1931 thE bank r eturn has 

ntvtr reveal ed evEn tht truE gol d positi on of tht bank 

itself for EXis t i ng legislati on compels thE bank to . 
value its hol d i ng at tht old statutory pricE of r ough-

ly 85 shilli ngs ptr f ine ounct . For somE yEars therE 

has beEn much spEculation about whethEr the bank might 
not 
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- 3- #26, J anuary 7 , 1 p .m. from London 

not rtvalu£ i t s holding at a f i gurE approximati~g mor~ 

closEly to actual pri cEs . It now s EEmS possi blE that 

t hE authoritiEs may now at last sEEk powErs for such a 

rtvaluation. To sEEk ParliamEntary EndorsEmEnt of so 

l argE a changE in thE fiduciary issuE as that announcEd 

yEstErday is admittEdly r i ght and propEr but i t is not 

lEgally nECESSary and CErtainl~ dOES not DEEd thE 

amEndmEnt to thE 1 928 act which ts to bt sought whEn 

ParliamEnt r EsumEs . EvEn if pOVIErs arE takEn it would 

probably no~ bE dEsirablE to kEEp thtm in rEsErvE as a 

last shot in our l ockEr though th£ account ' s pres ent 

positi on should makE it unntctssary for that bolt EVEr 

tO bE USEd. " 

Tht city Editor of thE DAILY MAIL concludEs his 

commtnts as fol l e>1s : "ThE currEncy situation as bEtwEtn 

th£ bank and thE Excb~ngE fund i s now so complEX trAt I 

should not bE surpris Ed if stEps vrtrE takEn whrn ParliamEnt 

considErs thE quEst i on next sEssi on to cltar up thE somE­

what confus Ed rElat i ons nor1 Existing bEtwEEn thE two in• 

stitutions . AlrEady NEVI York is forccssting thE r£Val ua­

t i on of th£ bank' s rDn!li ning gold rEs ErvEs and thE gutsa 

will not bE far short of thE mark" . 
ThE 
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- 4- #26, January 7 1 1 p, m, from London 

The dollar opEnEd at 467t offErEd and movEd to 

46ef bEforE rEturning to thE form Er figurE at fixing 

t imE. ThE British authoritiEs gavE somE dollars to 

steady thE r a t E and have sino£ fixing btEn supplying 

a ftll . Gold nas fixtd a t 148 S 9f d and of thE 139 

bar s dEal t in 47 wtrE marriEd and t he o arket suppli td 

all thE gold. Th E ExchangE markEt i s uncertain and 

i n thE procEss of Evalua ting thE recEnt mEasurEs. 

JOHNSON 

CSB 

\ 
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HRE 

SecrEtary of State 

Washington 

41, January 7 , 1 p . m. 

FOR THE TI£ASURY 

GRAY 

PARIS 

Dated January 7 1 1939 

REc 1 d 2 :50p. m. 

237 

Trading was fairly active in unofficial dealings 

between b~nks this morning but the turnover was not 

important. StErling fluctuatEd betwEEn 177 . 20 and 177. 50. 

It is a t a discount of about 7 centimes for one month and 

at par for thre e months. We arc told by our markEt contact 

that the fund limitEd its action to thE purchase of a 

small amount of dollars . The dollar htld stEady at around 

37.90. 
The announcEmEnt of thE transfer of 200, 000, 000 to 

thE British exchange fund was received with markEd 

enthusiasm and favor by thE French financial press. 

Briefly thE prEss stressed thE unquestionable importance 

of aosis~ing the British authorities in maintaining 

sterlinG• First of all because thE monetary alliancE of 

the two countriES should meet ~ the poli tical alliance ; 

secondly because of thE franc followed sterling 1n a 

possible decline it would depreciatE i n relation to gold, 
French 
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!IRE 2-#41 From Paris J anuary 7, 1 p .m. 

FrEnch pricEs could find thEmsElVES at a disadvantagE 

1n rElation to thE sttrling bloc pricEs ; and thirdly 

btcaust thE gEnEral intErEst in _bEhalf of monE~ary 

instability ~ould bt disastrous. AGENCE ECONOMIQUE 

obsErvES that thE financi al strtngth of thE British 

~ir£ is thE basis itsElf of tht protEction of a 

rtgimt of libErty, and that to maintain i t London 

should bE ablE to count upon Paris and upon NEW York. 

W!LSO~! 

NPL 

238 

• 
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REB 

Secreta ry of State, 

Wa shington. 

10 , January 9, 6 ll • m. 

PLAIN 

London 

DatEd January 9 , 1939 

Rtc ' d 3:25p. m. 

FOR TREASURY FROM oUTTEFI"/ORTH . 

239 

I t mny bt of 1ntcrta t to havE details as to the changes 

which will r esult in the ::A.nk of Ent;land's statEment from 

t hE transfer of gold on Saturday to thE exchangE cqualiza~ 

tion account . This week ' s stCltcmcnt will show a r eduction 

from • 326 . 4 million to 1>126 . 4 million in gold in the issuE 

department and an increasE in securities of b200 million 

wh ich wert t~nsfErrEd from t hE cxchanet equalization 

account to thE issuE department of thE Bank of England. 

ThE to tal note issuE ·Kill bt .S26 . 4 million which will 

sh~1 a reduction of • 30 million on thE previous week ' s 

statEment which incl udEd thE increase in thE fiduciary issut 

by that amount which was madE in thE first week i n DECEmbEr 

to mEEt thE Chr ist mas notE dcrnnnd. In othEr words thE total 

notE issue will return to thE figurE of 1>526 . 4 which lltld 

throughout 1937 and 1938 except for thE two temporary i~ 
crcnscs a t Christmas tim£ . This will bE backEd by io400 million 
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REB 

2-#40, From London , Jan. 9 , 6p, m. 

million of sEcuritiEs and. Ll26 . 4 million of gold instEad of 

L200 million of securities and i.326 . 4 million of gold. 

Other items connEctEd with the notE issuE will rEmain thE 

same except for the usual fluctuations in the no t es in 

circulation and in thE reserve in the banki ng department, 

but thE latter will bt affected by the decreas e of L30 

million and therE will bt a corresponding dEcrease in 

securities in the issue department representing thE rc­

t ransftr to the banking dl:purtmcnt of thE s ccuri tics 

t ransferrEd in December to thE issue department to back 

the incrEasE in thE fiduciary issuE over the Christmas 

period . 
The fiduciary issue, being thE amount , fixEd at any 

given timE, of notes issued which arE not backed by sold, 

was fixEd in thE currency Jlotcs Act of 1928 at 1.260 mill i on. 

Under provisions contained in that act the fiduciary issue 

was raised to L275 million in August 1931 whEre it remained 

until March 1933 being then reduced to thE s t atutory lEVEl 

of a260 mill ion . In December 1936 thE fiduciary issue was 

lowered to L200 million at thE timE whEn L65 million of gold 

(at 85S. pEr ounce) was t r ansferred t o the Bank of England 

from t he cx~~an3c equalization account. The fiduciary issue 
r emained 
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REB 

3-#40, From London, Jan ,9 , 6p , m, 

remainEd at ~200 million througnout 1937 and 1938 Except for 

thE Christmas increases. Saturday' s increase to ~400 million 

therefore raisEs the fiduciary issue by ~140 million over 

~~ £ otatutory level of t hE act of 1928 , 

Thoucn th~.British note issue is not based on a gold 

backing of any stated or fixed proportion it may be of 

intErest to have calculated t~e proportion prevailing at 

various dates , In (lEntral betwEEn 1925 and 1931 when thE 

gol d rEsErVE stood around ~150 million which was the lEVEl 

ment ionEd in the Cunliffe report as s111 t o.blE , thE proportion 

of gold to t he note issue was around 40 per cent. It fell 

in August 1931 to about 33 per cent and was as low as 30 

per cEnt in DEcember 1932. After t he considerablE increases 

in the Bank of England's gold reservE the proportion of 

gold to the total note issue rose to a marked degree stand­

ing throughout 1937 and 1938 at a round 60 per cent. Today 

with thE Ban~ of EnGland ' s gold reservE rEduced by ~200 

million the propor t i on stands at 24 per cent, It shoul d 

be noted, howEVEr, t hat this is on thE basis of thE Bank of 

England ' s gold b eing valued at about ass. per ouncE . If the 

current market value is taken of 150S. the proportion of 

gold to thE total notE issue would be about 42,3 per cent , 
ThE 
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REB 

4-#40 , From London, Jan. 9 , 6p . m. 

ThE prEsent r atio of gold at 1505 . to thE notes actually 

in circulation (that i s the total issue minus notes htld 

in the reserve of thE banking department) would bE about 

46 per cent . 

2 . llaturally it is by its lonn- tcrm influEncEs and 

effects that thE recent ~ctions or the British monetary 

o.utl'or1tics to strcnvthEn t!.t technica l and psychologi cal 

position of stErl ing must bt judged but today 1 s market 

reaction has not proved d t cisivtly favorable . Tht dolla r 

which opEned at 4. 67- 3/4 has bEEn on balanc e bid but thE 

Sl:lounts dto.l t in have not bttn larsc . Most of the bidding 

is said to have come from the ContinEnt and thE dollar 

closed at 4 . 67- 1/4 . 

Gold YISS fixEd at 146S. 7 1/2D. 1 A 1/2D. premium, and 

or thc 161 bars dealt in 72 wert married and thE British 

fund supplied thE rElnnindcr. 

JOHNSON 
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PARAPBIUSJ: OF TJ:LE<ItUL RIOJ:IVED 

rROll: American Dlbauy, Pari a , France 

DATE: January 9, 1939, 4 p.m. 

NO.: 47 

FOR TREASURY, 

::.43 

Today the exchange market showed a cautious tendency. 

No important turnoYer. At opening sterling was around 

177 . 40; on the official market it was around 177. 35 at 

closing. One month forward rate is par ; three months, 

about 15 centimes . This morning at 37 .90 the fund pur­

chased about $1,000,000 . 

The security market waa unsettled and rentee lost 

about 1 franc 50 . 

The adverae trade balllloe for December 1s 922,000 ,000 

francs compared with 812 ,000,000 for the preceding month 

and 2 ,217,000 ,000 for the oorreaponding month 1937. There­

fore the adverse trade balance for the year 1938 totals 

1,539,500,000 franca compared with 1,845,200,000 f r anca 

for the year 1937. 

The 
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REB 

2- #47, From Paris , Jan, 9 , 4 p. m. 

'fhE ViEW is expr essed in th£ Fil/A NCIAL PRESS that thE 

recent monetary measures taken in London arc adequate and 

juatH'icd , The financial editor of LE TEl!.PS writEs t~t 

to an important degrEE the recent outflow of capital 

from Lo:1don i s the result of vacillation and obscurity 

surroundinz the monetary policy 9ursucd by thE Bri t ish 

aut~oritits but hE bel ieves that the recent decision 

shows that the policy has b££n mot\ i fi td . Unless inter­

national situation ac;ain becomes otx•ious he docs not sec 

why the Effort now being mad£ with respect to sterl ing 

should not SUCCE Ed , 

'.'IILSOII 

CSB 
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J anuary 9, 1939 (approxl 

Wh.1le the Secretary was 1n Boca Grande , the 
Presi dent out out t he appropriation for the three 
cutters and fifteen airplanes, even t hough he had 
originally approved the request as cont ained in the 
attached memorandum. The President oaid , "He would 
go down to Boca Gr ande. He wa sn't nround , so I just 
cut it out. • 

245 
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Gibbons : I found you bed gone all over t~e s ituation Ps 
fer as Bennet Field, on the ai r pl a ne failur e to 
ae t down there, is concerned . 

}1 . ; • • Tr : Yes . Well, the loss saiu about that the better; 
I told Admiral Waesche the Coast Gua r d let rue 
down, a ll right . 

GibhtJOJ : Yes . 

;: . : •. rr : ,;nd the President h:l.d the memorandum !'ro:n Bell 
ns~ing for t hese three cu,ter~ and fifteen planes, 
and he b rouzht it up yesterday in f r ont of 3 cintyre, 
a.:d :.lac said, 11Didn ' t you 1.a:1t to take up with 
the Secr etary ?" .\nJ he sa1.: , "He r..:>uld go do11n 
to Boca Grande . He 1.::sn• t arou~ , so I jus t c ut 
it out. " 

:J.,ll: Tha t 1 s about t he s tory . 

11 . a. Jr : It was the story. He ~aid , "You r:ill flO u01·:n t o 
Boc" Grande; hor: d o you <Jxpect to get your three 
cutters and fift een airpl anes?" It i s tile truth • 

. lct.cynold s : I don • t even think it 1 s runny . 

:! . : . . Tr : r.hat? 

:eRe, 1\.)lus : I don • t t;urL< it ' s r unny. 

: .. , . .fr : Re saic, •You <oer e altay . " 

-ell : It v:asn• t br ou&ht to his :~ ttent~.:>n . 

~ . :: .. Tr : ;!e certa inlY didn ' t pl'lce t'le bla.le on you . 

Gibbon~ : Ah 

..J • • 1 • • rr : 

Gil11Jono : 

H .. .! . Jr : 

You mind if I keep tnov ing? Is it i.nportant? 

