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GROUP KEE'l'ING 

PRESENT : 

H. M.Jr: 

V!Ute: 

H. M. Jr: 

V!Ute: 

H. M.Jr: 

Po leT: 

H. M.Jr: 

White: 

B.K.Jr: 

Bell: 

H. M. Jr: 

Mr. Morgenthau 
Mr. Bell 
Mr. lllolte 
Mr. Lochhead 
Mr. V!Ute 
Mr. Haae 
Mr. Gaaton 
Mr. Ranee 
Mr. roleT 
Mr. Duttield 
Mrs. not& 

Karch l, 1939. 
9:30 J.. M. 

(Seoretary 1a Ottioe) 

• 

What happened Testerd&T with Mr-. Beant Wu it 
helptul' 

We met in the atternoon. 

Wae it helptul t 

1 

Yea, he was verT helptul in the general diaouasion. 
We ope to an agreement that a long etateiiMint -

Gather rour thoughts, 1IIJ' boT, gather Tour tbougbta. 

There wae a prettT good pieoe in the T1mea, thie 
morning. 

Hello Daniel, the old silver expert; the old silver 
shooting Senator, Daniel w; Bell, InoidentallT, 
between today and to110rrow TOU lligbt tind out how 
manT a1lver oertitioates TOU have got out. Some­
bodT in the Treaeu1'7 ought to ltnow. 

We have the oo.-plete t1gurea. 

Well, don 1t lteep thea eo aaoreted~ 

Who 11 going to anawer the question? 

Well, Mr. Bell. 
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Bell: 

H. M. Jr: 

Dutt1eld: 

H.M,Jr: 

'llhite: 

H. M.Jr: 

White: 

Gaston: 

H.M.Jr: 

Gaston: 

Foley: 

Bell : 

White: 

H. H.Jr: 

)!rs. l:lotz: 

H. M. Jr: 

.2 
- 2 - • . . 

It ie on the daily etatement every day. 

Well, that doesn ' t mean anything. 

Lieten, on this Manutaoturere ' Aeeooiation I have 
changed m,- mind. I thought it a1gi:lt be good tor 
both them and oureelvee, tor them to ooae in and 
atter they are here we will tell the Preee they 
are here. 

After they are here' 

Yee , it that is agreeable to them. Well, oome on, 
I am wai t1ng. 

Well, we deo1ded that a lengthy statement would get 
us into more trouble and would be much worse than 
a eimple statement, eo we Just put it in the to~ 
ot three answers to the ~ueet1one wh1oh we put 
together. 

Betore we go into that, am I going to read the same 
rigmarole? 

No. 

We have a re-written statement. 

Have you got a couple ot snappy storiee in 1t? 

Yea. 

I think you should read the new statement to see 
where it dittere trom the one read yesterday. 

' 

They must want something to take up time. 

And in oerta1n portions more emphaeie was put on 
the de-valuation and I think the first part 11 
better written. 

Do you cone1der that the re-valuation ot the dollar 
oauaed prices to riee, Hre. Ilotz? 

No, eir. 

You don1tt 
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Foley: 

Ylllte: 

H.K.Jr: 

Mr s. Ilotz: 

Bell: 

H. M. Jr: 

White: 

H. M. Jr: 

White: 

H •• I.Jr: 

White : 

H. K. Jr: 

Whi te: 

H,M.Jr: 

Wh.1te: 

H. K.Jr: 

White : 

- 3 -

On t he wrong aide or the table. 

Nov , the oat ie out ot the bag. 

Do you belieYe i n the silver pol1cy? 

No, air, I am on your side nov. 

Well, it is always sate t o say •no• . 

3 

Betveen Karoh ' 33 and ' 34 wholesale prices in the United States rose 23 per c ent ; the aYerage tarm 
prices about 43 per cent and commodities rose about 
60 per cent. Now, ot course, no single factor 
alone vas responsibl e t or t he rise in pri ces which 
took place durlng this perlod. There were nwaerous developments vhloh contrlbuted to t he price rise. 
But, Mr . White, why did it go back to where it vas 
1n 19331 
I t dld not go back. 

Well , it is practi cally back, Mr. White. 

78 and even with that -

Where was i t i n 1933, Mr. White, 
1934. WhY the sharp recession? 
de-valuation held prices up? 

and where vas it i n 
Why haen 't gold 

Well, t here are a lot ot answers to each one ot the questi ons you put. 

What are you going to do, pull a MaJor Angus on me. 

The taota a r e as follows -

Let us have the facta. 

That i n March 1933 the i ndex number or vholuale prices, which i s the moat significant price index, 
t he one that attects business most -

Whose are you using? 

BLS. Seven hundred eighty tour collliiOdi ties. In 
February 1933 it s tood at 59.8. It is nov 77• 
That represents an i ncrease ot 17 or 18 per cent which is a very substantial increase . It was 
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H.M.Jr: 

Vh1te : 

H.M.Jr: 

White: 

H. M.Jr: 

Ben: 

White: 

Bell: 

White: 

H.J.!.Jr: 

White: 

H.M.Jr : 

White: 

H.M. Jr: 

White: 

- lj. -

higher in 1937 but prioea rose a little too 
rapidly. 

Is that entirely due to de-valuation of gold. 

Not at all. There are numerous factors. 

Such aa. 

4 

Such aa the general recovery in the United States, 
increased bueineee activities always cause it and 
accompanied by a rise in prices. The world 
situation, eoonom1oally, is much better than it wae 
in 1932. 

Let me see that. (Hr. White handing document to 
the Secretary) . 

How about the price ot wheat and cotton on the 
Liverpool market? 

Well, as we go into that, we begin to get into 
trouble. 

It went down. 

Yes, but one ot the reasons why they said they did 
that vas to help our exports, so it is better to 
keep away from that. 

When did we de-value? 

Ve began to depreciate in April 1933· The formal 
de-valuation toolt plaoe in January 19311- and during 
that eight month period there ves a more or lese 
steady depreciation. 

I n April 1933? 

Apri l 20, 1933. That ie when the gold embargo 
was placed on gold and when the price of gold began 
to change in the world market. I have that on a 
chart Just tor your own information and not tor 
their's. 

Let me aee that. (White handing document to the 
Secretary). 

Nov, the prices we were talking about are shown by 
the lowest red line there. That shove the etsadiest 
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H.M. Jr: 

White: 

H. M.Jr: 

White: 

H.M.Jr: 

White : 

H. H.Jr: 

White: 

H. M. Jr: 

White: 

H. M.Jr : 

1th1 te: 

H.M.Jr: 

Wh1 te: 

R.M.Jr: 

White: 

H. M.Jr: 

5 
- 5 -

and that is the beet one to use tor our purpose. 
The price ot gpld is th1a line here. 

What do you mean? 

The doll.ar price ot gold. 

Where, in London. 

No, in New York. 

I have never seen that betore - the dollar price ot 
gold . 

Well, it ia the dollar value ot the go~d; it ~a not 
put quite that way. 

Well, that ia the price that they pay in London. 

Converted into dollars. 

Yea, but that ia the London price . 

Theoretically. 

The dollar price ot gold does not do an:y good unless 
you are in London. 

Insofar aa the prices are concerned. It is the 
exchange rates and the exchange rates began to 
change on April 20th. It is the London market 
converted into our currency. 

Into dollars :yes. 

I think that question should be used exoluaLvel:y 
to answer the charge, it it is repeated again, 
that, do :you think de- valuation contributed to the 
rise in pri ces , and I would cite that one year. 
Subsequent to that :year t here are a lot ot other 
things happened. 

You have the BLB tarm products -

The moat sensitive ocmmoditiee roee . 

That does not look eo bad; I would leave out the 
dollar price. 
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'llh.i te: 

H. M.Jr: 

White: 

H.M.Jr: 

Whlte : 

H. M.Jr: 

Whlte: 

H.II..Jr: 

Hanes: 

'llh1te: 

H. M.Jr: 

White: 

H.II..Jr: 

Wh1te: 

H. M.Jr: 

White : 

H. M.Jr: 

- 6 -

That wae tor your own intormation. I did not 
think you would use that. 

Are you going to use this one? 

6 

Yee, I th1nk you better not have either ot thoee; 
Juet have the general 1lllpreeeion in 10ur 1111nd and 
then you 1111ght turn to eomebod:r and say 1 '11hat are 
the taote1 • 

I need something like thie. 

Here ie one here tor t hat one year. 

What is t he matter with this? 

That 1e all right. 

I th1nk th1e is the beet one. 

What does this showt I have not seen th1e chart. 

Now, t h ere is another very i mportant point: All 
world pri ces are talling now and that shove the 
mere tact that they are not a great deal h1gher. 
But that is not as signitioant as other world 
prioee. The dollar is higher. 

The last tvo or three weeks they have not dropped 
the world pr1cee. 

And this, even w1th regard to etability ot prices , 
this vholeeale price index is prett:r stable. It 
rune throughout the year atter etead1ly rising, 
it rune 78, 79 and 80 and then go on throughout 
practicall y the whole ot the next year. It ie 
only in 19)7 that you had a pretty sharp rise. 
Then it ironed out again. 

Well, I th1nk that the BLS tiguree are the most 
commonly known. 

The beet ones to us e . 

Did Bean contribute anything? 

Anyone ot us could have writ t en th1s. It wae a 
question ot agreeing what vas the best thing to 
do. 

I better do it extemporaneously. 
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Raae: 

White: 

H. M.Jr: 

Foley: 

H. M. Jr: 

White: 

H. M.Jr: 

White: 

H. M.Jr: 

White: 

H.M.Jr: 

Whit e: 

H.M.Jr: 

Gaeton: 

White: 

H . I~.Jr : 

White: 

- 7 - 7 

He did teel tha1: he thought the anewere oUiht to 
be Yerr brier becauee ae rou expand 11:, :rou open 
:roureelt up to DlUMiroue other queet1one. Row, we 
talked all attel'IIOOn and ope out wlth that little 
paragraph. 

He had a long etateaent w1th reepeot to the price 
ot wbeat and cotton and corn on that and tbe 110re 
we talked about the etate•nt the 110re we agreed 
that 1t 110uld be Yerr dangerous to uee 1t. 1'here 
are a couple or other abort questions and anewere 
the:r alght pursue - (handing paper to the 
Secretar:r). 

Where is Archie? 

He 1e wlth Inolte. 

LeaYe tboee thlnge here wlth me. 

Now, thle 1e about what the Pree1den1: hae eald and 
we haYe a lot ot hle etateaente. \ 

Let me have them. 

The Preeldent 1 s statement et 

Has he eald much? 

Well - thle 1e v:hat he eaid on ei~ver. 

I wlll read that Just before I go to bed. 

And thle 1e hle etateaent on gold. Some or thea 
can be eubetantiated Yer:r well. 

Well, nov, 1n order to eave time - :rou tellove 
haYe a new statement tor me . 

Yes. 

There 1e Juet one 110re thlng I 110uld l1lte to call 
:rour attention to. Po111bl:r :rou know the letter 
that vae 11nt b:r the tltt;r-t1Ye eoonoalete and 
vas printed 1n the record yeetsrda;r. 

I eav the reterenoe to 1t. Is 1t the eaae 
tltt:r-t1nt 

The eaae t1tt;r-tiYe, and we referred to thea 1n 
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B.M.Jr: 

White: 

Gaston: 

White: 

H. M.Jr: 

Vh1te: 

H.M.Jr: 

White: 

H.M.Jr: 

White: 

H.M. J r : 

Gaeton: 

H. M. Jr: 

Gaeton: 

H. M.Jr: 

Gaeton: 

H. M. Jr: 

Ga.aton: 

8 
- d-

there and there ie alao an exoellant teohDloal 
anenr wbioh llhon them to be wroq, 1t rou want 
to go into that. 

Vall, oan't rou t1D4 tittr-e1x aoonoa14te wbo will 
anewer t~. 

I ea1d I oould t1Dd one hundred aDd t1ttr but their 
agee would not t otal, probablr what theire do. 
These are all old tellowe. 

One olaee 1 8 1 economist ehould be euttic1ent to 
answer that crowd. 

There are a tew good onee there. But it the7 pueh 
r cu on that, and the7 aight do that, on that letter, 
it the7 puah 70U on that t here 1e a Terr d8Taatat1ng 
answer to mat tha7 ea1d on technical groUDde. 

All right, begin to deTaetate. 

With reepect to that. 

Yea, but not here, eave me that. 

All right. 

What elee . 

That 1e all except the etatamant. 

Let ue get to t he etatement. (Mr. Gaeton raad1q 
statement). 

Th1e 1e all re-phraeed. 

Ie 1t the aame th1qt 

It h all re-worked. 

Do rou th1nlt that ie worth wbile doing. 

I don't th1nlt we ought to preeent to the Senate 
Comaittea the idantioa1 etatament preeented t o the 
Houea Qomaittee. 

The melod7 ie the eama. 

It ie eubetantiallr ditterent in aaD1 parte. 
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H. M.Jr: 

Gaston: 

H. M.Jr: 

White: 

H.H.Jr: 

Whlte: 

H.M.Jr: 

White: 

H. M. J'r: 

Gaston: 

9 

- 9 -

All right , I will read it . (Reading statement) 
' Monetary dietur banoea • t 

Yea. 

Do 70u l .U:e that word? (Contin~g reading) 
I hope no one baa one lt1dne7 and w1ll object to 
this 'floating curreno71 (Continuing reading) 
Now, I 'm going to tell you people something. 
I Just haven 1 t got time to do thle thing word 
ror word and I ' m going to do the one yesterday 
again. Now, there are a lot or tb1nga in here 
I don ' t l i ke. The other one vaa good. I Juet 
haven ' t got the pbyeioal time and energy to do 
this. It ie all right ror them to listen to the 
other one. The other one I put a lot or t!Be 
on and I know every lingle word in it and to 
weigh evel'7 word in th1a one , I haven 1 t got the 
ti.me and I can not take any chances. There are 
a lot or things 1n here I don ' t like. What ie 
the aenae or it? 

There ie one other euggeetion: The eeoond part 
wae an att empt to strengthen i~ . 

Ir you have something new that ie all right, but 
juet to paraphrase the other one vh1oh wi1l require 
me to look at a lot or new words I haven't got the 
t1me !or that. I would have to go through tb1a 
again and it would take me hours and hours and I 
am too tired. Have rou anything new in here? 

Yea, we can take aome or the new parte out and 
insert them in the old, i! you like. 

What i a the uae or paraphrasing thia old one and 
throwing a lot or new words in here. 

Practically the entire aeoond part and a aubatant1al 
part or the !iret ia new. 

Ir rou will take a pencil and underline it, I will 
read the part that ie different. 

I don't ltnow how the7 will view it up there, but 
1t aeeme to me it 1e not very reepeot r ul to the 
Committee to give them the same i dentical dooume~t 
rou gave the House Committee. 
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H. M.Jr: 

Bell: 

H.M.Jr: 

- 10 -
10 

I would rather do that and be disrespectful than 
not to do it and be wrong. The other document was 
a nioe document. I like it. Dan, you have been 
tutitying more than anybody else. What do you 
thinkt 

Vall, I haven 1 t got much thought on it . I don 't 
know - I think if we oould give them a new state­
ment it would probably be better. . 

But who is going to ett down and weigh every word. 
I haven't got time to do it. Governor Harrison 
is coming in this morning. 

Knoke: Yea. 

Whlte : 

R. M.Jr: 

White: 

H.l~.Jr : 

White: 

H.M.Jr: 

White: 

H. M.Jr: 

Foley: 

H. M.Jr: 

Gaston: 

This is independent of the other, the pa.rt that 1s 
bracketed 1n blue, and after you get to that the 
rest of it 1a -

The part that i e braoketedt 

Marked 1n blue. 

Ie new. 

Yes, ie nev. 

Let me tell you, I am not in the frame of mind to 
do this this morning. If I have time I will take 
it this afternoon. I admit I am over-tired. I 
went through a great etra1n which you fe1lo1n 
don't get and I Just oan not do it nov. It I 
oan do it this afternoon I v111. 

If you think there ie any possibility that you 
might ve oan polish that again. 

I will look at it again and I will try and see 
hov I feel this afternoon, but I just can not do 
it nov. 

When are you going upf 

Going up tomorrow morning. 

That is quite different. 
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We don 't go until ten-thirty tomorrow morning. 

That make a it a lot better. We haven't had reall:y 
a fair ohanoe to polhh this . Give ua an oppor­
tunit:y to polish it and ehow it to :you late thie 
afternoon. 

I oan tell :you nov that I oan eee you at three­
fifteen. Let ua eee what you have at tnree-titteen. 

And you might find out in the interim what the 
praotioe is with reference to reading the one state­
ment to both Houses. 

There is no practice. 

Kay I just make th1a suggestion, gentlemen: I am 
entirely satisfied with what I read yesterday. 
There would not be one out ot ten people that have 
read it. The papers did not carry it. Now, just 
to give them something treeh and, get me, where 
I have to veigh every word all over again, I would 
not do that. It there ia something new you think 
should be added to strengthen m:y statement I am 
willing to consider that and put it in italics. 

Ye will try that. 

But just to interpolate and paraphrase the thing, 
I don ' t want to do that, but it :you have got 
something which due to the questions whioh were 
asked :yeeterda:y and which will strengthen m:y 
argument, I will be glad to oonaider that. The 
eaeieet way tor me to do it would be to take 
yesterday's statement and then paste over in 
loose leaf in here, insert that this wa:y, I 
would rather do it that way. 

Mr. Secretary, may I aak :your reaction to one idea. 
Since this de- valuation thing is evidentl:y the 
toughest question on the Senate aide, would :you see 
an:y benefit 1n hitting that thi.ng first 'Nb.en :you 
go over there; take that 1ection ot your statement 
and h1t it first . There has been some tendency 
ae regarding this portion ot the legislation, as [ 
unnecessary. And you think it would be proper to 
discuss that first and emphasize that. It •eeme 
to me when you go over to the Senate :you are going 
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to meet that head on. 

I will tell you gentlemen thie: I talked to 
Senator Glas a last night and for some reason hie 
entire tone of voice has oha.nged since t he laet 
tiae I talked to hia. 'Now•, he eare, •Kr. 8eoreta1 
you ha'f'e nothing to worry about• . I eeid, "That 
ie terribly n.ice , Senator, I appreciatll your 
eqing that•. 

Well, I don 1 t think you do have anything to worry 
about. 

I think we should take it up in the order of the 
Bi ll. 

All right, let it stay ae it i s. 

Let ue not do as the State Depa.rtment doee, juet 
change the worde around. I don 1t want to do t hat. 
And I oan not weigh these new worde i n thie etat e­
ment. I just oan not do it. There ie a limit to 
my nervous energr. 

We oan do as you suggest. 

It you have something vhl.oh will strengthen my 
statement, o. K., will you do it that way? 

Yee. 

At three-fifteen. I am eatiatied. I think we have 
a good Preas. I don 1t eee a.117thing unta'f'orebl e. 
Now, you take the financial column ot the New York 
Tribune, t he financial column. They even were very 
complimentary. They said, "This is tina and we 
hope the Secretary will do this every three monthe 1 • 
Now, we ha'f'e got what we want and I don ' t want to 
take a chance and uee s ome one· vord vhioh they can 
just hang on beoauee I am too tired to ve1gh e•err 
word. 

I think that 1a true with the Stab1lhat1on J'und. 
I think there will be no trouble there and they 
will be with you. But I think t hey will go after 
the gold content ot the dollar. 

I have a triok up my sleeve on that. I don 't know 
whether I am going to be able to play it, but I 
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hope I w1ll, but let 11e leaYe 1t that •&1• I 
appreo1ate JOUr t1'71ns to 111P1'0Ye 1t. Don't th1nk 
I don't appreo1ate 1t but 1011 haYe a aaohine to 
deal w1 th and 1011 han aot to keep h1ll •• eYen 
•• po .. 1ble. 

(Xeet1ng ooool 11ded) 
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SECOND GROUP MEETING (P1nanc1ng) March 1, 1939 
10:15 A. M. 

PRESENT: 

H. M.Jr: · 

Haas: 

H. M.Jr: 

Secretary Korgenthau 
Mr. Hanee 
Mr. Bell 
Mr. Murphy 
Mr. Seltzer 
Mr. Haae 
Mre. IClotz 

(Secretary ' • Ott1oe) 

I have been reading th1e etutr that you people 
have been teedLng me on the financing, and those 
ot you who have worked with me closely before, 
know I always eal.d I did not want to open up an 
old issue. 

Well, I have changed and I want to say, to give 
you people the background, why I have changed, and 
I don't want to say it betore the 11 o'clock. 

The reason that I have changed is this: Now, I 
want to get th1s to you and I don't want to make 
that statement except to my own people. Thie 
market is just out or all proportions. I mean it 
is way up on a pinnacle. Heretofore I have always 
been lucky in that I had a tloor 1n my Government 
bond market before -my Government financing. Then 
it usually etittens up Just before, but I had a 
good sound base. Now they tell me I have a eound 
base but I don't like it. I think it is - I mean 
Government bonds are now at the highest point 
that they have ever been. 

Now, the normal thing would be - I want you to get 
what I am thinking - am I rightt 

Yea . 

Now, t he normal. thing would be to a1 t here and eay, 
•well, you know ten year bonds will sell at lOll, 
but that li now 18 not enough because I think the 
thing 18 abnormally high and it would be Yery easy 
tor that li point premium to go below par. That 
would ~••t a cloud or doubt oYer all our securities. 
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Now, on the other hand, we open up the 2-)/4, 
6o •e, 65 ' • which now eell over 104 and ear we 
ort:er it at l02i. We have right there a 2l 
point premiwa in a eat:ety margin between ourselTII 
and par. I mean VII ll:noolt it do- li oureelvea. 
Ve are giving eeouritiee which are eelling at 
10~ plus today, we are ot:t:ering them, eay at 
l02i, eo there ie really ~ points. It hae to 
go do- ~ pointe bet:ore it goes below par and 
I think, at thls time, it would be smart to open 
up what I haTe always been opposed to. 

I vas amused at the notee that Henry Murphy gave 
me t:rom the Fed . in New Yorlt . They think it was 
their idea that sold the RFC thing at a premium. 

He heard you tallt about it a.nd it amused him eo 
muoh that he took the ored.it. 

But having tried and been suooesst:ul, and it: we 
oan assure ourselves the banks don't mind paying 
a premium and then write it orr, I am very much 
inclined, because the thing is so high, to open 
up the last one and get that extra cushion. By 
doing that we will have a ~ point cuehion because 
I think right nov, oh, something happened in 
Europe which vas very disturbing in bonde and 
the bond market could very easily sell orr a point 
and a halt: and then the last Treasury ieeue would 
have broken par and that would be very bad, 
psychologically. You know everybody will be 
rubbing my nose: 1 Loolt at the last 1eeue or the 
Treasury, it hae gone below - broke par•. And 
I don't want to make th1e little speech bet:ore 
the Fed crowd because I don't want to be that 
rrank. But I do want you t:ellovs to think and 
have it in your minde. 

Have you ever opened up one or these bet:ore' 

Yee, we ueed to do it quite a lot . 

Lately, Dan? 

Bet:ore ay time largely. Larry, ror the t:iret 
time (epealting to Mr. Belt&er) I am inclined to 
open up a t:ormer issue in order to get that 
margin or eat:ety. 
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You mean the long bonds? 

Yea. 

16 

One thing rou have to conei der is that theee two 
and 1/~ notee vera ieaued in the refUnding ot the 
liberties, and I don't think ther are as vell 
concentrated 1n Nev York ae previous note issues. 

Well , I would not give one; I would give two. 

Would you also use a short bOnd? 

I ll.lll open to argument. . I am talking, ( addreea1ng 
Mr. Murphy) tor the first ~ime, ot opening up 
another one in order to get that 'extra c~ebion, 
because the bond market is ao abnormally high 
that I ll.lll fea.rtul if I Juet do the normal thing 
and give the bore li or 2 points that that ia not 
enough if something really happens. I think the 
market could be very vulnerable. I disagree with 
vhat everybody alae aaya. I mean what the -
that the market is sound and so forth. It is 
just too high. It is abnormally high and I Just 
don't want a new issue in the next two or three 
months to go below par and the only vay I know to 
do it on a long bond would be to open up the 
last one which is a very small one. 

Would you charge them 2t points premium? 

I will 0 bondle0 w1 th rou, i t rou knov what that is? 

It fOU are going -

It fOU live in New York, you know what that is. 

It you are going to give them a big premium -

I will bargain with you. 

What I want to ear is this: It rou give them a 
big premium net then they are likely to lose it 
the market goes down no leas than 1! they get a 
2-5/8. 

Well, the difference - but look, old man. 

Your prioe would not go below par. 
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I want JOU to get the wa7 I think. The present 
60- 65 is selling at 10~ something, ien 1t it? 

Yea, Just about lo4 flat. 

Now supposing we otter that at 102! f rom toda7 ' s prioe . It hae to break 4 pointe to go below par. 

Right . 

And that I don't think would be possible . And as 
opposed to, ea7, getting out a new 21, all right, we will give them - we will price it so it sells 
at lOli. The7 get li pointe that way, wbich is 
the same thing. You give them 101!. B7 doing 
that you onl7 have li pointe. Something happens 
in Europe, crack aha goes below par and then tor weeks and weeks and weeks t hey will talk about 
the issue that went below par and Government 
credit and everything else and all the rest of 
that bueinees. 

Ie a point and a half enough to absorb the 
quantity that you are going to throw into that 
particular segment? I Just wondered if the 2i 
pointe, if you haven't got the figure pretty 
carefully as to what it is going to do to the 
market when you throw the new ieeue in. 

I am talking about the principle of the thing. 
I could talk 2 pointe or 1 point. As to the 
spread I have not arrived. I wanted these fellows 
to te~ t hem what I have been thinking about so 
they can be digesting it . I oan talk about 2 points or I could talk 1 point. I don't know. 
It is the idea. 

Sure. 

You are quite right I don't know what opening up 
a new i ssue would do - how much that would 
automatically depress it, but I ...ould a.nnounce 
it tonight in order that I get two daya, that I 
am going to open that issue and see what happens 
to it and I will get the benefit of that, and I want to do that tonight - make up my mind tonight. 

Sure, 
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You would have to be prepared for a heaY)' eub­
eoription 1n it, aD)' other ieeue that rou ottertd 
at par. 

Vel.l, I waa leaning api.n tovarda a ten rear two 
to a ~ixed aatur1t)'. 

No, not at al.l. 

Don't 70u 'think eo' 

I think that ie a good poeeibilit7 at thie tiae, 
not to have an7 note ieeue, Juet a straight tvo 
and a long bond. 

And price the two not t oo attractivel,.. 

Yee. 

I aean to make it ~re attractive to go into the 
long one than t he fixed two. 

You would have t o make up tor that preaiua. 

Yee, ther ought to have -

Might 'go eleven )'eare it rou want to aalte it up. 

You are betting on the tort7-eevene ae against 
the t ort7-81ghte. You eee thie new bon4 will be 
selling to )'ield lees than a bond aatur1ng ahead 
ot the fort7-eighte if 70u aade it eleven rears. 

Yea. 

I aean that can all be done ver,. quickl7 b7 the 
aarket experts. I aean the7 oan get together 
and whether it ie a ten and a hal.t or eleven 
that can be figured out nr,. quio~,.. But 1t h 
Juet the tllought at this t1.ae. I never want to 
aake a 111.etalte 1t I can help 1t . But I want to 
aake 1t nov. Vbat do )'OU think about opening 
up that two and three-quarter 6o - 65. 

I vae going to reaark earlier in the dhouee1on 
that other things being equal it va• auoh eae1er 
to g1Ye a generous prell1ua on an entirel)' new 
heue than on the old, but 1t )'OU g1Ye two 4&7• 
adYanoe notice it will be opened~. up eo rou will 
have 70ur adJuetaant in adYanoe rather than 
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subsequently. It seems to me the eateet course 
and the eaeieet war or giving a eatietactorr 
premium and it ie making sure that your issue 
will go over. It certainly seems to me to be 
ver-r popular with most or the people whom I 
talked to. 

It we do it I want to announce it tonight or 
tomorrow morning, that we are going to open up 
that issue. By doing that we have two and a 
halt d.ays to see what happens to it. 

Yea, under those conditione I would look upon it 
very favorably. 

I haven't any violent objection to it although 
my own preference would be two and tive-eighthe 
or about the same maturity. 

Larry, I would ear it the market had not done that 
on me - you know, I have not said t h is in a long 
time and I say it - Hanes moat likely has not 
heard me say this, but in pricing t hese things 
I am a burned ohild. I mean I have gotten my 
fingers burned so often and it does not mean 
anything to me that the bond market is up there 
because I could see somebody doing something in 
this Administration which tomorrow would juet 
pull the plug right out or t he Government bond 
market, and somebody has got to pat me on the 
back and say, 1 It is 0. I., we want business to 
go ahead• . I want to believe it and therefore 
until I believe it I have got to take -- I mean 
I have got to remember the things that have 
happened to me during the last five years where 
just before ti.nanoing somebody pulled a plug 
and lett me up high and dry. It we had not had 
t hese bi g premiums we would have had failures. 

Now, you priced these two and t1ve-eighthe, let 
us ea-r, we tigure two points profit end with a 
market where it is perteotlT possible to see 
the thing go right out 

It ie always possible. 

I would not be very apprehensive , though, with 
that margin. 
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!Co, but eo lll&ll7 t1llee in the la"et t'1 ve yeare 
eometh1ng did happen we had not tigured on; 
eomebody made a epeech or eoaebody did 1011eth1ng. 

I imagine you w1~1 have a lot ot eeconda17 d1a­
tribution ot those long bonde, beoauee a lot ot 
the bank• that had to take them 1.n at a heavy 
prelliua, instead ot taking them on their boolte -

We are ready to sell eome ot our ehorter stutt. 

How much have you got all together7 

We can rake up probably seventy or eighty million. 

We have eeventy or eighty million dollars in 
var1oue accounts colling ·due in '~2, 143 and 144, 
along in there. 

Up to •4~. 

We could sell that stutt at a handeome prot1t and 
buy theee others and that would be the time to do 
it . 

We have some three to tive dollar protit in eome ot 
the shorter bonde and we can get the same 7ield, 
eame coupon on s1xty-eixty tive. 

You have another advantage on this; the tact that 
you can announce it and get the reaotion. 

I have always argued against it but I never eat 
here and had the bond marltet go up Juet ae rapidly 
betore tinanc1ng. 

Hae there been any indication i n the market that 
there ie a churning or rolling over ot the rights -
any rolling over ot the righte. You eee, the 
r1ghte are eelling tor 102. .f. man that buye the· 
righte 1n the market today at 102 and he turn• 
them 1.n and pa;re a two dollar prelliua, he 11 pa;ring 
lo4 tor hie new bonde. I wondered it there wae 
much ot thet. 

We can a11t about that at eleven o ' clock. 

To what do you attribute that very •harp upturnt 
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No oaeh. 

Opened right up the next morning. 

And our theor;y baa been that the new iaaue alwa;rs 
eelle relativel;r better on the Street refunding 

than w1th new oaeh. 

The sharpest upturn we have had all along here. 

Went up almost a halt a point ;reeterda;r. 

You might get me a line on the non-Government bonda -

whether the;y followed that or not. 

We Y1ll have that at eleven. 

Well, I wanted you to know - I did not want to be 
this frank before this group, ;rou see, but does it 
make boree eense to you, Johnnie? 

It sounds good to me, ;rea. 

You see, this issue I am talking about baa about 
five hundred sixt;y million, hasn 't it? 

rive hundred ninet;r. 

The private bonds did not move at all. 

Did you hear that? 

What is that? 

The private bond.s did not move at all. 

The spread has been such that the;y don ' t have to 
aove. 

No, but which Just adds again that this thing ie up. 
Well, rou fellows turn 1t over 1n ;rour m1nde and 

1r ;you w1ll all be back at eleven, and rou want to 

be here when Bob Re;rnolde ooaea at ten-thirt;r • 

Yea. 

I would Ull:e Mr. Ranee here 1n an:r case but think 

thie thing over and, as I eay, I don 1t want to be 
qu.1te eo frank before theae other fellows. V1ll 

;rou all be back at eleven o'clock. 

(Keating concluded) 
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March 1, 1939 
lliOO A, M. 

(Secretar.r'e Ottice ) 

Shall we go ahead, Mr. !:oolea, 1n the regular wa7? 

It ia all right With me. 

What are our needs tor the rest ot the calendar 
TSar' 

This eetimate baa in it a 310 million dollar 
financing tor the IU'C i n February, and, s110, 
11~ million dollars tor the United Stat ee Houeing. 

In addition i t baa no cash in March. I ebould eaT 
750 million dollars ot new oash in June; 750 million 
in September and 500 million in December. 

And then tor the corporations, it baa 200 milli on 
in Jul7 t or CommoditT Credit; 100 million in October 
tor United Statea Housing, and 300 million in 
November tor the IU'O. 

On tb,IP.t baaia ve get bslanoea at the end ot thl 
peri ode: Febru&rT, two bi llion tiTe hundred ninetT 
a1x; March, tvo billion t our hundred thirtT; April, 
one billion nine hundred eixtT tiTs, and MaT, one 
billion eeven hundred aeventT tour. June, two 
billion eevent7 t our; Jul71 0ne billion eight 
tort7 three; Auguat, one billion eeTen eightT-three; 
September, tvo bi llion tvo hundred tittT one; 
October, one billion nine hundred eixt 7; 
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November , two bill i on one hundred nineteen and 

December, t wo billion three n.inety eight. Pretty 

substantial balances all along . 

There i s in t he picture also Home Owners• Loan 
maturity of three hundred twenty five million on 

June first. It i s contemplated t hat we will pay 
off one hundred forty million or t hat in cash and 

refunding about one hundred eight y million. 

There is callable ot a Home Owners•Loan i ssue on 

August 1, nine hundred fifty mi llion. 

So t here is a possi bilit y ot bringing that back 

for coupling the two toget her in some way. 

And t hen there is one hundred million dollars 

ot Federal Farm •tortgage Corporation bonds on 
September 1, which are due, which we will pay orr 

about thirty and refund the balance . 

In November there is two hundred six mill ion 
dollars ot Comoodity Credit , which we will pay 

ott in cash or retund out of the three hundred 
million issue a s contemplated at t hAt time. 

That about completes the picture, Mr. Secretary. 

Can you sum it up, Dan? Give us the - I know it 

is pretty hard. 

Well , there 1s nothing in the picture at the 

pres ent time except t he refunding in March of t he 

June maturing notes. And then i n May we possi bly 

will have a small issue or Home Owners1 Loan to 

take care or the June 1, maturity, with a 
pos sibility or increasing i t by a called ieeue 
ot nine hundred fifty in August. That is yet to 

be decided. 

I n June, we would have seven hundred fitty mill ion 

dollars issue for cash and the question before you 

then would be as to whether or not you would want 

to bring into September tour hundred twenty seven 

mill ion. And when you reach September you would 
have another seven hundred titty million with a 

question as to whether you would want to bring 
into December 's ot five hundred twenty-six m1111on. 

Regraded Unclassified



Eccles : 

Bell: 

Eccles: 

Bell : 

Eoclee: 

Bell: 

H.M. Jr: 

Bell: 

Eccles: 

H.l4.Jr: 

Bell: 

Eoclee: 

Bell : 

Eccles: 

24 
- 3 -

And December ie a small issue or rive hundred 
million. 

There is no Houei.ng authority or RFC in the picture 
between now and September, is there? 

llotlUng 1ll this estimate except two hundred million 
dollars or Commodity Credit in July. 

Yes. 

And that is to take oare or cotton payments or 
about one hundred ~wenty million dollars . 

That is new money. 

That is new money. Most or it will go right back 
into the market . 

Recently we talked about having an RFC issue in 
l(ay. I don ' t think the Secretary bas made up hie 
mind ae to whether we will do that or not. 

No. 

I might state incidentally, I put the RFC out into 
November and left the Home Owners'Loan refunding in 
May. 

An RFC ieeue would be merely a question or paying 
orr the Treasury which would reduce the amount or 
new money the Treasury would need and i! you did 
RFC in May you would need lees in June . 

That is right . 

That 1e right, but it might have the errect or 
sWitching the June amount or seven hundred !i!ty 
to December where we have rive hundred mill ion 
and the reason it is out down is beccuee or the 
three hundred mi llion issue in November. 

That is the RFC. 

And Commodity Credit, yes . 

How much farther can you go on RFC' 
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You mean in financing? 

Yea , eo tar ae the Treasury is concerned. What 

do they owe t he Treasury now? 

They ove the Treasury -

Four hundred million. 

About rive hundred million. 

That would clean that up. 

Yes. 

Is it that much, Dan, that they still owe ue? 

I think i t vae seven hundred eighty million and 

the three hundred million brought it down to about 

tour hundred eighty million. I will check that. 

You can finance RFC any time and reduce Treasury 

new financing by t hat amount, can't you? 

That is right. Of course, we would have to meet 

RFC requirements out or the general fund , but 
duri ng t he past seven months the requirements have 

been very small - twenty-rive or thirty million. 

Mr. Sproul , do you want to tell us vhat the New York 

market is thinking about . 

Yes. The New York market first is taking a look 

at t he maturing issue or two and one- eighth. They 

reel they are not so vell able to gauge as they 

were last time just how those notes are held, 

because there vas a pretty good coupon and t he 

issue doee not show up as it did last time when 

you could say With some assurance that about eighty 

per cent was held by banks and insurance companies. 

Nov, quite a bit or 1t seems to be held out around 

the country in small amounts , probably 1n trust 

tunde and some by individual& and small banka. 

So nov you can only eee perhaps fifty or sixty 

per cent or 1t and, therefore, 1t is a little more 

difficult to tel l just hov it v111 act on an 

exchange offering. 

Regraded Unclassified



- 5 -
26 

The eeoond thing the market ie tb.~g ia or 

saying, ie that you still have the two pr1noipal 
tTPe• of buyers; tvo principal tTPe• ot demands; 
one from banks ohietly tor a abort or intermediate 

bond, with some willing to go out into the longer 
bonds and, eeoond, from i nsurance companies tor 

a longer bond and some willing to go into the 
short and intermediates, and with a secondary 

demand tor a note which is not so large and eo 
ieportant, but vhich nevertheless exists, although 

that market has been pretty well atarved on account 

ot both shrinking supply and the declining yield. 

The third thing they a r e telling about is the 

possibility ot putting out , making an addition to 
an old issue at this time, and putting out some­

thing therefor at a premium. The ma.rltet 1n New 

York at least feels that the ground has been laid 
tor that by the RrC issue. They are somewhat 

expecting it and a good many of them are eold on 
the idea that it would be a good thing to do 
again; that it permits greater flexibility i n 
placing; it permits you to add to old iaauee where 

there is a small amount out and you want to 
increase the amount to improve ite trading value 
and, fi nally, that it will prevent an i ndefinite 
increas e in t he number or i ssues in which the 

market hae to list and trade . 

With t hat background, the tour principal types ot 

ottering - there is an infinite variety ot otteringe 

you can put together. I think there are tour 
principal items and one is the note and the long 

bond which would have to be quite a bit or a 
spread between them as tar as yield and profit i s 
concerned, and, therefore , you would probably 

shove some unwilling holders into the long bonds 
ae well as the speculators, and t hat might have 

a dampening influence on the market dur ing a 
period or distribution, which might have something 

to commend it at this time. 

The second possibility is a note and a long inter­
mediate bond. You could above out your two and 

a halves in the 54-57 area. That would be all 
right. It would not t1 t anyone 'e pocketbook 
exactly, however. 

The third possibility 1a a short bond and a long 

bond of ten years two. For instance, plus a two 

and rive-eight in the early sixties or two and 
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tbree-quartere out in no man's land, and eixty-tive 

to aeventy-tive, somewhere in there, or openi ng up 
at a1xty-e1xty-tive. The two and a quarter at 
eixty-aixtr-tive, which ie a emall iaaue, and which 
could stand some addi t ion, opening 1t up at a 
prem1WII. 

The fourth possi bility ie the short or intermediate 
bond and the long bond, plus an ottering ot notes 

and spec iticall7 re-opening t he December ' 43 
notes which are out in small amount. That would 

merely be a gesture in ordinary oiroumetanoee. 

The last exchange ottering on notes , :rou remember, 

the7 were onlr ~bout t~rty-n1ne mil.licn taken, 
ot which we took thirty, eo there waen 1t much ot 
a demand tor them on an exchange basis. It, 
however, anything happens between the time ot the 
announcement and the time ot payment it i s a s t orm 
cellar to which people could run, so it has some 

insurance value. 

Putting together all ot the opi nions I have gotten, 
I would be in tavor ot the l ast alternative. It 

ie a two wa:r issue, really, with an appendage or 
a note which in t he ordinary course ot events would 

not get anywhere. 

What do you recommend? 

A t vo way ieeue. Now, that could be ei t her -

Three wa:r, a r en't you? 

Three way issue and 70u count this note which woul d 

not get anywhere as an ieeue - three war i ssue. 

The note and the last one. 

The intermediate bond and t he long bond. 

And you are taking t he intermediate to a t1xed 
maturity. 

I think there are two posa1bi lit1es t here. One 
would be a ten year two fixed matur1tr; t he other 
would be t o re- open the t 1tty, t h e two and a hal t 

at 50-52 at a premium but not 1n exoees. On a 

Regraded Unclassified



H. M.Jr: 

Harrison: 

Eoclee: 

H. M. Jr: 

Eoclee: 

H. M.Jr: 

Eoclee: 

H.M.Jr: 

Eoolee: 

28 

- 1 -

long bond you oould either reopen the 6o- 65e I 
think, or else put out a two and !iYe-eight in 
the early 6o or step out or the two and three 
quarter• at 65 or 70 or 70-75· It 1e pretty hard 
to plaoe the price out in that area. 

There ie one other th.ing that the market 111 oolll1ng 
to reel up there and, I think, it ie iaportant. 
That 111 that the a110unt or profit whioh oan be 
made on these exchange offerings and new eub­
eoriptions is getting out or hand. It hae been 
working up from a halt point to a point and a 
point and a halt and now they are pricing the 
rights around two pointe . I think it would be 
desirable to begin pricing a little oloeer eo 
as to shave down on that pro t1 t, and it could be 
done v1tbout i .nter!ering v1th the IIUOCese Of the 
iesuee. 

Did.n 1t that fellow Morgenthau say last week he 
wanted people to make money? 

Well, within reason; not all in the Government 
bond market. 

You wanted them to earn it, but you did not want 
to give it to them. 

Mr. Cha11'111&D, has the Board taken any poe1tion' 

No, no official position ae a recommendation of the 
committee. Ve discussed it and we have always 
felt before - we haYe neYer come over v1th the 
idea of making a recommendation ae a committee, 
but merely come over to advise individually as 
members or a committee. I teel ,in the future, 
it you want the committee to make recommendations -
we have never done that. 

But we have got ten some ideas. 

IndiYidually. 

Yee. Have you got some ideas now? 

Yes, but I would like to hear f rom Mr. Harr1eon 
and the others, but I have some. 
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Well, M.r. Secretary, I agree with Mr. Sproul and 

I have no~ng to add to t hat. He has covered 

jus t exactly the way I reel about i t and I t hink 

we have reached the same conclusions i ndependently. 

I feel t oo as he does, that there i s some advantage , 

sooner or later and probably now rkther than later, 

in opening up some one of your longer issues. If 

you are going to make a three way offering, and I 

also agree wi th him that the t i me i s comi ng when 

you should out down on the gravy. 

That is good news when New York talks t hat way. 

ltould you recommend the r eopening or an old i ssue 

if it were just a t wo way? 

If you had, for instance, an intermediate and long 

bond, I t hink I would reopen one or them, yes, 

just to try it. I would not reopen both becauee 

it is more or leas experiment al and there i s some 

disinclination on the part of banks to buy bonds 

at a premium. At least they say so although t hey 

are qui te accustomed to doi ng it with state and 

munic i pal offerings and corporate offerings. 

They are paying 102 for the right s, which is about 

the same. 

Purchase of out s tanding issues -

How much does the System own of them? 

Ei ghty five million. 

Well, Mr. Eccles, nov having heard from Governor 

Harri son, will you speak? 

All r i ght. If you a re goi ng t o gi ve the market 

what it s eems t o want i t is just a question or how 

you are going to approach t his; whether you are 

goi ng to - as you say, you have goods to sell and 

you want to supply t he customer. Deci de whether 

you want to give the market what it wants and t hen 

approach it from that standpoint. It seems to me 

that you have got to give a long bond - an 

i ntermediate bond and not necessarily a note, but 

it seems to me there could be no objection in it 
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and then you would be eatietying, if you gave a 
three way orrering, you would be aatisfying the 
entire market . 

I am very much in tavor of reducing the premium. 
I think t hat it ie a great mistake, under present 
oonditicns. It is not necessary at all to give 
suoh a very large premium and nov would be a good 
time to reduce it - keep these rights trom getting 
out or line any further than they are. 

I would t avor, so tar as it seems to be possible, 
to offer existing i ssues at a premi um. I can not 
personally see any objection. Banks are constantly 
buying bonds at premiums and amorti~ing the 
premiums over t he life or the bond. They say they 
don't lilte it but they are buyi ng all t he time, 
and there should be no objection to it, because t he 
premium permits it to be treated on a basis or the 
maturity yield basis and amort1~e the premium over 
t he lite. 

Now, ot course, I am looking at the thing f rom quite 
another point of view. I am on record here in the 
past and I don ' t mind going on record again in 
stating that I don't like long term bonds or any 
kind, particularly Government . I think we are 
assuclr.g a great responsibi lity when we put out 
twenty-five year bonds. You mi ght just aa well 
put out twenty-five , thirty or forty year bonds 
when you are talking about twenty-rive. It is 
trying t o guess what the rates may be at that time. 
We a re i n a position vastly different from a 
private company. We have this r esponsibility, 
it eeeme to me: In the first place if war should 
eventuate or something elee develop and the interest 
rate go down then we have an advantage at the 
expense of our citizens. On the ot her hand if 
the reverse should be true then we are paying more 
money than we should pay. That i s the way I feel 
in principle about a long bond. 

Another thing. We want funds to go into privat e 
investment . So long as we furnish the market with 
a desi rable yield, euch as we do, eay, we give 
two and three quarters per cent on a tax-free 
security t hat we ore supplying the i nve stor with, 
whet her institutional or individual, with a fine 
opportunity for investing hie tunde, why on earth 
should they, under those oircumetanoes make much or 
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an ettort to go out into private activity. I know 

I would not, under the circumstanoes. I don 't see 

why we should do that . 

The little fellow ia taken care ot through the 

Baby Bonde. I th1nk that we may have some obligation 

to supply the small investor while he hasn't the 

taoilitiee and the opportunity, We ehould supply 

him with some opportunity to inoreltee~e tunds 

and that 1s done through the Baby Bonds. 4~ 

Now, supplying your big i nveetora and institutions 

along with what they want in the long term tield, 

I don ' t know whether we should. The question ot 

the Government bond market is largely determined by 

the situation v1th reference to the excess reserves 

and t he total volume ot depoeits in the banks. 

Now, that is going to be the determining tactor and 

that is within t he control ot the Treasury and the 

Reserve System itselt tor an indefinite period. 

Now, I say we should be perfectly orthodox on this 

thing and say we would operate it as we would i n 

an i nternational gold standard. I think the 

suggestion ot Mr. Sproul and Governor Harrison to 

approach it that way is the thing to do in the 

situation that nov exists and is likely to exist 

tor an indet1nite period. It is entirely within 

our own control . 

I don 1 t like a long bond and I would, und er those 

circumstances, tavor not to exceed a ten year -

maybe ten and a halt, two per cent bond. The 

market will holler it they are not given an 

opportunity to invest their tunds but let them go 

out and invest them somewhere else. 

And what do you say' 

From our experience around Philadelphia the demand 

is tor the intermediate bond, somewhere between 

ten, ten and a halt and up to twelve years. There 

is some demand tor the longer bond trom one ot the 

insurance companies and eome ot the trust companies. 

However, as I think I have said here betore several 

ttmea, I think in our district, the pri mary demand 

ie the i ntermediate bond. Whethe r or not a new 

issue or an old one could be opened up, we have 

talked about the question ot the bond v1th a premium 

and they all really expect that. 
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Yea, the)' talked about not liking 1t and eo forth, 
but they recogniss the practical situation and are 
prepared tor it . 

Aa tar as the ·notes are concerned, there is •er:y 
little demand tor the notes. I recognise vhat 
Mr. Sproul said with reference to the insurance 
feature ot the notes in case an:ything happens 
between now and the fifteen, but there was ver:y 
11 ttle ot that shown with ue . 

Is the Bretsm showing anr interest' 

The System? 

The Federal Reserve Sratem. 

I guess we will have to. 

In t he notes , I mean. 

Yea, I guess we will have to but I think it might 
be well t o consider the nota along with the shorter -
the shorter and longer bonds . As tar as we are 
concerned we don't get ver:y much ot it. I do 
recognise the other feature or it - the desirabilitr 
ot the note trom the insurance point ot view. 

And what do you have to say? 

Ve have made a surver 1ll New Yorlt and Philadelphia 
and there has been a considerable shift since 
Deoember in the preference ot inveetors. There baa 
been quite an i ncrease i n the popularity or ehort 
term bonde eince the i ssue that was put out in 
December. There also hae been eome increaee in 
the popularity or the long term bond; whereas the 
nctea have declined in popularitr since December, 
and t here i s very l ittle demand t or a two and a 
halt per cent bond. The commercial banks eeldom 
ta•or a ten rear two per oent bond. And tber ha•e 
leu 1lltereet i n either tb.a longer teraa or the 
notee. 
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The ea'r1nga banks eeem to be nell17 cUvided between 

a two per oent ten Jear bond and a long term bond. 

There is ver, 'rerJ little interest in the other two 

tJP•• or iesue. 

The insurance companies seem rather detinitel7 to 

prefer a long term bond. 

And twc other poi.nts were raised by quits a nwaber 

ot the investors that we talked with. There 1s a 

definite preference tor bonds with a definite 

maturit7 as against bonds with long call period, 

and as Mr. Sproul mentioned, there is a good deal 

ot opposition outside or New York to the Treaeury 

eell1ng iesuee at premium. 

A number or banks objected to the premium on the 

RFC issue and said the7 cut down their subscriptions 

because or the premium and other banks -

That is not true. Excuee me. The7 took the 

maximum. I am not contradicting you 'but the state­

ment they made, because they took all that their 

oapital and surplus would permit. 

And a number or them sold the RFC 1seue rather than 

bold it because or the premium. How eerious that 

is I don't know, but quite a number or the banks 

did raise the objecti on to an issue with preiiJ.wa. 

I wae not contracUcti.ng you. 

That is all right. 

As t o What the subscription books showed. Thank 70u. 

Williams? 

I don't beli eve I can add ver, much to what has 

been said as rsgarde the monetary aspect or it. 

I agree with the Chairman that it is desirable to 

do more short financing. It makes tor a more 

stable situation and it doee tend to force invest­

ment into pri vate channels. I agree with that 

entirel7. 

I don't know how much practi cal bearing it has on 

the present situation. It the effect or the ehort 

financing r ight now were to increase the voluae or 

deposita more than the long financing, I don't 
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know whether that ie desirable right now or not. 

After all, we have a large volume of deposits IUld 

eome time or other we will probably get to worrying 

whether it is not too large. If the volume of 

deposits were increased I sbou1d think that would 

have the effect of pushing up eeourity prioee all 

around, at least Government security prices, and 

that might make for greater instability. So I 

think it is a very hard question to say what you 

should do . If your long bonds were to go to 

insuranoe companies, institutional investore, I 

don't think t hat is desirable as against having 

them all go to the banks under the conditions that 

we face right now. And it may be that the urge 

for private investment bas got to come trom some 

other source than t he interest rate. It may be 

that it depends, fundamentally, on the general 

outlook for business and the state of confidence 

and things l ike that. 

I suppose the concrete question that is raised 

is whether in view of the fUndamental validity, 

as I would put it, of short financing from a 

monetary standpoi nt, you ought t o be dominated 

by that thought now - change of policy, on 

account of that, IUld I wou1d think not under all 

of t he oiroumstances for the reasons that I have 

given. 

You would not let it influence you. 

I don ' t think I would v~ry much r i ght now. I t may 

be that later on you have some financing to do 

for new money and it would be more appropriate 

to think of the abort issues because you have got 

those up your sleeve all the time . 

I agree on new money, it would be preferable. I 

was merely discussing this from a general standpoint 

as to whether it would apply better to refunding 

or new money. 

Mr. Secretary, I was wondering even it you accepted 

the principle pronounced by the Cha1rm1Ul and 

Mr. Will iams, and then consider the practical 

situation as 1t ensts today, whether shortening 

your issues in order to encourage private inveet­

ment wou1d in fact have very much effect on 

private investment. There 1s plenty of money 

available both tor long time Governments and 
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long time corporate& provided the riek ie not 

there. In other words prime securitiea sell and 

they sell at good ratea. I doubt very much 
whether aa things exist today, again going to 

the practical, it the Treasury anould issue 

merely abort ones that you would encourage the 

investors to assume any greater risk in a long 

time private security. In other words, as 
l~r. Williams pointed out, it is not so much the 

yield but it is a question or t he risk the 
people are interested l n. And bank examiners 

and laws both are stricter and stricter so tar 

as going down into risk securities. 

I am surprised at some or you people discussing 

what to do to encourage private investors that 

you don't mention t he length or the Government 

bonds - that is, how many or them there are 

going to be. 

That 1a very i mportant . 

It aeema to me t hat that i s something which 
throws a little influence on the man that baa 

control on his own money. 

I think fundamentally it ie a question or the 

state of confidence and t he business outlook more 

than the price or money. But that does not deny 

the validity of this principle . I think t he 
principle is all right. I Just don't aee any 

va.y or applying it usefully right here. 

You are saying the principle ia all right but 

tor the moment just pigeon hole it. 

I would say so. 

O.K. 

Don 1 t you think vhsn the demand comes tor more 

money that it will go down and it will toroe 
the Treasury to a high coupon or short maturity. 

I mean it will be brought about almost automatioally 

when t he situation develops. 

Well , or course you have huge exoees reserves. 

You mean a demand tor money tor whet purposet 
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I mean tor business. 
to go into. 
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That 1a vhat JOU vant it 

That 1B not a question ot bank money; that 1e a 
question or the use or existing money. The great 
ditt1culty today is in a la.rge measure - ;rou look 

at your corporation statements and there is 
already a supply or idle deposita. It is not a 
question or that. It is a question or the 
companies ueing the money t hey have and that is a 
problem itaelt. It is a question or the velocity 

ot money rather than any substantial new bank 
oredita. That 1e the principal th1.ng. There may 
be some increase in volume but it ia pretty 
largely a use or existing deposita. 

I t I could make one more remark. It seems to me 

you would have a perfect case or what JOU had in 
mind - perfect illustration by saying this: It 

JOU were at the bottom or t he depression and had 
a dsticiency or mone1 and vere trying to build it 
up and then toroe the additional mone1 into private 

investment, JOU see then there would be a lot to 
be said tor abort financing, but that is not the 

case. This is a very mixed situation. We have 
such a large volume or deposita anyway. 

When you are at the bottom ot the depression you 
cater to the market and give it anything it wants 
in order to be able to sell JOUr securities. 
That is the other aspec t or it too. 

May I ask Mr. Williams a question, Mr. Secretary? 

Why not, 

In announcing this principle, vh1oh I think there 
is something to be said tor, certainly, he has 

not demanded another principle that I have otten 
heard h1m pronounce here on th1a little machine. 
That is t hat it is good tiecal policy tor the 

Treasury, when it gets an opportunity to project 
ita maturities forward, and not to have too 
big a percentage coming due too eoon. 

I think that is true. It ie a quu~tion or 
balance. 

Williams is good today (facetiously) . 
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Well, you have got a complioated problem. There 
&Nj eeveral elements. One ie good housing from 

the point of view of the Treasury. The question 
or what the market will take, and t hen there 1e 

no question or the correct monetary policy and 
how mix themt That is it . 