No . I ' ll talk to you someti11e again about Coas t 

Guar d . 
·; e t alki ng · it • s your people, and t hose people 
~~w~s there are' just not on their to~s . No<: , I 
tol d this fellor: Waesche, and I tala him over a 

t take von Paulsen off active flying 
~~~.a!~ ~e nasn• t done it . He is still flyil~ 
people. 
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I didn ' t kno~ that . 

Just because he is a pal of hiz , he doesn ' t do 
it; and these people up there - if t hey had been 
on their toes they ' d have gotten P. pl ane down 
th()re . The only reason I didn ' t s ay a nything 
more is because t hose people were saved . If 
those people had be~n drowned , it would have 
been nobody •s fault but Coast Guard ' s . It' !l the 
DIOS t outr ageous perforc.unce I ever sa•:: . 't'iaesche 
doesn ' t defend it . 

He can' t defend it . 

I said, nrf you had .. one do•:n t here and gotten 
those people, I could GO up on the Hill and ask 
for three cutters a nd fift~en planes . " There 1~ 
no excuse ; I don • t get t!le oo?ortunity; they fuss 
a r ound - t7hy don ' t they ?Ut a me.n up there? It 's 
y our ;>eople . 

I Jmo•:; it is , but I didn ' t kno•tt about putting 
Paulsen off . 

Paul3en was supoosed to h'lve been taicen off . 

I didn ' t tal~ to you cbout it on account of yow· 
throat condition . 

I did it the s mae day , t he smoe night . I ..-anted 
to knov; \'/here wns Coast Gul' rd . The only renson 
I il.-·wen • t fired somebody i s b ecause th~ !)eople 
lived, but if tho.;e people h;td drovmed, it r.as 
nobody ' s f ault but Coast Guard ' s ; absolutely 
nobody•s fault but CoRs t Guard • ~ . 

Of course t heY tvv~:n ' t &ot -- th"Y just iwd t ll:l t 
one ol d pi a ne t nere; they should have some more . 

They Jud t he new Hnll a luminum plr.ne . 

They had one br and new pl ane . They uidn ' t even 
find out ho1·: many people wer e to be resc ued · 

Well , tlle oeople llved; th,re ' s no use g7t~in~ 
excited but I hope - I mean, if t hey haO oieo , 
then we~d red n nice investigation and •;e 
couldn ' t have excu~ed our selves a t all . 
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All right. Well , the only thing t hat annoys me, 
I didn't knOI'I about Paulsen . 

The story was , he 11as a tta ched a s Aide to 
Secretary Ickes, and lolr . Hopkins , when they had 
t hat boat , and Paulsen wa s so drunk t hey had t o 
put him to bed - while he was attached as Aicle . 
I said , "A man who drinks l i ke that when he is an 
Aide to a Secretary, a member of the Cabinet­
remove him from active flying . " And when t hey 
r1ent to AL~, or c ourse, Hopkins bac<ced dol":n on 
his story . 

Do es l'laesche know that? 

Oh, he mo.:s a ll about it . I saici, "If the =n 
i s so drun.l( he ca n • t show up for lunc h," I s aid , 
" take him off flying because, " I s a id, •the f i rst 
t hing you know, he Tlill be. flyinG when he 1 s 
drun;. and kill solile peot~lo . " Then Hopkins 1'fill 
say, "I told !.!orgenthau.the fellow was drunk." 

\ 

• 
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GKOI1° .JEETING 

Pru5cnt. : 

Bc~l : 

'Ptlt : 

J a nuary 9, 1939 . 
9 : JO A. U. 

(Held in Ar . Ranes• Office . ) 

Llr . Ha nes 
Mr . Taylor 
idr . Lochhead 
:1r . Sc!warz 
..!r . Duffield 
~. Bell 
.41' . ' lcReynolcs 
...tr . Foley 

Oood mor:nin~, , gcntl <!u.en. 

Good :nornin.; . 

Ho1. you feel? 

Pretty good . 

(Telephone - H. !. Jr . collin, from Boca 
Hello. Hello . He llo . Yes . (Aside: 
&ot o.nyt :U.ne for him? (llo ansv.cr . )) 
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Cra t~e .) 
Anybody 

' 

Hello . 'lello. Oood norning , Henrr . How ;:.re 
you? You lnd any fisi'.i~? llo? !!o t arpon? I 
see . (Laug'1s) Thtlt 1 s good . That ' s g; .X: . Hr.v .. 
ycu got anythi~ on your mi nd especially? Yeah. 
Yes . Right . Yes . \',ell, I n-ote Al1l!ll;~r a letter 
l t.st v.eek; t hey • et·e soint. to press on Prida:; , end 
he wanted us t o co:ru.•i t our~elves as to ho•. 1.e 
fe lt ab.,ut t l'e r oco .. ll:l~ndt. tions ti:ey ;.er ..: '"a .<in~ , 
a1:d llP.rr:; •, hite, Ed f oley , nnd I &ot tc eth~r nnd 
v:rot e a lette r bncl<. t o him, ann asked hin to del ay -
I mean, a sked hi•n to co riiht ahead with his pl ans 
but so f or a s t he Treasury \'181'0 concerned we wore 
not r eady, in your absence , to m;;.~te any cor:uni nment 
for t he Treasury , but t he minute you came ba ck ,.,e 
woulri take it up <lith you. V.e t hought you wer e 
interested in the situo. tion and t.anted to exl)ress 
an opinion. 

Brov:n? Yes . 
good man t.nd 
I •ll talk to 

Yes . v.ell , I t hink he t;ould be a 
I • 11 be t hirV:ing about t hat anyv;ny ; 
the gr oup about it to . 
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Yes. No , I have not . I haven ' t acne anything 
a t all with it . \'ie - \',e hav en ' t one any furt her; 
we ' ve ~;ot t he c harts made , and t~t ' s abou t nll 
we •ve done . All r i t;;ht , I ' ll do t ha t . Yes . 
After you get thr ough, Wayne ,.,ants t o t alk t o you 
for a 

1 

rninute , and t hen I want t o say a \\'ord t o 
you I 11 ru1ve to say in t he other room about the 
~~tter you called me about t ho other d~y . 
Yes , I 111 g~ in your room and ,·,hen you get throu ch 
~alkiOG to l .ayne, I think I •ve aot t he s tor y . 
llait a minu te; I ' ll put \';ayne on, and I •ll tell 
\,~yne :"s s o<?':' a s you OI'O t iu•ou11h to uut me in on 
t oe otu~r s 1a e . Yeah. 

Hello , Henry . \',ell t i.e pound i~ still gooc bu t 
not 4ui te as good as it 1.as Saturday. As A; chie 
says , t hey a re looking i t over pretty good . 

4 .67}. 

4 .67~ . The thing I want to talk to you about is 
a message the State Departm..,ut h~s on China . You 
rememb er some t i r.1o ago thc:r tent over t hls mo zsnge 
whi c!'l i s rather mysterious about a s t abilization 
opcn1ti on? Yeah . Thnt 1 n rit;ht . \'/ell, they : ro 
back with tha t again, and :Jay that t he Chinese 
have been eoproachint: them for three rnillion 
pow:xis ; t hat t hey "llllt very wuch to uo soillethint: , 
and mention again l c&isla tion t bu t t hey will have 
in connec tion y;ith expor ts , credits, and so on. 
But on this particula r one , they say t;,ey don • t 
11ant to cio it unlen:: roe will go Joint account. 
•;, e don• t f eel that 101e oubht to ~,o Joint account . 
'ilell , he ' s not insistinr; . Re i s dvin, ~t t:1e 
o ther - he ' S t altl nt it t he other way , t~t, in 
other words , paral lel rather t ron j oint . Yeah. 
v.ell we a r e - t he o.nsi'IBl' th.~ t we are going to , s ugt;es t i S tha t 11e expec t to continue our c oop .. ra-
tion but do not think u spec ific joint account is 
desirable . Yeah. I will. Well , I •11 l\:lve nei'IS 

f or you on tha t . 

Aranba i s goillll t o be askeO. by our Pr e s ident, ., 
through President Var gas to coJ;~e up here the \.eck -
the firs t wee!~ in Febr uary. Ah, t hey h&o several 
conversa t ions bac't and forth, and their Pre~idcnt 

ed 
the i dee but t hen , in or der to oa.te it 

appr ov · ' •· i t 'cubly -ood 
doubl y good, he ' s dec ided - to rna~e a b • 
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i s to hav e it on the Pr esirent- President basis 
I t starts au t tha t ml.y anyh01. . Ah , .,.ell, t !te ~thor 
is 1 I guess, wi l l wait . The>· r. re t over ed - what 
to do ab ou t Cuba, a nd v:o a r c going to heve a 13Ce t­
lng wit !'~ Eccles bef oN 1·.e do :.nytltin,; on tilat with 
tllc idea of ha ving thll Sacrotar y of t he Treas{u•y 
of Cuba J)I'obably c omo u;> her e . Ah , yes , I t;uesn . 
Yenh . Rl.6ht . All Lhr: boys arc horc . Yes . 
All r ight . {llangs u p. ) 

{To Hi ckman - r eporter : ) 'i/111 you onrk dorm ln 
JOUr r e cor d t htre th:lt I called t he [:'e creta r,· of 
the Tr easury, in regard to a :::essnge •. :~ch :tnt: bee a. 
r~:ceived by the State Depa r t •.• en t regardi.., ~he 
establis;went of a j o!nt ecco\lnt "lth t!1e ilr.it1:.h 
Treasury, amoun t i n;: to t!u·ce mi lli on ;>.ltuxis for 
a stabilizatio:~ of the Chinese currency ; t·l.,t he 
a nd we agr eed t lutt •, e s:lllU!Ci no t Enter i nt o :: Jolnt 
a c count o per ation, but thr. t 1 e s:1oul~ ;;ive a :les­
sar,e to t h e St ate Oc~r. rtment to t he effec t thn t 
;.e woul d expec t to c ontinue our couper ation bu t 
do not t hink tha t a specific j oint ecc·,unt i s 
d esir able . 

(Di s cussion re var ioua golf s cor es o nC. r;a·u.,s 
while !.!r . Banes is out of t!1e r ocru . ) 

Da::my, c ot any thin!l t;us rJor ninG? 

I hnventt eny t:Ung . As u ,,:-, t t~r of inter~st! !.!nc 
&o t t :1e Co:n '1;roller Geu~ral 1 s - ~ copr o: t -:c -
~;o t t'u; or i :.inal Como troller General ' s report lo 
Cont.r~ss a~ t he boys looked it over, ove r t-to 
.. ee'~-cnd ' ar.d her e is a bPl n,ce shee~ 1;Mt ever!·-
· ~ ·• ' f f l on · f- i e Pe 
body • s been holle r i n,; ->1' , or 0 

Q • ;:1•. -~lc 
sets up t :1e asset!l in : ho Treasur y. - c"s i b 
and cash accounts receivable - ;;no !JU~S in a 
cosh s"loftage :!.n t he oublic debt of a nwiCI~ed 1 . th sand ns an asset , D:·.d then pu ~ ol 

~~gh~~;~ign °~bl1ga tion of t hir t een mi lli on sev~n , 
ne . o lus intor os t ' and \lent donn t o tne 

fixed v~l~e , rprice ~nd took i nter est obli ba t ions 
Tr easur er s o - ~ · G · 

, t ill i on dollar n for t i:o Rusnsn ov oi n-
at 1 or Y .m. • or less ignor ed as a a. oblir,a­
went , w:u.c n "~ ·:~~c accr ued inter es t off our bo,•kS 
tion . He t oo.< . 1 i 00 t ion of for t:r .nillion dolla r s . 
and t her e is nt aufp tv e nty- tv" bil l i on nine hundr ed 
Co~es to a sse s o • 
million . 
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On t he liabilitr s ide he s ets · " Fund, Appropria tion Funds ~p t ne ~tabilization 
five mi lli on; Public Debt ' ~naa~an~ed , of ~bout 
it comes to f orty-six bill~onthirt~ -seven billion; 
~~~l~~ . a national deficit of ~~!~t~=t~!e!i~~£it~i. ' 
Better not give that sta t etnent out t o t he 
I woul dn't think. presz , 

I guess Coclu·an is ruwint: 'lull.e a time holdinl 1t 
a"'ay fror.t thE' boys • 

I don• t think he ca n . It 1~ o~rt of t~e report 
of t~e Compt~oller Gener al of·t~e United St a tes 
to tne P~esiaent . J ack Coc )-ran wf.s ar fully t,ood 
about this; he cot tha t thin(; a nd hie i t until 
our boys got a clu:nce to look ::.t i t ane he told 
r.te last \',eonesday that we •<i hcvc so~ebo<iy uo 
there at eleven o ' clock Saturday and he ' d s e e 
it v:as turned over to us , nnd he :d lock his office 
up a ncl go away for the week- end so t he newsboys 
c oul dn ' t get at him . 

It 1 s go in;; b a ck t his moJ•ni ng . 

But he gave us a ch::.nce to Get a look n t it , so 
we 1d knor: 1·.hat they were t ol kint; about . 

Ther e i s n • t ... uch in it 11h1ch t he Trea sury can 
take action on. Ther e is thi~ s hortaGe of public 
debt of a hundred e i t:;hteen thousar.O dollars , which 
is largely old !'ar savincs s tamps nnci so !'orth . 
Tha t ought to be explained, eventually. Probt.bly 
we will have an opportunity. And t :,en t hcy•vc co t 
c;,uite a section in t here on endorse::~ent of check~ , 
deali ng ·;;i th t he corre~pondence ";e h<.ve had 
betv1een the Trilasury a nd ban.'<s , and he maintai ns 
that we don't sufficiently exami ne the etl<iorseutents 
o n c hecl<s . Of c ourse, we r ely on the bank and 
guaranty, and if we undertook to endorse - I mean 
examine - all the endorsements on t ho checks , we 'd 
have to get a lot more people i n the Treasurer ' s 
office . Just to send a check back because I would 
sign "Dan Bell" instead of Dan \, . Bell" or 

11
Dan 

Bell" instead of 11 Dan Bell, Jr. 11 
- t hose t hings 

a re r.hat he is calling to attention. Vrhere a 
•ri tness signed, one man will give his address a nd 
t he other one won• t . Jus t a lot of stuff like 
that, be criticizes - just minor t hings; that ' S all . 
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That is one of the biggest headaches the bnnlts 
have , on GoverDlllent checlts . 

Dan, it seems to me the press have handled this 
Bu~get r~port of the President ' s awfully badly . 
I non 1 t Know why it 1·.as such a shoc:c to them in t he 
first pl ace . I don ' t know v.hy they 1·.er en• t wore 
faJail i a r with the f act before it came out or •.<hether 
they r·ere fao~lliar nith it end just a cted ns though 
they ''· eren ' t • 

It's delibernte; play nctlnt. 

llobody, in the r.ildes t i ma&ina tion, :m01·.1ng 11ha t 
the seventy-fifth Concr ess had done, would knofl 
they 1·.erenT t goi n_; to hcVC Cll}" l<:SS figures to 
d eal with. 

You mean they have handled it badly as a deficit . 
They have taA:e11 it as a distinct shock . Of 
cour se, as Schwarz sa lei , t hey knew it . 

It see1.1S to tne it was univet·sal. It got <111 awfully 
bad press . I wonder 1J' t he story t;lven to t he 
press might not have been given to them a lot better 
t han it was . I aon ' t lmow hOI\ it was t iven to 
them. 

I t hou;;ht it was a t;ood press confer ence . 

I thought it ... ns a t;ood pr ess . I don ' t t!UO:t it 
is necessarily universnl . You Till find it purely 
a nti-administration papers . 

I don't kno~ ~hat papers it r.ns , of course; it 
seems to me the Ti.mes , and papers like that, t hr t 
gencr o.ll)• treat matters pr etty fair ly· 

The Tillles has always been against this spending, 
t hou&h· The l ast three years thay ~ve \Jeon asai nst 
t l1e spending . 