Ae I eee it, you have got tvo principles involved 

and one practi cal situation. The practical 
situation fits within the area or principles but 
not eo well with this principle that has just 
been discussed. 

And the practical one can not be pigeon holed. 

That is why ve want t he intermediat e bonds. 

I would like to say just one more word. I think 
it is very practical and very realistic. I did 

say, however, there vas a ditterenoe or whether 
you are going to approach this thing on a basis 

ot the orthodox, assuming ae we have always done 
that we have an international fixed gold standard, 

or whether you are going to approach it from the 
basis of a money situation. It all depends en­

tirely on which way you approach it. Nov, you 
can do pretty largely what you want . 

I don ' t get the gold standard point. 

What I mean, John, is the question of capital 
running out of the country and having a shortage 

ot your base, such as we vsre 1D in 1932. For 
instance, you had - i n other words when enough 
gold leaves the country you have tight money: 
It tends to control the supply of oredit. That 

is what I mean, which has always been true in 
the past. 

The difficulty of long Government financing under 

a gold standard ie tt.at you are constantly up 
agains t the danger that there would be a gold 
flow which will change the price of securities 

draat1callr. 

That is right . 

So I should sa:r under a gold standard it wuld be 

even more a quest i on or long standing, except 
there you have got to do what the market wants. 
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You can not control it. You have to do what it 
wants. 

Mr. Goldenveiaer, I have some bonds to exchange. 
Have you any suggestions? 

Ooldenwei aer: Well. 

H. M.Jr: That I don't have to pigeon hole. 

Goldenweiaer: I am afraid that what I think on this is destined 
tor the pigeon hole because I definitely think 
that it is a perfectly practical matter and a 
perfectly desirable matter, and i t enough people 
think that way we should not go out and issue 
very• long b?nde. 

Harrison: 

I think that we can give a great many reasons tor 
it but I think the principal ones were mentioned. 

I shall onl:r say one other thing, and that is 
that the time when these bonds cease to be tax­
exempt is sure to come sooner or later and I 
don 't believe that we should provide long ti.me 
tax-exempt bonds it we can help it, because it 
you ever do abolish your tax-exempt bonds it 
would be a desirable thing not to have tax­
exempt securities outstanding any longer than 
is necessary. I think it ie better economic 
management and I think from the Central Bank's 
point or view, it is a better monetary market 
when the Government hasn't too much long etutt 
outstanding. I think you would have no practical 
difficulties With it . You have got a situation 
nov that is almost perfect tor doing exactly 
anything you choose to do . It is not as though 
you have a di fficult situation in which you have 
got to take into consideration every whim or the 
investor. 

It you were convinced t hat you wanted to have 
nothing but intermediate bonds and notes, tor 
example , you would have no difficulty in doing 
it. 

I tor one would think that that would be the best 
policy. 

Another argument on t hat , it you are going to have 
tax-exempt seouritiee, perhaps you better reserve 
some ot your shorter dates to sell the non-tax-
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exempt later on rather t han to leave open only 
t he long maturity tor non-tax-exempt. 

Maybe the tax-exempt feature would keep them above 
par. 

Help to an:rwa7. 

Gi!orge, do 70u want to eay what 7our group round 
and recommends? 

I think we are about in this posi tion - we are 
about as Mr. Sproul has outlined. We probably 
would be happy it we Just had two i ssues , but 
I don't think t he point is very strong whether 
or not we have t he note, except a s Mr. Sproul 
hae stated, i t i s purely a eatet7 '!ac·tor. 
We were thinkll1g or the opening up or the two 
and three quarters 6o- 65, and another proposition 
out in the long term field was the two and rive­
eight bond and the i ntermediate bond. We are 
th1nki ng in terms or two per cent t1xed mat uri t7. 
And those two i ssues, the intermediate and the 
fixed maturity at two per c ent and one or the 
long term issues would, I think, satiety our 
group. But ve would not obJect 1t you want to 
put a note on it tor the purpose or being eare. 

We wer e concerned somewhat, Mr. Secretary, 'With 
some or the ditt1culties ve would probably have 
i n pricing particularl7 that two per cent t1xed 
maturity. 

Hanes' 

I haven't anything to add, Mr. Secretary. 

I have nothing more. 

Well , it is rather unsatistact cry tor me. I 'Will 
have to do eome thinking and it Mr. Sproul can 
come back at two-thirty, can you? 

I 'Will be here at two-thirty. 

Are you eecretary to t bie committee. 

My title ie 0 1<!anager or t he Accounts•. 
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But you report to this group, h that righU 

Yea, the nae thing as Burge ... had. 

40 

He i s the beat ohannel or contact between the two 

organizations, ie that r i ghtt 

Yea, work with hi.m Just like you did with Randolph. 

It it ia all right with you, don ' t tell him some­

thing in contidenoe.(taoet1ously) 

He is not interested in French a1rplanea, ia hat 

( taoet1ouslrl • 

Not yet . 

Have ther made a deposit? 

Not ret. 

It you can come baok at two-th1.rt7. On account 

ot having to testit7 Thursday morning and Fridar 

morning, I think we will have to do a little 

business this afternoon. 

All right , I will be hare. 

Unless somebod7 else has some ideas, wn, I will 

have Mr. Sproul come back at tvo-th1.rtr. 

(Meeting concluded) 
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RE: OPEN MARKET COIOOTTEE March 1, 1939 
3:00 P. M. 

PRESENT: 

H . I~.Jr : 

Hanes: 

H. M.Jr: 

Hanes: 

Mr. Morgenthau 
Mr. Hanes 
Mr. Gaston 
14re. Klotz 

(Secretary's 0tt1ce) 

After this morning ' s meeting with the Federal 
Reserve crowd , I asked Harrison and Allen Sproul 
to etay behind. I told them I wanted them to 
think over the following suggestions, namely: 

That we open up three old issues: The last 5 
year note we sold; the two and a halt per cent 
50 - 52, and t he two and three quarters 60 - 65. 

That I felt that we should not s ell two old issues 
and one new one because everybody might take the 
new issue in order to try to teach the Treasury 
a lesson. 

I also told t hem by ~~ly using the old issues I 
felt that we could price them more accurately. 

I asked t hem to think it over and asked them to 
come back at 2:30 and to give me their advice. 

They returned and I had in Hr. Hanes and Mr. Bell, 
Mr. Haas and myself. In going over the notes ot 
Allen Sproul of the people that he i nterviewed 
1n New York, I round out that a number of concerns 
interested i n Government bonds were willing to 
open up old i ssues. 

Do you want their names? 

Yea. 

Oarner of the Cluaranty Truf' t Company Green of the 
Chase National Bank; Quibcy ot ~ui.bcy & Company; 
Solomon Brot hers, and Hutzler, and the Federal 
Reserve crowd i n New York -- all agreed. 
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So atter diecueeing the matter turther we all 
agreed that tonight we would get out the 
announcement tor tomorrow morn1ng 11 paper• -­
that the retunding would cone1at ot g1 Ying the 
June noteholdere the right to conYert into one 
ot the tollow1ng three ieeuee: The laet tiYe 
year one and one eighth note; the two and a 
halt per cent 50 - 52, and the two and three 
quarter 60 - 65. 

(Meeting concluded) 
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March 1, 1939. 
3:15 P. M. 

IN RE: SENATE TESTIMONY (Secretary's O!!ice) 

PRESENT : 

H. H.Jr: 

Knoke: 

H.M. Jr: 

Knoke: 

H. M. Jr: 

Foley: 

H. M.Jr: 

Foley: 

Seoretar1 Morgenthau 
Mr. Hanes 
Mr. Du!!1eld 
Mr. Fole1 
Mr. White 
Mr. Knoke 
Mr. Gaston 
Mrs . Klotz 

~lr. Xnoka, I told Mr. Harr111on JOU were. being 
very use!ul as well as ornamental and he said 
•Do you need him !or t wo more days?• and I said 
"I certalnly do1 • And I said, 1 I! you object 
I wlll ask you also to sta1"· 

So that is the !lnal word, I take it. 

He sald "What do you want him !or? • and I said, 
"Well, in case they ask me a questi on why this 
bi g payroll in New York". 

Well, I will explain that to them. 

I would like to have JOU stay and lt is entirely 
agreeable to George Harrison and Allen Sproul. 

I bought a vote ! or you oheap on the coinage, 
Weights and Measures Committee this morning. 

An $lgoo job. 

Easier than that . B7ron said, "What can we do 
!or you• , and I said "You are going to be there 
FridaJ" , and he said, •I dld not know you were 
going to be up Friday but I will certainly be 
there•, and he said, 1 I think JOur boaa lllade a 
very good i mpression 1eeterday1 , and be said 
he thought you handled Luce very well. He said, 
1 It llllght interest you to know that I had lunch 
with a good !riend or mine and Luce, this !allow 
said, be thought the Secretary got the best or 
him. He tried every way be oould to get h1.m .into 
a hole and could not do it. • 
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Certainly got that impreesion !rom reading over the 
testimony. 

In reading the testimony you oan unders tand why 
Lues bad that i .mpreuion. 

Will you rellows con!ine :yourselves to wood oil 
and not sort soap. 

Thoee are the ract•. 

We are in the wood oil business and what is the 
other one? Banana oil. 

Banana oil. 

Congressman Sheppard remarked to Aroh1e and to me, 
i! we were to suppl)' him with questions he would 
take care or Luce next time. Now, do :rou want 
to do that? 

Well, I think what I would do is - I am about 
ninety per cent eure that Luce comes !rom Waterbury. 

Waltham, Massachusetts. 

I knew 1t was an alarm olock. 

A little better; that is a dollar watoh, isn't it, 
a Waterbury. 

And look up their exports, i! any. 

Shoes and cotton materials. 

What we have done to help the watch people in 
keeping Swiss watches out. or course, that would 
not help us in this testimony, but we have done 
a beautiful job on Swiss watches and Swiss movements . 
You might look that up. 

WhAt 1B the technique or that - who will handle 
that? 

Well, we have a representative up there b)' the 
name or Bernard. 

I had an appointment to see Sheppard this after­
noon about -
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He is supposed to be t he slipee if we have anything 
to slip. 

I don't know whether he wants to have que stions 
and then t he answers. 

Will you fellows do it and jus t let me be pleasantly 
surprised. 

Vandenberg put in t h e record yesterday the questions. 
In view of t he Secretary's willingness that these 
questions should be answered in the Committee on 
Banking and Cur r ency, I ask that this entire 
cor respondence be refer red to t hat Committee and 
I r equest that the questions be posed to the 
Secret a ry when he appears as a Witness . 

And, question one. 

Is t he Government of the United States under 
agreement With the Governments of Great Britain 
and France to sustain t he value of t he French 
franc and the British pound i n relation to t he 
value of t he American dollar? 

No. 

Second. What is t h e nature and extent of t his 
agreement, if any; and , if any, is i t summarily 
revocable in the event that any of these nations 
become involved in war. 

Have no agreements. 

Third. Are there any agreements of thie same 
general nature With any other foreign Governments. 

No. 

Yes, because there are no a.greements. 

l1el l , t here are no agreements with anybody. 

Knoke may have made one on the side. 

Don 't bring that out now. 

The answer is correctly "Yes, we have none•. 
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Fourth: Does the Treasury construe it o authority 
under the Stabilization Fund Act to include the 
power to deal with wartime problema or inter­
national exchange precisely ae with peacetime 
exchange without further 1netructione trom the 
Congress. 

I think we can eay that that involves mixed 
questions or law and policy that cannot be de­
termined at this time . 

Can not tell who ie at war. What does he mean 
by that? 

We don ' t know what legi slation Congreee might 
paso it a war develope. We hove never operated 
w1th this tund during a war, and we hove not 
considered the tund in relation to a poaeible 
war. 

Wouldn't it b e sufficient to eay: •It I did not 
find my present powers adequate or course, I would 
come to Congress and suggest that I be g1ven new 
powers• . 

Couldn 't you go a step furthe r and say "Ae long as 
I am Secretary or the Treasury it any move that 
the Stabilization Fund is going to make i nvolvee 
a change in the policy, as I understand the meaning 
and intent or Congress by this act I certainly 
would not do it without coming to Congress and 
laying the whole thing be tore them•. 

I think I could go a etep further and eay "All or 
my thoughts are directed toward peace; I am not 
thinking in terme or 1·rar and 1t this country should 
get involved in a war wh.y , o t course , 11e would look 
tor Congress to direct us as to what position we 
should take , but nobody in the Treasury ie thinking 
in terms or war.• 

That ie right, nobody 1n the Treasury is thinking 
in terme ot war. It war develope I assume Congress 
will enact legislation to deal wi th it. 

"To what extent international trade and expansion 
ot i nternational t rade 111 in the di rection ot peace 
we supplement Mr. Hull's t r ade policy through 
adding stability which we all think ia a movement 
in the direction or peace•, or eo~thing like that. 
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I mean I want to get in that peace stutt and also 
in case ot war naturally we would come up and ask 
Congress tor direction. I mean we are Just not 
thinking about it, that is all. Were there any 
echos today ot any sour note about t he testimony 
or the statement or anything 

I know everybody says it is pretty gpod. Bob 
Kintner dropped i n a tew minutes ago and said he 
thought it was an excellent statement. I asked 
him what he heard and he said it was all favorable. 

Gene Duffield and I Just exchanged the mutual 
impression that the newspapers did a pret ty lousy 
Job ot handling it; they mutted the story. 

From the newspaper point ot view. 

From our point ot vlew t he stories were all right; 
from the newspaper poi nt or view I think they are 
pretty sad. 

I agree 
alone. 
at all. 

with you, but I am willing to leave it 
There is bi g stutt there they did not get 

That is right . 

I was going to say t hat they gave the story Just 
one sentence and then you appeared and went right 
into the Stabilization Fund statecent. 

Now, gentlemen, what suggestions have you tor me. 

Well , I think the genera.l agreement is t hat 
probably the wise policy would be tor you to give 
the same sta-tement but to precede it with a one 
page statement. 

My idea i s and I thi.nk Ed agrees with me, my idea 
ie that you should present identically the same 
statement, simply making appropriate substitution 
tor t ile name ot t he co1111111 ttee and make a brief 
verbal statement ~e ohairman when you start your 
statement, saying 1 I have a etatecent here which 
i s in substance identical with the statement I 
presented to the House Committee yesterday. It 
you would like me to read it I shall be glad to 
do so; it you wish only to include it in your 
record that is eatietaotory to me. I am also 
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presenting oopies of a statement of the condition 

nt the Stabilization Fund for June }0, and 

December 31, which I also presented to the House 

Committee•, and then await tor their wiehes ae 

to whether you read t he statement, 

I hope you fellows did not just do this because I 

vas tired this morning. 

That was our general conclusi on . 

I feel very strongly that either there should be 

a complete re-write - a completely new statement 

or you should do this one over again - t he identical 

statement. I am not satisfied with this nev 

statement which evolved last ni ght. I don't think 

it is any i .mprovement on this statement at all. 

John, do you want to get in on this ae a neutral , 

eo to speak? I know I was tired this morning. 

I will tell you my reaction to the thing this 

morning was about the same as when I was appearing 

before the House Committee and in t he s enate 

Committee on this question of tax exemption, and 

I eaid in effect, to the boys here that were 

preparing that statement; •we have said all that 

we had to say the fi rst time when wewere here 

and the second time, all I am going to do is 

simply say ' there is nothing that I can add t o 

that s t atement, insert that statement in the 

record ' and stop right there• . 

Well, it did beautifUlly and reacted beautifully 

eo far as I could see on the committee. Simply 

say, "There is nothing more I can add to i t ; this 

tells the whole story•. There isn ' t t ime enough 

to get together a new statement which would simply 

be a change in words and verbage and not in ideas 

or subst~noe and, t herefore, "I am presenting t o 

the committee and will be glad to read it•, as 

Herbert says, •or insert it in t he record if you 

eee fit". 

Somebody this morning said it would be an act of 

discourteay t o go before the Senate and present 

the same statement. 

I don ' t think it would be diacourteoua t o do 1t 

that way. 
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It ;you go down and ask their plea1111re, but to etart 
rea!Ung the same statement llll.gbt be donetrued ae 
being a diacourteoue aot, but it )'OU put it up to 
them and ask them whether the)' would like to have 
it tor the record or like to have it read, beoauee 
it anticipates queatione that some ot the membere 
might otherwise ask. I think it ie entirely 
proper. 

I think it we were to make changes just hera and 
there in another statement with something we thought 
wae elightl)' better that they would ask you 1 ie 
this any ditterent•, or they would hotice the 
ditterence and they would ea)' 1 Vhat is the obJect 
ot th1e' Were you wrong in )'Our other statement -
why do you make these changes?• 

It might show there baa been a complete revereal 
ot poa1 tion. 

Well, I am worried now as to why you have c.hanged -

We convinced each other ae to that. 

I still have the other statement. 

It is not a bad job but I don ' t think -

I told you people I was tired this morning. I am 
no lese tired now but I don 't want that to influence 
you. It you think atter all I can be wrong at 
least once a day, once i n the morning and once in 
the afternoon - I mean, it you people think that I 
am wrong don't hesitate to say so. What do )'OU 
think, Gene' 

I said last night, when you saw this statement this 
morning you would go back to the old statement and 
I think you should. 

You should do what the President does. I have got 
it in the sate. 

I did not put it in the sate - I had witnesses. 

He only made one mistake. He meant this morning, 
that he said that. I think it was quarter atter 
two this morning. He ea1d that when )'OU eae thh 
one 1n the morning )'OU are goi.ng to ea)', •I all 
going back to the old one•. 
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We thought it might be necessary to have a totally 
different statement and t here wae no time but 
yesterday to do it . 

Do you feel all right now? 

I am f irmly convi nced it would be an error to give 
it a few amendat i ons because they are not i mportant 
enough to warrant a new statement and to gi ve a 
re- hash would, I think, well, you described 
it properly by saying •paraphrasing it 1 • It would 
look kind ot silly t or your statt t o be kind ot 
pushing words around when they did not have anything 
to add. 

They would not know it was the atatt. They don ' t 
know how much I lean on you. It that i s the way 
everybody f eels and you worked until two-thirty 
this morning I suggest you go home and go to 
bed. I will see you in the morning. I mean i t , 
go on home. 

There is only one t hi ng I would like to ask -

Certainly some one will need a clear h ead tomorrow. 

And he is sitting r i ght over there (indicating 
Secretary Morgenthau) 

I think you should have in your own mind a reply 
to questions, a good bang up stat ement on how this 
devaluation power does not contribute to instability. 

That thing is i n my bl ood. I mean I reel t hat 
nobody need pump that into me. I teel that very 
very strongly and I don't care bow many economists 
think the other t hing. After all, it is like a 
general in a big battl e or before a big battle. 
He has to have r e serves. He oan not have 
oomm1,tees going into a huddle and saying •come on 
boys , we are going to use this regiment on this 
bTigade1 or, •we are going to use these gune and 
so forth and so on• . 
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Until the:r put General. P'och in charge of the 

vhole thing the Allies were losing. They were 

losing just aa long ae the:r did not have one 

boas, but juet as soon ae t hey made P'och 

Commander-i n-Chief the:r began to get somewhere. 

It 18 the same thing with the Presi dent. I mean 

the fact that he hae got the strength and the 

reserves and everything else is what can make us 

win. Archie isn't here. Would :rou mind - I 

would li.ke to have it. I ma:r not use it . I 

vou.ld like to ltnow between the 15th of September 

and the let or October just how much gold we 
bought; how much we put on the steamers and how 

much we used i n the Navy. I would just like to 

show them the terrific turnover which vae 

neceesary i n order to keep the dollar stable, 

and I want to - Knoke, I would like to make it 

as dramatic as possible. I mean, get whatever 

those ten daye were - vae it t he 15th or vas 

it the time -

\·/ell, of course, it vas the 2gth or Septt.ber, 

wasn ' t it? 

I Just don't know. I know we looked it up. I 

know that the Queeb Mar:r -

Three Nav:r vessels with tvent:r-five each plus. 

What the:r had on the Queen Mary - abe landed with 

fort:r five million or titt:r million. 

That wasn't the bi ggest boat. 

The Queen Mar:r came in and t he Normandie. It you 

will look those up - give me the fi.gu.ree whichever 

wa:r it looks the moat dra.matic. I may not use 

them but I want to show that with using every boat 

and everything else we had a bottleneck there and 

all of that was done without - and the tact that 

we did have secrec:r kept the people f rom being 

undul:r worried. Those boats and t hose dates are 

easy to get, aren't the:r? 

Very easy. 

I know the George Waahington and the Manhattan 

came in at that time. 
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One ot those two vaa the one that carried the 
load. 

I thought it was t he Queen Mary that had torty­
t ive or titty million on it. 

I am pretty sure it was one ot the American boats, 
but we will get the whole story. 

Just that period there. 

Yes, I will get 1t. 

~lobody has t o write that tor me. 

I think i t is better it you do it that way. 

Ed has your tes timony there, the tranacript, and 
they want it back this afternoon. We have been 
over it except tor one or two points than Dan 
Bell and Archie have to check. I think we have 
tiniahed with it . 

I don't want to see it; I will leave it with you 
people, I am not so worried about tomorrow. I am 
taki ng my tather up to protect me (facetiously). 
He wanted to go . 

Better look out or t hey will have him on the stand. 

They better ask him where he stands on gold. 
(facetiously) 

He will take care ot himself. 

He would too. I think we are all right. 

Here is one thing you might read tomorrow. They 
throw those at Congress (hAnding paper to the 
Secretary). 

I read everything the President s aid on silver and 
commodities. I have read all that. 

It is just a suggestion tor an idea as to how you 
might want to answer them. 

Ie he pretty definite 1n hie statement& about t he 
purchase plan' 
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Yee. In raot he is pretty definite on bi-metalism 
too. 

International bi-metalism. 

I am av!Ul~y disappointed, gen~emen, aren't yout 
I think ve are going eo!t (!acetiouely). 

I did not wrk v1 th t hem and I have no right to 
crit1o1~e. 

On November 2~, 1933, those same men predicted 
eer1oue danger or inflation - that eame group of 
eoonom1ets. You might bear that 1h mind. 

What date? 

The end or November, 1933. 

Hov many other predictions have they been making. 
Wh7 not get a !lock or the1r pred1ctione. 

They are pretty cagey. 

Fi!ty- five or them. 

There are ninety, I think. 

I think the remark t he Secretary made the other 
day vae that 1 The same f1fty-f1ve• ie a pretty 
good vay to deal v1 th them. 

All right, g~ntlemen. I ¥111 see you all tomorrow 
morning. Go home and get a good night's rest. 

(Meeting Concluded) 
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cv.\OUP MEETING 

PRESENT: 

H. M.Jr: 

Dan: 

H.M.Jr: 

McReynolds: 

H.M. Jr: 

McReynolds : 

H.M.Jr: 

Secretary Morgenthau 
Mr. McReynolds 
Mr. Du!!ield 
Mrl Bell 
Mr. Haas 
Mr. Gaston 
Mr. Lochhead 
Mr. Foley 
Mr. White 
Mr. Gibbons 
Mrs. notz 

March 2, 1939. 
9: 30 A. M. 

(Secretary's Ottice) 

Herbert, do you think it would be a good thing it 
I wrote a personal letter and sent the Washington 
Post Editorial to each member or the Gommittee 
or (loinage, tfe1ghte and Measures in t he House' 

I think that would be a very good thing. 

Mr. McReynolds? 

1fe have not decided on this fellow Edwards, yet. 
I did not know Just what t o say to him. lie agreed 
that I was going to talk to him but I did not know 
whether to tell him - I did not know whether there 
vas anything in abeyance that you wanted to hold -
any reason why you would want to let the thing 
hang on. 

Well, I vill tell you exactly how I reel. It 
anybody disagrees with me, say so. The State 
Depar tment has indicated very det'1nitely that they 
want to run the show and, tollov1ng my policy where 
another Depart ment wants t o run a ehow, Which is 
its own responsibility, I am not going to bother 
with it, that is all. 

I think that is the right attitude. I wanted to 
make sur e whether there vas any possibility in 
your mind - I will talk to Edwards today. 

As a matter or tact, it Mr. Hull or Mr. Welles calls 
me up to S88 Mr. Aranha again in rega.rd to Central 
Bank, as they indicated t o Lochhead t hey would, I 
am si.mply going to eay that my errect1 V8neas 1e gone 
as tar as Mr. Aranha ie concerned. .t.e the Ch1neee 
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ear, •I have lost face in front ot him•, and I 
euggeet they let either Mr. Eccles or Kr. George 
Harrison diseuse it, but ae tar as I am concerned 
I have lost taoe and I can not do bueineee with 
Mr. Aranha. Last night we had Kr. Wallace at the 
house and I think we had one ot the most con­
structive meetings we have had 1n a long time. He 
wants to go ahead with hie export subsidy on cotton 
and we all agreed. He wanted me to go up to eee 
Mr. Hull. I said I would not, "But it Johnnie 
Hanes want a to go", I said, "God bleee him, he hae 
all my beet wishes•. I want to let you people know 
how I feel. I mean I am not going to do anything 
more with that. We will let the State Department 
run it as t hey should and ae they want to, but I 
am not goi ng to sit here and let two representatives 
ot the State Department insult me. 

That 1a all I have. 

I want everybody t o know how I feel . 

It is very useful to get that. 

But on the other hand it some other Cabinet 
member thinks he 18 going to carry t he tax program 
why, Johnnie and I each have a knife and each a 
sharpening stone and we challenge them publicly, 
not in any dark alley, but right out in the open. 

Who are we going to tight now? 

Anybody. (facetiously) 

Everybody. 

Anybody that butte in on our tax program. 

Ri ght. Right. 

Is that rightf 

Right. 

I say we will challenge them in the public square; 
not in a back alley. (facetiously) 

There was a speech out in Iowa with reference to 
taxes the other n.ight. 

I 
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I invited Mr. Wallace to oome to Poughkeepsie 
and make a apeeoh. I told hi m I would be glad 
to arrange it. Might even get the Home Olub at 
Hyde Park to act ae host. 

smart. 
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It he wants to talk in Poughkeepsie I will be glad 
to arrange it. Anything else, Mack? 

No. 

I have nothing. 

Incidentally Mr. Chamberlain made two move• with 
reterence to world armaments since I talked to 
you. He made another one yeeterday. It is 
interesting. 

I see that Hitler or Goebels said that Hitler 
held out a chance to the world to reduce armaments, 
but nobody had taken 1t up. 

You are going to see Eaton, aren't you? 

Yes, Monday. 

A etatement in that connection 1n t he Eaton t oreign 
letter yesterday was to the ettect that the item 
that would cause 01!rmany to be a 11 ttle bit 
ditterent 1n ita toreign policy was the sale or 
American airplanes to Franoe . That vas in the 
letter. 

Good. That sale or airplanes seems to be growing 
1n tavor constantly. 

It i mproved the chances tor peace, is what the 
letter said. 

Harry? 

The gold matter - Davenport. 

J:eep it rolling. 

That is all. 

I would answer them by eaying •Just as soon as ve 
are through testitying we will be glad to get i n 
touch with them•. How is that' 

Regraded Unclassified



White: 

H. M. Jr: 

Gaston: 

H. M. Jr: 

Lochhead: 

Lochhead: 

H. H.Jr: 

Lochhead: 

H. M.Jr: 

Lochhead: 

H.!o!.Jr: 

Lochhead: 

• 

- 4 -

.Ul right. 

Who has my reading copy ror todayt 

I haven't the reading copy but I think I have a 
copy here . 
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Is that the same thing? Here 1B mine right here. 

The pressure has let up slightly on Belgium and 
Holland stepped in rather strong and they placed 
orders in this market through us. Belgium alec 
told us i f t he rate vent below the gold point they 
would like ue (inaudible) vas 1n the other day and 
I inquired, casually, about their shipments, bow 
they were going to make the eh1pcente, whether by 
French boats. He ea1d, •Well I suppose you are 
interested in seeing i t go by American boats•, 
and I said that that would be the natural thing, 
and he said he wanted to propose another question; 
1If hostilities or any kind broke out and there 
was a shipment or American airplanes on one or our 
United States linea how would we reel about it•. 

That i s something you have got to get from the 
State Department. 

That is something the ~~r1time Commission has to 
keep i n mind. I kept away from maki ng a 
(inaudible) 

Just brought it to their attention. 

Yea. 

I would not do any more. 

And secondly he also brought uo the question or 
whether or not if France decided to build up any 
stocks or various commodities we might have, 
whether or not the Export-Import Bank might be 
used tor t hat. I suggested -

Stocks of what? 

He mentioned cotton. Nov, I am bringing that up 
because or the fact he is just feeling around. 
He d1d not have anything definite . He apoke 
about possibly copper and other th1nge, and I told 
him or course, if he wants to speak to the 
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Export-Import Bank it would be proper tor him t o 
inquire !rom them. 

That is out ot our bailiwick. Ed' 

The •eeting this morning 1e in Room 301 ot the 
Senate Ottice Building. It is going to be an 
in~orma1 aeeting at a table where :rou sit around 
like you did at the House hearing the day betore 
yesterday. 

I don't have to wear mY tuxedo. (facetiously) 

You don ' t have to wear your cutaway. 

Public? 

That has not been determined :ret. 

Press. 

Ye are not able to tind that out either. That i s 
entir ely up to Glass, I guess. The clerk did not 
know. The Secretary ot the Chezchoslovakia 
Legation called on Johnston ot Customs. He had 
heard, in New York, that the United States 
Government, through Federal surplus commodites , 
vas subsidizing the exportation or Belgium linen 
goods to the United States. The arrangement is 
that the Burplus 6ommodites Corporation receives 
i n cash !rom American importers ot linen goods 
eighty-tive per cent ot t he pri ce !br which they 
sell t o Belgium, vbJ.ch 1s a titteen per cent 
subs1dy, and Johnston wants to know it we should 
look into 1t. 

Milo Perkins i s the fellow to talk to. 

That is the tirst reaction to the foreign subsidy • 

This is a s wap; it is a little bit ditterent. 

I think the approach should be quite unotticial 
because it is gettin.g into something there. 

All I wanted to do vas tind out it we should 
contact - tind out who it vas up t o. 

Milo Perkins. You will tind he is a ver:r able 
person. Anything elset 
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No. 

Even if he does wear a hat and coat. (facetiously) 

Douglas Brown ie here today and tomorrow. 

I wrote him as far as I was concerned I would not 

be able to meet him. Incidentally I could not tell 
from the papers whether Hr. Swope did or did not 

come out for an increase 1n the taxes. You might 
look that up. 

I think t he Advisory Committee vas for the increase. 

Will you send up to the house t he National City 

and monthly bulletin, please. I would like to 
read it. 

You are asking me. 

Yes. Is there anything else , John? 

That ie all, I think. 

You will be interested to know that I asked 
Mr. Wallace where he stood on a continuation of 

the President's power to devalue the dollar, and 
he said he was for it . I said, •How about trying 
to Justify it on a commodity basis• , and he said, 

•stay just as far away from that as you can•. 
He said, "Although I was amongst the originators 
or it back in 19}1 when we used to have a slogan 

that "Iowa would rook this country ott the gold 
standard•, but he said •I would keep away rrom 
it today". 

I am glad to hear that because I thought Ben vas 

doing some calculating tor me. 

That is what he said. Am I reporting him 
correctly? 

That 1s right. 

There may be another reason - a different sort or 

reason for that attitude. He would like to have 
all the oredit possible for the various measures 
they have taken in the direction of increasing 

commodity prices - agricultural prices. 
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How unt,nd, air. (faoet1ouely) 

I don ' t thlnlt we baYe a right to auume 1t 1a solely 
on the etat1etioal baaie! 

Aren 't you vlth h1m ae a candidate? 

That 1e another matter. 

Manufacturers at three o 1 clock. 

All right, are you going to be here. 

Yea. 

Rae anybody read their reportt 

Ve haVe read it and analyr.ed it. I heeltate to 
glve it to you because it is not very compliaentary. 

Will you get it in right after lunch; giYe it to 
Mre. notr.. 

Yea. 

That ie all. 

Quite pol1t1cal. 

That is all right. They represent a lot of 
people. We wil l see what they haYe to ear. My 
angle, John, ia going to bel •I thought you might 
li.lte to tell me about your study and that we are 
very much interested and eo forth and eo on,• and 
then lleten. 

Good. 

If you have a chance to look at it before then. 

You mean thll codllnentet I have read the report. 
I would like to see the comments on it too. 

I have not read the report. I have not read it 
so I vlll kind of rel y on you to start the ball 
rolling. 

It is not Yery long. You could haYe a chance to 
read it before the meeting. 
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Not v1 th teetit)'ing and going to th1e luncheon 

today. 

That is all. 

The Appropriation Committee or the House has gone 

along with us on the airplanes and the cutters 

and the air base. 

You mean on the fifteen. 

Yes. (At this point telephone conversation was had 

by Secretary Morgenthau with Mr. SWIIIler Welles in 

reference to Mr. Aranha). 

What do you think about that, John? 

I don't know as I would mix into it until they 

get the Stat e Department out or it. That is the 

way I reel . 

You can not get them out; t hey are in it. 

Can not change the situation. ' 

It seems to me they should get in or out altogether. 

After coming over he re and putting on a shov like 

they did before I don't reel like going on v1th it. 

Certainly I vas very courteous, vhat do you th1.nk1 

I vould keep out or it. or course, on the other 

hand, t hey a re going to bring it up on the basis or 

not being the Central Bank but t he Stabili~ation 

Fund. That is vhere they are going to tr;r to wrlr. 

it around to it I can measure the situation. 

I am not going to let him direct the policies of 

t he United States Treasury. 

That is vhy I would keep out or it. When he begins 

to insist on that then they vill have to come to 

;rou and that is ditte~t. 

Well, Mr. Hull asked George Harrison: •Do ;rou, 

George Harrison, reel that Mr. Aranha is entirely 

satisfied"? And George Harrison said, "No, I 

don' t th1nlr. he is ; I don ' t know ~bat is the 

matter, but he ie not satisfied, I can not ~ut 

finger on it but Mr. Aranha is not satisfied • 
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I think :rou are in a strategic poeition and :rou 
ought to eit tight . 

The tarther you eta:r ava:r while the:r are 1n the 
preeent stage the better. 

Well, it you read Pierson toda7, ·who had an exolue1'118 
story on the Export-Import Bank decision laet n.ight 
and just read the way it ie written, it 111 Ter:r 
interesting. He has an exclusive ot what happened 
in the atternoon. 

Did you read Drew Pearson in Colliers 1 Wbo Picks 
Our Enemies• or something 11lte that, or, 1 Wbo 
Chooses Our Yare•. 

Under the Neutralit7 .t.ot. 

It is about the history ot the State Department in 
relation to Spain and eeTeral others. 

Will you send it to the house? 

Yes - last Friday. 

The Appropriation Committee, the7 out out two 
airplanes, the large ones, but I am going to ese 
Mc!:ellar today. 

Did you see what the:r ea1d when they cut it outt 

Yes. 

That the7 did not approTe ot an 8JI:tension ot the 
t171ng corps. 

Yes. I will talk to Mclellar toda)' and I thl.nlt we 
can get it back. 

I am all tor it and I will back you up one bu.ndrsd 
per cent. 

Mc!:ellar is asking me tor a collector ot customs, 
ao I can· talk to him toda7 about it. 

Give him more ool lsotore -

One collect or tor two airplanes. 
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Do tl:lol beet )"Ou- oan. 

I b&Yen't an7tb1DC .,re to eq uoept th1e requ1ree 
a 11ttle Yerba1 1atro4uot1on b7 JOU· 

I wUl npplJ that ad l1b and 1t the e ... people 
will so up with .. that 414 before and n oan 
leaYe about - I th1Dk n wlll lee.Ye bere ~ 
at 10:15. 

(Hearing oonoluded) 
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~~ llarch 1, 19)9. 

Dear Henry: 

Congratulations on your report of t he stabilization 

fund . I t seeas to ae a vary wise tbine to publish t hese 

figures at t.bis tiae , b.nd it also r9veula an operhtion wbich 

has been extraordinarily euccessful . 

I am re~inded of the time when I sold you from tbe 

System account the 2 ?/Ss, end assured you you would never 

regret the purchase. H W8S not SO bad, WOS it1 

Sincerely yours , 

Honorbble Henry Wor~entbau, Jr., 
Secretory o!' t ho Treasury, 
~·nshing ton, D. C. 

\'IRB . H 

Regraded Unclassified



65 

...... -. 

..... b . . .................... , ... 

.t .._ otulU_.._ ..... ,_aU '- ..... ....... ·--· ............... _,,__ 

.-s. -·-- ..... •s. ...... . 
" ... u .... ..._, 

J 
{Siped I H. M~nth~u. Jr. 

/ 

llro •• I C b " ... '• 
'I'M •"-' .... e6 .. twll. ... , ...... ...... 

Regraded Unclassified



TREASURY DEPARTl®IT 

Washington 

FOR RELEASE, J.DRNI!IG IIEI'ISPAPEIIS, 
thursday, !'arch 2, 1939, 

• 

Press Service 
llo , 1l>-61 

Secretar:.' of tho Treasury l!orcenthau todllY annouJ'Iced t hat t he 

March 15 financtnc will consist of the offerin(l of additional anounts 

of three outstandinc Trea~ury issues in exchanGe for the treasury 

l'otes of Series A-1939, "1!lturin:; June 15, 19)9, 

Holders of the raturing notes will bo of fered the privileae of 

exchanging then for 1-1/8 percent treasury Jlotes of Series B--1943, 

2-l/2 percont Treasury Aonds of 1950-52, or 2-J/4 percent treasury 

Bonds of 1960-65. The prices at which exchanges >rill be =cle will 

be announced l'onda¥, !!arch 6, 

66 
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Karch 1 , lQ:JQ. 
10:~5 •.•• 
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HUJr: Hello. 

Operat or: Go ahead. 

HUJr: Hello. 
Senator 
Wagner: Hello , Henry. 

HUJr: Golly , you take a long breakfast tor --

W: I -- I had eome ot your New York indue t riali ete . 
That's how I happened to - - a.nd they talked me to 
death eo early in the morning, I 'm tired out before 
I etart in. 

Hl.!Jr: I see. 

W: Tha t's a bad thing t o do, you know it-- have your 
breakfast with a -- with a group, God daan it. 

HMJr : I suppose you're eo buey you have to? 

If: 

HU.Tr: 

W: 

HUJr: 

W: 

HUJr: 

W: 

HMJr: 

W: 

HliJr: 

w: 

Yeah. You -- you do it too, don' t you, eometi mee? 

No, I doo ' t. 

You don 't? Well, you're eeneible. 

I tried it but I 'm t oo old now. 

(Laught er ) You're a child ! 

Bob, Carter Glas a called up laet night and eaid you 
you wanted this thtng pootponed until toaorrow. 

I -- I tell you why. We 've got -- the Banking and 
Currency has got this housing bill on, and we've got -­
finishing hearings , and I'm afraid it's going to shoot I 
into the afternoon, and I didn ' t want t o have anr 
contusion . 

I see. 

And -- because I t hink eoms ot t he men -- they want to 
be there when you're there. 

I eee. 

And soae ot them actually ca• to ae yeeterday and they 
thought 1t wae a eort ot an i nconvenient time with th1a 
other houetng bill on -- the houe1ng bill on. So we 
put it over to -J ien't that all right t or you? 
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Sure, but I didn't know whether there wae AnT deep 
e1gn1tioanoe to 1t. 

That'• all. 'fbat '• the onl.J •1all1t1oanoe that we -­
there '• houein& on thie mornina --

Fine. 

And I'• atra1d we ao 1nto the afternoon. 

Now, another thins, I made the euagest1on that we let 
the prees in. 

to haTe it open? 

Yeah. 

Yee . 

I think it'e better. 

I th1nk, 1n the long run, it always is better. I'll 
suggeet it to Carter. He likes executive sessions. 

I know. 

He likes -- he likes to shoot, you know. 

I know. 

All right . 

It -- it 70u could, I mean, I 'd mu~ rather have it 
-- let the press 1n. 

Yeah, all r1aht. 

Thank you, Bob. 

All right , Henry. Good b7e . 
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Operator: Admiral Peoplee. Go ahead. 

H.Wr: 
Admiral 
Peoples: 

HlJJr: 

P: 

HUJr: 

P: 

HJAJr: 

P: 

HlJJr: 

P: 

HllJr: 

P: 

HHJr: 

P: 

HL!Jr: 

P: 

HlJJr: 

P: 

HL!Jr: 

P: 

Hello. 

Hello. 

Peoplee-­

Yee , Ur. Secretary. 

senator Reynolds has asked me t o eee Mr. S. s.stnerblatt 
ot New York, the contractor ot the Poughkeepsiepo&tDu>.c«~l 

Yea, air. 

And he says he can ' t get a aettlement out ot you 
tallows on thie oontr act. 

Mr. Secr etary 

Yee. 

That case is pending in General Counsel ' s ottice, s1r. 
Manning has it now. 

Well, I ' ll tell him-- it's with Uann1ng 1n the General 
Counael 's otr ice? 

Yes, sir. 

Well, haTe you made a recommendation? 

Yea, e1r. 

Which w~? 

Coaplata. Well, we're not -- we didn't propoee to giTe 
h1m all the money he wanted by any means. 

Uh- huh. But 1t'e oTer 1n lolann1ng ' e handel 

Exactly, e1r. 

All r1.6}1t, I'll get ahold ot it. 

McReynolds knowe about it too. 
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o. [. lll rlpt . 

'fhank you, llr. 8eoreta!'7 . 

'l'hanlt you. 
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llarch 1 , 18~. 71 
19: 12 p.a. 

na~ I '• ~ll1Dkln6 ot do1q, aD4 I wan~ ;rou ~o ~llink 
abou~ 1~ -- I'• ~h1Dk1na ot otter1na ~hree old 1esuee . 
Three old? 

Ot ~e las~ no~e. Tbe t1tt:r titty-two, and ~e sixty 
s1xty-tiYe two and three-quarters. Think abou~ 1t, 
and ooae back at two- thi rty . 

0. lt., yeah. 

See? 

Yeah. 

Now the r eason I don't want to gi Ye, say two old and 
one new -- they'll all go on the new one to show us, 
you see? 

I t h i nk 1t all depends on 

Well , you think about 1t . 

Yeah, 0. IC. 

Please . 

I will . 
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Operator : Operator. 

HUJr: Haaa. 

0: Right. 
George 
Haae: Hello. 

o: Kr . Haae. 

H: Yea. 

HI.!J'r: George 

1!: Yea? 

Karch l, 11139. 
12: 14 p ••• 
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HllJr: At two-thirty when you ' re ooa1ng back, what I'• think­
ins ot doing ia to open up the last note --

H: The laat 

Hl.IJr : Note. 

H: The last note. 

HUJr: The last one we ottered. 

H: 

H!Ur: 

H: 

HLIJr: 

H: 

RW'r: 

H: 

HW'r: 

H: 

HL!Jr: 

Yeah. U11-hm. 

The t'itty t'it'ty-two. 

The t'1t'ty t'it'ty-two? 

Two and a halt. 

Two and a halt'. 

And two and three quarters , sixty aixty-t'iYe. 

Two and three quarter a, e1Jtt7 a1Jtty-t'1n. 

Yeah . Now, think 1t oyer and o011e back. I don't want 
anybody ellle with .rou. You oan talk it OYer with .rour 
own crowd, but be back here at two-thirty, will .JOU 
pleaee? 

Yea, I ' ll do that. 

O. IC. 
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llr. Ballkor. !ho aobanco allftn ftl .-1M and nn'lhc appool'a4 tl•••• 
'fhore ba4 b .. qa1'0 a oh ... O 1Jl tho n•at10DJ thq had hlrOD thO 

1n1tht1YO &ft7 t'I'OII tho '-'al1tal'1an atatoa. !h.e tlnor aUUudo ot 

bit Oo•omaoat and tho an•oat PNC••• tacMhor wlth tho aoor aetu .. 

o111t of tho lp&llb a1•auoa, wore bia r.._..w tor tho n,_,,, 1Jl 

tterllnc. !bo ._, appll .. to hanoo. !bno wu otiU a ooaa1hra"l• 

eaount of eapl\al Hhm1nc to hanoo, of 'llbloh ho ".t1w .. a 1na' 

deal ••• ooa1ac ~ lnoael.o. AI tar a• 1o111- na ooaeomod, thdlr 

polition waa aot a Y017 happy one at tho -oat. 'lbon waa a 41Y1do4 

opinion u to how llliHUtlal loadan, tht lto1al1tt aoaator, W01ll4 bt 

i n fol'lliJic • ea'blnn. tho cuUdor appMI'a4 qaiMor thia ao:naillt, R\ 

t ho follo111111 taotora Rill prwa1lo4 to lroop tho p1.-n alhanlodt 

1. !ht fMP that OtftiDT 1a:r !aYadto 

1. !bt tlow of APital to low Yollt ODd other 1111tora. 

I. a-ora thet the lo:ral Olttob ODd other -p..t .. 
had be• IIIOYt.q Ulolr taD•• oa\ of tho _,..,.. 

rurther, there waa a an•oa• oa tho pan or .,,, of the t.a411atl'1al1na 

in llollODd for dopi'OolaUoa of tho l'dl4or, Wt Wbetbor 'hat would 1010 

t.o pau 'lr&l 41ft1Milt to • ..,. I tol4 bill that at tho -ODt IUldWI 

. .... ottft'o4 - 1101 1/1 •d boJcu .-aota4 ..._, ,.. .... -· that, r .. 

bia OODt14aUa1 lafoaaU~, " ..,_. propan4 to .. ,. .. ,.Udora 

UOWtd thia lwel aad boJca• at a 4Scb.U7 1o .... lwei.. h*• tolt 

,.. that •• oanaer Mll liM b .... e a law toda7 1111.1•, or ...... , 

ws.u ... l'ft'alaat• of aolj. 
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PARAPHRASE Or TELEGR.UI REOJ:IV:ID 

ntOK; J.merican Embassy , Paris , france 

DATE; March 1 , 1939, 5 p .m. 

llO .: 3M 

FOR.THJ: TREASURY DEPJ.RTJD:NT. 

A substantial amount of sterling wae again obtained 

for the fund on today' s exchange market, which wae lees 

active today than it was yesterday . There wae some im­

provement in the belga and the florin,with the use of 

official support, although there wne still considerable 

pressure on the belga. 

74 

On the Paris stock exchange bueineee ie becoming more 

active, and a more hopeful sentiment about the international 

s1 tuation appea1·e to exist. It eeems this sentiment 18 baaed 

upon reports that it is likely the Italian press campaign 

wi l l cease, and t hat aucb grievances a s the Italian Govern­

ment aay have will be presented through diplomatic channels. 

The prospeot of an early settlement of the Spanish question , 

furthermor e, bas cheered financial circles. In today •s 

t rading rentee and moat rrenoh securities showed gains. 

AGENOJ: J:OONOMIQOJ: r eceived in time for publication today 

a fUll account of Secretary Morgenthau 1 s statements before 

the House Coinage Oommittee yesterday, but it did not get 

the material soon enough to permit comment on it . 

END or MESSJ.GI. 

BULLITT . 

EA:Ln 

Regraded Unclassified



REB 

Secretary of Stat£ , 

Washington. 

286, tiarch 1 , 7 P • m. 

GRAY 

London 

DatEd March 1, 1939 

Reo ' d 5:45 P• m. 

?OR TR£ASURY FROIJ BUTTER\'IORTH. 

On£. ThE gi•owth of oonfi~EncE in t hE city rEfErrEd 

75 

to in nt;: 244, February 17, 6 p. m. an<i subsEquEnt tElEgrams 

is now manifEst in thE movEmEnt of British sEcurity pricEs, 

thE fi:tar:cial mws indEx for ordinary shorts (1937 equals 

100) having rEcovErEd from 73 just bEforE Ki tlEr' s spEEch 

a~ thE End of January to 85 yEsterday, thE upward movEm£nt 

havinG bEEn stEady sincE thE middlE of ~'Ebruary and thE 

prEsEnt l EVEl comparin3 with 67 at thE bEginning of August . 

T11r l->':1 and thE high o.f' this index in January and FEbruary 

arE almost prEcisEly thE sam£ as thE crisis low and t h£ 

subsEqur nt rEcovEry in !lovtmbEr. LlEanwhil£ GovErnmEnt 

sEcurity priCES as mEasurEd by thE FINANCIAL TIY£8 indEX 

(NovEmbEr 1926 Equals 100) which now stands at 108 has not 

rECOVErEd to thE lEVEl Of thE bEginning of August WhEn it 

was 114 or to thE post-Munich rEcOVEry lEVEl of lll but it 

is notablE ~~at this indEx is now highEr than thE 107 of tht 

day 

' 
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REB 

2- #286, From London, March 1 , 7 p .m. 

day before the mid- February announcEmEnt of thE incrcaot 

from ~400,000,000 to .aoo,ooo,ooo in borrowing powtro, and 

that it has risen steadily sine£ February 22 thE day follow­

ing the announcement that armament borrowing would reach 
' 

•350 , 000, 000 in th£ ooming fiscal year. However, thE 

volumE of trading has not beEn largE . 

Two. :lith referencE to the commcnto on thE extent of 

thE contemplated British borrowing for armamEnt purposca 

containEd in my 258 , February 21, ~ p . m.; 263 , February 23, 

'I p . m., and 274, FEbruary 27, 7 P• m., it is wor thy or 

not£ t hat Robert Brand or Lazards in a letter to t he TI~ES 

refers to thE strEss being laid on the good tffccto expected 

from t~s borrowing and aftEr differentiating bctwttn the 

productivity or private and public borrowing points out 

first that "Government borrowing whatever Government ntctssitj 

or whatEvEr GovernmEnt mErits always adds to taxation and 

-- sincE prEsumably thE sErvicE of any addition to the 

national debt must alwayd bE raised from revenue -- it muat 

have a limit. Moreover, tht larger that addition ill and 

the mort a country ' a economy becomes ustd to it thE greater 

the diff, culty of a transition to morE normal t i mes" . 

Secondly, hE rEftrll to the unsatisfactory adverse balance 

of 
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REB 

3-#286, From London, March l, 7 p . m, 

of paym£nts and concludEs 0 1t WE WErt in tnt GErman position 

Of having no fOrEign assEtS Or VEry fEW WE should haVE to 

rcduct consumption and 1mports to a ltvtl of which tbtrt 

would bE a balancE , Our armamEnt proarrunmE will tEnd to 

add somE imports and will also tcnd to raisE costs and 

so add to our difficultiEs of Export , Thus WE art liktly 

to havE a still mort unsatisf&ctory balancE of paymEnts 

and an additional strain on tht sttrling txchangc , (* * *) 

(* * ;} ) • \'ft havE ntvEr yEt contEmplatEd t1lat WE cannot 

havE guns and buttEr aa wEll as cigarEttEs and fur coats 

and anythin3 ElsE wt ,.,ant to 1mport , FortunatEly ow4.ng 

to our forEign WEalth WE havE much mort frEtdom of 

msntuvEr than Gtrmany and it is to bE hoped that wE annll 

ntvcr havE to follow thE mEthods by which shE has hithErto 

solvEd this problEm -- nrumEly, rigid control of wagEs and 

pricts, dirEct rEstriction of tmports, turnovEr tax, tax 

dEductions .from tvC\(3£8 and so .forth, But thE EffEct or our 

pro:;r=c on our balancE of paymEnts and our ExchangE \1ill 

CErta1niy rEquirE attEntion. This is not thE timE whEn WE 

can afford to EncouragE rising coats or unncccssary 1mporta . • 

ThrEE . ThE rEcEnt trcnd of thE forE ign cxchnngE markEts 

continuEs. ThE most notcworthy dEVElopmEnt liEs in thE 

DECE80ity 
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REB 
4- #286, From London,March 1, 7 p. m. 

necessity of prorating gold at fixing and thE steady 

declinE in thE number of bars married which indicates tho.t 

continental rEoElling is dWindling. ThE big positions arE 

bEing liquidatEd to an important extent as maturities fall 

due ; inquiriEs of bullion dealers indicatE that thE pro?ESs 

will cave bEEn largEly completEd by thE middlE of March. 

NPL 

EMB 

KEIDIEDY 
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,..,..._ .. ,.,. ......... ,.,... ..... , .. _ .... ., 
.. Uri .. -- ..... -

tM 1'-'lllu\tMJ'IIIIl 

..,_Hlal ~ 

15o 19,a • 6.700.000 • "· 100,000 

16, 19)1 , .,oo.ooo 27 • lloO,OOO 

17. 19)1 6.700.000 1},000,000 

11, 19}1 ....., 
19, 19)1 11& ,200,000 -
20, 19)1 - -
21, 19,. 1,}00,000 

5.700,000 

19}1 1,100,000 ) ,000,000 

19}1 J,6oo,ooo J,6oo,OOO 

25. 19}1 SIIDAaJ 

26, 19}1 },6oo,OOO ~.ooo 

t!7 . 19}1 2,100,000 

as, 19}1 , , 200,000 a,lloO,ooo 

19}1 2,100,000 -
JO, 19}1 10,,00,000 -

1, 19}1 2,1too,OOO 1,100,000 

tot .u.s $71,,00,000 tlQO, ,00. 000 
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FEDERAL RESE RVE BAN)( 

OF NEW YORK 

_ CORRESPONDENCE 

CQif'IDii!IUL nr.p 

. , l , I, loi=IM::::D:,_ ____ _ 

DATE-..,. 1, 1819o 

SUOJECT: tiLIPIOII CDiflaU!IOI 1IItl 

_ __ .a.,~u Ol' •oL.aJD • 

lr, Ba8er eelle« a 111 II •d told •• that he ba4 lb.lppe4 

011 the Prtddeat aanJ.aa, OODa.lpecl \o ua tor our ••-'• appi'O:daa\ely 

Attar the ah.lpaeat bad lett th.,. diaeo•end tha\ 

tbro1J8h Ill onra4ht thtr had llb.lppe4 aboft 800 bara with ~~-. abipa. 

Bt .uggaated that when tho 10ld aft1.•e4 .lD In todt n lhcnald cute bla 

llbe\har or not the ah.lpaeat na aa\latu\or,- to 111 with the .llhlr obtpa 

111<1 t hat be would ba llacl M do tllbatHar na aeaaaiU'7 to adJIIat the 

I ICraecl. 

(lr. Ba'llll:ar na ertdeaU.r a l.lttlo ooaaemecl abcnat tblt 

00ftta.1D1D( bara with .laaq oh.lpt beea•• .111 lul.T 18141 the B•k 

ot ll!gland bacl ni\\e •• to tho etteet that tbv "" DO lCIIDier .. ,.. 

u rk1nc gold tor our aeoou' .111 tho tora ot cMppe4 bara wJ. th looM 

.luq eh1pa, .la fu u •• an oonoeme« there .1• nothinf alae to cto 

but take in the 10ld •4 hna .1t ...S..Ilecl aa u111al at the At..,. ~tttee. 

lit ban reed•ed lb.1paeata of thh tna before and the tlaal •tam 

•aa about the ••e u that of ah.lpaeta OODta.lDinl uaall1ppo4 bara.) 

He aaid that tora.lla atbllll .. won •07 qUiet With b.Jc•• 

ancS guildan ...-. 1 told hS.a oa.r autrM na 4M4. Be bad JuA tta.llb .. 

a hlephoft1o ooa•eraatloa wJ.th Boltoa eo 'ftl 1D I:UIIallo Boltoa Wlt 

llaWkar that ba apono4 tho l&lcl• tla&aUoa ta be alaaro4 ., .1a the 

tn d~a. 
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REB 

SEcrEtary of StatE, 

'Ja~hington. 

2~9 , Enrch 2, 6 p . m. 

GRAY 

London 

DatEd March 2, 1939 

REc 1 d 4 p . m. 

,•or: tnEJ.&~ FR01.1 BUT'l'ERWORTH. 