1 don ' t t hinlt there ' s been nny departures frow it . 
I think it was pro t ty consistent. 

As you said t he other day , can' t ma:<e it look lilte 

an orchid . 
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Gene , you got anythin~ 

I h.:l.ven 1 t got anythil\8 
eleven o'clock. 

tioln~ to talk about it? 

Industrial credit . 

this morning? 

except tr~t meeting a t 

~ave you s otten - has everybody gotten a cooy of 
those last bills; Ju.ve you started to think about 
that yet? 

I think they h;.ve bee n ar ound . I know your 
boys have worked hr:rd . 

There is quite a typinjl joh for that · copies to 
~e available . Thh t won't be t•eady thls morning 

a ve the meeting tocorrol,? I thin!t we ' d have a . 
consolidation of the exarninins agencies . I t !link 
we ' d better take throe bites or it . 

\'.ho in t he Treasur y doos t~1e draftint of bills? 
Have you &ot a dr aftinl:l dCl purtment? 

Yeah, but t hey z.re not wo1·;d111. on this bill. 

l'.ho old t :us job - the one:: you • ve sot C. one? 

It was started by Cla rence Opper . I tooit 
Cl&rence • s olace .:hen he 1.ent t o t h .. Boare of 
Tax A? peals-. There is nn Assistc~.t General Counsel 
w1 th bill draftillb urnler !lie . T!l&t is Larry 
Bernare . But this bon!ting let;islotion :. barJ: 
hol<iillf> c ompany le~,isla tion - haS never !leen in 
t i1e legislative unit . It 11 uuld be turned over t o 
them whenever t he legislation is perfected a :td 
t hey ' d handle it on t he Hill . 1-:c wouldn ' t oonC.le 
it . \'ie have a c tuc.llY drafted it. The SllL.O is 
true on the consolidation. 

noes anybody want to sit in on thiS so- called 
Glass Bill? All I was tryinL to do is get all 
of us familiar with it be foro the Secreta ry coa:es 
b:lck on account of the f r.ct ho os i:ed Glass to 
wait until February first before introducing his 
bill - to get us all prepa1·eo to be in po.;i tion to 
say to the secretary , before he c oaes back - to 
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say we hav e exacincd all these bill There is 
a nother bill, I understand, over insF . D. I. C. 

The Glass Bill came !'rom the F 
i;!~ ~::~.it will be a 1nodific~t~~111~/th/~~~~bly 

You mean this year ' s Glass Di ll? 

This year' s Glass Bill, w''lich will b Bill again. e the F. 'C . I . C. 

bxcuse m~; don • t you thln}: it is i.u!J(>r tant ti:at 
v.e get tne Colilptroller - everybody ?:ho is interested 
in ban!<ing legislation - t!\a t r.ould be the 
F. D. I . C. , the Comptroller•~ Office, the Feder& 
~ese:ve, a!"' the R. F . c. Is ~~onybody i"terested 
l.n t ne bankil".t; l egisln t1on? 

That i s the group that worlted on it l ;:,s t year . 

I l'las t hin.l(inb if 11e could r.;e t in occord ~;i t h 
t hose f uur peopl e , r,et them l n accord , ar.C have 
t hem unanimous in su~&estin& a t ype of bill to 
Glass, that we could cet Glass to intr oduce a 
bill not as it was , but as they t::irut it ought to 

be today. 

I think that v:.~uld be i deal H r.e c ·uld do it, 
but certainlY we•re in no position t o go to t he 
Coraptr oll;r , the R. f . c., Ol' Federal Reserve at 
the present time . I c •ve t:ot to co a ,;ood denl of 
hoce ;;or:t ri&:lt hert before , .. e c:.u: go outside the 

Treasury. 

That is t he point, exactly; I t:'lirut ,,e ou,ht to 
be doing t hat . He ,,on ' t !.:we but fifteen da:rs \',hen 

he get s back. 

What we ar e goi11g to uo o.t to1JOl'I'OY. 1 s meeting is 
a comparison of t he Glaso Bill, intr oduced last 
year , with t he Trensul'Y draft . The Trea sury draft 
~on • t be acceptable to any of the people at this 
meeting t omorrow 

1 
probably . And on different 

points , everybody is goinf; to have idea~, so wha t we 
will have to do is try to &et some una111mitY of 
expression on different points, and t hen ta~te the 
concensus insofa r as t~t iS possible, of tne OP~'~'" 
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on t hose points and t;e t up :1 draft . Then 1f 1·.e can 
have t hat r eady by tho t ime the Secreta r y gets 
back, and t he draft in that s hape is agr eeabl e to 
him, then we 1d be in position to start to tal:~ to 
so.ue of t he other agonclos . 

Do you see any ob j ac tion to huving t he Comptroller 
working with t he oth~Jr throe agencies independently 
of us? 

I - I - I - I would see objection to that , yes . 

You would? 

Yes . I t'Ln.< w:e •d b .. t·er get our o1·.n ideas 
cll' r ified first and get t'w Co11ptroller to agree 
ar.d t::~en start outs:!.ao of t:te Treasury, v;ith t he 
Treasur~ und Comptroller ln agreene:1t . 

\1111 you sot a t11ne? 

I • 11 be r eady tOI'lOrrow, if you will fix a til•le · 

I • 11 fix a tir•te no1·. , i f you v:unt . Suuposc - • .. hy 
don • t we say ri&ht after thin 11CC tin{; to:JOl'l·ow 
:aorn~nb . Ten o •clocK. 

!!olcvetl o 1cloc!r. 

Sleven o ' clock ,,oulc:! you rat:1er x ve lt? \ell , 
,;e •ll say txt' lt .i.:. el~ven o•cloc.< to;.!Ol'rol< 

mornillb · 

I 'll call the rol~ . 

befol·a \, \l t O u ., , :'1:--i.Ve you "-o !; v. hile 1.e a r e -
anythin., , Ed? 

No . 
h the s ecreta r v v:as Ju~t 

Before we f O pns t alr~~cur ltY . He wants to ret 
tall<ing abou t Soci ld l i J·e •o !lav e :;'>me-
a gr .;up of outsiders ; he ~o~ise 11io ~n ~his :.;ocial 
body outside come 1~ u~ ;~10 010' ..:L,uld li'tc to hnve 
Securi~Y problemfia st or scco!><i day he ' s baclt 
that e1t'!er t he r ha e us t hink about the name~ 
her e ; he ' d like to vv te auci he sug~ested -
of people he shou~d i~ni r.li~ r:as one narry nu te 
t he onlY name he · 
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had in :nind; he .:as You knoll him? a Mn by the nar.1e of Bro~m. 

He was hea d of their Soci 1 s COilll'1i ttee . a • ecurity Advisor y 

The Secretary doesn ' t want 
1;ants somebody tho.t 1.1asn•t 
Sucuri ty. He v.tl& t :1e head 
Board . 

hi m, does he? He 
cor.nected with Social 
of t >,e Social Security 

- ;....,.l!le . He sug,.-ested t l" t ~· 

Bror.n. is a nic e rello1~ and ·.;e all li«ed 
but t ney•ve got :~; ideas in the Social 
Board ' s r e!>or t . 

:do fine , 
Security 

Let me ~~t it tl"ti::> way; 1.111 all of you think 
a bout na1.es to sug.;es t to hie w'ten l\c co:nes bttc'< 
her e ,

1

beca u5e tl~~ is foreibn to my field ; I 
h..·wen t t he fai ntest idea of a nyone to suggest 
myself . The fellOI'I who impresses me rno1·e t han' 
anybody e l se I h.we t a l lted to "" .ut this t:~int; i s 
a fel lov. b:l ~he n~uc of Fol s orn . 

He ' s from Kodak (?). They ' v~ t;ot so::te :>ret ~:' ~nod 
fellows ; Folso:n ' s t:ooci; Brown is F,ooti . 

It is a well balanced council . 

Folsom . He imoresses .oe .or.: th:ill anyboo.r I 

have 'talked to: 

Do t::s he t:o along? 

Yes, pretty generally; I thin'< he is :nore inclined 
to go a l ong ,,1 til the Boat·d t~n he is 1•i t'1 the 
council . He li!<es t'11~ Board ' 3 sur~,.es tions . He 
thi!US defini >;ely 1:1\.~ t t~e benefit p::y;aents 
should be moved ur t o 1940; t:unx~ there s ho•tlt.l 
be some i ncrease .Ln t he benefits . I thlTh< he 
agrees practicallY i n toto with t he recout .. ,endations 
made nOYI by the Boar d . Ho didn ' t agr ee. :;ith the 
ones they were about ~oJ make . Th<>Y ru;ve chr.nr;ed 
severa l times; they ~ve mouif i ed nn~ moJ ificd , 
and oodi~ied . I thiO:< n011 he i s pr ett;; l?ell in 
agree::~ent ~:ith t he Bocrd . Persorolly, I c" n ' t -
I don ' t kno•: - onybe I 111 c>wn!le Cl:l ;aind; 1

1
11 

r eserve t!\..'lt r lcht, but I am ;~rctt;- \1ell inclined 
to agree \11t h the Board reco~eneations in their 

prese:1t t'or.D · 
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Vlell, wHl all of you be thinki b 

'""1 £.0 

and give me so:ne llll a out that 
to Henry when he :::~ ~~k~et ready to sug~;est 

He a lso asked me Mac if 
well , Herbert's ~wa~ ~ow _Y~U and Wayne and Her bert -
new chart in t he T e was wor k ing on this 

k d . · reasury; he •s working on He 
~~ ~ha~e f~; ~'d ~et toir;hothor am: have so1;ething 

~ha • ou rn g t have a lit t le meeting 
on ; t tom~rrov: morni ng , to suit you , a fter the 
ban:ting mee"ing, say nr ounc twelve o ' clock . 

· :cRoynol ds : Suits me . 

'lanl):; : All r ight T>ith you, Wayne? 

Taylor : (Nods 11 Yes . ") 

!lane~ : \'.ayne, you go t anything? 

Taylor : (Nods 11 No . ") 

Hanes : Uac? 

..IcReynolds : J<o . 

Lochhead : The exchanges :tr e steady, not quite as hi gh a s 
t hey were - about 4 .67~ against 4 .68. Ther e •s 
4ui te a lot of discusslo n in various mr.r :{ets a s 
t o t he motion of sterlin~ after t hat transf er . 
I thia'< you •~ill notice Alilster aac seemes t:o be 
rather critical of the position, and ~ind o!:' ties 
in, some•Iha t , with t ha t talk t h:l t this Mendelssohn 
group are kind of bearish. 

Taylor : Affecting t heir position; 

Lochhend : Accordinb to the Amsterdam Nev;s , they :> r e critical, 
thinking the Mendelssohn group nr e bearish. 

Hanes : was a ll that stuff you gavu tae •~ade pub lic? 

Lochhead : Yes , it ' s all a matter of public 1·ecord . now. 

Taylor: V.ell, all except part of t 'r..r. t about the f orm the 
l egislation mi ght t ake . 

~ell, of course, even t ha t - they didn ' t say what 

form the legislation o&y take . 
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They have tola u s sever· l of t he things t!ley h·ve 
in thei r mioos . 

1.~ ~:ns it the British ditlu 1 t kno .. anythins :;buut 
~n:.t ove r he r e? •,.e h·.d t ·.e infor;otlon bef ore they 
cdd . HOVI iS tha t? 

l>e go t it by t el ephone, you sec. Their c able 1·:as 
then being - I hllve t alked to o4allet :~bout that . 
then they cam~ uu\·,n ·u:~rc tr ..... re was n cable ovur 
ther e in their o !"fice thl t '"ls bei:1g deciphered , 
you see, so t he tlone e!.eo.~ent ,:;sn1 t very t:reat except 
for t:.e telepho:le aspec t . \,e ;~~d &otte,, t:lllt 
cable j ust t:"!e o.~inute .. o l . .. r tacl 1.1 ~:1e door . Th·• t. 1 s 
t'~e reason I h: d it there 'lr.C it s~vec! r:e a :inle 
trouble by sh.>~olnt· t··~ 1 t''" C"Jle . 

They r:ill not telc:>honc, :·~ "' ..,c: . ..:ral rule . The;· 
have , once or twice , usoJc! the telelhon'" , Lut t''"Y 
still stic:- to t:u: trndi tiorwl for . .t of us~n;: the 
c abl e nnd codes , ~o , thc r .,roro, •·.e h:.d llu~ter11ort't 
c ;. l lint; tite ni1·:1t befortl ; ns so~n as he he• r d he 
catae to t he of!'lcc nt•d t cl onhon.:d , so 11e h ti t. ·c 
advantat;c of a telcohono conver~ut~on . 

If you code r.nd decoda , v·hy 1 I su]mo~e t ha t t r •:e:; 
a Jnininu.n of \.'hlit - tuo hvurs \!~cj1 Hay? 

At L:ast 1;1:0 hours cac'' 
., . ..... ;, . 

It ~:ould be f our hours altot 1.1t 't..:I' · 

The•r ,:
0
r., u:::i!lb th(, it••WY code 1 t i•<> tri!'l':' , 

c onfiuential e~e . I n f •1ct, outter · .. ort ' -"'~.stcd 
. tt<n the di'llOo'UitiC ch:.tt.:lCl SO l.l; 7;oulu be 

\)tl f c .... t. . . 
sec~et - secrt!t telephone . 

· ( sevcr·1.L tal:,in~; c t one ti:o~c ) · .. ·. 
No eviaenc e .... . 

H P. t all I t 1:as dec.:.dcd Friday nit.'>t ! • r >Und 
on~ . ' clo~k so tile sec on<: pr~rt ,·;as co.une; out 

eir; lt o . t' • •o th~l'"- \,asn ' t vr;ry ,nuc't ti!otll. 
SaturdaY 1norn rl!i , ~ 

What has s terlin~ been ~ince? 

1
1 · t '"O'~t U "l to 4 .68 . 'l'oda:f it i !> :.bout 4.67 i . 

\,e ' J. " • • it hl.IS:l ' t proo"ltud a!JY re':urn . 
It' S stoo~ed, th ·~· -" i" still steadilv ca~n-
F e on t"e o cr ,,.. ,_ , ~ · · t .Lll 

r anc ' .. • e t nnount but t:te:; l'.re s 
i ng; not to ~y ~r n ' 

Regraded Unclassified



Tn::lor : 

Duf 'inlc. : 

l> t" '1el d : 

!uf'lel d : 

Hatwo : 

Duffiel d : 

263 
- 12 -

getting so~ne func!s bnc!t. 

i.e had one funny thit . becau se Sandy Kl i 'G on this t1rrre element 
serne day , and :'le ~=i~a~~ ~~, I gues~ it was ' that 
h ody - s ome \'lashinuton offi~i~i"~ _ tnlkin~ to ~o:ne­
"Oh , we •ve knov:n uhvut t hnt f~r atr~~-a~a.!lc: ::~id , 
ei,:ht hours II uro I ~ulct IIY cas lorty-
t 'rls.t is a G~d daunee lin{· 11 .ell, ~·:h?eve~· t?lu you 
s tuf•' you r un i n to there: so th •t s t te ,{ina of 

·rhe:· didn • t Knol. 1t . 