0~£ . ~nothir ~ilcsto~E in monEtary mana&tmcnt marks 

this '.'ICE!<' s Bank of l!:ncland rEturn, t h t first undEr thE 

nEVI curl't l_ICY and bo.nknotEs net whl.ch camE into forcE 

yEs tcrc.'.o.y , '.l'ht r eduction of pounds 100 million in thE 

fiduciary issuE is offsEt by an Equal incrEasE in the gold 

in the issuE dEpartmEnt rEsulting from thE writing up of 

83 

the pounds (stErling) 126. 4 million stock by pounds (sterlin3) 

90 , 4 J'lillion plus yestErday's purctasE of pounds (stErlinG) 

5 , C mi).lion ; this lEaVES thE total note issue unchangEd at 

pounds 526 , 1 million , The reduct i on of sEcurities in thE 

issUE dtpartreEnt was affectEd by (a) t hE r Evaluation at 

currEnt prices of the total sccur1ty holdings of pounds 

(sterling ) 400 million which involved a writing down of somE 

pounds (s t erling) 9 , 000, 000 in t hEir valuE together with 

the transfer of pounds ~000,000 to the Exchange Equaliza-

tion account, Incidentally 
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REB 
2-#289 , From London, March 2, 6 p. m. 

Incidentally siilCE sEction two ot thE EXchangE and 

banknotEs act providEs that thE assEts of thE issuE 

dEpartJnEnt shall bE valuEd at such pricEs as shall bE 

ctrtifiEd by th£ Bank of England as currEnt on thE day of 

valuation ar.d "ascErtainEd in such ll".annEr as may bE agrEEd 

bEtWEEn taE TrEasury and thE bank" it is of intErEst to 

notE that thE g~ld was EVidEntly valuEd at 148 shillinGS 

5 pEncE pE r finE ouncE which was thE pricE a t yEstErday ' s 

fixing . SincE thE dollar stErling ratE variEd littlE 

yEstErday and thE eold pric£ consEquEntly rEmainEd stEady 

it cannot nEcEssarily bE concludEd that thE gold fixing 

pricE will bE usEd for thE valuation if thErE should bE a 

markEd chang£ aftEr fixing on any subsEquEnt WEdnEsday. 

Apart from thE changEs givEn abovE duE to thE nEW act 

thE WEEk's movEmEnt of intErEst in thE rEturn includE a 

morE or ltss nor:~al month- tnd incrEaSE in notE circulation 

of pounds 5 . 7 million to pounds 478 . 4 million, a rEsulting 

dEclinE in thE proportion from 35 to 31~; an incrEaSE in 

bankErs ' dEposits of pounds 7 . 2 million to pounds 110 . 5 

million; an incrEasE of pounds 20 . 4 million to pounds 99 

mill ion in GovrrrunEnt sEcuritiEs· in thE banking dEpartmEnt 

and a rE tun1 of discounts and advancEs to thE morE normal 

figurE 
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3-~~89, From London, March 2 , 6p. m. 

figure or pounds (sterling) 6 . 3 million as compared with 

pounds (sterling) 117 . 5 million a week ago . 

Tvto . '..'h E London Stock Exchange proved mort sensitivE 

to Italy ' s calling up certain rEsErve classes than thE 

forci.:;n exchange mar kEt . The Brit ish authoritiED prEVEntEd 

thE oour.1s (sterl!ng) ~cpreciatin~ below 4.68- 3/4. 3ut 

85 

bE fOrt both r,t:.\r;{c te clo~eti the viEw became t'urrcnt that 

Italy 's cction na::- no(; n EcEssarily alaurln;:; , tj"'at the numbErs 

involvcri. wEre probably orr:all nnd t ha t ptrhnpc it was also 

atsi~Ed to tEst Itslinn public sentiment. ThE British 

fund not only suppliEd oomE 50 b nrs of the 109 sold at (!;Old 

f ixing , 2~ being = rricd, !:>ut al lOI'IEd the market to buy 

o fair quantity aftEr fixing . 

!:ENNEDY 

CSB 
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PARAPHRASE OF TILJ:GRJJ.4 RECEIVED 

~011.: American llllbassy , Paris, France 

DATE: ll.arch 2 , 19 39, 5 p .m. 

N0.1 397 

FOR THE TREASURY DEPARTJaBT. 

86 

Today •s L1I NFOIUU.TION, a financial sheet , gave high 

praise and expressions of confidence in a lengthy editorial 

on the cabled reports publiehed yesterday of s tatements 

made by Secretary ll.orgenthau before the House Coinage Com­

mittee , on the monetary polic y of t he United States and the 

activities of the American stabilizat ion !und. It is 

noted particularly that under pres ent ciroumstances t he 

fund is i ndispensable to the American aut hor i ties. It 

i s stated that apart from the necessity for the United 

States Government to maintain the power to devalue the 

dollar in the present international monetar y chaos , the 

Governmen~ needs t his weapon to protect the trade and 

commerce of the United States and to me et any untoward 

develo~menta in internati onal affaire. It i e emphasized 

that the authori t ies in Washington are not only in a 

posi t ion to face developments but a l so to forestall them 

if they IC&intain a r ela tive flexibility for t he dollar. 

One point made is the fact that tbe dollar can be 

devalued would provide food for t hought for tbose 

disposed 
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disposed to undertake new monetary disturbances or new 

dumping operations . To quote from the editorial: 1 The 

dollar of Kr. Korgenthau is threatening only in appear:tnce; 

in reality it is reassuring• . In conclusion the edi torial 

sta~es that the dollar itself i s a proof of the sincerity 

of the statement which Morgenthau made that unless be 

i e forced bt exceptional circumstances, be bas no intention 

of modifying its gold value. 

Today 1 s press quotes the terms of a communique pub­

li shed in Burgos yesterday to the effect that under the 

recent agreement reached between France and Spain , France 

will make restitution of the gold ~hich wa s deposited 

in the Bank of France at Mont de ~arsan, and of the deposits 

of gold jewels and documents which belong to the State 

of Spain and all precious possessions which were exported 

from Spain since before t he eighteanth of July, 1936, 

against the rightful owners ' wishes. 

END SECTIONS O~'E AND TWO. 
BUI.LITT. 

EA.:L'I'I 
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SIO'l'ION 'l'HRD. 

Today on the exchange market here business has been 

very dull, with no iaportant ohangee i n rates . J. small 

amount o! dollars was purchased through Laurd Freree ! or 

the !und. '!'here was alight impro·n ment in the n orin, 

and the belga held its own. 

88 

At the opening t he eeourity market was disturbed by 

varying repor ts of Italian troop mOY8111ente. At first 

stories were circulated that s everal hundred thousand men 

had been mobili zed in Italy, but this was reduced to some 

sixty thousand later on. There was a moderate eelllng wave 

as a result of these rumore, and there were slight loe1e1 

in many s ecurities , including rente1. 

The statement of the Bank of France dated February 33 

showed no important changes. There was an increase of 

646 111ill1on f ranca 1n c~eroial discounts, an, increase 

of 376 millions in note circulation, and an increase of 

312 millions in deposita. The gold cover ratio is 

62.87 percent versus 63. 19 percent. 

END dSSJ.GI . 

BULLIT'l'. 

u:tn 
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carter 
Glaee: 

HllJr: 

G: 

Hlo!Jr: 

G: 

HUJr : 

G: 

HUJr: 

G: 

!!!.!Jr: 

G: 

Hlo!Jr: 

G: 

HIIJr: 

G: 

iU&Jr: 

G: 

HUJr: 

Hello. 

Henry Worgenthau, Jr. 

Yes , wr. Secretary. 

How are you? 

Pretty well, thank you. 

Jlarch 2, }.g:JG. 
G: 18 a.a. 

Senator, ~ f ather 1s 1n t own for a day or two - -

Yes? 

89 

And, would 1t be agreeable w1th you 1f I brought h1m 
up1 He'd l1ke t o see me teet1fy. 

Oh, 1t would be ent1rely agreeable,- yes. 

Entirely agreeable? 

Yes. 

Well I'll-- I ' ll br1ng h1m along w1th me. 

All r1ght, Henry. 

He sa1d -- he's anx1oue to see you. 

Well, I'm m1gbty anx1ous to see h1m. 

All r1gbt. 

All r1ght, e1r. 

Thank you. 
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March 2 , 111 3Q • 
10:08 • ••• 
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Operator: Go &head. 

!lllJ'r: Hello. 
J. Pierrepont 
vottat: Good mornl.ng, e1r. 

HUJr: 

ll : 

HUJ'r: 

!.1 : 

Hl!Jr: 

!d : 

!mJr: 

~i : 

Hl4J'r: 

HUJr: 

HUJr: 

II: 

HJ.IJr: 

II: 

How are you? 

How are you? 

Fine. Wr. Uottat, I wish you'd get ott a little note 

to Ur. -- Ambassador ~ennedy, telli ng hi .a I particularl7 

a ppreciate that cable ot the conYersation he hAd with 

Norman . 

Oh , yes . Yes, indeed . 

Just a l ittle note . 

Yeah. 

That I a ppreciated i t - - it was Yery helpful. 

I ' ll be delighted to. 

And then it - - you see, Saturday I bAYe to price a 

refunding i ssue or a bil lion ~ee . 

Yes . 

And 1! I could call you up sometime Saturd~ and get 

a -- oh, Just a little Yiew ot what you a1gbt think 

would be happening . See, oYer the weekend and the 

next week -- it ther e ' s any dark clouds on the 

horizon, you s ee? 

Yes, a little bit the way -- last summer - - when we -­

you were trying t o estimate the s ituati on 

Yes, but it ' s Just t his point , I ' d hAYe t o do ~ pric­

ing Saturd~ and the 1asue opens llond~ and U. has t o 

s t ay open tor three ~·· 

Yes . 

From the sixth until , well, either the eighth or ninth 

ot March. 

Right. 
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K: 

fQUr: 

'II: 

HKJr : 

II: 

!U£Jr: 

- a-

80 1f 70u would han that. 1D a1114 . 

I -- I oert.&1Jll7 eh&ll; 1D other worda, keep the --
keep watohlD& all4 aake a little tor 70u, 

It 70u would. 

Yea -- be ela4 to. 

Thank 70U. 

All r1&bt., a1r. 

Good b7e. 

• 

91 
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Uarch 2, 1Q3Q. 
l O:OQ a.lll . 
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KW'r: Hello. 

Operator: Ur. Sproul. 

!l!.IJr: Hello . 
Allan 
Sproul: Hello. 

HW'r: Allan Sproul 

S: Yes, good mor ning. 

HL!Jr: Row are you? 

S: Fine, bOw are you? 

HUJr: Row'd the market like our announcement• 

S: What? 

r~r: How did the market l i ke our announcement? 

s: 

H!.!Jr: 

S: 

H!!Jr: 

S: 

S: 

H11Jr: 

S: 

HJ.!Jr: 

Well, they liked 1t all right. Quot ations are a litt l e 
off to begin with --

Yeah. 
On the -- on the fifty fifty -twos and the sixt y eixty­
fives, but I t h in It that's more or lees natura l. I --

Well --
£xpect that bulge on the •no cash" announceaent and 
now they have an announcement as t o Just what they 're 
go1ng to get and t here will be some selling of those 
1ssues to begin with, but there's not a great deal 
doing yet, so it ' s not poss i ble that - - to eee Just 
how far they are go1ng t o go . 

Well, I would expect them to do a 11ttle sharp ehoot1ng. 

I should th1nk so too. They would try t o help wr1te 
the pr1ce by a 11ttle sharp shooting now. 

And 1f i t should become too aggress i ve, you let me lt.now. 

Ri ght. 
But unless it really was qu1te d1eaetroue, whY I'd like 
to stay out. 
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S: 

I!I.IJr : 

5: 

HIJJr : 
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- 3 -

Well, that'• the ~ I feel , but if it eeeme to be 
getting aggreeeiYe and go1ng t oo far, we' ll let 70u 
lt.Dow. 

Right. I'• going up on t he Hill now to testify 
call you up thie afternoon again. 

Al l right , fine. I' ll watoh it cloeel7. 

Thank you eo muoh. Good bye. 
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f!)&Jr: Hello. 

Marolt. 2, 1"~· 
•:aa p.m. 
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Operator: Mr. Green. Go ahead. 

HUJr: 
Senator 
Green: 

HUJr: 

G: 

HW'r: 

G: 

Hl.!Jr: 

G: 

Hlo!Jr: 

G: 

HJ.IJr: 

G: 

HJ.IJr : 

G: 

HJUr: 

G: 

HJ.IJr: 

G; 

Hello. 

Hello , Mr. Secretary. 

How are you? 

Pretty well, thank 70u. 

That's good. I hayen 't eeen 70u einoe I eaw 70u at 

" Pine and Needlee•. 

Yeah, it's been a long time. I think about 7ou and 

tollow 70ur wor k and all that •ort ot thing, but I 

don ' t hook up with 70u yery otten. 

Well, that 1e m7 lo••· 

I teel the same way. Now let me tell 7au what I called 

7ou about. We -- t here's a splendid man OYer in the 

department , I think, ot Internal Revenue, with -- under 

- - working under Mr. HelYering. 

Yes . 

And he 1 e been yery acti Ye 1n our -- in a big l odge ot 

government workers attiliated with the American Federa­

tion ot Labor. 

Yes . 

I think h18 name 1e Mr. Hottman -- Frank Rottman . Tlt.e7 

are planning to traneter him to Phi ladelphia . 

Uh-huh. 

Now, I -- I '• calling up to ask 70u whether 70u teel 

you could help u• 1n that matter b7 haYing hi• retained 

here . Do you think you could? 

I ' 11 certainly look into 1 t . 

Yhat7 

I 'll l ook into it at once . 

Will you7 
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HIIJr : 

G: 

HUJr: 

G: 

HIIJr: 

G: 

HL!Jr: 

G: 

HliJr: 

G: 

HUJr: 

- 3 -

Right awa7 . 

Oh, hie name ie Charlee Hottman. 

Charlee Hotraan. H-0-

H-0- F-F-M-A-lf. 

Over at Internal Revenue. 

Internal Revenue. 
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And they're thinking ot moving hia out to Philadelphia? 

Philadelphia, and we woul d appreciate it very greatly 
it we oould keep him here. 

Well, I ' ll do the beet I oan. I ' ll let you know 
tomorrow. 

Thank you eo much. 

Thank you, Llr. Green. 
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HUJr: 
George 
Rublee: 

HJUr: 

R: 

HUJ'r: 

R: 

HJJJr: 

R: 

HUJr: 

R: 

HWr: 

R: 

IUJ.Jr: 

R: 

HU.Tr: 

R: 

HUJr: 

R: 

llarch 2, lOll~. 
4 : :Sl p.a. 

Hello. 

Hello. 

Henry Korgenthau, Jr. 

Thie ie George Rublee epeak1ng. 

Yee, Kr. Rublee. 

I -- Sumner Welles asked me to -- to call you up about 
tbla. 

Please. 

He eaid that your -- your father was . 1n the oity tor a 
day or two --

That'• ript. 

And that he thought that he might like 
an account ot the situation in Germany 
negotiations there and so on. 

to hear trom me 
about my 

We'd both like to hear about it -- both my tatber and 

Well, I ' d be very - - it you can let me know sometime 
when I can call around, I'd be very glad to do it. 

I ' m going 
tell hill. 
have made 

t o eee him when I go home tonight and I ' ll 
It's very kind ot you to have asked to-- to 

the suggestion. 

I'~ be very glad indeed to do it, and about aoet any 
time that would be convenient t or your father and 
yourself. 

Thank you eo much, Mr. Rublee. 

YOu'll let me know toaorrow7 

Yes, I will . 

'!'hank you. Good b7e. 

Regraded Unclassified



Allan 
sproul: 

HttJr: 

s : 

H!1Jr: 

S: 

5: 

!;MJr: 

S: 

'l!.:Jr: 

Hello , Yr. Secretary. 

I hope you didn ' t wait tor me. 

Karch 2, lG:Sll. 
4:40 p .•• 

97 

No , I've been pretty busy today anyway and I still have 
some things t o do . 

Good tor you. Things look pretty good, don't they? 

They look very good , and we 've been ar ound the market 
pretty thoroughly now and the report substantially 
everywhere is they t hink the opening up ot the ol d 
issues i s tine and tha t they'll go ver y well, and 
certainly the market' e action today bears that out. 

I see. Well, that 's good and we' ll talk tomorrow about 
-- a little bit about pricing. 

Yes, I think they' ll be a little steadier t omorrow than 
they have been today. They were - -went down at the 
opening pretty tast without much doing and then they 've 
come back during the rest or the day on t airly good 
buying, but I t h ink we'll get a better idea t omorrow 
how they are r eally going to settle down . 

Fine. Well t hank you . 

All right. 

Good night. 
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TREASURY DEPARTMENT 

INTER OFP'ICE COMMUNICATION 

DAU J.!&rcb 2 1 19)9 

ro !lr . \Tnite 

••oM lfr . ~asser' Mr. Ostrander and J.ir. oas,. 

~"ject• Tho 1938 Report of the National Association of IJ4nufncturers 1 

Comcdtteo on the Study of Depressions. 

I In sub,tance, this study ia an unsupported assertion t hat private 

industry, nth governrnental pollciea such as prevailed prior to 19JO, 

ir ablo t.o produce full employment, stablo prosperity, arxl a continually 

ris1n:: national income . The authors of this study give no reasons for 

l:elievin'( that private industry can do these thl.l'\P:s. They merely affirm 

tilll'- private industry would have done it already had it not been for the 

l:PW Deal . Recovery was proceedill€ "naturally• 1n 1932 until the New 

!leal c.a,.,e along. Since then thin s have gone frorn bad t o worse. The 

recovery of 1932-193? was handicapped by the policies and legislation 

of this ~inistration. 

To our knowledge, economic research has not yet found a justifica­

t!~n ~or the at.alysi~ and conclusi~ns of thi~ report . The authors state, 

!tOifevar, that they have detailed econorlic studies to support each of the 

eneraliza tie>ns and conclusions. In order to properly evaluate the re­

port it would be necessary to have available these supporting studies. 

'!"nere is a long list or conditions which are said to be ooeessary 

for sustAined pr osperity once recovery is attained , Vost or t hese rae­

tors resolve theMselves L~to one factor, namely, absence of government 

participati on dir ectly or i ndirectl.Y in business aethitx. 

It is our consi dered opinion t hat t his st~ is a political. docu­

~an• and not an economic one. It.s main burden is an attack on this 

'ci"'inistration 1 s polici es duriN' the past six years . There ia no pos­

itive proer8JU f or the government other then "do nothing" and "hands orr• • 

T'ne factual basis of the argument, as presented in Parts I and II 

c?· ~rises a series of prej tdiced and oerverse statistical cornpal'isons 

: .. ,ic~ no economic research could justify. The base periods for the 

ario·>s co:marisons shift back and forth in such a way as deliberately 

~" .f,Oif t he- United states in tho worst possi:ile liGht with respect to 

)t:1CI' cow1trios of the world. One not effect of these statistics is 

~ ir.dicate that tlte conditions of tw.l etJpl.oymm~t of high industrial 

~c ivi ty, and •prosperity" e.re to be found in their most extre:-1e f o:ru, 

·.ot under governt~ontal regil:les f avorable to free enterpri se, but under 

t he totalitarian re&tmes ot Germany and Japan. 
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'!be report drawa the follCIIfing Mjor conclullionet 

1. The recovery from the 1929 depreeeion really began in 1932, both 
i n United States and the reet of the wor l d, 

2. Tbe reco ... ry of 1932-1937 wae leee than that of moat countries, 
was unnen in character 1 and did not lilt"" any ot the progreaa that 
was to be expected accord.1ng to the paet 150 year e of our country• a 
progrese. 

3. The recovery ot 1932-1937 failed to be aa high ea previoua re­
coveriea becau11e of the New Deal legislation and New Deal policies 
which handicapped natural economic forcee . 

4. The 1937-1938 depreeeion was so severe in the United States be­
caure the previous recovery contained depreasiTe factors, which, coa>­
bined with the mi atakee of government and business 1n 1937, caused s 
sharper recession than that of 1929-1930. 

5. • list of factors is ginn which they say bad a depressing affect 
on busi neee during the recovery period 1932-1937. All of theea 
f actora l1 eted are those which are ueuall.y associated with the Admin­
istration , correct]3 or no . The main items are thoee which ueuell.y 
used t o attack the Administration. 

(l) Taxee - United States Profite ~ax, Capital Oaine Proviaiona, 
exceasive]3 high surtax rates , and administration of taxea which 
are antagonistic to buainees and wealth. 

( 2) 1!!!2!. - attitude of the government t;.,..ard high wagea, towarda 
labor relations and towards a it-down atrikea. 

(J) Prices - Government attempts to influence pricea. 

(4) Control of fano pricea and production. 

( 5) Securities regulation, public utillt)" regulation and govern­

ment competition. 

(6) Administration of relief wae uneound. 

(7) llonatary policies wtdcl. caueed fear of inflation. 

6. The illlftediata raetore which cauaad the economic collapee of l<r.n-
1938 ware mistakes by the government and by bua ineast 

Goverrnmt miatakaet (a) Inoreasa 1n reeerw requiraMnte , 
atarillzatioo ot gold, and drastic, instead or gradual, reduc­
tion of gove..-t caeh de.ticit e:xpenditurea . 

(b) Failure to attack llit-dawn strikae 
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(c) Statements by gonrrnent officials t.hat ecce prices wre too 

hie h . 

(d) Supreme Court bill. 

(e) The prospect of a special session of Congress . 

(a) In··entory policy 

(b) I nstallment selling 

(c) "allure of business tc illprove their financial structure 
by reducing fiXed charges. 

100 

(d) Too ready acceptance or apparent etrecte_ of govermant spend­
inp. policies by buSineSS "and in ~ inJitance s, moreover, bus1-
ne~s delibe •atel,y sought government financial aid• . 

(e) Failure to develop satisfactory labor relationships and tc 
convince work&rs that comp~ polbies were sound . 

(f) Failure of business nto sell itself to the public. 

(e ) Dis turbed labor relationships. 

7. Pert IV cont ains a list of essential conditions .mich experience 
sl.oos should prevail t o give aasurance of oontinued prosperity. All 
or t heao c~nditions without e xception are eo vague and so platUudinQl& 
ar to ,_. meaningless and use l ees as a guide to governl!lent policy. 

Regraded Unclassified



---

• 

~:"';>ared by: Lawrence H. Seltzer 
and • 01 Sidney Tiokton .!. 

I • 

' 

( 

Regraded Unclassified



TO 

~bJect: 

TREASURY DEPARTMENT 

INTER OFI'lCE COMMUNICATION 

DATE UArch 2, 19)9 

Seore~ary ntbau 

Wr. Bea.a 

Uembe Bank Holdings of Governments on 
December 31, 1938 

:!.02 

Preliminary data on member bank holdings of Government 
secur i ties from the December 31 call report have been made 
available to us f or internal use , and are presented in the 
accompanying tabl es. ror the f i rst t ime, a detailed bre~ 
down by maturiti es is available. some of the outstanding 
aspects of the figures are noted briefly bel ow. (All figures 
are as of December 31 , 193S. ) 

I . Holdings are Mai nly Short-Term 

(a ) All member banks . 63 percent of their direct 
Governments mature within 10 year s , and 4o percent within 
5 years . 

(b) New York City member banks. 75 percent of thei r 
direct Governments mature within to years, and 56 percent 
w1 thin 5 years. 

(o) Chicago member banks. They are more partial to 
longe~term GOvernments tb&ri any other class of member banks. 
52 percent or their direct Governments mature within 10 
yenrs, and 3S percent within 5 years. 

(d) Reserve cit~ member banks. 61 percent of their 
direct Governments ma ure Within Io years, and 35 percent 
~ti thin 5 years. 

(e) •country• member banks. 56 percent or their direct 
Governments mature within Io years, o.nd 33 percent within 5 
Yee.re. 
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secretary MorgenthaU - 2 

II. Ho1dinse ot Reserve and Member Banke 
as Percentage ot Total Market Supply 

(a) J,:ember banks and the Pederal Reeerve banks hold 
55 ueroent ot the total. open-market supply ot direct Oovem­
roents maturing within 5 years; and 48 per cent ot that 
maturing within 10 yeare. 

103 

(b) Holdings ot the Reserve and member bank1 total. 
only 36 percent ot the aggregate open-market 1Upp1y ot 
Trer.surY bonds; but 65 percent ot Treasury bills, 54 percent 
of Treasury notes, and ~9 percent ot Treasury bonds maturing 
w1 thin 5 years. 

(o) Member banks hold 50 percent of the open-market 
supply of Government-guaranteed ob1igations. The New Yor k 
member bank& bold 1 9 percent, the Reaerve oi ty banks 16 pe~ 
cent, the oountr;y banks 13 percent, but the Ohloago bank• 
only 2 percent of such obligations. 

(d) Member banks hold 32 percent of the open- market 
supply of Treasury bonde maturing between 10 and 20 yeare 
hence, and 25 percent of thoee maturing after 20 years . 

Attachments 
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Percent ot Total Market SUpplY* ot Direct United States GoYernment 
Obligations Held by the Reserve and Kember Ba~~s ot the 

Federal Reeerve System, December 31, 193!! 

104 

:. ~~~~----~P~e~r~oewn~t~o~t~ma~r~k~e~t~~~P~ffi~l=t~h~ei~4~b~y~------------•,Rew VorJt•, R - - -... Ch1 : e serve: : total. : 
Oity 

11 
ca.go : city :Country : Iii : Federal 

Treuury bllls 

Trea~ry notes 

Treasury bonds 

Maturing 1939-19~3 
Maturing 1944-1948 
Maturing 19~9-195!1 
Maturing 1959 or later 

Total Treasury bonds 

Total market supply 

Total maturing within 5 years 

member ember : member : banks : member : Reserve : Total 
banks : banks bank• : banks : banke : 

12. 1 

13. 5 

21. 0 
ll. l 
5. 9 
11-. 3 

2. 9 

13.1 
15. 3 
13.1 
10.~ 

g. 2 

7. 6 

g.o 

35.7 

Treasury Department, Division or Research and statistics. February 28, 19j 9. 

• Total market ~pply means all interest-bearing obligati ons, lees u. S, Savings, Postal Savings, 
and Adjusted Service bonds, and all securiti es held by Government corporations and credit 
agencies. 
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Holdings of United States Government Obligat ions Direct 
and Guaranteed, as Reported by Member Banks of the 

Federal Reserve System December 31, 1938 

(In millions of dollars) 

(Preli minary figures, subject to change) 

erve : 

!OS 

all oit;r banks : Reserve :Country 
bank : city banks: banks : New York 1 Chicago 

otll~;s.tions : 
TreRsu ry bills 2t$6 laa 59 1 , 2~4 11 
Trtasury notes 

19tt:l9~3 
3 ,3t59 1 , 1 2 291 732 

3onds maturing in ~7 3~ 36 2ll 127 
Eones cRturing i n 19 19~ 2 , 0 5t51 13~ 1,11 620 
Bonds caturing i n 19~9-195t5 2 , 902 53~ 353 l,lt$6 829 
Bonde caturing in 1959 
or later 1 , 1~ 122 1~~ 4z2 ~22 

Total direct obligations 10 , 894 2,963 1 , 005 ~.278 2,6~ 

~atlons guaranteed by 
•ited States Government : 

ion Finance Oorp . ~27 235 go 65 47 
!io-::e 01'1!lers• Loan Corp . l , ~j~ 505 10 ~g 3G8 
Federal Far•l L!ortgage Corp. 98 " 1 4 
Other Government 
cor, orat\ons and agencies 129 26 1~ 2g ~1 

Total guaranteed 
oblie;ntions 2 3" 89~ 109 7~ 601 

Total di rect and 
guaranteed Government 

1 ,114 210l el 3!2~9 obltgl\tions 1~!238 3,857 

Department, Division of Research and Stati sties. February 28, 1939 

Figures are rounded to 
add to totals . 

nearest million and will not necessarily 

, 
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Direct Unit ed Btatee Government Obl igations Hel d by the 
Reserve and Kember Banke ot the rederal Reaerve 

Sys tem, Olaasi!ied by Katuritiee 
as or December 31, 1938 

(In millions ot dollars) 
(Prelia1n&r7 t iguree, subJect t o ohange) 

Reserve banks 

me::~ber banks 

cit y meQber banks 

banks 

member banks 

member banks, excluding 
New York 

~eober banks, excluding 
llew York and Chicago 

Amount maturing !rom 

1 , 803 267 31S 1?6 

1 , 648 581 534 199 

386 134 353 133 

1, 498 1, 116 1 ,186 479 

szo 620 829 329 

~~. 4o2 2,$0 2,902 1 ,14o 

2,754 1 , 869 2, 368 941 

2.368 1 . 735 2,015 808 

Total 

2 , ?64 

2, 963 

1,005 

4,278 

2, 648 

10, 894 

7.931 

6,926 

reasur·v Depart ment , Division ot Research and Statistics February 28, 1939 

Figures are rounded to nearest million and will not 
necessarily add to totale. 

Regraded Unclassified



TREASURY DEPARTMENT 107 
INTER OFI'ICIE COMMUNICATION 

DAn lla.reb 2, 19)9 

TO Seoretar~enthau 

l.tr. Haa~ 

There i s attached herewith a t able showing t he actual 
enn ;he e stimated r eceipts tor the tieoal year through 
Pebrusry 1939· 

For the conth ot February the actual receipts ot 
~417 . 3 mill ions are almost exactly in accordance with the 
esti ni te ot $417. 8 mill i ons . For the fiscal year to date, 
we have actual receipts ot $3 , 652. 8 mi llions as contrasted 
with an estimate ot $3,632 . 0 millions, which represents 
$20.3 milli ons, or 0. 6 ot 1 percent , more than the estimate. 

Attachment. 

•' 
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Compar1.aoo or e at.ial&ted 1:/ anu ..l.tual. receipte J"or l' eb\-uary 1939 

at1d ror tho t:iret e ight aonthe ot: i'bco.J. year 19:19 

a-ral and special accounts 

Illtel'Dal ~wnue, 
IllCCIIB taxes 
'fax OD unjuat enr1chllant 
Kl..ecell eneou.e internal revenua 
h;r-<rcJ.l taxes: 

Social S.curit7 1.ct: 
'fax .. 'llitb respect to 
~ (tit.le VIll) 

fax ao ~ra of eigbt or 
-re (tit.J.e U) 

'fotal, Social Secorit7 Act 
Carriere 'faxiDg Act or 19:57 

'fotal ~rcll taxes 

'fotal intel'll&l. revenue 

Total receipts, general md 
special aocomte 

Summary table - da~ Treasury natoment baaie 

(11100ey t:ie=ea in .nn •oos or dol.J.are) 

Feb!'l!lll"Y 19:59 
Increase+ or 

:Estimated: Actual : decrease -
1 receipts :receipts :....,.,.ove~r7e"'a'-"t;:illla"""te~~ 

Allount : Percent 1 

M.8 
.s 

150.0 

96,4. 

4.5. 0 
w .• 
27. 9 

189.15 

1574.. 6 

28. R 

14..4. 

4.17 , 8 

55. 7 
• ov 

102. 2 

52.1 
1M •• 

27. 5 
lBl. 9 

:180,(. 

22.4 

14., 7 

4.17,15 

+ . 9 + 1. 6 
0 0 

7. 7 - 5.1 

+ 5.e + 6, 0 

+ 7.1 + 15, 8 
+ 115, 0 + 9.2 

. 4 - 1 •• 
+ 12. 6 + 7, <& 

+ 5. 8 + 1,6 

6,f - 22.2 

+ . 15 + 2,1 

, 6 ,1 

J'o.b" 19:18 - Februarx 19119 
' Increase + or 
:Estimated: Actual. : decrease -
:receipte :receipts: over eatipte 

1, 2159.4 
4. 15 

1,4.79. 9 

1584.,0 

77.0 
4.61.0 
81. 8 

5'2. 8 

11 ,266,4 

2215.2 

14.2 •• 

!1, 6112. 0 

: ,b!ollllt 1 Percent 

1,2:18. 8 - . 8 
• • 2 .1 

1, su. 5 + M.s 

ll88. 7 + 4. , 7 + 1. 2 

86. 5 + 9, 5 + 12. 15 
4.75. 2 + 14..2 + 15.1 
81.7 - ,1 .1 

556.9 + U .1 + 2.6 

ll, 514.,i + 4.8. 0 + 1. 6 

210, 15 - 12.9 s .8 

128.2 - 14..2 - 10. 0 

11 ,652. 8 • 20. 8 • , § 

TreUIIr7 ~. D!.Tia1ao of Research ancl Statietice. lllarch 2, 19119. 
!/ Kaothq d1etribut.1ao of eatia&te• ror t1ecal ,...ar 19!19 appearing in tbe JmUU7 19!19 Budget 16essece. 
y La" tUn .05 percent. 
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••• llf QUADRUPLHJA'l'E 

• I I o IliUM t llaJotll I, lilt • 

f~D!Im.J OCIIlmiiJitL 

'lU BOIIOR.f.BL& 

'filE SJIIORB1't.BY 0:1 STUB, 

W~, D.O. 

SDI I 

1 Uft \lle ___. to report tiaat, OOOOftiA& M 

1AtomaU011 HMi'f'M bee liJ AIUrlOIUl oU 111 \-\80 

aballt 60 po:N•t o~ \be poVo!Ma pi'04uu oll\aiMA 

by China 111 'Ule lllllh& S U MO 11114er e :No•\ o:N«U, 

whloll lo llll4.rewo& w llo par\ fd Ulo eredU ~ 

326,000,000 gru\cd 1n Deo-'tw l17 ._ • :='--=' 

lllllllt to tke IJllinreal T1'114 llla OOI'poroUoa ot IIW fOIItl 

OUJ, w1U ~ 4o11Yered at % n .. ,. tor llhlJIINil\ ..._ 

INnla Ul4 cn'V tiaa Dft M ... ..,. 1a 'hUallo .. I ,.._ 

1A& ~ poro•t wUl ao to ~. In«w!r•v, t• 

\I'IUllpor\caUon OYer ao h e!r nu..,. M r ntll, 

in 'Ulo ... , tlaa\ nu.., ~s.a· ....... Ulo h . .. 

pl.Me no reovloUa • t.bo .. ..,.._, ot ..- -.ppu .. 

to tlaa O!UAoee ~'· 

n 1o ea14 .. , tiM w-u• _._,..,.. --. 

ill'lMMI tlaa\ \lao ..,...,... 11'• tiYI UldW ISMW wU1 

8a01111\ •• 61,000,000 p11 .. or p.oliM, a,ooo,ooo 

sall .. ~ nitUoa a eeoliM, -.4 fl,oeo ._. el • 1..e1 

oU, Ul4 w111 un IU1 o:xport nlu. at oennl aUliCIIl 

4olluo, 
ottM''' 

. ' 9 
-~ 
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-
Qlttelal M'riM ~ tllo pvebue b;r QlL1u ta ._ 

U.lW 9\oko ~ ~ pnolMb, 11114 ot ta\ , .. 

ai .... M te 11"1 •• ._ .._ -l'NA ll;r 'fs L 'fMDC1 

'fiN Ktalatel' t• J'w '• Atta.tro ot tale ~le ot 

<*1M, - ta au our, rr- Dr. a. a. ~ • ._ ~ .... ......... ,., ~ .. 
!!!!'iN OU J!Mnt~H Sa l!!p'!:!. 

Tile IJgMaK·T- 011 Caql~ 1.t tile cmlJ .-.1. 

ou oll •-• n witJl • ~~~ .ttioo ta Raas- 11114 a 

u rlloUnc orpntaa\1011 ta Blllwa. n Ulporw 11114 418-

\rilna\ .. un_, llllll'ioaU.aac oUa 11114 areueo, &1\o 

oll, 11114 uplla.U. s - or tJlo otJler aortos o~m.l• 

a:n reprooOD\od llel'e b;r oaon' •• ola1otl:r t or Ulo oolo 

ot 1vllr1oonu an4 .. phoH. 'dlo 418\rio\ -oaor 8\ 

llOIIC 11-c ot Uao or.zu IJOiq)OIIJ (Clltaa) , U11.HG6, Mrs 

l· llorolt-8_.., NMil\11 TieUo4 RDII&OCIII ln -­
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STATEl:Srff 0~ ~ARY 1.'0~0 BEFORE 'mE SUB-COI.!UITTEE 
OK lo!l!~ POUCT, BANKING .AN!l DEPOSIT ImURANCE OF 

'l'IIE SDil!S CCA!IUTI'EE ON BANKnC .AN!l CURRENCY, 
)lARCH 2 , 1939, 10:30 A.ll. 

J.tr . Cbaln:an and l'Bmbers or the Su~olllllittee: 

On January 19, 1939, the President wrote to 

the President or the Senate and the SJEake1· or the 

Rouse o r 3epresentatives recomnending the extension or 

the p<J~~~ers conferred by Section 10 or the Gold Reserve 

Act or l9G4 dei!Jtng with the Stab1l1zat1on Fund and 

certain ~ers spec1!1ed in the Act or llay 12, 1933, 

relating to !txtng the oetall1c content ot the dollar, 

'flhtch would otherwtse expire on June 30, 1939. S . 910, 

wtl.tch was Introduced on January 23, 1939, by Senator 

lagner , Cba.1nEn o r the ColiiD!ttee on Banking and Currency, 

1s 1n accord w1 tb the recomnendations or the President 

and I 8111 appeart~ before you tn support or this btll . 
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A discussion o! the provisi ons ot S. 910 may 

be conveniently divided into the provisions dealing with 

the extension or the Stabilization FUnd power s (Section 

1 of the bill) and the provisions dealing wi t h the 

extension or certain powers specified in paragraph (b)(2) 

or Section 43 o! the Act o! May 12, 1933, which principally 

involve (a) the power to alter the weight of the gold 

dollar and (b) the unlimited coinage or silver . I! it 

is agreeable to you and the other members o! the sub­

committee , Mr. Chairman, I propose to take up the 

provisi ons or s . 910 1n that order . 
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I . 

Continuation ot the Stabilization Fund Powers 

The Stabilizati on Fund or $2 billion was 

established by Section 10 or the Gold Reserve Act or 

1934, which was enacted on January 30, 1934. The 

$2 b1111on placed in the Fund was obtained !rom the 

increment accruing to the Treasury !rom the decrease 

in the weight or the gold dollar and consequent 

increase in the value or the gold held by the United 

States . As originally provided, the Stabilization 

Fund had a lite or two year s and the Pr esident was 

authorized to extend the period tor one addi tional 

year . This he did on January 10, 1936. In January 

1937 Congress, in an Act similar to the bill now being 

considered by the Committee , extended the lite or t he 

Stabilization Fund untll June 30, 1939 . The purpose 
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ot the legislation now before your committee is to 

extend the Fund until January 15, 1941. 

During the three years i mmediately precedtng 

the creation o! the Fund more than 30 nations had 

departed !rom the gold standard and had adopted ei t .her 

floating currencies or exchange controls . Confronted 

with these monetary developments Congress , tully 

appreciating the need tor a special fund , with ample 

reserves and adequate power to cope wtth this new 

trend In i nternational monetary matters, created the 

Stabilization Fund . 

Since the establishment o! our Stabilization 

Fund other countri es have abandoned the pre- 1931 gold 

standard, until now every country except the United 

States and one other country important commercially 
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has a currency which, 1n ertect, is either a floating 

currency or is subject to exchange controls. 

'lllereas be!ore 1931 currencies rtxed 1n terms 

o! gold and stable in terms o! exchange rates 

characterized most o! the world monetary systems, 

there now prevail currencies w1 th d1!!ering nominal, 

actual and even bootleg rates, !loattng currencies, 

exchange controls, and excha~e clearing agreements . 

Formerly r1g1d mint par1 ties and unrestricted gold 

movements ruled 1ntenl8.t1onal currency relat1onshtps; 

now dependence haS to be placed ch1e!ly upon the 

day-to-day decisions or governments adapted t o the 

continually shltting economic, pol1t1cal and monetary 

cond1t1ons. 

Regraded Unclassified



- 6 -

The purpose or the Fund is to stabilize the 

exchange value or the dollar . In carrying out this 

purpose the FUnd undertakes a variety ot operations . 

118 

Sometimes it is called upon to prevent violent 

fluctuations in exchange rates induced by acute 

political developments which cause !lights of capital 

!rom one country to another . Such, tor example , was 

the sttuatton created in the t a ll o! last year when 

as a consequence o! the Czechoslovakian crtsis a 

large volume o! funds sought to leave Europe !or the 

United States. The outflow o! funds was so large that 

the amount of gold which it was necessary to shtp !rom 

Europe to provide dollar balances was tar greater than 

coul d be taken care o! through normal coiiDI!ercial 

channels . If there had been no Stabilization Fund 
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to cooperate with the other funds , the dollar exchange 

would have fluctuated so violently as to disrupt our 

trade . International monetary chaos might have 

ensued . 

The occasions which call ror operati ons or the 

magnitude undertaken by our Fund last ran are , 

however, sporadic . Normally the Stabilization Fund 

is concerned with hour-to-hour and day- to- day fluctu­

ations in the dollar exchange rate . When the exchange 

markets are quiet and there are no unusual disturbances , 

it 1s not necessary for the Fund to take an active part 

in the market . At such times it operates in relatively 

small amounts and participates in a relatively small 

number or transactions each day, and may even not enter 

the market at all . 

Regraded Unclassified



120 
- 8 -

When, however, !or one r eason or another the 

operations in the various ~xchange markets become 

speculative or panicky in character, with abnormal 

fluctuations , then the Stabilization Fund steps into 

t he market and becomes active in buying and selling 

gold and !oreign exchange !or the purpose o! minimizing 

fluct uations . 

During these operations it is frequently 

necessary !or the Stabilization Fund to acquire toreign 

currencies . The Fund attempts to carry out all such 

transactions with a minimum ot risk . In the past, 

we have been successful in avoiding r isk or exchange 

l oss through speci al reciprocal arrangements between 

cooperating Treasuries under which f oreign exchange is 

i mmediately convertible i nto gold at a price !ixed each 
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day. Incidentally, it should be pointed out that 

because we wish to avoid the possibility of an 

exchange loss we frequently forego the possibility of 

an exchange prof1 t . 

There are also occastons when the exchange rate 

betVIeen the dollar and the currency of a country with 

small gold holdings i s subjected to pressure because 

of un.favorable poll tical or economic developments . 

The F'und can be employed, and has occasionally been 

employed 1n such circumstances , to help stabi lize the 

dollar exchange . 

For example, our arrangement with China was 

just such an operation . There was strong pressure 

agatnst the dollar-yuan exchange and China needed 

dollars tn order to strengthen the dollar-yuan exchange 
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rate, thus avoiding add1t1onal obstacles to our trade . 

To eliminate any rtsk ot exchange loss , China agreed 

to repurchase the yuan at the same rate at which the 

United States purchased them and China's promise was 

backed by adequate gold and silver collateral, which 

was kept on deposit with Federal Reserve Banks . 

An arrangement ot 11ke character was made with 

Brazil in 1937 1 but owing to subsequent developments 

the arrangement was not utilized . 

A similar arrangement was made with Mexico . We 

purchased ~extcan pesos and in exchange made dollars 

available . Again, as in the case ot China, the 

Mexican Government agreed to repurchase the pesos at 

the prtce we paid tor them and deposited adequate 

collateral with the Federal Reserve Banks . 
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There are tintes when the Situati on 1n the 

!oretgn exchange and gol d markets calls !or gold 

operations by the Fund 1n the London market . I!, as 

a consequence or certain international, economic or 

t rade devel opments , pr essure should develop against 

the dollar sterl ing r ate, the Fund might, 1n order to 

protect the dol lar's posi tion and American commerc ial 

and trade interests , engage in gold oper ati ons to re­

l ieve that pressure . It might , !or example , place an 

order through its !!seal agent, the Federal Reserve 

Bank of New York , !or the purchase in London of a 

specified amount of gold at a specified price . Upon 

execution or the or der our Fund acquires gold 1n London 

and supplies dollar exchange in payment . This gol d 

1s placed on deposit in London and may be disposed or 
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in any o! several ways depending upon market develoP­

ments . Should , !or example , pressure against the 

doller then occur, the Fund could release the gold in 

London tor payment 1n sterling and then sell sterling 

! or dollars . I!, on the other hand, no such ~ressure · 

develops, the gold can be brought to this country to 

be held 1n the Stabilization Fund or to be sold by 1t 

to the United States Assay Office . 

There are numerous other technical ways 1n 

which the exchange and gold transactions are consummated 

depending upon where the pressure falls , what the 

reasons !or the pressure are , the condition o! the 

various exchange and gol d markets , and even the shipping 

facilities tor gold available at the particular ttme . 
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From 1934 to the middle o! 1936 the Stabilization 

Fund acted independently in the purchase or gold and 

foreign exchange . When in 1936 France was confronted 

with a monetary crisis , the United Kingdom, France 

and the United States realized the necessity of taking 

steps to safeguard their economies against competitive 

exchange depreciation which in the long run would 

benefit none and injure all . Therefore , in pursuance 

of our policy o! promoting stability of the exchange 

value of the dollar , on September 25, 1936, we joined 

the governments o! Great Br itain and France in the 

Tripartite Declaration of policy with respect to 

international monetary affairs . Soon thereafter the 

governments or Belgium, SWitzerland and the Netherlands 

announced their adherence to t his declaration . The 
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machinery !or collaboration to attain the common 

objectives laid down in the Tripartite Declaration 

was provi ded chiefly by the Stabilization Funds of 

·t hese countries . 

The Stabi lization Fund is , under present 

conditions , a potent instrument for the protection 
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or our stake in world trade and or every American 

producer who competes in t he American market with 

foreign producers . The only persons in the Un1 ted 

States who can posst bly be injured by the operations 

or the Stabilization Fund are specul ators tn foreign 

exchange . Whereas the bus iness man needs stability 

in exchange, the speculator thrives· on exchange 

fluctuations . Any bustness man who has had to deal 

in foreign currency knows that the dollar ts the most 
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stable and the soundest currency in the world today . 

The $2 billion Stabilizati on Fund has been an 

important and, I believe , essential instrument in 

maintaining that stability. 

The occasions when the Stabilization Fund 
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has been employed !or large scale operations to avoid 

disruption o! the international monetary market have 

been !ew, yet the Fund operates r egularly to minimize 

undesir able day- to-day fluctuat ions in r ates . Its 

very existence constitutes a stabi lizing factor in the 

exchange market . It is a major !orce 1n discouraging 

speculators !rom undertaking ratds on our exchange 

rates . What is even more i mportant , the presence or 

a $2 billion Fund set aside to be used !or exchange 

purposes when necessary effectively discourages the 
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initiation of currency depreciation wars which would , 

ot course , be disruptive to world trade . 

One o! the responsibilities of the Stab111zat1on 

Fund is to assume in times of stress in the foreign 

exchange market the !unctions normally performed by 

private operators , who , because o! the risk involved, 

may not be willing to act at the very time when t here 

i s the greatest need !or exchange rac111t1es . There 

have , tor instance , been several occasions in the last 

year when t he F'und was virtually the only source of 

dol lar exchange . 

There 1s sti ll another important !unction which 

stabilization fundS throughout the world perform -­

namely, the protection o! the domestic money and credit 
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market !rom the impact o! large gold losses or gains . 

Because o! the large amount o! gold held by our 

Stabilization Fund i t is in an excellent position to 

protect our credit base against heavy withdrawals o! 

gold !rom this country . 

It may be expected that , with the restoration 

or normal conditions abr oad, gold may leave the United 

States in large volume. In such a s ituation the gold 

in the Stabilization Fund will cushion what might 

otherwise constitute a severe shock to our economy. 

The emergency in the international economic 

and monetary field still exists and unfortunately 

there are no grounds tor believing that such emergency 

wi ll end on June 30, 1939 . On the contrary, the 

recurrence o! international crises is as probable now 
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as when the Stab111za.tton Fund was created 1n 1934. 

Regardless o! the t r end o! tnternattonal 

developments , the Stabilization Fund may have even 

greater usefulness l n the f uture than it has had 1n 

the past . 

I turn now to another aspect o! the Fund. 

When Congress estahl1shed the Fund it provi ded t hat 

:1.30 

an annual audit shoul d be made and that t he Secretary 

of t he Treasury should make a report to the President 

once a year. There was no provi s ion for any other 

report . Congress evi dently recognized that every 

precaution should be taken to prevent any one !rom 

attempting, through knowledge o! its detailed oper ati on, 

to gain speculative advantage . It vras then known that 
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the Briti sh Fund was operated with the utmost secrecy 

and it was realized that a certain amount of secrecy 

was essential if our Fund was to serve its purpose 

most effectively. 

So far as there is secrecy in the operation or 

the St abilization Fund or the United States, it relates 

only to the transactions and status of the $200 million 

portion of the Fund. This account has never held more 

than a relatively unimportant portion of our monetary 

gold s tock . It 1s with regard to this portion or the 

Fund that the exchange speculators interested in 

following for their ovm gain the day-to-day operations 

or the Fund would like to have more detailed information. 

These speculators cannot now tell whether the operating 

portion or the Fund at any given time consists entirely 

\ 
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o! gold, or ent i rely o! cash assets , or partly or 

each . They, or any citizen, o! course, can tell 

!rom the Daily Treasury Statement that the Stabilization 

Fund contai ns at least $1 .8 bi llion of gold which has 

never been touched . 

Speculators would be the chief beneficiaries 

from publi cation of a current record of the day-to-day 

operations o! the Fund. Failing to obtain current 

information~ they would like the detailed data on past 

operations . The past record wruld enable them better 

to trace the current activities o! the Fund . 

One o! the important ways through which the 

Stab111zat1on Fund helps maintain confidence and 

stability or exchanges is by it s psychological effect . 

The less the speculator knows of the day- to-day operations 
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or the Fund, the smaller do those operations have to 

be . 

II . 

Alterati on in the Weight ot the Dollar 

I now come to the second section ot t he 

legislation which t he Committee ts considering: 

extension or the authority to alter the gold content 

or the dollar . This power , when originally given to 

the Pres ident in the Thomas Amendment passed in May, 

1933, was subject to no time l imitation . However, it 

did provide that the gold content or the dollar could 

not be reduced more than 50 per cent . In January, 

19~4, when the President recommended the enactment of 

the Gold Reserve Act he r ecommended that t he authority 

to change the gold content ot the dollar be limited t o 

fixing the dollar at a gold content ot between 50 and 
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so percent ot its rormer weight . You may recall that 

on Jant~ry ~1 , 19~, the President exercised the 

power granted him in this Act by fixing the gold 

content or the dollar at 15- 5/21 gr ains ot gold 9/10 

tine which was approximately 59 per cent or its rormer 

weight . 

The Gold Reserve Act placed a time limitation 

on both the St abilizat ion Fund and on the dollar 

deval uation powers . On January 23, 1937, the dollar 

devaluation power was renewed by Congress at the same 

time the Stabilization Fund was extended . 

It is my conviction that this power should be 

continued . 

The dollar now has identical ly the same gold 

value 1t bad t1ve years ago when the President 
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proclaimed on January 31, 1934, that the gold content 

ot the dollar shall be 15-5/21 gr ains o! gold 9/10 

rtne . The tact that we have kept the gold value of 

the dollar stable through the International monetary 

disturbances and alarms ot the past five years should 

be adequate assurance that there is neither desire nor 

intent on the part of this administration to alter the 

gold value of the dollar except under circ~tances 

wh ich clearly demand such action . 

Thts power is a weapon 1n reserve which 1s 

needed tor t he protection ot Amertcan interests . In 

the monetary !1eld 1t 1s as important as a pooertul 

navy in the field of defense against armed attack . 

In the last five years, as you know, the 

currencies ot over 50 countries have changed their 
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gold value . Unfortunately, the future is uncertain; 

the trend of international economic relationships 

remains subject to constant modification. There is 
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no guaranty that other countries in their search f·or 

what is in their best interests will not undertake 

monetary measures which may operate t o the disadvantage 

of the United States . In this connection, remember 

that virtually no foreign country has fixed the actual 

gold value of its currency . 

For the United States to surrender any of its 

instruments for dealing adequately and promptly with 

international economic and monetary problems as they 

arise would tie our hands when immediate action might 

be crucial. The existence of t his power t o devalue 

the dollar has been a warning to the world that we 
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stand ready and able to defend the position o! this 

country in world trade and to protect American goods 

!rom 1ntens1!ied competition in the American market . 

Thus stabi l i t y rather than instabili ty 1s given to 

int ernational exchange rates by the existence o! the 

power in the United States to deal promptly and 

effectively with currency depreciation abroad . 

It is my opinion that at this time when the 
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gol d content o! other leading currencies is permitted 

to float , and when the international picture is so 

uncertain, the United States should not permi t the 

power o! its government to deal quickly and effectively 

1v1 th st tuations that require an alteration in the gold 

content or the dollar to l apse . 
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III . 

New1Y-U1ned Domestic Silver 

I wish to call attention t o the t act that 

secti on 2 o! s . 910, in addition t o extending the 

power ot the Pres ident to alter the weight or the 

138 

gold dollar, also extends the power ot the President , 

conferred by the Act ot May 12, 1933, as amended, to 

provide !or the unlimited coinage or silver . As you 

know, pursuant to such power the President on 

December 21, 1933, issued a proclamation pursuant to 

which newly-mined domestic silver has been received by 

the mi nts !or coinage and addition to t he monetary 

stocks at a return to the miner o! an amount considerably 

above the world price or silver. Since December 21 , 

1933, a number o! proclamations have been issued 
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modifying the original pr oclamation with regard to 

the amount to be returned to the miner and e xt endtng 

the original proclamation . The Treasury is now re­

ceiving newly-mined domestic silver under such 

authority at a return to the miner o! approximately 

64-1/2 cents per ounce . The original proclamation, 

as mod1!ied, expires on June 30 o! this year . under 

the provisions o! section 2 ot s. 910 the President 

woul d have authority to extend such proclamation 

unt11 January 15, 1941. 

--oOo--

1.39 
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In re: !!ANUf'AI.:!'UE!ERS 1 ASSOCIATION 
Oepreeelob Co~ittee 

March 2, 1939 
3:00 P. M. 

PRESENT : 

H . !~ . Jr : 

Secretary Morgenthau 
Mr. Duffield 
Ur. \•/htte 
Mr . Hanes 
14r. Gast on 
Mr. Howard Coonley 
Mr. E. V. 0 1Daniel 
Mr. H. Boardman Spalding 
l~r . George H. HouRton 
Mr. George Gutb 
Mr. EdJDond E. Lincoln 
~:r . Harley L. Lutf. 
Mr. Willford I. King 
Mr. Donald Woodward 
Mr. Levis Haney 
Mr. Walter Chamblin 
Mr. Noel Sargent 

(Secretary's Of fice) 

Well, gentlemen, I appreciate very much your 
comi ng in. 

I read with great interest your booklet on the 
study or t he depreaiioM• • l~e have been making 
a s~lar study h~re, the so- called f i scal 
monetary committee, and when I saw the f irst 
Preas notice or your study I felt t he.t what we 
are all trying to do i8 get this country on a 
better basis than it has ever been before. 

For my part I am sure I can learn something. 
I want to explain that we are no t i nterested a8 
far as publicity i8 concerned even though t he 
Press hangs around my door. All we are here for 
is to exchange informat ion . 

I asked l1hether you objected to a stenotype. The 
onl y pur pose i s I do keep a diary and I will 
furnish you with one oopy or these proceedings if 
you de sire it . I do want some sort of a record and 
wi ll be glad to rurni8h you gentlemen with a copy. 

Regraded Unclassified



( 

O' Daniel: 

H . I~.Jr: 

141 
- 2 -

What we want is to be helpful and to get the 
benefit or these studies. We don 't think publicity 
puts anybody to work. So, if whoever ie Acting 
Chairman would start in and tell Mr. Hanes and 
myself something about the work and how you 
approached it; how we coul d ava.11 ourselves or 
some or the information you have and what you think 
are some or the more important ouestions and what 
comes first in importance, I woUld be more than 
pleased t.o listen. 

Mr. Secretary, we approached this problem, you 
might say, first , ae the National Association. 
The first year we started this work was 1937. 
A committee was appoint ed to study the dep ression 
and t he causes thereof and that work has been 
continued up to t he present time. 

The commit t ee was made up - t he active committee 
was made up or meobers or t he National Association 
or Manufacturers and various people engaged in 
industry. 