Of c ourse t 'hey di<in ' t \tno11 it,· · 
The British d.i.d !mo·~ it . tney c·:ulLn ' t !mvl' . 

Chick , you t.Ot anyt lin.;? 

( Nods 11 i~o . ") 

I nm ~; ettlnt; r eady , ju.t for tny o••n infor.~e. tion 
n c hronology - •·:h.q t h·•s h' >pened on t hi3 bnnk ' 
i1oldiu(; company . You 1wnt u cu ;>y of 1 t'? 

l.eren ' t you tlettin.:; a <11t,;est'? 

Yes sir . 

I 8LI i>' epared on tM uloss Bill. So fr.r a s 
t~t &O«S , I don ' t n .. ~ nayt· in· on t:-ae Bla;.; 

I;il l . 

I 3.1"; aoi~ t id .. !"~r m~' o' .n infur .. aation, b•l t ! t' 
you 1::t11t a cnhmC:ar ._ •11 c'l:'e you ~ co:>)' . 

I d•m' t !mo·:: i t by heort , but I've g~t a f airly 

goo<' i dee. . 
I wonder if i t 111ll suit t he bnn'{in~ ,;r.)up as 1:ell 
at twelve o ' cl oc!t? I •vo Jur t ~,;o t "' ce5saee t hut 
Bul l i t t iS C <>llliriL l n. L!onnet i;; COL1i rl!; i n . I 
atn not goi !lb t o bo throuGh o t eleven o'cl ock with 

t ho se two cotnin.; in. 

Ask him if be c an shift it, b~c~us~ it ls heir~ to 

t a ite c or,; th:!n ::.l hOur , a ny\;Oy . 
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" ha t will I tel l the boys when they ask? The 
boys will ask about Bul l i tt. 

I don ' t t hink you can sny a t hing in t he worl d . 

That he is paying his respects . 

He is her e on a very secret rnission, end you 
certainly can ' t tell them what he}s her e f or . 

They hon•t recognize hio. 

He caae to see t he Secret ary, and t he Secretar y 
VlaSn ' t her e , and he ' s cal ling ar.;~uiXl t he Treasury. 
He is just her e today f or t he first t ime s i nce 
he • s been back. 
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Sba•sb•t, 1&DUa%1 10, 1939. 

NOII'1'II CIIINA SI'IOA'l'ION .Airo Cli!NliRAL 'J!!!WJCIII • S 

RECALL 

.:ss 

According to lntonoatlon aeeured trom a Oblneae puppet official of 

tbo "Pro•lolon&l oo.orumant of ChinA" In Pol~lng, wbo lo In Sb•ngb•t on 

u •official" miuton, tbe recent recall t r<r:1 hia poet of eon. Tenauehl 

( G 1A ), ~or-lr.-Ghiof of tho 1apanooo J!Xpedlt1onary J'orcee In 

NOrth China, hoe a nry compl1eate4 beckgr0\ll>4• A.oldo trao tho tact 

generally lalown to tbo publ1e thot ho boo not booll on good term.s with tho 

1ep•noee l!)rantUll& A:rt!t1 represented by Oen. Dotbar&, an4 thot tho latter 

wea 1t~atrumentel 1D his remoTftl t"r<:la ottice, there e.re ae .. eral other 

rcoeono. In tho first plece, tho toot II knOWD In Tokyo that in tho pest 

olx montho no lese than 400,000 armed Chlneoo red troops and guor1llao 

bo•o entered 1ehol end J&oncbur1a thrOUgh tho ereao under Oen. Tenaucbl' o 

gorrilon. Tbooo lrregulere entered 1abol and l/llnehurlo tbrcugh 1!11po1ko" 

( ~ vt 1'1 ), SUiyuen, and other Great llall pooou. They oro the torceo 

or oon. 800 Pins-wen (~· •f.ih ~ ), Oe~>· 1111 Cban-oban (~ .r; U., l on4 

t ho llgbth !!Cute A:rt!tf· Socondly, recentlY an oJ'III1 godOWD In '!'10Dtsin 

eont.a1n1n.g around 500,000 sui ta ot new wint-er uultonu tor the Jepane• 

llnll7 ""' entirely 4aotroyed by tire· Tboae Ulllfo"'• wore wtoodod tor 

1epenooo eoltloro In NOrth CIUllO, oopoclallY tor tho eo oostgnod to Iondo 

tho Northweotern province• ot Shena!, )(all au, Nlngoblo !llld SlnldllllS tb.to 

camlng winter. Other army godOWDO tn Ttentoln tn which wore etore4 

&el011ne, cotton, toodetutte end IDUJ11t10DI elao ceue,b:t tire one after 

tho other. Tbloo tire• tncurra<l great lo•"" to tho 1apaneM Ill tile North 

an4 aliO d .... rel11.ed tho oJ'III1'0 optr1t to a sreot oxtut . In\'OOt1pt10nl 

coD4ueted bJ the Special s.rvlea Organ of tile ~ ronale4 tile t act thet 

theoa t1roo were DOt noxted by CbiUM aonrnseat a&Ut• or guerUlao, 

•• pDerallJ expected, bUt b:r c~ot ol...,nto an4 tboM oppooed to war 
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I..D tho :ropenott •rll1· ThirdlY, the srowill& reaao-llt ...,Z~Pt 1ap&DO .. 

aoldltrl apilllt the preoont -.r 111 China hat reaulted 111 a large m=l>er 

ot doaort10DI enl'Y day. It 18 conaor<at1nl¥ aat1JraU 4 that 110 leu 

then 100 :ropoDoat eol 41ere han run away trom t heir barreelr:a 1n North 

Chilli e••l'Y de.y. The anti- war propaganda In the t.r=Y oarrled OD by 

poeco ole..,Dte 11 becom1D& nry wideapread. Leatly, the grOwing 1111'luence 

ot Chlneeo guerllla e 1n 1epaneoe-controllt4 areea 11 gradually turning 

out to bo a real t hreat t o t he :repano .. ar=y. On the ad 'Olea ot Chi..Dttt 

guerUlaa, the t8l'lll0r e 1n !!Opel, ShaotuJI&, Ohehar and SUI yuan are 

C'Ulti• at ing DO more cotton thie· aeaaon, to be .w-e that no such war 

Datar1olo may t all I nt o 1apanaoe handa. ''l'lloy are grOwing only enougla 

rleo end wboat tor their own co-tlon and I..D cue the :repaneao aol41ore 

do try to take 1t trom them they wi ll not boa1tete to rloo up and !lgbt 

t or their own ll'Ol ng. These meoeuree employed by Chlnoae lrrogulore ora 

cauelng greet dlttlculty to :rapan•e aggraoel'OO oempol gn In NOrtb Chilli · 
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P.AR.t.PJIU.SJ: OF TEI.m!Wl REO:IInD 

FROK: American Dlbassy, Paris, France 

DATE: January 10, 1939, 10 a.m. 

NO.: 52 

J'R014 COOHRJ.N . 

This morning I got back frCIGI Basel where on January s 
and 9 the BIB directors held their meeting. On my way 

to Basel I visited the Governor of the National Bank of 

Belgium and the Belgian llini&try of J'inance. In the 

Netherlanda I via1 ted the Prellident of the Netherlands 

Bank and the Kinistry of Finance. I also aaw the Pre8i­

dent of the 5'11'188 National Bank at Z\ll' ioh1 I did not go 

to Bern to vieit, becauae lleyer, t he Swiee Finance llin­

iater, retired effective the thirty-first of December and 

hie eucceeeor doee not assume hia duties until the fir st 

of February. I called on .lmba88adr Davies in Bruesel8 , 

and on llinister Gor don in The Hague. 

In all t hree countriee vi •ited - Belgium , the 

Netherland• and Switzerland - I found that my friende 

were perturbed over the present situation of sterling • . 
I n the autumn there had been renewed agitation, after the 

depreciation of sterling, for a obange in the belga's 

statue involving leaving gold and undergoing further 

depreciation. The Netherland• GoverlliDent was being urged 

to move towards flori.n depreoiaiion to br ing it more in 

line with the eterling level. Ooneiderable influence to 

thie 
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tb.ie end wa1 br ought to bear b h Y s ipbuilding intere•te, 

as well as otb.era, wb.iob. are experiencing sharp competi­

tion from Soandina: .. ian oountri•a. a b. v uc action was favored 

by at least one member of the Government , i.e. , the Yin­

hter of Economics. It had ( ?) understood why tb.a t some 

step should be taken when a croaa t f 4 5 ra e o .6 5 was reached. 

At tb.e time I was visiting in the Netberlanda this point 

was reached, and the subject wae a live one t hen. 

Economic repercussions from sterling depreciation 

were suffered by Switzerland alec. The textile industry 

particularly waa affected in Switzerland. 

I told my friend• of the peraonal impressions I bad 

picked up on my recent vieit to the United States wi th 

regard to the attit ude toward sterling in my country. I 

said that it was my personal opinion that no one abould 

take b.aaty or isolated action leet a new aerie• of compe­

ti ti ve deval uation be begun thereby. Reference, my tele­

gram Bo . 3193 of December 30: I let my friend• know about 

the information I b.ad obtained in Pari• to tb.e effect that 

Great Brit ai n waa thinking about taking early stepe t oward 

control of gold operation• and a tranefer of gold t o tbe 

equalhation account f r om the Bank of England. Tb.e Belgian, 

Nether land, and Swi l l official• decided that before tbey 

took action they would await their weeke:1d :neeting at Baael. 

END SEOTIOBS OJS AND TWO. 
'ti'ILSOll. 
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After I had aeen the Gov ernora of the three centr al 

banka mentioned above , but before they left for Baael , 

eaoh one had received a l etter from Governor Borman of 

the Bank of England, in which wae enclosed a copy of the 

communi cation to t he Bank Of England from the Chancellor 

of the Exchequer. The Bank of England waa asked by 

Si mon to take stepa toward cont rol of gold operations 

and toward watching over t r anaaotiona in exchange. In 

Governor Norman•a letter a t o the governora of the central 

banka be asked t hat they cooperate as t o gold t r ansaction• 

on the marketa in their countr iea . Governor Norman ex­

plained in these letters t hat he had aent similar communica­

tions to all of the continental membera of the Tripartite, 

but that since private gold t ransaotione were not permi tted 

on the American market under eXisting law, no letter had 

~een aent to the United Statea. The central bank gover­

nora had been told of the transfer to the equalization 

aooount of 200, 000,000 pounda of gold from the Bank of 

England. 

On January s , before Preaidant Trip of the Netherland• 

Sank left for Basel, he isaued a conf idential request to 

the main banks and bankera in hie country , effective until 

fur ther notice is giYen -

•one. 
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•one. To refrain from making adYancea or granting 

credUa againa1: gold whannar 1:hey han t o take it thai: 

t he adyanc e a or credite are a akad for t he p urpose of 

f lighting tree or apeoulating againa1: aterling; two, 

270 

not to act a s counter party in gold dealings f or forward 

de liver y wh entrYer t hey haYe t o take 11: that the tranaaotiona 

a re propoaec1 f or the purpose o f flighting from or apecula1:-

1ng againat aterling; three, t o refrain !roc facilitating 

by any meana wha1:aotrYer traneaoUona a a referred to sub 

one and aub two•. 

On the ae"renth of January Preaident Bachmann of tha 
a cOIIIlllunique 

Swiaa Bank bad releaaed to the Swiaa pr eea/indicating the 

s tepa taken by the Bank of England. He included a remindar 

t hai: Sw1aa cooperation t oward the deaired end waa alrea dy 

required b y the Swiaa Federal decree of June 19, 1938. 

This law prohibita the purchase or sale of gold a1: !!!!!, 

granting ac1Yancea agai.n s1: gold or f oreign exchange , and 

obtain1~ f orward foreign exchange if commercial oper ation• 

do not juatify it. 

The GoYarnora of the Belgian, We1:herland and Swi ll 

Banlta a nd tha Governor of the Banlt of France, when t hey 

arriYed a 1: Baaal, diacuaeed 1:hia matter wi th each other 

and wi th 1:he Geyarnor of the Bank of Engl a nd and Kr . Oobbold 

(of t he Bank of :England). Gonrnor Fournier (Bank of France) 

1:olc1 
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told me that be had reoeiTed a requeat aimilar to the one 

reoeiTed by the other governora. He eaid that Governor 

Norman had explained to him orally that he preferred to leue 

t o the Bank of France the working out of the d'eta1la of 

cooperation by the French. Therefore, it waa Fournier'• 

i n t ention not to ieaue a wriUen circular to French bankera , 
but he would call in the lll&in onea who would ordinarily 

be i nTolTed and aek them t o cooperate, It waa h11 belief 

that if too much formality were given the matter, it might 

excite auapioion aa to aterling 'a strength- just aa euoh 

stepa haTe increased concern about the franc in the paat. 

I had a talk with Jansaen of Belgium, who said that 

before he left Brueaela he had not taken any defi nite 

stope beoauee he felt that t h e meaeurea which he i nstituted 

l a et Way for keeping watch oTar exchange and related tran.­

aot i one would meet fullY the requut for cooperation by 

the Bank of England. 'f"nan he got back to Brussels, how­

eYer it waa hie intention to remind hie bankers of the , 
exieting regulationa, and be would apeoifically mention 

hie deaire to cooperate with the Bank of England. 

END SECTIONS THRD, roUR .A.ND FIVB. 

WILSOII. 

EA: L1'f 
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PARAPHRASE, SECTION SIX AND FOLLOWING. (TO SEO. 17, INOLUSIVI) 
TJ:LIGRAU NO. 52 o! JANUARY 10, 1939, PROK PARIS, 

The governore o! the three junior partnera in the 

Tripartite- the Banke o! Belgium , the Netherlanda, and 

Switzerland - agreed that lettera o! acknowledgment o! the 

communication !rom Norman would be prepared today upon 

their return to their reapective 'banlte, The sense o! 

all the lettera will be the same, although they will not 

be i dentical. Generally, it will be atated that they 

a.re glad to aee that measures to strengthen sterling have 

been taken by the British authotitiee , s i nce the deprecia­

tion of aterling has caused suffering in their respective 

economiee, and sinoe tbey would have had to take action 

regarding their own currenciee 1! the recent trend bad 

continued. The lettera will state that these banks !eel 

the Tripartite A.greemc t neede atrong e!!ort toward main­

taining currency etabilityi t hey would not want to be 

f orced to take meaaurea in self def ense which would cOiltrib­

ute to general det-erioration o! the atate o! international 

monetar y affaire . In general circumstancee, the efficacy 

of such meaauree as have now been taken by the Brit1ah 

is doubt• d; but the meaauree ahculd be effective in the 

preeent caee, eince these bankere are convinced that epeo­

ulation againet eterling ie the cauee of that currency '• 

--~ •bey are glad to cooperate ai.nce current w~eee. • 

the cooperation envisaged 1a toward checking such a move­

ment. 
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ment. The Governora will infor m Norman in their lettera 

that the matter haa b een diaouaaed wi t h their reepeotive 

governmente, and that t hey have no obj ection to Governor 

Norman bringing their repliea to the Britieh Government'• 

attention since the viewa s et f orth t herein express the 

official goTernment•a viewpoint . The fact that a l arge gold 

t ranater had been made to t he equalization account waa 

particularly pleasing to t he Governors. They expreseed the 

hope that thia i ndicated and would be i nterpreted ae a 

move toward str ong defenae of aterling. 

Since t hings turned out a e they did , I felt it for­

tunate that I had had t he oppor tunity to make my viaita 

in Belgium , the Netherlands and Swi t zerland at the time I 

did. The i nterested Governors talked t o me fr eely at Basel 

about the matter, and haTe prOIDiaed that in the future they 

1'71 11 keep me 1nto1'111ed. The iarprovement which bad taken 

pl a ce in .aterling after t he announcement of the vari oua 

mea surea wae encouraging t o t hem, and t hey hope now that 

a stronger pound can be maintai ned. 

Of thoae outeide the Tripartite group , I found Jacobaeon 

rather critical of the meaeurea taken by the Bri tiah. It 

i e hie ! irm belief that aince Great Britain hae such a atrong 

gold poeition it ehould have before thie demonstrated force . 

He believed i t wa. mbleadi ng to han published in the 

recent Brit ish etat•ent t he fact that the equalization 

account h'd auch a emall amount of gold, when in reality 
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all of the gold re1ouroea of the Bank of :England ahould 

be taken into aooount . Jaoob11on thougb.t tb.at the Britiah 

should not have stopped f ureign l anding, as they b.ave the 

re1ouroe1 to do it and auoh practice ia an important aouroe 

of income f or them. He fe el1 that it would have been 

unneceaaary to re1ort to t he technical meaaurea mentioned 

above if t hey had exhibited greater strength. He baa leal 

a nd le11 fai t h in the operation of eecret etabili~tion 

aooount1. On the other band, Trip of t he Net her land• con­

demned t he British practice of publishing their at atement1 

about their equalization fUnd, a1 bear preeaure on aterling 

had been greatly augmented by auoh recent publ ication. 

I n hie oountry he eaid he had suoceaafully resiated agita­

tion toward publiahing any atat emaat. J.a had been an.nounced , 

he had even bean aucoeeaful in eeouring Government regula­

tiona which excuse hie Bank from indicating how much gold 

ia held abroad. Trip expreaaed t he hope that the United 

Statea would not do as the Brit i ah have done and publish 

data on the stabilization fund of the United Statea. 

During a long privat e oonv eraation which I had wi th 

Governor Norman, he t old me the following; 

Norman bad vieited Schacht in Berlin , and had juet 

come f r om t here. 

tive , he aaid. 

Be had made thia trip on hie own initi&­

•Ooabuet1ble" topi ol had not bean d1acua1ed. 

!ei ther the J ewiab problea nor credita had been br ougbt up 

in 
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in their ta~k• . The retugee problem would be diac~••ed by 

Rublee, who wae ezpected in Berlin ahor,ly. GoTernor !forman 

told me that no one diaappr oved more thoroughly t han did he 

of certain things done by the German Government; he aa id 

he was •ure that these act• wer e condemned by over 90 

percent of the Germane t hem .. lvea. .t. wide gulf had developed 

between Germany and other oountriea, and this gulf wae be­

coming wider still. Thi1 did not seem to matter much to 

the reckleae German leadera, who aeem t o be pr oud of t heir 

suocee• i n iso~ating their country. I n Norman ' s opinion, 

for this to continue was ver y dangeroua. He is convinced 

that if eventual aerious t r ouble is to be avoided, t he 

policy of appeasement begun by Chamberlain should be puebed 

f orward with t he i d ea of seeking some sort of an eventual 

four-power arre.ngement. Wi tb t hlll present friction between 

Ituy and Fre.nce, be e:xpreaaed t he hope t be.t Chamberlain's 

coming visit to Rome will accomplish something toward 

gett i ng Italy more into line. Norman expressed pleaaure 

over 'the prcgreae recently me.de by France , and be said 

France should now be more able to play ita proper r ole in-

ternationally. 
Governor Norman t old me t hat be bad alwaya believed 

the most helpful an4 hopeful contact between Germany and 

the re•t o! u• waa scnacht; \ n the paat be bas coneiatently 
tried 
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tri ed to work with Sobacbt, Horman bad arranged for Schacht 

to v1a1t London in December and bad now repaid that vieit 

in Berlin in order to help Schacht in hie present situation 

win more influence from the German Government, The sig­

nificance of hie own viait to Germany waa modeatly minimized 

by Horman, but be hoped that viaita of •weightier• men 

fr om London would b e facil itated. He believea that with 

care and negotiation a conflict in Europe can be avoided, 

but that it might be disastroua to fight intolerance with 

intolerance. 

Governor Horman said he t hought sterl ing weakneea 

waa mai nly psychological, b eing t he reeult of lack of oon­

fidenoe by other oountriee in Great Britain end sterling 

since 19~. He said be realized the diaadvantagea to 

Belgium, Switzerland , France and the Netherlands from a 

depreciati on of sterling, and he understood the concern 

of the .lmerican Treaury over the recent decline. He 

stressed the expenditure& wbiob had been made by the 

Britieh equalization account in order to check tbia drop; 

the fund ' a resource• bad been almost deplet ed by tbs Decem­

ber effort, Therefore t hey bad taken the technical meaeuree 

t o restr ict foreign lending and operations against gold , 

and f ollowed them up by tranaterring t o the fUnd gold from 

t he Bank of England. some helpful reaulte from theae 

meaeuree bad alreacb' been noted , and t here bad been impr ove­

ment in the pound, Tbia firat improvement waa the reault 

of 
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of ehort covering, he eaid; a tremendouely large epeoulative 

position againet eterling had previouely been built up, 

It would be fcolieh , he eaid, to try to gueee at the amount 

of thie epeculation beoauae etatieti oe were not available -

he thought that it certainly paseed 80,000 ,000 pounde, 

and thh epeoulation wae in &ddition to he&vy withdr&wa.l of 

fubd e actually on the market in London. All aourcee excep~ 

British were involved in euob epeculation; the Britieh 

had not withdrawn their !Unde nor speculated against eterling , 

The Bank of England~· in a poeition to promptly and effec­

tively take me&euree to etop euob tendenoiee had they 

developed. Governor Norman, as 1 t wa.e, had wanted to take 

a etep toward etopping foreign speculation against the 

currency by raiaing hie Bank rate and making it too expen­

sive to epeoulate, So f&r euoh aoUon had been disapproved 

by the Chancellor of the Exchequer, aince the Government 

waa aet upon continuing ite eaey money policy • . Outside the 

field of arm&mente Horman eaid, the:re had not been much 
' there 

induetrial pick-up in England and he believed that SS/ would 

be juet aa good or even better opportunity for induetry to 

improve with tntereet at 4 peroent as at a percent , the 

pr eeent r&te. Armament exp endi tuzee are beaYy, he aaid, 

but be 1na18te not enough to hurt the pound. If only the 

Oentral J:uropean probl• could be oleared up, he a&id, the 

budget eituation and other eoonoai o faotore [oaieeion), 

for thh reaeon lform&n h&d extended a helping band to 
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8cbaobt even though be raalized be would be criticized tor 

it, I asked whether the Britiah control, now that it had 

enlarged resouroea, would follow ita past policy, or whether 

it would fix a line beyond wbiob the pound would not be 

permitted to decline. Nor man replied that be believed 

it would be a perfect target tor speculatora it they should 

peg the rate, On thie point I talked further wi th Cobbold, 

who said that the Britiab definitely regretted the drap 

in the pound, and wanted to see it recover , but they bad 

not fixed any limit either top or bottom tor their currency, 

Both Norman and Cobbold were heeitant t o give any 

asaurancea to their colleague• whiob might later prove 

disappointing ahould there be a decline in sterling. How­

ever , they were viaibly encouraged over the pound' s improve­

Uient, and eapecially by the opinion• of other central 

banker& regarding the aterling outlook. Norman was told 

by Trip particularly that it should be po&aible tor the 

Britieh to stop speculation eince the political factor 

waa juat ae important to the tour Continental Tripartite 

oountriea ae it wae to Great Britain - ae their ourrenoiea 

would be juat ae vulnerable in oaae ot a war in Europe -

and atrengtb againat sterling bad been ehown by all tbeae 

oountriea. 

on Sunday Jaoobeaon and I bad lunch with tba German 

Scbaob• talked quite f rankly with ma representative&. • 
alone 
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o.lom and to some extent later on when Jacobs son wa1 with 

us. I wae told by Schacht that there wa1 not just one 

but many leadera running Germany. He expreaaed regret at 

the extent to which Goebbell and s0111e of the other party 

chief• had gotten out of band; at present there was nothiQg 

he could do to hold thea baok. The beet and only aean1 

of fering aoae hope, he believed, would be for foreign economic 

and financial official• to deYelop some balance against Gel"'llaqy 

which would briQg about a aore cooperatiYe attitude on the 

part of the German Gonr0111ent . When he approached Hitler 

and Goer ing with the idea of the London trip, he had to do 

it on tbe ground of poeaibly starting some solution of 

the Jewilh problem rather than that i t might improve German­

Dri thh relations. It waa not hi a particular wish to beco•e 

i nvolYed in the Jewish problem, but he had gone to London 

on thia errand and had taken adYantage of the occaeion to 

see aa auoh a a possible of GoYernor Norman and other prominent 

offioiall in the GoYernment. He bad most genuinely appreciated 

the return v isit of Norman, and German officials and the pres• 

bad received it well. I f only more official visits could 

be exchanged, he aaid - even for christening purposes -

there would be 80 much leae opportunity for exhbange of 

bitter recriminations between nationa and particularly between 

le~dera 
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leadera and journala which are inclined to foster ill feeling, 

Sohaoht hoped that t here might be more Tieite in the tuture 
• 

but UTeral of his frienda at Basel g&Te him to understand 

quite olearly that it is generally thought that some dia­

position to talk t hinga OTer with for eign officials would 

haTe t o be shown by Hitler himaelf before such foreign 

officiala could go much turther in their undertaking• for 

appeasement. 

Aa alwaya, Schacht ina~ated to me that Germany ia 

not going to break up financially or ec Cilomioally in any 

foreaeeable tu~ure, that difficultiea along theae linea 

can be met. He t hought that t he ability of Germany to 

capture foreign trade abroad had been reduced. Funk'• 
traTela in the Bear Eaet were mentioned by Jacobsaon and 

myaelf , and we spoke of the subetanttal acc0111pliehmenta 

of t heae tripe. Schacht aaid that nothing would do more 

to debunk J'unk than to haTe hia be seen i n Washington, that 

he had not been nearly aa aucoeaatul in hie tripe aa 

reported, and hie ineptitude for commercial negotiation• 

baa been lamentably demonst rated particularly in Bulgaria. 

Schaoht asaured Jaoobeaon and me that nei ther he nor any 

of hie a saociatea had deTeloped any myatic proceea for 

perpetuating the preaent t rade pol1c1aa of hie oountry; 

the political and debt eituation are largely reapone1ble 

for Gar~~&~~y'e inability to drop her preaent IDI!tboda, 

Jacoba-

Regraded Unclassified



281 

- 10-

Jaoobeaon argued ~ha~ a much more profitable and ex~enaiva 

trade would be Germany' • if she reverted to the moet­

favored-na~ion eyatem, Schacht immediately agreed, eaying the 

no one deeired such a p olicy more eeriouely than he did, 

and adding tha~ he would welcome a t wel ve-year cootr aot with 

the United Sta~es even involving an exoeee of importe by 

Germany from the United Statee if he could be def initely 

aseured of f oreign exchange tr011 eoae other source to take 

care of the adveree balance. 

It waa Trip 1 e belief t hat the Dutch ayetem begun in 

the t wentiea of giving Germany oredite for purchasing raw 

mat erial&, which were to be paid back f rom export proceed& 

of the goode made therefr om, waa a good syetem and t hat 

it could be extended, 

A number of my triende talked about the financial 

strain on Germany j uet now becauae of mili tary preparation&, 

the expenae of taking over Auetria and part of t he public 

worll:e of Ozeohoslovalr.ia, depreciaUon ot sterling involving 

incr eaeed aubaidiaa for Ger man expor ta , and eo on. Since 

a high levy haa already bean placed on Jewiah capital, eome 

obeervere thinll: that next Germany will move against either 

Catholic church pr operty, foreign holdinga i n Germany, or 

t he large eeta~ee of the German nobili~y. I~ ia ~hough~ 

-' 11 '"e a-ina~ foreign holdiJICB 
~ha~ moe~ likely the move ·~ ~ o-

in 

Regraded Unclassified



- 11 -

in Germany, 

Neither in Belgi~ nor in the Netherlands did I find 

any interest i n extending loans to Latin American countriea. 

However, i n February Belgi~ i a aending a trade delegat ion 

to various South American oountriea. The delegation 1e to 

be beaded by Fortbomme, who I belie.e waa in Washington 

tor the negotiations on the Belgo- American trade agreement, 

It iB possible there may be applied some system of 

guaranteeing commercial erporte just aa is done by the 

American Export-Import Bank, 

I was t old by Bachmann that none of the Swisa banh 

had appr oached him regarding loan• to Latin American countriee, 

On the Swiel market there i 1 auoh an abundance of capital 

that if good borr owera could be found he would not obj ect 

t o suob t r ansactione . 