I·Te had associated with us in t he committee work 
a number or economists rrom the academic field 
and some rrom the business field . or course, we 
have no illusions about t he size or the under­
taking and this report, in some respects, is 
merel y a tentative report, particular l y the 
latter sections or it where we set up certain 
objectives or, perhaps a better word would be 
•standards" which we thought cha.racteri~ed 
period s or prosperity, and also might be de­
scribed as •objectives to be attained i f we 
are going to continue to have prosperous 
oondi tiona•. 

That in brier outlines t he way we approached t he 
study, I don't know how you would prefer to 
proceed; whether you would like to ask questions 
a bout some points that occurred to you from the 
report which might be particula rly in mind • . 
Well, or course, t he thing I had in mind is t hie: 
After all, I always think or myself as an employee 
or t he taxpayer and we are doing certain work 
here on this thing, and we have available the 
starts or the Federal Reserve and the Department or 
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Commerce, parts ot it, and the Monopoly Committee 
and National Resources Board and ourselves. We 
are working on the v ery same thing t hat you people 
are. No doubt you people also have technicians 
down the line who are doing the detail work and 
I hoped of t he possib1li ty of getting t he group 
that we have here and possibly your group t oget her, 
and let t hem rub shoulders and s ee i f out of t hat 
there would be a number of things that could be 
agreed upon and ooul d be done. After all , the 
staff here are Government people; t hey are not in 
business and their outlook na;urally i e a little 
different . The same way with busines s people. 
\fe each have sources of info rma tion which, 1f 
pooled, somet hing qui te conetru"ctive would result . 

Your thought wae that p erhaps some kind of a 
conti nui ng r el a tionship could be had between t he 
t echni cal oeople engaged i n t he work. 

That i s what I vas sort of looking forward to . 
Your report covers a great many things that we have 
l i sted. \'/e have listed t wenty-nine. I don ' t know 
just how many you have by numbers , but i f you 
oeople would say: 1 Let us take a half dozen which 
we feel a r e t he most pressing and are the most 
hopeful", and outline to us those you think would 
come under that classi f i cation, just as a start , 
you s ee. 

On t hat aueetion of continuing relationship, I 
feel that l-!r. Coonley, who is President of the 
National Association of Manufacturers, would be 
i n bet ter posi tion t han I to i ndicate what might 

be possi ble. 

Well, we would be deli ghted , ~!r . Secretar y, to 
work with your grouo on mat ters that both of us 
feel are vital to m8ke possible recove ry, and 
we can do that i n any way you sugges t . We would 
be glad to meet with your group on specifi c 
sub jects or on the general progr am. Possi bly 
t here are s ections or this report t hat i nt erests 
them particularly. It eo, they could be con­
sidered in de t ai l . 

Somebody s aid t hey bad been at this work tor 
eighteen months. You know our strength and our 
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weaknesses and you know your own organi zation. 

Whioh seams to you to be the moat fruitful and 

from what angle would you suggest this should 
be attached. 

I wonder whether time permits or whet her it 
would be to your interest to run over, nov, some 

of the sections of the report that have been 
discussed and possibly arrive at a basis tor 
future consi derati on. 

I will do it anyway that you like. I will let 

you take the leadership or one of t he other 
gentlemen . 

14ay I ask this question: Has any study been made 

of this reoort to indicate what sections you are 
particularly interested in? 

Very bri ef. I am goi ng to be frank with you 
people . I was on the Hill, as you know, until 

a quarter of one, and attended a meet ing of 
the Advisory Committee, and I have come di rectly 

from that meeting a.nd I have not had an opportunity 

to do "my home work" . Now, I am Just kind of 
groping. If l4r. Hanes has had an opportunity 
to go over the report -

I have had a chance to study pa rt of the report 

and the thing which is _uppermos t i n Mr. Coonley's 

mi nd, and in our Olm mind right now - I maybe 
should say •uppermos t in my own mind right now", 

because I have r esponsibility for it, is the tax 
problem and it is t o that which I shall selfishly 

dire ct most of my attention. I think we should 

take t hese sections somewhat i n order . We can 
not oover the whole water front i mmediately, but 

we do have something which is pressing and whioh 

is an i mmediate prosnect and I feel t hat one of 

the most constructive approaches we can take 
toward eoonomi o recovery is to get this tax bill 

on a sound basis. So with that end in view, I 

would like to present for an i mmedi ate answer, 

and an immediate meeting ot the minds, i f we 
oan get an i mmediate meeting of the minds with 

t he manufacturers, some mutually tenable 
approach t o this t ax problem, so when we got to 

the Congress with a tax bill, we are not going to 

meet t he r esi sta.nce, not only of the Congress 
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or some members or Congress, but resistance from 
the manufacturers or the country . That is what 
I want to avoid, i f possi ble, and I think "e can 
avoid it because we are applying the yardstick, 
or the ques tion we aek: •Does it promote 
recovery•. If it does not, we are against it. 

Thi s appeals to ce as an i deal way or going about 
t h ese things, to discuss t hem in advance. Our 
ideas may not meet, but at t he same time we will 
kno~t the other 1 s point of view anrl t herefore we 
will be able to take a much more intelligent 
ooei tion. We want to be heloful in every ~tay we 
can and eo, possibly, if you are particulnrly 
int er es ted in t he sections or our report t hat 
have to do with taxes we might start with those. 

I think t hat is an excel lent suggestion. There a re 
two things: The tax program and as a nart or t he 
tax program the Social Securi ty program. Those 
t 11o t h1ne;s are as bother s ome right now as to what 
the right approach is as any two, and I think 
ir HI'. Hanes will start on taxes first and Social 
Security, which is, from our standpoint, a part 
or the -

The r eason I suggest t hat, is because we would 
was t e a lot of tice , in my opi nion, right at t his 
particular mocent- I don't mean it should not be 
studied over a period time, but we will waste 
a lot or t i me if we go del ving into t he grea t 
b road policy or Governmental admini stration, 
as one of your items sets out hPre . 

I think if 1~e go into tho se broad subjects we are 
going to los e a lot of t i me when 11e should take up 
something which we have a chance, politically, I 
uill put it t h1tt l·tay, somet hing we have a chance 
to do right now which i s goin~ t o encourage 
bueinee!l entero!'i se in t his country. lly thought 
i s to anoroach it in t hat way, eo t hq t we wi l l 
have a concrete basi s tor di scussion which will 
~ive us a maxi mum or benefit rrom this meeting. 

~/e want to kno~t what is in your mind as things 
to be done that wi ll generat e a recovpry movement 
and a reeling of confidence i n thi s country; a 
reeling t hat this Government wants to produce a 
t ax bill \lh1Ch is constructive and ~thich will 
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encourage business enterprises to go forward. 
It eeeme to me we have a real opportunity in t hat 
direction, (and I think thoroughly possible, 
politically) to do something in a construotive 
way. 

Well, I think we could take up that particular 
section that you are interested in with t he 
realitation that it this ie going to be treated, 
it has to be treated ae a whole and not in any 
one oa.rt or any part alone. 

Yea . 

I think 1·1r. 0 1Daniel can take up those sections 
that have to do ld th taxes. 

You are referring, Mr. Ha.nce, I assume, to those 
paragraohs on page 24. 

24, yea . 

11ell, now, a s a matter of procedure in discussing 
this thing I am going to call on eome ot t he other 
gentlemen present here to take up particular topi cs. 

I don't know whether it is worth while to re- read 
these paragraphs. I think you are familiar with 
every one here, so it is probably a waste of time 
to read them again. 

I was thinking it we could get, tor an i mmediate 
study, the concrete proposals which t he manuf acturers 
have in mind, that would be i mmedi ately helpful , 
and twte those uo in such order as you may desire. 
I don 't care which order . 

I :nmediate, specific proposals or covering also 
t he _ general t heory ot our approach to it as well. 

That 1e right. 

Well, Doctor Lutt, would you take up t he discussion 
dealing With those first two paragraphs under 
Number Two on page 24, dealing With the undistri­
buted profit tax and the capital gains and losses 
provisi ons, and also the question of the total tax 
burden and particularly t he tax burden on individual 
taxpayers. 
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Mr. O'Daniel I am glad to do t hat. 

Mr. Secretary, I think I can correctly state t he 
position ot the Committee which drafted t his 
report, although I was not a member ot t he Committee 
and had no connecti on With the writing ot t he 
report as such, by saying t hat these passages on 
taxati on are intended as an expressi on of the 
viewpoint of the Committee to the effect t hat in 
many respect s , t he pres ent tax policy has the 
result of repressing init i ative and discouraging 
t he assumpt ion of business risk. 

Of course , we all realize t hat we can gat nowhere 
near permanent economi c recovery unles s t here is 
a wide spread, gener al disposition to assume not 
onl y t he normal hazards or ordinary enterprise, 
but more pa rticularly t he extra hazards of new 
and relatively ventur e some enterorise. And I 
think it is not an unfair or extreme criticism 
t o say, in many respects, t he present policy 
does check, if it does not entirely destroy any 
incentive t o as sume those risks. For example, 
from t he standpoint of the i ndividual i nvestor 
it i s quite obvious, I think, that the present 
scale of surtax rates is one lfhi ch provi <, es very 
l i t t l e i ncentive for anyone to take extreme r isks 
or even t o work very hard a t producing i ncome i n 
normal enteron s es. 

Consequently, the first critici sm t hat I would 
make agains t the pres ent t ax policy is t hat your 
tax rate is enti~ely t oo hi gh, and t hat you can 
do nothing more constructive toward removing the 
brake or releasing t he brak~ on investment and 
ent erpri s e, and particularly t he more risky t ype 
of enterprise, than to lower those rates . In 
the l ong run , I think, you will get as much or 
more revenue at a very much loiter schedule of 
ratee than you are l i kely to get as long as you 
have the brake fi xed as tightly as you now have it. 

In t hat same connection and 1n t he same di rection, 
ot course , i s the provi sion which permits no 
allowance tor net losses. Now obviously, in 
every i ndustry except t he most stable and certain 
type ot industry, there wil l be variations in the 
volume ot profits and I, toget her with a great 
many other critics of the tax policy - students 
ot taxation in general, have come to t he conclueion 
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that you can not fairly measure the profit return, 
or t he !low or profits to ent erprise on the basis 
or a single year ' s profits. In other words, it a 
man does take a risk eucceestu1ly in one year, and 
makes a good profit, he pays very heavily on it, but 
the next two years may put him 1n the red and he 
must out into his capital aooount in order to 
carry on. And unless you have some reasonable 
allowance tor t he long run ebb and flow or proti t 
and lose, you have an inadequate incentive to 
enterprise. 

May I ask you a question there? Have you given 
any thought as to what suggestion you would make, 
concretely, tor a reduction or the surtax rates? 
Have you given any thought to what the maximum 
should be? 

Well , you mean rrom the etandooint or the errect 
on revenue. 

No, I was thinking about the effect on the business 
mi nd, rather t han on t he revenue. I am thinking 
more in t erms o:r the business mind than the 
revenue. 

No, I have not, l·ir . Hanes, except that I would say 
t hat in general, t hose rates should not rise above 
a peak or somewhere b etween 25 and 4o per cent. 
As you know, the peak of the surtax rates during 
the middle 20s was 2~ or 25 per c ent and even in 
the 121 Act, as I recall, it vas only 4o per cent 
when we t hought we were t axing pretty severely and, 
or course , in the long run it might take a certain 
amount or experimenting to f ind out Just what the 
nea.k is -what it should be -what the i deal 
arrangement should be, but I think i t you want 
to clear t he way very emphat i cally now tor an 
aggressive flow ot investment into new ventures, 
you could not do anything more dramatic or more 
effect ive than by bri nging about a very substantial 
reduction of those rates. 

I think you should also ooneider a reduction of the 
ordinary corporation rates also, because high 
surt ax rates after all do not affect the l .arge 
majority or taxpayers in t he same sense that heavy 
taxes on t he entire corporate net income will affect 
the majorit7 or investors in corporate seouri ties. 

Regraded Unclassified



H11ncs : 

Lutz : 

Hnnes : 

Lutz: 

~snea : 

Lutz: 

- 9 -

Those two matters should be senarately considered. 

In that same connection I t hink we have made a 
mi stake as a long run policy , to put our state 
tax rates as h1gh as they are because the etteot 
ot the two set a ot rates is certainly to deplete 
the nr1noipal sources ot the oanital funds . And 
we can no t get any large volume- of invest ment, 
no mat t er how willing people are, if t he bulk ot 
their tunda bot h current and accumulated, are to 
be sliced ott by tax r a tes ot that sort . And ao 
I 11ould recommend to you personally, and I say 
t hat because I assume t hat the state tax r a tes 
have been considered by th1s committee, but I am 
not - but I would certainly recommend some re­
adjustment of that schedule ot rates also. 

May I ask you another question there? 

Cert ai nly. 

Thi s net loss carry-over that you were talking 
about a moment ago , what period ot time do you 
suggest it should be? 1'/hat period ot t i me would 
you say was a fair period tor net loss carry-over? 
;/ould you go back to 1932 fo r i nstance? 

It wa s only about three years t hen. 

For t~1o succeeding years? 

Yea, they entered t he second succeeding year. I am 
not certa in whether t hat is sufficient . You mus t 
understand t hat in Engla.nd, as I recall it, it i s 
ei ther five or s ix years and under t he conditions 
which English industry operates, with a probably 
great er stabi lity, and a relatively smaller field 
for really venturesome enterprise t han ~<e have, 
if they regard five or six years as a reasonable 
basis tor adjus tment then I don't think in our 
economy, which has oo ma.ny more pot entialities 
of risk taking and odds against you, if you do 
go into t hose fields , t hat we ought not to 
consider a short er period t han that . I have never 
felt t hat three years was entirely adequate tor 
a long time adjustment . But again, it you have 
t o set a period it i s a matter of opinion. You 
can always say, •Well, we wi ll let him ott unt i l 
be cleans it up, it it takes ten years•. That 
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would be one polio;r. You can aimpl:r let them 
wipe out all ot the losses or you can ti.Jt a limit 
beyond which :rou cease to regard a previous lose 
ae a oha.rge a gains t new income. 

Now, with respect to some ot these specific pointe 
which have been mentioned in the report, the un­
distributed earnings tax tor instance. I would 
agree with the report that it has in the past had 
certain unwise and uneconomic streets. I realize 
that today, t he tax remains only, you might say, 
nominally or in principle, but I think the re­
tention or the principle or that polic:r is an 
unfortunate thing because it i mplies to the 
private economy, I think, the possi bility ot 
the threat that at some time it may be revived 
in tull force or in greater toroe than in 1936, 
and consequently, it would be a reassuring thing 
it the new tax law were to eliminate entirely the 
reference to that particular eXPeriment. 

The undistributed profit tax? 

Yes . In its present form, of course, the 
differential in rate is not in itself serious 
enough to be argued about as a consequential 
matter, but I think the retention ot the principle 
would be adverse and if you can get the principle 
as such eliminated, it would be an advantageous 
thing, capital gains and losses provision, 
so far as corporati ons are concerned. I think 
that had bett er be discussed by M.r. Spalding or 
some of the gentlemen here who a r e actually in 
business , because t hey have a greater familiarity 
with that. 

I think it is tair to raise, as a general question , 
t he whole matter or treatment of capital gains 
and losses. We have always insisted upon a concept 
or income which regarded a capital gain as con­
stituting income and there is a certain amount of 
argument that oan be advanced for as well as 
against that concept, but I think it would make 
toward a much better and clearer and more satis­
facto ry concept of income if we could bring ourselves 
to el1m1nate t hat , except with regard to those 
classes of operators or dealers for whom some kind 
of capital goods is a stock in trade. In other 
words, I lean ver:r much toward the English concept 
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or that than our own and I think, in the long run, 
we would not be any worse orr rrom a revenue stand­
point, and I think we shoul d gain tremendouely 
by opening up the capital markets to whatever 
additional rreedom and flexibility may come rrom 
the ready movement or capital assets. 

M.r. Lut~; I would like to ask you a general 
questi on. 

Certainly. 

On taxes. What position do you take either ror 
the committee or personally, in regard to tae 
present tax basis? I mean, you made a suggestion 
as to possible changes. Have you any idea as to 
any additions or do you think we should keep the 
present tax basis? 

Well, by •the present tax base• do you mean simply 
the present types or taxes that the Federal 
Government is usi ng? 

Well, we talk about the present tax base is such 
. and such and produces rive and a halt or six Dl..UlLOrl.._ 

dollArs. I am asking you ir you think we should 
have sufficient t~~es to r a i se about what we 
estimate we will need, or do you think we should 
make changes or substitutions' Do I make mJselr 
clear? In other words should we try to raise, 1t 
our guess ror an 1g-month peri od 1n advance is -
I don 1 t remember the tlgures - tlve and a halt or 
olx b11lion. 

Five billion six. 

Now suppose we accept theee suggestions and 
Congress accepts them, it moans so much lose in 
revenue. Now, looking at the fiscal problem, 
do you think they should be substituted with 
other taxes or can we arrord to give up eo much 
revenue. Do you follow met 

Yea, I do. 

I wonder ir you will disaues that. 

May I ask a que stion? Are you a ssuming that this 
change is going to take place within the present -
I started to ask you, Mr. Secretary -
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Ask me anything you want to , Arter all, you could 
not begin to ask a s many difficult questions ae 
Senator Glass, could you? I have had two hours of 
that, so anything that you say most likely will be 
easy. 

I am sure I could not compete with him in asking 
ques t i ons. What I want to be clear about before I 
answer your question is whether we are thinking 
about t he present level of expenditures or the 
diff erent levels of exoendi tures which mi ght be 
affected. 

Let us do it "A" and •s•. Let us answer both ways: 
One, the present estimate or t he expenditures 
voted by Congreas and looking toward a four 
billion deficit or, •s• if you put the level ot 
expenditures any place that you want. Does that 
anawer you? 

That answers me, and I can give you my answer very 
simply. I should say that we ought to look tor a 
volume of revenue that will cover the necessary 
expenditures, whatever they may be. I hasten to 
add that I hope it may be possible, materi ally, to 
reduce tha t l evel of expenditures and I think 1t 
is possi ble , materially, t o reduce it by vari ous 
changes which, if the committee has time this 
afternoon , will probably be menti oned. But whatever 
your spending is going to be, I think ''e ought to 
f i nance it by means ot current revenue. 

And now from this poi nt on, I am s9eakin~ purely t or 
myself and not tor the Committee at all. I think 
there is just one way to do it and , as I have said 
to various people, the one t hing t hat the general 
welfa re crowd has on all the rest of us is t heir 
hard, cold, realiotio aop roaoh to taxation. They 
are not ki ddi ng themselves that t hey can get the 
money that they i ntend to give for benefits out 
ot i ncome t axes. They never mentioned income 
taxes because they know t here isn't enough t here 
to do t he Job you suggeat , i f you want to f i nance 
a nine bil lion dollar budget. You can not do i t 
out of t he i ncome tax. The only way to do it is 
by some kind of mass taxation, and I t hi nk that is 
the answer I would gi ve you, i t you need mass 
taxation to meet your si x billion dolla r budget 
you ought to use it and i f you need i t to meet 
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your nine billion 
ought to use it. 
question? 

dollar budget you certainly 
Now, have I answered your 

I am not familiar With the t erm •mass taxation•. 

Sales taxes - turn over taxes. I think my prefer­
ence would be tor a Federal sales tax; I mean 
a tax that will be spread at a very moderate rate 
over the mass of t he population. 

You have answered my question. Thank you. 

Notf, I don't know that I shall take more time, 
Mr. Beoretary. 

Mr. Secretary or Mr. Hanes, do you have any other 
questions? 

\tell, he said be wanted somebody else to talk. 
I was going to ask blm a question about t he 
manufacturers. He mentioned reducing the taxes 
on corporations and I wanted to ask somebody -
I don 't know whether it is Dr. Lutz or not , who 
is the proper one to ask that que s tion, but it 
seems to me, and this is somewhat on our si de of 
the picture tor the moment, because of the 
administrative difficulties in handling, at the 
moment, five seoarate and distinct i ncome tax 
blanks wblch the manufacturers or the corporations 
bave to make out . It seems to me it would be in 
the cards or maybe a wise move to consider re­
ducing t he number of t axes which t he corporations 
have t o pay, because t hereby there is a hidden 
burden on t he corporation, legal expense, 
accounting expense and so forth and so on, of 
making up f i ve separate and di stinc t kinds or 
tax f orms. 

lfhen it reaches the Bureau our yield per dollar of 
taxation is t hereby reduced because of the necessity 
tor examination or five and auditing and eo forth, 
of five taxes instead of - I am tblnking in terms 
of two. 

Hay I ask, Mr. Hanes, are you tblnlting or such 
things as capital stocks and excess profi t taxes? 

Regraded Unclassified



Hanes: 

Lutz: 

Hanes : 

0 I Do.n1el : 

Spalding: 

O' Daniel: 

- 13-

I am thLnking of eliminating excess profit and 
capital stock taxes. 

I certainl1 recommend that and approve it. 

:sJ 

Now, that brings the question I was going to ask 
10u a moment ago, and we have got t o think a little 
bit in t erms of what is politicall1 po~sible too. 
It is not possible for us to go up t here and sa1 
to the Congress, •we want to take all of t he taxes 
ott corporations• . I mean that just does not get 
b1 ve~ well politically. 

It we take any taxes off of corporations, t he 
direct question I would like to ask i s whether or 
not we could get the support of the National 
Associa tion of ltanufacturers. If we could take 
ott and reduce t hese taxes - the Social Security 
t~xes we have nothing to do with, that is another 
lalf, so I will leave that aside. I will speak 
in t erms of just one tax. Is it possible to get 
the support of the Association on a poli c1 of 
reducing the number of corporate taxes to just 
one fla t tax and at the same time raise that tax 
sufficiently to offset t he loss in revenue which 
would be caused by doing away with the oapital 
stock and excess profits tax? 

Now, that is not a big eum of money and there will 
be no 1 dollar change• to the corporations in this 
suggestion, but one rather of supplanting with one 
tax what you are now paying in five taxes or four 
taxes. You would still have the Social Securit1 
tax. 

I am going to ask Hr. Spalding, who is chairman 
of the Finance Committee, to answer that . 

I am no longer the chairman. 

You were chairman of the Public Finance Committee 
of the National Association, which committee has 
Joined us today, and that committee has given 
more particular attention to the details of taxee 
than hae th1e Depression Committee. I will ask 
Mr. Spalding to respond to the queetion, and 
also proceed with other suggeetions that he has 
to offer. 
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Mr. Secretary, answering l~r. Hanes spec1tio 
question: I think the position of the Association 
is that we disapprove wholly of the nreaent hybrid 
capital stock and excess profits taxes , which are 
combined toget her , and which in their effect is 
nothing more or lese than an indirect tax upon 
income. We would unque s tionably favor its repeal , 
even though the lose of revenue from ita repeal 
had to be made up by an increase in t h e rate of 
bormal corporate income t axes. 

Does t hat ansvrer your question? 

He hasn't f i nished yet. 

I finished on that. The one subject t hat I t h i nk 
bothers business men, and makes this nr esent rate 
which is, roughly, around 20 per cent. of net 
income , a deterrent to bus iness, which is a high 
r ate and in and of itself bad enough, but it is 
worse than t hat because it may not be a r ot e of 
20 per cent on net i ncome - it may be a r ate of 
50 or 60 or even 100 per cent or more on t he 
real ne t income t hat an enterorise earns over 
its particula r business cycle. 

Professor Lutz talked on t hat and you asked him as 
to a period of time. Now, if we could go to 
theoretical nerfection on t hat, we would set not 
12 months for each i ndus try but would s et t he 
neriod of tax accountability over t he business 
cycle of t he particular i ndustry. Tha t would 
lead you into administra tive difficulties however 
which would be so difficult t hat you probably 
couldn ' t handle them. So you have got to set 
some kind of a comnromise and I should think 
t hat a compromis e allowing a lose carry-over, 
so f ar as business nrofits a r e concerned, tor 
a period of five years would, as a practical 
matter, meet that oroblem, and t he only way 
in which it practical l y can be met. Then another 
thing, t he question of capital ga ins and caoital 
losses with respect to corporations, stands on 
a somewhat d ifferent basis from the capit61 gains 
and losses - of individuals. 

Capital gains or losses is jus t as much a nart of 
the profits that the enterprise earns as any 
other of i ta operations may be , and I cannot see 
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the slightest justification either !rom a good 
business standpoint or in fairness to this 
technical limitation ot $2,000 ot net capital 
losses, as it applies to corporations in the 
present law. And another thi.ng, you present 
the most difficult administrative orobleme in 
attempting to distinguish between a deoreoiable 
asset such as a building, and a non-depreciable 
asset such as the land on which the building 
stands, where very often t he cost or the two 
is so combined it is purely arbitrary t o 
at tempt to distinguish between them. I think 
I have mentioned to you on previous visits I 
have had, I think it was rather an unfortunate 
adoption of policy wh ich I think was largely 
started by Mr. Jackson when he became Counsel tor 
t he Treasury Department, in which he took the 
position that the Treasury Depart~ent in the 
f irst instance should decide doubtful ouestions 
in tavor or the Government, throwing the burden 
upon the taxpayer -

May I interrupt you t here? 1·re have discontinued 
that. 

Well, i f t hat is the case -

We no longer send the 90-day letters and unless 
we reel we have a case -- it we think a man 
owes $100, 000 we don' t send a letter asking tor 
$150, 000 or $200, 000, and we don 't send h1m a 
letter at all unless we a re convinced we have 
a case and have a 90 per cent chance of winning 
it. . 

I think I am right when I say we have dis­
continued t hat practice. I n other words, they 
have sometimes, in the past , tried to make a 
case and make t he fe llow reel rather than go t o 
the Board of Tax Appeals, •I will settle tor 
fifty oents on t he dollar•. That is what you 
are thinking about? 

That is one of t he things. 

We have stopped that. 

Well, I think t hat is a very wise thing if that 
change has been made. That is a very wis e change 
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and ought to go a long way to11ar d building up 
tnxpayer goodwill, which is very essenti al if 
you are going to admi nister complicated tax 
lalfs such as we have. 

Unless we really think we have a good case, ve 
don't send a fellow a bill MY mo :-e . 

Then I have a number or more or lees minor i tems 
but I think i n tile accumulative total they would' 
have a real i nfluence in the restoring of busine ss 
confidence . One is 1·.'1 th regard to corporationR, 
returninB to t he con soli d a ted ret urn, so you can 
tax the net income of the real buciness enterorise 
and not on a core or less artit'i cal basis. Second, 
which goes as a corollary with that, is not t o 
tax inter-corporate divi dends at all. Third: 
I t hink there should be a gr eater freedom in 
allouing corporate reorganization than is now 
permitt ed under Section 112. 

I think also that there should be much greater 
freedom in allol·tine; bus iness to set its 01m 

deprecir tion rates , provi ded they have adeouate 
accounting control so thpt you don 't lose income 
through t he amount or deoreciet i on taken -
Allo1·1 t he cornora t1on, if 1 t s ees fit, to perhnos 
pass some11hat uoon its taxable net i ncome and 
don 't have them conti nually i n a dispute with 
Treasury Departc ent officials over t he correct 
amount or t he r a tes or d eprecir tion . And 
incidentally that i s in line with best con­
s ervative accounting principles . 

Another detail i n t he t e.x laws : I don 't think 
a borrol•ter should be taxed on a oEmer orot'1 t 
resulting from either a ourchase· or sati sfaction 
ot its bona fide debts at a discount . Third : 
!·lost busi nesses find it v ery difficult to rile 
t heir tax returns by t he 15th day of t he third 
month. A gener al extension or JO- days i nstead 
of forcing business to make apolication for it, 
would be a desirable i morovement 1n the ad­
ministration of t he law. Again t here ought to 
be, I t hink, somewhat more liberal treat ment or 
i nventory valuation - accept generall y t he rules 
or inventory val ul\tion t hat have been adopt ed 
and approved by public accountants for t he 
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particular trade or industry. I think the present 
law does permit, under certain circumstances, 
using the so- called "last in firs t out rule', 
but accountants consider t hat still too narrow 
in ita application to give the relief t hat t hey 
need in that respect. Those are all more or l eas 
mi nor details , any one o r whi ch baa very little 
significance but the aggregate total, I thi.nk, 
would be looked upon by business a s being a 
very real help to t hem and a fairer distribut ion 
of t he tax burden. 