When I talked with Cobbold he denied t he report t hat 

when Chlllllberla.in vieita I ta.ly be will attel!lpt trade nege>­

tiatione. Later on be erpeote that there may be aome die­

ouseiona between qualified Britiah and I tal i an official a 

looki ng toward a better clear ing agreement, aince the Britieb 

have to wai t 1uch a great length of time at pr esent f or 

payment 1 due them from I t aly. Some exchange of vi1ite 

between Brit ish and German private indu1trialiet e had taken 

plac e, Cobbold eaid, but ae yet they bad acoOI!Ipliabed nothing 

epeoi :Cio. 

DD OJ' d SSAGK. 

EA:Ln Regraded Unclassified



P.lR'l'UL P.t!UPHRA.SE OJ TILIGIWI RECEIVED 

FROll: American lmb&ssy, Berlin 

DATE: January 10, 4 p.m . 

NO.: 36 

Number One. For Treasury from Hea th. 

llontague Norman bad lett before I r eturned to Berlin. 

According to the British Embassy there were no monetary 

or other negotiations during hie trip here which waa to 

return 8obaoht 1 a visit and to obtain financial an4 

economic i mpressions . The Reiobebank gave a lunch for 

him which was attended by members of the Directorate and 

a tew German bankers and induetrialiata. 

In the s everal weeks inter im ainoe my last telegram 

ther e seems to be inoreasi~ opinion and evidence of 

economic and financial strain and deterioration and little 

belief that the leader• of the Government will relieve 

thia trend by suffioiently modi1Y1ng their ambi tious 

programs. The trend seems to be gradual, no intomed 

observer here believing that any r eal break down of the 

economic machine 1e at all illllllinent or t hat effective 

public opinion against restrictions on the standard of 

living i mposed by the neoeaeities program will develop 

for some time, barring unforeseen occurrences. 

I waa told on apparently good authority, although I 

aooept tba story with ooneiderable reserve , that at the 
end 

:83 
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end of December the rtnanoe Kinieter asked Hitler's per­

mission again to raise taxes, stating that present revenue 

and proceeds of loans were insuff1o1ent to meet budgetary 

expend! tursa and that he ba4 borrowed 500,000,000 marke 

from the J.rbei ts front funds which bad to be retJJ.rned in 

April. According to the story, the Finance K1n1eter 

stated that be would have to re8ign, since hie reque8t 

was met by flat refusal. Hitler is then supposed to have 

s tated that be would oonaider the matter. It is my under­

standing that certain English papers published a story to 

this effeot. 

Reference my No. 32 of November 20; personal sub­

scriptions for the fourth 1938 loan of one and a half 

billion marks olosed on January 9 and according to certain 

local bankers were unsatisfaotory. These bankers assert 

that the consortium banking houses will be saddled Wi th 

the greater part of the isaue. 

The foreign tr&d.e outlook i8 increasingly pess1mi8t1c. 

It i8 to be observed that coffee'ie now being rationed in 

Berlin. In addition, there are unconfirmed reports of 

rationing of meat in certain parte of Germany. J.ny re-

striation on this commodity would eeem to be directed 

toward building up stooke, einoe the Agricultural J.ttaoh' 

a.serte that there ie a plentifUl eupply at the preeent 

rate of ooneuaption. The Bri tUb Oommeroi&l J.ttaol» 

belinee 
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aoquired from the Austrian National Bank ( 65 mill i on 
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marks in ola1ms on olearing countries and 197 million 

marks i n gold and free exob&nge) have now been used up. 

November figures show a net gold export of about 36 million 

marks which brings the total nat gold exports for the 

first alSYan months to 76 million marks. The published 

trade fefic it for greater Germ&Qy for the f irst eleven 

month& amounts to 435 milli on marks. 

The November adverse balance for greater Germany 

was 69 million marks as compared with 36 million in 

October. The increase was almost entirely dua to a fall­

ing off of exports. Imports in November 1938 wer e 3 per­

cent under t he value of imports in November 1937 but dua 

to lower pri ces about 10 percent greater i n quantity. It 

is to be noted that the adverse foreign balance ie almost 

entirely accounted for by tha aoquisition of Austria and 

Sudetenland. For old Germany &lone the adverse balance 

was only about 9 million marks · 

GILBERT 

.U:D.Tf 
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OnE. With rEfErencE to t hE final paragraph of my 

1479 , DECEmbEr 311 5 p. m., marl<tt EStimatES of thE British 

fund Is gold lossEs bEtwEEn SEptembEr 30 and Janua:Y 

1 only rangE bEtuEEn ~010001000 and AlOO, OOO, OOOo 

IncidEntally thE London financial prEss takes thE linE 

,t hat t hE now augmentEd assets of thE British fund arc 

a:nplE to meet a full Exodus of hot money including 

forEign holdings of r Eadily salable securitiEs but 

EXcluding thE London balances of sterling in thE central 

llanks and other semi - permanEnt inves tnu:nts . liost 

financial writers continuE to rEiterate that Bri tish 

capi tal is not likEly to flEE thE pound but Einzig for 

instancE told mE yEsterday that whilE hE did not wish 

to publish it hE was convincEd that considErablE 

amounts of Br itish capital wErt moving ~ut . 

Two . 
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T\'10 . An important rtsult of thE incrEasE in thE 

fidu ciary issut is that tht 1.200, 000 , ' •0) of Trtasury 

287 

bills transftrrtd fran tht British f'mJ to thE IssuE 

Dtpart~Ent of tht Bank of England (my 40
1 

January 9 , 6 p . m. ) 

can no>t b E g radually rtplactd with longtr datEd sEcuritiEs , 

and thE monty markttls dtpltttd supply of Trtasury bills 

t hus rEp lEnishEd. This I'IOUld also ltnd supgort to thE 

g ilt Edgtd markEt and pricts o!' Br: tish GovE~~tnt bonds 

havE bEgun to hardEn chiEfly in anticipation of this 

dEVElopmEnt. It is my imprEssion that thE Bank of Engl and 

wishts to SEE thE TrEasury bill rat£ rEmain around 

10 shillings pEr cEnt a lEVEl which was thrt attntd b;i thE 

rtduction in thE volumE of Treasury bills rtsulting 

!'rom thE British i'und t s htavy salts of gold followEd by 

thE sEasonal contraction during thE hEavy rtvtnu£ colltc­

tions of thE first quartEr o!' th£ caltndar ytsr . Thus 

thE incrtnst in thE fiduciary issuE offErs a mtans o!' 

insulating both thE monty markEt and thE gilt EdgEd 

mark£ t from' ttfEcte of thE capital outflow. ThE 

insulation of tht cash basis and th £ volumE of cr t di t 

avail ablt for indus try and t rndE is a somEwhat d i ffErEnt 

probltm l'lhich givts risE to two quEstions, (a) hoo far 

tht British authoritiEs hav£ and will tfftct insulation 

and 
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and (b ) th£ wisdom or s uch a poli cy in v i ew or t h E 

gEnEral econ omic situat ion . 

Th£ answer t o ( a ) is cont:uscd by the s qu eeze p~licy 

.. ursutd at the yrar end to lEnd support to sterling. 

ThE process or restoring to the market , during an efflux 

of capital , sut:r i ciEnt cash to keep the bank' s cash 

ratios such that tb£y ne i ther contract nor expand their 

loans to trade and industry tabE s a certain amount or 

time 11nd, as in h!ay dur i ng the repatriati on of French 

balancES followinG t hE tstllblioluncnt or thE Daladi Er 

franc, the Br itish authoritiEs appe11r not to have hurried 

themselves . ThE May capi tal outflow wo.s , hovl tVEr, 

eventually neutralized and t hE rE is no reason to b e l iEVE 

that the process coul d not again bE carri cd through. 

(b) An abrupt changc in th t cheap nonEy policy 

tlruld give n very .J t finitc shock to b usiutss activity. 

llcvcrth tlESS it is incr cc sint:lY rccogniztd t'1at most 

of the prEsen t t r oubl E with thE Braith r.conor.lic machine 

lies in thE h i(!tl l evel or British costs . Tll£ only 

Criticism Of thE J:ll"i tish GoVtrnn1£n ~ ' Q bol d :r.OVE to dtftnd ' 

thE p ound that I m·•c heard hns cor4f' rrom a d "l.sccrning 

fEI'I in t hE city ·.1ho q uestion thE ad\"illability of moving 

u p the last lint of defEnSE for sterling without at thE 

same 

288 

Regraded Unclassified



EDA - 4 - #42 , Jo.nuary 10, 6 p . m. from London 

so·.tE timE taking stEp~ to brins some pressure to b Ear 

on thE cost structurE , 
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ThrEE , The foreign ExchangE mo.rkEt ho.s bt~n fairly 

notivE today, ThE dollar ~thich opEnEd bid at 4 , 67 1/8 

movtd down to 4 , 66 7/8 with thE British control supply­

i ng dollo.r~ which the mo.rkEt rEquirEd c..s o. result or 

g old so.lts , WhEn Nt?l York oor.tE in thE Bank ot: Fro.not 

swit~hEd its opErations and thE continEnt turnEd a sellEr 

of dollars o.nd thE ratE movEd to 4 , 67 1/2 to closE at 

1/4. To datE thE recEnt action of thE British authoritiEs 

h a s bornE little positivE fruit and as yrt no great SEnsE 

ot confidEncE hns bEEn EngEndErEd that thE pound will 

not in t im£ tEnd to dEprEcio.t£ , HowEvEr, it is assumEd 

that thE Br itish authoritiEs nrE cocrnittcd to offering 

strong rEsistance during thE nett fcvt week!! . 

Of thE 164 bars sold at 149 shillings at gol d 

fixing 46 wtrt marriEd and thE Bri tish fund s uppliEd 

about a dozEn . ThtrE wtrt considErablE dEalings after 

fixing , 

JOHNSON 

EMB:NPL 
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GROUP !.!EETING 

Present : 

ilr:nes : 

Ho.nc!: : 

Foley : 

(Held in Mr. Han es • Office .) 

Mr . Hanes 
!.lr . Taylor 
L!r . McReynolds 
Mr . Fol ey 
L!r . Duffi eld 
Mr . Sc hwarz 
Mr . Lochhead 

Mac , ho\7 do you feel ? 

297 

J a nuary 10, 1939 . 
10:30 A. :.l . 

Kind of puny, John; kind of puny . tlot a thing 
i n the .. orld the matter v.ith me except t hese dru.mcd 
doctor s won't l et .lie ea t ::mytl'lin;; . I am on a 
~oft diet. The last meal I hlld was t he one \~hen 
! had lunch wi t h you about a week a go . They 
hadn 1 t f ound out ~~ouout my eat ing then. Since 
t hen I haven • t h:l.d a rnenl. 

Can you get sotnethint; to cat t omorrow - before 
t o1norrow a t t\io thirty? \':e are goi n& to have n 
meeting with Guy t o.1ori·ow and I 'd like to h2ve 
you, and Ed Foley there . He ' s got s a l ar ies of 
Stat e offic ials t o decide, on which he ' s ju~t been 
t akin<; a meeting, at •:hich \,e dec ided c r. t~t ti~e 
it ym s a gooe poliCY to hold up our s leeve for n 
trading ;>oint a fter t he question of r etr oac tive 
t ax on St a t e ofl'icielS . Now \fe have j ust held it 
about as long a s we can holu it, so Guy says, a~ 
t hey are just hollor inb for rules in ever y 
Inte r nal Revenue Oepart~ent a r ound the countr y , 
and he s ays somethinli lUlS got to be dono, and ,,e•ve 
got to get our heads t ogether a nd find ou t ho\• we 
a r e going to s ave our trading points and find out 
what we ar e going t o do . 

I u.nderstand Brown i S .;e t tint ready t <_> start his 
tax study . Frank r.tec hem, who is wor kiilb on thnt 
a ssi gillllent for t ho Qener el counsel's. of!'ice is 
l eaving J a nuary 26 , \ihiCh means we 'Wl.ll haVe t o 
pu t s omebodY e l se on i t . 
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What 1s Frank goill6 to do? 

Going to become tax counsel f .;r Fi r llstone . I 
spoke t o Phil l ast night; I d•>n ' t lmo¥1 how you 
wont thos e henri nus hnndlod, w!1ether you ,. ant 
Tarleau to hnndle them or whether you ;11mt Phil 
(l'lenchel ) to hr,ndle the•~ · 

I talked to ?hll l:l.s t nit.ht on it; ~:e ar e •::or !d!ll; 
on 3 statement , both fro:il Roy Blough ' s dep<.rt.n~nt 
and Tarleau •s . \:c •ve got an awful. lot of 
statistical infor ••tion; r.e ·~··de up <JUitll a boo!< 
for the use of tho! Presidc.tt on thls sa.:.e sul>jcct, 
and we a r e goin to lvve - as 1> <t:<tter of f~>ct, 
Tar leau and ! , last ni.;ht , disc,tssed t'tl>< thin<; . 
Tarleau is go.!.n;; to ur :nt: ~he oe:-1orandU!ll U::> to 
date, and h:lve t'l'\ t ready . Ho: r . .Lll l:>.2ve tlu t 
ready, of course, in tho next forty- ei;;:1t hours . 
I thin.l{ .~Jaybe you •d better sit in with us llnU hulp 
us decide. I c. .. m • t l•llnt to> ~;et caug'1t na 1pin.;; . 

TlU!t i s why I am llringinv it uo. Nor:.mlly 110 do>n ' t 
have anythin& to do with these Wi t ter s , l.>ut ~.lochaJ,, 
was wor!ti l"lt. on this thing by special assiglll•tellt . 

Anybody workin._ 1.1th hirn? 

He was doin,; it pr i toar ily 3lone . 

ae c ould ori~ Tarlcau · nd ~s sr~u · U? to date . 

Yes I sooke to Tarleau En- he ~aic , "F!'eni: •s 
don!. most o>f t he spade 7<0rk, :1nd ,;orked on thc 
me::t~s ant.! so on tho t he h:.s ,n so it ~s just a , 
question of decidin · t•::'l:lt t.e '\re go1.ng to <lo !'r?l:l 
here on. Kades kno•:s as muct1 about it ~.s r-: nn< 
.Jechem, but I don• t want him .o t;o <;O"n o~ tne 
Hill. If it is neces::;nry for anyl>oo.:r ~~<? ~;O 0.1 , 
t' Hil l f r out the uenoral Counsel ' s ou l.ce , I thinK 
i ~e ought to be Phil 1'/onchel, but t lm t is so::tethint; 
you will hav e to decide . 

t "Oin[·, till t he tr;enty-fifth? :.lechem is no ., 
. t t •tart him on the Sill 

Yes , but I aon ' t w~:l. to be a lont; drn•.n out affair, 
wi th that; it '\.~~l~ta~t ~~~th the !'~llo>: Yiho will 
so 110 aight as It 1 s ll ~,uest!.on of aeteroinin& 
go all the way · 
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whether or not you wont Phil , who hel ped 1·.1 t.., the 
appearance before t he Committee . 

V!hen. Tarleau gets t ho momor andll ready, l'lill you 
sit ~n with us a nd he lp us decide 1·:hat c ours e we 
will pursue on 1 t? I tun not f amilia r 1\.i t h it, 
myself; you k.non a 1:oo<l dea l t1orc abou t it tlmn 
I do . I don ' t lmov. ju:lt v:hat i s exnected of us . 
They will probably asK for an exp.,r t to cor:~e co:-.n 
both on the statistical s l ue anti on the legal s i de . 
I think \'. e have go t cvel"Jth1r.r, i n pre t ty rood 
shape . 

I tfu.n}: i f •:e menJ .;ur fe.1ces r i.;'tt no·.: it r on ' t 
:aa!tC any c i ffer ence1 but YIC 've got t O decide V• r )" 
soon just r:hn t v.e 'lre ;;oin.; to <'.o arxi ho:-. r.e or e 
going to hl:oolc it . 

Tarleau said he ' d i>c ready in f orty- eit;:tt hours; 
in fact , he is a.:.mo ~t up to d ate right no:. , but 
he v:an ts to do a 11 t tle more 1·:ork on i t . He ' 11 
l et you know. Tht.t is t wo t nirty toutorrov. . You 
and l.la c join U $ here . Cuy is go::.nl to b1·1ng 
Phil. 

I ' d like t o br.inc Kades . 

Have they a s :<e<i u s to illll:<e the opcniJX,? 

The>· haven I t said n \',(Jrd ~0 'I~ . 

t . c.#- ~o ca-' -' on They tolci thtl oress .1ey l.vrc ., - · ~ -
t!:.e Tr easury . 

'£hat v;ay , 1•.e are ~;oino t o b.; r ead)' ; 1.e ::r e ore­
paring for a n opcninc st:lte.le'l t . 

h i •·ra~hcd in advance . You want to h.:ve t .osc Ill nco., 

Chick, I d on • t lmo1. 11llllt t he prac tic e is . 

If it is an importan t enou,;h hear inL, a!'\Q 
stater.~ent is i mportant, and h:l s t;o~d meat 
we ' d v:ant to have 1 t prepar e<l in a vance . 

your 
in it, 

ki on now; maybe you ' d 
That iS what v:e a r c wor ng after !te get~ the 
better v;or k a long wi t h Tarleau 
memo ana dress it up. 

Archie, you got acy coin cxch3nce left? 
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Yesterday the British ,·;ere meeting pressure on 
sterling; they lost about fifteen ~illion dol­
lars in t heir market and !~ our market the end 
\~as a little weak nnd we had to support for t hem. 
This morning t hey kept the r a i se up, but are 
losing gold . Sterling is ar ound /, . 67. Sterling 
has gone up frorn 4 .67 to 4 . 67·\ without any 
tangible evidence of act!on. ·r think t hat is 
perfectly natural i n a mar ket l i ke t!Lis . At 
least they are trying to hold the gains t hey have 
=de . 

What was it, 4 .6?? 

4 .67i . They had to sup~rt it on 4 . 67} yesterday 
afternoon and this morning . 

Looks l ilt<: they ar e dl)int; a little better. 

I t is not so much pr eosuru, but t hey are s howing 
a littl e mor e courage i n defendinG it ; i nstead of 
l c ttinb it s lide out they ar e pushing it up and 
holding i t a point . It shows they•ve got a lit tle 
more courage . Thu t ' s all I ' ve got . · . 

one thing, with r ofercnce to t he Chinese thlng, 
I notice you ' ve got this morninG• Chen i s in 
ther e no.: with Buell; they hnve ta!<en thls man 
Buell this morning - dcceritti n.; hi.• in the 
company . Thls is ;;,uite u &ood si::ed Ferdinand . 
They decided ht wi ll be a gooa man for il.iJ;l . I 
t!Link it i s a good thing to hcve one of our men. 

I think i t is an excellent thi ng ; I talked ~i th 
him in :.:ac•s office . lie i s a r.ell-headed , com­
petent fellow. 

So many peopl<:! :1rc &oins.; to be jUJDpi ll!. on hlm 
f or business; be cnn rnnk.- a good front . Secondly, 
I think you should lool< i n t he New York Times 
t his morning . The Londl)n Dispatch says , 11 Amel'icatl 
Ambassador Johnson tripped down t he Buroa road . " 
He is very enthusiastic about it, a ,>parently, fro.a 
t~e dispatch. It ' s very interesting . You r emecber 
a · month or so ago I thought t:t., State Department 
. 1.! l ined to t hrOW a littl e cold v ... t er on that : 
~~!, ~~parently, they ~hi~ lt is a pr etty good 
group. 
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The State Depart:nent . AYY. Frazier ·.·;as here; he 
felt bad about it . 

! know they felt badly . I tol•~ t'le.3 General 
Johns on was GOing ov~r t'1nt road nne! if t hey 
didn• t give hin a £;ood ride , t hey \.ere damned 
fools ; But I under~tarul he went over t lm t thing 
ull tne 1\ay fro.u Chuncking do1.n t here in thirtcc'l 
da~·s in a co=crci':ll car P.nd didn ' t have a detour 
and dlcin ' t wwe a puncture . '£n~. t ' s ;n•et ty f;ood . 

Titt •s excellent; it ' s o~rrec t . 

If it doesn ' t rain, :,~ • s ·111 rit.~t . 

• !aybe ;;'hey h."ld U:lbrcllas over ;;>J.,.a all. 

Cluck, aeythin,!;? 

I - I ex·,~ct you snw in t'1e ln<>rning papers t 'n t 
your ~:enator is oxlloct.in,; to call .Ln the newspu~cr 
wen and aslcin,; t ho.l about Hopl<ins . 

T'le ho.;; r:. ng on th1.t thlnt. wus ;n•etty well bottl1.d 
up until Saturday ni~;ht.. The t'U.nt: 'or oke l oose 
on Saturday nit;ht after the Jackson D~.y Dinner . 
The thin , all br":<<.. lo· ·~" r u•in, and he s,,i<; , 
"If v. e o~e coin_ to h:·v~ n fit;!lt , '·" mi,;'tt rs 
"ell rove :.t nol. : s lntllr , so le.• •s drcl. t:•e line 
nO\"! . n Th.et is the reason i'hY the~· • ve cot : 
ht:nrinJ.. . They ,,oulc.\ 1 t : ··\·e :1aC: a he:..rifll. ot"'lcr-
wise . 

The bUC.£e of b::t t.tlc • .. :1:.. <irn\'.J . 

He sai(.. , "Let ' £ fi.:;N. it out no·.:, " a::d t,~cy :;riel , 
" All right , r.e nccopt ···:•t ch"tl.Lcl.,e, if t:1."tt 

1
!; 

t he \'.ay you all r eel; ,,e ' d li~e to cir.,· .. t' ~ 111 c 
nol'i ; let.' s see 1·.ho iS boss her e . " 

I don ' t guarantc~: these , but tltt:!oe arc sone 
Socie l Sec uri t)• numb:~ . 

The!>e a r e t ilt: peuvlc thr t you lcnO¥!? 

t hem. 'fho:· a r e suo"'osee to be scientific, 
I ~no\". o~ 
iJupar tiEl e>:pt!rtn . 
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r.nyne , there is ,;v:i.n1 to be a meetine this aftor­
no?n on this Soci:.l Security; th.: President h:ts 
as.wd the Fis cal and l!onetar~ Colill1ittee to h:we 
a meeting and t.ive him some in<lic« tions of 
O')inion or a dvice on the monet11ry and eiscal side 
of this Sociel IJec •tr.Ltr thing \.hlch l s coln •· to 
be ut tvw thirty this nfte rnoon her e in t'lc 
Secretary~ s Off l ee . larr.Lner , c:.C. Dn n11y , : :.d .lr . 
Delano l'li~l be herll , lll"ci .. ho fro .. ! t~e Trea~w·v? 
\.'ho ,·;as - Geor ce Haa:: is :;ic't, isn• t he? · 

.. icReynolC.::o : He 1:cs yes terdny, yea!: . 

Hanes : He \'.as yo;s terc.;;:· I !:no> .. 

.• clloyr;olc.s : '!arl~' . hitE~ i:; .. uro o~eu to ·~e t' •crt:- , et.: he is 
out of tovn. 

11nne~ : I call ed :wr•·r \,hi tc on the !Jhon" becnute befor~: 
Hnr1y v:ent av.ay he aictr• t~c. n letter to i e se:1 t to 
Altmeyt:r m:cl H:.tn·y ~:tl<' if t ice t lL.:ll,; 1·.as imminent 
he \'IOuldn 1 t CO 3\':ay, p r.d ! told hitn it v.asn 1 t 
inm1inent; in vic~r of tnat le tter I saw no re~r.on 
why he s'lottlt.n 1 t t;o :JI'my, oncl h<! suici , 11 I r.vn •t 
pr·epnre a rJemornndtun until I cO••lC: bacl;: . " 11\. eJ.l , " 
I ~nio , u~r<.'U !ihftll :mvc y11ttl' cny .i.n c ·,urt; if j'OU 
have cot ~ny suut:eztlot1~ tv c:::~e , t~<;:y cer tninly 
r.ill be heard before 1.e re!lder any <lee is ions . 11 

Having made that statcue:n t , I thou~;ht I owed it 
to him to call him on the phone &nd tell him about 
this t hing going to happen this aft.ernoon. I 
told him if he would dictate to ce ~hat he wanted 
to say , I would say it in his own v;or ds to this 
co~littee this afternoon. 

He i s in f avor of pushing the date up, or the 
benefits up from 1940 to 1943; to increase t he 
benefit payments , and he: is also in f avor - mar king 
that " A" - and , "B" , he is in favor of postpone­
ment of t he increase of one-half per cent t ax 
on the employer and employee . He said , however , 
•I mark them A and B because i f I had to take a 
choice betv1een A and B, I v1ould take A, but I 
still think that the t ax ought to be postponed." 

That statement I told him, I would report to the 
Committee, and

1
Uarriner is going to bring Curr~ 

with him and Delano'S going to bring Ruml , ana we 
ought to' have, I should thiO:<, - Georgt Haas isn't 
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here - r:e ousht t o have t hose boys ·:;or !c..ing ~tith 
George - Ray and !durphy; they 're t he t1~o I hnve 
been ta~k;ng to; end, perhaps , Roy Blough, v:ho 
hns been ~itting in these Committee meetings with 
t he Socia l Security group , and Advisor y Co~nittee 
for me · And l'iayne , I don 't know v.hether you want' 
t o go - wasn •t Her rnnn in most of those meetings? 
Mac was , I know. 

:lcReynolds : Oliphant was t oo . Rerr.~o.n ' s shop wasn• t represented , 
I think, ~ t all , on the Fiscal and i.lone t ary Com­
mitee. 

lianes: So far a s I 1 m cancer ned , leave it t:U.s r;ay : If 
;,;ou (!Jr . Foley) wo.nt to coce , yo;.~ are L1vi ted . I 
a on ' t r:an t to :na!te you come , and I don • t t hin.< 
a nyt::in£ v. i ll happen. 

· lcRo:tnolcs : I don ' t know· why they shoul<in ' t h:we been, except 
pressure on other things . 

HHnes : Mac , I want to aslt you a bout this . Here is t ho 
history of this thing. Henry, two or three times , 
said he >lanted to discuss this Social Security 
business . VIe never did ge t an opportunity to 
discuss it thoroughly. I went to his house a nd 
spent an evening with him, but 11e didn't get a chn nce 
to go into it as fully a s we might have; and then 

Foley: 

he wrote t ha t letter, t:hich you know about , 1•. hich 
y;ent to the I hl te House. Then Altmeyer a s!ted us 
to e:AJ)ress an opinion; t hen •·e wrote another letter 
to Altmeyer , which you all saw; it went over -
said it was 0 . !( . In t lu>.t l etter v.e said r.e 
t hourht ,,e v.ant ed to Y.ait until the Secr etar y 
came back before ex •>ressing his o pi:Uon; \\'e didn't 
want to express a n opinion until he 1·:ent over the 
t hing t horoughly . TllR t is still my OJ>inion. 

Nol': , the President a sked for a n opinion by the 
Fiscal and Advisory Committee. I thi nk t he opinion -
whateve r they r ender - will have to be r er.der ed 
wi t hout t he Treasury. I don ' t see how i t is pos­
sible for us to make a statement that we do OJ' do 
not agr ee with tho r ecord , as I bave just cited it. 
Am I r ight or v.Tong? 

So far a s I understand it, 
you didn't want to express 
t hese proposals . There ls 

you have told A~tmeyer 
any opinion to him on 
a letter from the Secretar y 
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t o the President, sayinc 1\e ' d like to have an 
opportunity to be heard before the President com­
mits himself . 

Hanes : Th&t i s right. 

Foley : I still thlnk the thing is open; I don ' t think it 
i s closed. 

Hanes : l.lo we close it up if VIe - of course, v:e can • t; 1•.e 
haven ' t any r ight . There is no - there is nothing 
said about an alter nate for any ~ember of this 
Committee . Now, tho r enson they are meetin<; over 
here is because t hey have met over !tere in the 
past, so far as I can see, and t;ere is no nltern&te 
for Henry to act on t his Cotoi~tee , and I don ' t 
see why the Co;Jo!littee, if they Yl:lnt to send in a 
recoL>mendation, shouldn' t se1~ it in from the three 
members who are availablt. . 

ioJie~ nolds : On t he other hand, the Conmittee i s composed or 
the Secre t ar y or t he Treasur y, as Chairman, and 
t hese other men, and while t her e i s no alternate 
provided for t he SeOl'e t ar y, t her e is no Vice 
Chairman, either . 

Hanes : No . 

.:cReynol<! s : 

Hanes : 

Schwarz: 

Ranes : 

SchVIar z : 

llcReynolds : 

So, as far as I can see , the only thin& they can 
do is, as individual member s of the Co~•ittoe, is 
to exor ess an opinion to the President, i n t~e 
Boss' · absence . 

I am certainlY not will i ng t o express Henry ' s 
opinion . I don' t ltnO\~ what !U.s opinion is; I ruJ 
not willillb to get out on a lictb, sa:ril'lf what he 
says , and I don ' t >tno•: ••••• 

Has t he President eiven t hem a deadline? 

He V/ants an answer bacl< now. 

As uac says as individual s they can point out 
t ha t the Cl~lrman is absent , and, t~ererore , Cthe 
Cor:uui ttee is unable to gi ve an opiru.on as n om· 
mit tee. 

All 
and 

t he •ve got is Dan Bell and Delano, and 
the~ can express T:ha tever opinions t!\ey 

Ecc::.es , 
choose. 

Regraded Unclassified



Taylor : 

1:ancs : 

!-!anes : 

Duffield : 

Hanes : 

IJcReynold s : 

305 
- 9 -

I don't think t hey a r c goinu to be able t o be t a 
Conmd t tee opinion t his af t er noon uncier any 
circumstances . 

None of them a r e f amiliar with - as f amili a r l'.ith 
it a s we a re, of thc detail s . I under sta nd frnr.~ 
Altmeyer, l a s t ni!)ht , t !'k'\ t Al t meyer objected t o 
sending over t he full dt•af t of the messace because 
he ju~~ - Altmeyer lS co.nin& too, by t he •·.ay . 
!Ie saJ.a , " I hope; 1·.e 1.on• t h::.ve t o enl!a;;e ln :• com­
plete discussion of al l t ho verbiage und l~nguace 
o~ t~e. message, and all t 11rt sort of thin~ ; I 
thin..;: J.f 1.e can c,.nfinil it ':.o Just t~at t llin!. v.hich 
affects t:Je 7isca_ anC _;onetuy policy of t he 
Government , t hen 1Lt 1s be ver )· s~rt a:J.cl conc ice . 11 

And t (,er e , you ' ve only .;ot t"c c or.s ifiel';>ti on of 
t hese ti\l'ee poi n t s \, dc~1 l!arr: ~:hite br i !l(S up , 
;oou see . T:1at is pr actically all ~;:1e suguestlon 
t·,ey a r e makinc . If t!1~ Pres~dent c onfines hi:.:-
self to t hat particuloi' recommendntion, r:hy I don ' t 
t hin.l< t he Secret a r y l'.vul<l 1\"lve any objection to 
movint; t he t iu.e u o to 1940 , tu • .; i ncrees i nt: the 
benefits . I - I il,m ' t t hinl< - I say I <i on 1 t thinlc -
I ha ven ' t r.ny rlt:ht to say t hat ; I Ju s t reel thnt 
11ay r;zyself . I don ' t bcli<cve hc • .. vuld o"pose it . 
Thn t see:!!: to be pre tty nearly unrmi mous o pinion 
of everybody I •ve t allced 1 lth. I haven' t tallced 
with a nybody v.ho thinks t hzt s:1oul&n 1 t be d.me . 
Still, feclillo t h:l t v::y , I C::J not c:!.ll1n.; to sn:· 
so in the Secreta r y ' s absence . 

lo ell, ;n~ybe you 1':\.l tell :tfter t l:e ::1et:~~h 

Is t hat nll r ib:lt to La::u thn t position ,,it"> t':is 
Co;:mi t t ee? 

I s houlo think it i s t he onlY one you coulo ta.:c • 

or c ourse , if t ho President insi sts on navin& a 
Treasury opi nion, in Henry ' s absence , in t\1:.. t event 
we ca n s ay , "Her e h 11 hat eacil indivia':'a l in t he 

sta tes " and stat e t hat posi tJ.on to hiUI · 
~~~e!u~~t na

1
·r y ' \.hi te • s position aovm ve r y tiefi ni tely 

f r om him. I t hink I k novr v;ha t Geor ge HaP s ' ?Osition 

is. 
or course, all three of t'10~e iter.~s Harry outlines 
onkes a defini te c hrn&C in the f inancial ~ictur~ 
o!' t ha t fund . 
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Not the t.:o first ones alont; , :!ac . 

Yes . 

Thos e alone , t oo . 

\'!e l l , I am v. or.dc r i "' . I on t his t hi 
1 

'"" noll - hove been f i gu r in• · 
11£ a on• tine It c· . " Of year s . It c han•eS 1965 to l95~n~es ~n point 

period or t he e r o s sin:; of t i.c 1 ~ . ~ u.ov~s t "le 
wor ds , 1..oves t~le per .:.ot: of t. -in~- ' l.r. other 
has got to cor~e in ~.ith •·o c·'.e ' " el. t ne Gover nnc t b f ' t •• r 1 evenue to o···· the 
. ene 1 s bec~use t he tru< do"s" ' t .::cc t t' ... b • .. . . 
... t r.Joves t il" t :>ericx. up tc . . ,. ·'" ""7' l. ts' 
t '.e .,::ol e ~ocii:l ::O ecul'ity Sy~~~~s , "~utt! ir: pr.:.r.clpl c , 
mo

11
ent n d. ' ~e nr ese. t , . • ccor. ~t .• to o•tr ~ ctw;l ar eel flt:~'res 

hex_:£.: , So10I\ a _oefic~t no\. of nine bi:CEo:-- .oll· r ~ . 
Th• t a"pe:. rec i n t ·e Sccretnr ,· of t he Tr ea•ury • s 
r eoor t . · ~ 
I f you move t he pn;ment~ up 
payin~ .:>Ut bcfOl'< ,,,u I'.•Jnln 
ou t , t!~en you t<:'<c a1'1a•· tllc 
dev e l opment or :rour funds. 

:. cuunlt y~<...r. , 
nor'1;.lly start 

!nt~:re~t fr.c tor 

star t 
puyi ns 
iu the 

You lll' C rig"!t t bout t!'u•t . th:~ t ;·"•t l o: e ..... 

;cHe;~ol<.~ : You ~ re bound - cvc .. tunlly .L t 1.ill cost ,..,or~; usoney 
t o the Gove r,went . You ' ve ·ot the other si(e of 
it . RO\• .:~uch iS t he GoVCl'l•'ll•rot &ni n!; to :>:.y orot? 
Ar e you !Pin& t o pr.y out Clore in oti:er r ::,-s ir. 
your r e lief a nd c.:rec t be nef its , ~ nc ':1 t ': I. sort 
of t lllllb · Th ... t Till Mor e ;~!..""11 o:·rsct it , "l s you 
ar t: probably a~:are . 

'1: n.;s : I 1:es v.r on., ln t'.1r.. first ~tatcnct t I oaC:c , l"'c:>use 
you t<O lo:>e t:1e ben~fi t of t 1

11.. in~erest on t'1e 
r escrYe funds , hc coutoo yo .t c. 1

1 t ·teep i t i:1 _ azerv~ . 
Thttt is t ruo , s o your deficit beco:nes J:~uc' l .. r t;er 
t han ni n e bil lion uollar o . I\. b eco ... e~ :r.r t..er tr 
thre e per c ent . 

[.oc ''·end : Ther e i S s.noth.,I' t hilll. i I don ' t <mo1. -:.ir t t ••e 1'1rur~s 
a r e , but t he sner " f ilet you •ve ~,ot ooJ.ir ·tions of 
t he Treasurv i n t lle s t nte:lcnt \'.hen :;ou use t •.ose, 
it means you •ve ,;ott" t:v ou t i n t;;e mn·.·:"t t!·.d 
borro>. more money; you C'\h 1 t u:;e t:.o~r; obli • t i ons 
to pay i t . r :1e: mere r·.ct ;;..>u ' ve; ~ot li~ ~ed n so 
m"n:: milli o ns of C:olla r s - if y<.~u a r e (•>.!.nL t o 
s pent: tt~t , you•ve got to go out 1~ the ~~r~ct a nd 
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borr ow it . It ' s only a boo!<keepi ll{; figure . You •ve 
go t to go out anc do public borrowi ng . 

I t seems to me I a s ked Da1my Bell abou t t~t nnd 
I eo t the u nderstandint; - I go t t he impression -
maybe I 1 m !'.Tong - but I got t : •e unders t anding we ' d 
i~sue boncis for th" IJlOlli!Y in the r eser ve a ccount . 

But i f you ge t tho money you 1ci r12 ve to bor~·ow f rom 
t h e ::1ar :tet . It cioes tanc{a a diffor e,nce of ~;oin 
into the mnr .cet mld borrm.in, more money . 

To the extent t he f mds :: r c r.ot accumulating; t hat 
actually increases the amount of the public debt . 

I nsteac o r p1yi n. inter est to yourself , you sta rt 
payillb it to the ot'•cr side . 

It c onsider nbly c :uutt.es t 'te financi>~l nictul'e of 
t he Governuent , it seo11:;_ to me . 

It c hanges in t rHl f act tru. t you accumula te r cRerve 
at a l ower rate , and thus , you lose t he nr.1o11u t 
of t he l a c!{ or accwnuln tion or t he i nter est on 
that amount each year . 

And you have to borro•• the money . 

Excuse me; I have to go. (Leaves the r oom. ) 

You hr.ve t o borro" t hat money for curren't r unnin<: 
expenses, >.hich, o therr:isc, you \\ cul d have paid 
f r om t he payroll taxes , to ~o out aga i n . 

~I el l I - Mac, you · •. ill b e t her" , will you? 

At t wo t hlr ty . 

And Vlayne? 

(~ods 11Yes . ") 

All r i ght. I thin.!< l'lt! ' d be t t er get Ray Mid 1!ur pl1)' 
t o r epr ese nt Geor ge Haas , i f he ' S not her e . I s 
i t all right:' 

Yes , I thin'~ so. 
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On t ha t lis t of Socia l Security peopl e , I don ' t 
knov1 whst the Secreta r y wants , unless he "ants this 
kind of inforuta tion. Ther e r.as a ra;?.n by t!1e ru~no 
of To:n VI. Phelps , v:ho uld n ver :: good job of t he 
ani;~ study I ever :lC.I'I of how the setup a ffec t s 
inoJ.vid ual indus trios - oil, motors .. ... 

How do you spell thc.t? P-h-e-1-p-s? 

Yes . Oil, :notors , an~ that sort of thin • I f 
that is not t '1c sort of thine t'le Secretuy is 
after ' t hr. t 1\f.o.l\! i~ no co"C! . :Ic :mor.s '1irJ ; t he 
Secretary :mous 'lin . 

\.e 1ll sub•'tit it to hir~ arl}"'Y.ay . 

r::;yue , you h":ve anythln:;? \ e •ve {Ot to hurry ::. 
l ittle bit t oo - .1nothel' meeting . 

On Saturday - it 1 s goin.:: to be in the record ; I 
,}..;,u't want to h.'1VC to \,Tite ~ ::J.e .. 1or3ndun bunt it . 

On Sat urday , the Br!t1uh us ced u~ t" "" ovt:r .1nd 
tal k to t he An" rlcan Balll<in~ Instit~t.i.on, 1 t1o h tWO 

branc!1e ~ abroad , to nu·: thc11 to coop~r= te in 
steps l'::uch ·1re telccn uy t'le Dritish Government 
t o st"!> spec ul a tlon 1\t.:Jinst the pound t'1r.cu;::'1 t:1e 
medium of gold transactions . I ';ook th.~ t up ''.ith 
Governor 'l:lrr ison, 17ho, in turn, re~ort t<d bac!! 
yester day that he ' d spoken to all th~ American 
agencies in c;uestion, and trot 1•.1t., t 'le exce~tlon 
of tt:o , ther t< -::ere nona r.ho lv d been engacin. in 
t ho.::e transactions 1 ·'lie', >:?ula oe re.:tote::y con­
sidered as afl'-ct.l.n; t :1e ->Ul'(>O::.e .. of tr.e Bri~:!sh 
funrl . Those t1:0 b::.:l!<s as:tecl hlm ,,,.,et·,er he t•tourht 
t ne tr:~nsactions r:er\! vit'll. He saic he dio not 
::nor., but sngLes ted th:• t t hby t3..~C i t up 1.: th th.: 
llri tish a uthorities t'u'ou. ll ti1eir agencies in 
London, l':hich they aro g.1in., to do . Period. 

Presumal·l Y if t he Briti~h disagreed 1'.'1 t h •·:hr t they 

a r e doing ? 

Oh yes . 

Eddie? 

(Nocis •No t hin,; . ") (..tr . Henes : Gene? DuField : ilo · ) 

well, the meetin~ is cdjour ncd ane •he next mcetinr 
(Bank Holding meeting) is called t o order . 
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J Muar:' 10 , 1939 

To : Th~ Seeret nry 

From: llr . Hanes 

Senntor Robart ~nener c~lled me on the te\ •rhone Pnd told m• 

thnt you hed oppo1r.ted , Pt hie requeat , to thft Pr~eeas ing ~ax Eoord 

t) ( Revlew p, tca:l by tt:e na;:!:l:e o! \.11111'. Scl"wl\ rtz . Thts Soud has 

beon tunct1ontne w!thout a ~er~~ent C~1rmAn ~n~ Se~ctor 7~~cr 

edvhoo ~o thnt i..r . Schnertz hn• been aervinr ro Actine Chn i rmpn . 

Senntor :1aener Jl"..td e th, r equest thct I tr~':e UJ: •llith :lou ~he 

appo i nt men t of ~.r . Schw!U'tz ne t>crmenent C'v\1r iMJl <>! this 3oerd . 

I 1'1111 diocuoa thh mat ter \'lith ~.r . "fnley Pn,• t:r . ilenchel ond r.IU 

be prepar~d to r,lve y:.u n reeout::~fl'ndnt1on U""'nn ?OUr r oturn . I think 

th1t~. nroaotlon would ct>r ry ttn incr~rtP ir. aaltt7 of $500. 
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heal llr • ._. 

• -tor •'-' w..,.... oall .. • oe \be toleplloM ... \el4 • 

\bet )'0'& W appolaW, at lola ....,...,, to \M Pro-lac faa .._. 

of ...., ... a - 'lilT u.. - of nutaa SG~~oarta. ft!a ...,. 11aa 

114•h•• • tbet • · .......na Ilea M.. -n-c "" .t.ctlllc Clbel-. 

Soaator ............. U.. ,..._,\be\ 1 lake up wl\b )'OU \be 

appola'-\ of llr. ~~ u pel-\ Ob&l,_ of thto JoaN. 

1 wlll 41acua \bia •tWI' wUb llr. Folq 8114 llr. W•abel eA4 will 

bo 'PI'epered \o cift ,... I n• I h \toa 'lq>GI 7fYUZ re\VD. 1 \lWIII: 

t hh pro.\loa ~4 CUI'I'T.,. la- ln aalaJ')' or taoo. 

1-

J'RH :JR 

'~ 'U .. d. 
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