Have you thought of t he capital gains and tax 
provisions , i ncreasing the exemption or taking 
it off altogether? 

The capi tal gains and losses? 

The maximum deduction i s nov $2,000, is it not? 

As far as corporati ons are concerned, I would 
treat capi t al gains and losses aa part of their 
ordinary net income by whatever method t hey 
are ascertained - whatever sound accounting 
method, within reasonable limi t s, the corporati on 
chooses to us e for that puroose. I think that 
s t ands on a different basi s from individual 
capital gains and l osse s . 

That i s all the questions I have. I want to 
say in passing, I don ' t expect you to go and 
publ i sh t his in t he newspapers. I know you 
won ' t because we are only tryi ng t o get all t he 
i nformation we can, and we are a sking que s tions 
seeking information, so I will ask you to con­
aider it confidential. 

You said you would l i ke to have our advance 
opi nion on some of t hese t ax measures . We would 
be glad , as Mr . Coonley said , to come down and 
talk wi th you or your associat es about t hem a t 
any t i me. I might say i n t his connection we 
are having a meeti ng of t he Governoent Financi ng 
Commi ttee of our association i n about two weeks 
fro m Fri day and if you have any speci f i c ques tion 
which you would l i ke t o have t heir opinion on, 
we would be very glad indeed to put t hem up to 
that committee and give you their opinion on 
them. 
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I just want, Mr. Secretary, to be sure you under­
st and t he questi ons brought un by Mr. Hanes 
have been discussed by the committees and t he 
st~tements here this afternoon is the conoensue 
ot their opinion. I feel t hat that will intere st 
you because t hey have been eubjecte of very con­
siderable discussion. Also I think perhaps it 
would clarify your statement a bit, 1-!r. Spalding, 
when you suggested there be latitude given t he 
individual corporation to establ i sh its de­
preciation r a tes, by saying t hat doesn't mean that 
t hey should be given the privilege ot establi shing 
i t every year, but to &rrive at a sound basis 
tor depreciation and then carry t hat on year after 
year. 

Hr. Spalding menti ons t hat the privilege ot 
consolidated ret urns should be res tored. Our 
commi ttee had in mind t~at a corporatioQ nvailinb 
itself of the privilege should be cocpelled to 
tollotr the same course tor three or ti ve years 
or some specif i ed neriod instead of changing 
back and forth every year. 

Being in one year and goi ng out t he next i f it 
suited them? 

Yea . I think there ttas another orovis i on which 
suggested taxation of coroorate divi dends to 
i ndi vi dual taxnayere should be out on a different 
baei e , exemot ing t he dividend tror.1 coroorations 
from t he normal rate of taxa t ion . 

That i s a somewlmt different subj ect . I think 
we have need to re-st udy t he question of t he base 
on \·rhich we are proposing an i ncome t ax on 
corpora tions . Now, if you go back to 1913, \fe 
will r ecal l t hat we i mpooed the tax t hen under 
the t heory t hat it was a withholding a t the 
source . Ae we got i nto t he war period and 
after we have departed from t hat because t he 
normal taxes on corporati ons has been very cuch 
greater in r ate than the normal taxes on 
individuals and I don ' t think t here is any real 
clarity on t he part of either Congress or ot the 
business man as to what t he purpose ot the 
corporation i ncome tax is. If we would r e- Atudy 
tha t part of the problem it would become eviden t 
that so much of t he corporate income tax ae is 
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intended to be l·rithheld at the source , that 
credit tor that payment of that tax by the 
corporation should be allowed to the individual 
stockholder on his individual tax return after 
he hae received dividends on which a tax has 
already been paid. Otherwise you have got double 
taxation and you have today, in that respect , a 
very unfair discriminati on in favor ot long term 
bonds of corporations as aga inst dividends on 
their preferred stocks, and yet from an economic 
standpoint the t110 - they are both merely 
instrumentali ties of capital that is employed in 
that one industry. 

Are you through? 

Yes. 

I want to ask him something about Social Security 
1t I may. 

I was going to ask l~r. Guth, who is Vice Chai rman 
of the Association's Committee on Economic 
Security, if he will deal 11i th the subject of 
Social Security taxes. 

There a r e three things which are bothering me 
that I would like to kno1< whether t he Association 
has taken any position upon. One is the increase 
in payroll taxes f r om one to one a nd .. half per 
cent, and, two, on the pri nci ple of what they 
call t he "three way" progrtun where the Government 
11ill make a one-third contribution and then, three, 
the quest ion of reserve policy. I would like 
your opinion on those three t hings 11hi ch are more 
or less today not too far off. lie will have to 
take a posit ion on it . I ~tonder if you gentlemen 
have taken a position on those three quest ions? 

l-lr. Secretary and Mr. Hanes . The Committee haa on 
behalf of the Association taken somewhat of a 
definite oositi on agains t the increase of the 
tax in 194o. T:;e Committee feels the tax should 
be kept at t he present level of 1 per cent on 
bot h t he employer and employee. 

On the que st ion of the t hree way contribution, 
t he Associa tion s ees no particular objection to 
that, because t he plan as contemplated now, in our 
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estimation, eventually calls for such a three way 
contribution. In other 110rds, payroll taxes, 
employer and employee. The present olan for 
increasing the surplus in t he so- cklied reserve 
which, in my own e stimation, t he only reason fo~ 
building up the reserve is for the int erest that 
it will earn. 

I fully appreciate, Hr. Secretary, that it will be 
some time before the t hree per cent interest 
earnings on the reserve, if it is allo>~ed t o 
accumulate at the pr esent ra t e , will come to a 
point where it is an even split of one-third from 
the Government and one-third from t he employer and 
one- thi rd from t he employee. It would t ake quite 
some time before it reached t hat ooint. On the 
question or reserve, it has been our feeling t hat, 
fran.kly, t he only r easonable reason for t he 
reserve is to help t he financing of payment or 
benefits in future years by means of t ile interest 
t hat i s r et urned on t hat reserve. 

No1t, it I recall correctly, when this matter was 
originally discussed before the Soci al Security 
Act became a la~<, I don't t hink t here was any 
thought in anyone's mi nd about using any part 
of t his reserve for deficit financing. That 
is someth ing t hat has coMe a long later over wh ich 
nobody, p erhaps , had any control. They must have 
had in mi nd that t here miK:•t be some time when 
additional f unds mi6ht be necessary, othcruise 
I don ' t see any part1cul • r r eason why t he 
provision shou.ld have gone in, t !\at t hose bonds 
mus t bear t hree per cent interest. 

Now, it would seem to us t hat for t he time being, 
as long as t here i s deficit tlnancing, t hnt it 
mi ght be necessary to continue t o use a t least 
a good share or this money t hat is goi ng into 
the so-called reserve, but before a very long 
p eriod , we hope t ha t th~re will be an end to 
t hat and t hat t hat reserve be a nominal reserve 
or, we will say, to o~rhaos eoual three years 
of benefi ts after we once s•nng into s period 
when the Soc ial Security Board knows pretty well 
about what extent t he benefits maY run, so if 
1te run aga in into a depression peri od lfhere our 
payrolls drop off, and necessarily the payroll 
taxe s would drop off, we would have enough in 
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t he kitty eo to apeak, t o tide us over for the 
period, Now f r ankly on t he three way contribution, 
it depends in the f i nal wind-up both as to the 
method of using t hat three way contribution. 
That is , t he rate to be used depends a great deal 
upon, it seems to me , several things , one or 
which is Just bow far the Congress ae presently 
constituted is goi ng to go in increasing these 
present benefit scales. 

Now our feeling , .and that is supported by some 
of our technical experts among t he actuaries, t hat 
the present payroll tax or one and one should 
pretty well carry the load or the present schedule 
or benefits and also assuming that the earlier 
payment date would be put into effect JanUAry let, 
1940 instead of 1942, t hat that would carry it f or 
some 15 or 16 years. Now when we have a little 
more experience along about t hat time and, 
frankly, gentlemen, I must admit to you that 
in conversations with quite a number of outstanding 
actuaries, both associa ted with t he board and 
outside the board, t hey don't seem, any or them, 
to be very much in agreement as to Just what the 
eventual course of the plan i s going to be. 

So the Association reels somewhat t hat that being 
the case and from a tax angle - well, a half of 
one per cent is rather i noffensive, looking on 
the face or it, but nevertheless t he volune is 
rather considerable and eo we reel that it is 
the better part of wisdom to crawl a little bit 
on t his whole situation until ,.,e get to t he point 
where we can walk. In other words, to buil up 
a nominal reserve and keep the payroll taxes at 
a point where, or until t he benef its get to the 
nlaoe where they exceed the probable intake in 
the succeeding year, at which time the payroll 
tax should be revised. Now that I think, in a 
general way, explains our position on it. 

That i s very helpfUl. I wuld like to take this 
opportunity to eay, as tar as the Treasury is 
conoerned, there vas no deep dyed plot to pile 
un this reserve and u se it for deficit financing. 
It would be stupi d to say now: • t hat money 
i sn ' t avai lable and I am not goi ng to touch it; 
I am going out and borrow more money and pay 
additional inte rest ·on t hat when I have got one 
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million dollars i n the general fund which I am 
not using• . I mean it would be just sterilizing 
a million dollars or two million dollars and 
from our standpoint, it 1s stupid to say •the 
money is there but you can't touch it -- It is 
a different kind of money•, and then go out 
and borrow another million dollars. The thing 
to do is use it and if t he Government obligations 
are any good , and I think t hey are , the obligations 
we give for the Social Security money is as good 
as any other ki nd of Gov ernment obligation. 

If you remember, some of these bond experts 
figured that at the end of sixty, there would be 
no mo r e o~tstanding debt. Everybody got out t heir 
pencil and paper and said by sixty the entire 
debt outstanding will be retired. I want to 
explain or t ake this opportunity to say that 
t here is no deep dyed pl ot - no one was smart 
enough to say "This is t he way we are going to 
do i t4o11e will have 4 b1ll1on dollars deficit 
in 19 and Social Security money is t here and 
we are going to use it". I wish that we had no 
deficit and we could us e t he money to retire 
the debt. 

Wel l , the Treasury, Mr. Secretary, has done jus t 
what they should do under t he law. 

That i s what we think. 

Personall y I have Just a l ittle bit of a quarrel 
with t h e way t he law vas drawn in t he firot pl ace 
as f a r a s the reserve is concerned. 

That is something else, but as long as you people 
understand we are carrying out what we think is 
both the letter and t he spirit of the law, lfhen 
we u se the money and don't eterili&e it. I 
didn't want to wast e this opportunity and not make 
use of explaining how I felt. There a re a lot of 
people who don't unders tand and don't want t o under­
stand it. 

Right. 

You understand that' 
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Yes. I would like to say t his, in passing, that 
those or u~ who have made a e t udy or lite insurance 
annuit i ee !eel that t here is really no oompnrioon 
between legal reserve l i f e insurance company and 
an over- all Government plan such as our Federal 
Social Security Act in so far as i t relates to 
the reserves. There is really good reason, valid 
reason, o r course, why an i nsurance company should 
set a s ide adequate reserves and invest them in 
obligations other than its own; whereas the 
Government with i ts unlimited taxing power doesn' t 
need to do that at all, and the Government even 
it it were, let 's assume,ror t he sake or argument , 
that t he Government should set up such a reserve 
it l'IOUld s eem to me rather beating around the 
bush to i ssue bonds and t hen 30 or 4o year s !rom 
now or a little shorter time when I might come 
up for a pension, again t hrow that bond on the 
market nnd cash 1t and have t hat sort or vicious 
circle going on, when really about a11, in ~Y 
e etil1!8 tion at any rate, t he r e serve ~tas created 
was !or its interest earning capacity. 

Now, i ! we go on the principle that in t he !inal 
wind- up t here is goi ng to be some sort or a 
three-way contributi on then it woul d seem to me 
it wouldn't b e at a ll a mistake to amend that 
part or the act dealing With t he interest rate 
on t hese bonds t hat t he Treasury is now putting 
in t he old age reserve . I eee no reason for 
having t hree p er cent interest t here and t he f i nal 
wind up, 1! t he three-way part of 1t 1s to be 
carried out t hat t he t hird part be carried by 
straight general taxation to be raised in a 

' particular year . I t wouldn't seem to me t hat 
int erest particul arly should enter into it. There 
is no reason why it shouldn't be the going rate 
or i nter est . 

The interes t wouldn't be important anyway, i! 
they carry through the scheme or reducing t he 
reserve rund to t he minimum. In other words, if 
you pay out in benefits what you get in in 
taxes , t here would be no increment to t he reserve 
account and hence t he interest would be not 
affected. 

TN> t is right . 
you will agree, 
tion or it t hat 
perhaps should 

We still reel however, and I think 
!·1r. Hanes , 1n any final considera­
eome sort or a nominal reserve 
be kept. 
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One bill i on and a halt dollars I th1nk is 
contemplated . 

:64 

Or at euoh time as the annual benefits i ncrease. 
It might be the better part ot wisdom to put that 
reserve up to say two or three times the amount 
ot one years requiremente. 

I would l i ke to make a suggeotion we could call on 
t hese gentlemen from t i me to time and get some ot 
their wrk1ng oapers and learn hmt they arrived 
at these conclusi ons. ~lhat I would like to have 
is a lot ot sood adequate proof of the background 
of a lot of these statements because atter all, 
ue are all searching tor t he same thing ; we are 
reaching tor an answer and it these things a r e 
true, t here is no dispos ition on our part to 
s t and up like a bunch ot dummies and say they a r e 
not true. We want to know why t hey are true and 
1t they a r e true, ce~ ue correct them. 

Hr. Hanes, 111 th l·lr . Coonley ' s permissi on I will be 
glad t o assis t i n anY way that I can, but I want 
to be very ver y sure that you are clear on this 
particular po i nt 1then 1.t comee to an estimate 
ae to the probable cost ot the plan. I am not an 
actuary. Even outstanding actuaries can't agree 
on that. 

I was referring to t he other part ot the statement, 
as t he Secretary sa1d betore, I think t here are 
29 quest ions t hat we have been asking ourselves . 
We have been working on t his thing. I have a 
long liot ot them - 29 , that we hear all the 
time . Now what 11e are seeking for is enlighten­
ment on t hese questions and we •~uld l i ke to 
see some of your people toget her ~11th some of our 
people working i n a more or less cooperative 
effort to arrive at a way around these things , 
if t hey are business deterrents, t he verious 
ooints you he.vc ra1sed. How can we correct t hem? 
Let us ge t a cons tructive aporoach to the t hing 
in order t o ge t at t he meat or the cocoanut. 

Nr. Hanes and I would like to know H t here are 
certa in items in which we are particularly 
interested, lfho could we have people on our 
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staff communicate with on your staff and say 
•we want to put our working papers side by aide 
with youre 1 • 

I would euggeet you get in touch with Hr. Sargent 
who ie Secretary ot the National Association, 
Mr. Spalding vas on the Publ i c Fi nance Committ ee 
and Mr. Guth on the economic securi ty. Some ot 
t hose questions might better be dealt with t hrough 
t hose committees than through t he depreaeion study. 

Hr. Sargent is i n New York? 

Yes. 

You could reach t he chairman in 1'/ashington and he 
could give us the 1ntorm~tion so we could provide 
the particular talent t hat you want . 

I could come down to Washi ngton meet any time tor a 
preli minary conference to see vhat you wanted and 
talk it over and then we could arrange t o get 
together f'urther. 

We mi ght want to submi t a que st ion t o you. Ml\ybe 
you don't hear as many ot these questi ons as we do . 
We get them every day. 

I t we could have the privilege ot exchanging 
questions v1th this group ot yours it would be very 
t i ne. 

Mutually helpful . 

I vas goi ng to r a ise the ques t ion to ~rr. Hanes 
about the que s tions he had - about specific para­
graphs or statements in thi s report, that it he 
would care t o do so, either eubmit a number ot 
them or one at a t ime t hrough 1-!r. Sargent, and we 
would be glad to go into them in detail. 

I have gotten a lot out ot this meeting. We 
want to have the benefit of the knowledge you have 
collected. We can get i n touch with you through 
your Washington ottice, I aupoose, i t ve have 
something specifi c. We have broken t he i ce and 
I think it vill be very useful to me. 

Mr. Secretary, I just vant to say that i n aetting 
up these commi t tees on t he important matters which 
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we look into, we have a committee made up or the 
outstanding men in t hat particular activity. Now, 
in a broad field like this study or the depression 
and like in Government rinanoe and so forth, we 
create sub-committees as important questions come 
up, and ir we know what ques tions you are interested 
in or a group or questions, ve ¥111 be very gl11d 
to s and down men who may be or some aee1etanoe to 
you. 

That is what we want. 

Sit down together and at least it will clear the 
atmosphere and I think some very excellent results 
can come from 1t . 

I am very much obliged. 

O!eeting Concluded ) 
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REc ' d 6:20p. m. 

l'l~th rEfErEncE to thE Embassy's 268, FEbruary 24, 

7 p. m., Sir FrEdErick LEith~Ross statts in confidEnCE 

that thE British GovErnmEnt plans to makE a public 

announcEmEnt on Monday although thE details havE not bEEn 

complEtEd and cannot thEn bE madE known. LEith- Ross is 

concErnEd about tbt flight from thE ChinEsE dollar Which 

thE rEcEnt JapanESE mEasurEs to EnforcE thEir ExchangE 

control in North Chind havE prEcipitatEd. ThE latEst 

British tElEgraphic advicEs from China indicatE that thE 

ChinEsE banks lost thE Equival Ent of • aoo,ooo of forEign 

ExchangE last WEEk and io2,000 on Mondny nnd that thE run 

1s continuing. It is hopEd that thE nnnounctmtnt may stEm 

thE tidE for thE Hong Kong- Shanghai Banking Corporation 

and thE ChartErEd Bank of Indi a art unwilling to start 

optrations undEr thE schEmE until thE lEgislation 

guarantEEing thE~ against loss has nt ltast pnssEd thE 

HousE of C~ons. 

Ltitb.-Ross 
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Leitb-Ross hopEs that thE formAl documents will be 

compltttd towards th£ tnd of ntxt WEEk. Th.Ey ..n:n consist 

of an agrEEmEnt bEtWEEn thE British and ChinEsE banks, 

an agrEEmEnt bEt\"IEEn thE British OoVEl'JUDEnt ll!ld thE 

British ba.nks and n d Eclarati on by thE Ch.inEsE GovErnmEnt 

affirming i ts dEsirE to prEsErVE th£ valuE of i ts currEncy . 

Tht British GovErnmEnt will no t rtquirE of thE ChinEsE 

GovErnmEnt an indEmnity against lossEs . LEitb-Ross stntEd 

that this coursE uas d EcidEd upon 1n thE hopE that it 

would producE a good psychological rEaction in thE Far 

East ; i n Parliamtnt thE linE will bE takEn that this 

currEncy mtasurt has bEEn undErtakEn to protEct British 

intErEsts. LEi t b-Ross frankly addEd t hat if Japan should 

achiEVE htr purposES in China n ChinESE obligation would 

bE worthlESS and if Japan did not SUCCEEd thE ChinESE 

dollar \7hich is undtrva1uEd ~tould apprEciatE ll!ld thE 

ExchangE fUnd could probably recoup l ossEs . ThE ExchangE 

control commdttEE will bt conati tuttd as sEt forth in thE 

Embassyl s 268, FEbruary 24, 7 p. c . and Rogtr s will bE a 

mEmbEr nominatEd by thE British GovErnmEnt with thE 

approval of thE ChinEsE GovErnmEnt and act • as a watch 

dog for both sidEa o" ThE amount involVEd baa not yEt bEEn 

d t finittly fixEd. Th£ Cnbintt a~tho7izEd thE CbAnctllor 

of tht ExchEquEr to go up to .s, ooo,ooo. ThE CbintsE banks 

llrE 
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arE prEparEd to put up a similar amount . Sir John Simon 

ho.S !JPt yEt COmmittEd himsElf' as to WhEthEr hE Will 

authorizE &3,ooo, ooo liith an ~crE~sE of' i2,oo~,ooo 

if' rEquirEd or do thE liholE .S, OOO, OOO at oncE. It is 

apparently dut to Rogers' pErsuasion t hat thE original 

schEmE for only i.3 , 000, 000 was rEvioEd upward. LEit.h.oRoss 

hopEs and trusts that i.S, Ooo, ooo will bE thE sum particul­

o.rly in viEW of thE prEsEnt flight from thE dollar which 

~~ts EVEn that ~ount look lEss formidablE than it did 

and would provE insuf'ficiEnt if' thE movement continuEs. 

In this gtntral connection Ltith- Ross statEd tho.t 

thE British GovErnmEnt ' s adv1cEs .from TiEntsin from both 

official n.nd unofficin.l sourcEs i ndico.tE that with tl10 

Exceptions t hE forEign banks in that arEa arE not 

faci~itatins thE fli3}lt or d i sposEd •to play thE Japo.nEsE 

1 go.mc . • ThE EXCEpti ons a rt thE MErcantilE Bank of India and 

thE National City Bank of UEw York. Through thE Bank of 

Enal~nd stEps a rE bEing t akEn rEspEct ing thE MErco.ntilE 

Bank. LEit.h.oRoss s t atEd tho.t whilE hE had no of ficial 

request to makE it would ba ~Elpful i f WE madE an approach 

to tht National City Bank which i n rEcent days hnd bEEn 

the l a r gest Tientsin s tll tr of ChinEsE doll ars in tht 

~ho.ngho.i ExchangE m..'lrktt and \¥a s also according to his 

information inclinEd to coopEratE with thE JapanEsE at 

lEast in Nor.th Chino. . VlhilE Emphnoizing thE informal 

cho.ro.ctEr 
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chnrncttr of his suggestions h£ Equally EmphasizEd the 

importancE of thE mattEr . 

LEit~Ross wtnt on to comm£nt on tht rEcEnt Japants t 

moves to tnforoE thtir txchangt control in NorthErn ChinA, 

indicating that hE did not think their systtm a good ont 

170 

or likEly to bE SUCCESSfulo~EVtr1 hE fEarEd t hat thEy 

might bring tradE in that arEa to a standstill by wit~ 

holding ship clearancEs unlESS shipping documEnts wErE 

producEd indicating that goods ~trt btin~ ExportEd i n 

compliancE ~ith thE JapanESE rEgulations. Ht also comm£nted 

on thE act ion of thE JapanESE in turning tht concEssions 

into "concEntration camps" and s aid that in ~is opinion 

if Japan continuEd to takE such an aggrEssivE lint , hE 

fElt that tht British and AmEri can GovErnmEnts should 

rtconsidEr ~hEthEr they should not suppl EmEnt thEir 

assistancE to_Ch1na by taking rEtaliatory mtasurts dirEctly 

against Japan. In hi s opinion th£ JapanEsE rEgard this 

as a possibility and dEcidEdly fear it as an EVEntuality. 

ThE approach to thE FrEnch rEfErrEd to in thE Embassy ' s 

268, FEbruary 24, 7 p .m. ~as madE by Rogers i n his capacity 

as an Employ££ ot thE ChinEsE monEtary authoritiEs . DuE to 

thE difficulty bE'twEEn thE British and FrEnch ovEr thE 

Cztch girt and loan thE British havE not dirtctly 

approachEd thE FrEnch but arE urging thE ChinEsE to prtss 

s t rongly for action and will givE their support whEn thE 

suJ.tablE 
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suit~bl£ mam£nt occurs. But it is not ExpEcted t hat 

t hE FrEnch would bEcomE ~ party to this o.rr~ngEmEnt ; 

thE mEchnnic~l arrangEmEnts would bE too d1t£icult. 

FurthErmorE t hE FrEnch ho.vE not bEEn inrormEd of Mond~yt s 

announcemEnt s i ncE thE British do not wish a leak to 

.occur. 

Th.E DepartmEnt mo.y carE to ~ppris£ thE TrE~sury 

of t h E ~ppropriatE parts of th1~ convErs~tion ~ich 

Butterworth ho.d with Lcith- Ross. 

KENNEDY 

NPL:ROW 
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COMMilTEE ON WAYS AND MEANS 

HOUSE Of' RE:PRESENTATIWS 

WASHINGTON, D. C. 

HOnorable Hllftry Morgentbau , J'r. , 
Sec,...tary or the Treaeuey, 
Washington, D. C. 

Dear !Jr . Seore tary: 

.la Chairmen or t he IYa:te ud ~ue C<an1 ttee 
ot the Hou.ae or Repreal!llltatlTU l!llld t be l'illa.DOe Co~~~:~lttae 
or the Senate, " ban read with gratlticatlon tile 
statement or t he Preeldent, the Dee Xo1nee •peach or the 
Secretary or Coaurce, ud your nrr r1ne atat-nt 1D 
the newapepere , rela t1 n t o aiding buain .. a throusll the 
modification or eltminat1on ot &117 proT1a10Qa or the tax 
law which aot aa a deterrent to bua1nua, 

We a ppreciate that it ia the intention or the 
Treaau.., to aake no reool!lllendet1on to the Congreee 
oonoal'lling the Federal tax structure until attar tile 
March 15, 193G, tax retume are raceiTed and eXHDinad • 

.I.e Chalrmen or the reopecti T8 C0-.1 tteea be TiD& 
t o deal wi th tbe atbject or taxation 1n til e Coa.greaa, ud 
bel1eT1ng that " expreu the ectiaenta or our reepect1•e 
COmmitteee, we would like to haTe , ae aoon aa poaa1bla 
attar the March 1!1 r eturns he.Te been rece1Ted and exm~1ned, 
the .,.1ewe and reoon••ullldet1ona or the Treuurr Jltpe.r11Dent 

riila't1ng to any proTiaiona ot the tax law which, 1D your 
ju~nt, ~ot aa a deterrent to bua1neaa and lbich, 1n 
your oplnioa, COlle w1 thin the acope or the a tata•nt• to 
which we ba.,.e referred. 

\fa want to aJ;)>raea to you u d other• 1D the 
executh'e brenoh or the Go~nt our e&l'lleat ud e1ncere 
desire to cooperate 1D etreotuat1Dg t he purpoaea recentlY 
announced by those in h1gjl authorl ty 1n tile <l.dlain1atrat1oa. 
It 1e our ballet tba t tile ~ere or the Cc.ai ttee on lraye 

.. 7 
- ·2 
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a DIS Ueaa• &1!14 the c-1 Uee ce :Viuaoe bold detinUe 
rlewe relat1J18 to tbeae •ttere wbic:h are ~~&~~ereu,. 
oODe1sten t wUb the purpoaea recelltlT UIIIOUIIoe4; yd • 
bel ieYe tbat ~ wall• 4et111e4 reooamendationa ooaoerntii 
auob mod1tioat1~ tbe-preo.lent t&i law •• will ~oure~e 
prtT8ie~11duetr,. to i11oreaee emplo,..eDt , add to tbe -
purcbaeille power or the people ud eteb111ze tbe reYaDuea 
to tbe Oo•e~t will be 110at helpful. We at8D4 read,. 
ud:~Jio,~o cooperate. 

: n 

~~ Cbairma~~ , J'i~~&.~~oa ColliDi ttee . ~ 
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., ........ '-. 

law~ .... --~"- .... ..,.. •• etc :. ,_...u .- ca.1- • au •• ~-.-.,...a..._ c-l"'­
~~.._.or •F wu-

1 ..... "' reply '-' - ellall .. '"F'I &Jaol - ,.._ 
,.... ~ iato-u= ,.... ... 1 .. ..a to p.....t 1 ~ to .,_ 
Ne,..tlw ~.-.. a~ ,_ " •="-• 

1 epp .... t&W wrr _., ,_ eq-s.w ot ... s.n to 
•••••raw 1a othetatt-c \be .,..,._ *lu 1'1" oww oo 
-lleat:ly 1Jl y01ar a~wr. 

hit · nbl• lin aaws.-. 
Cbal-. ,. - c-s.--.. 
GalWo£1'-'- a-w. 

I 
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., ...... llr. ~· 

I ~~a ........ 1.,... tM atwr 4at>M ... ...,. a. ai&JIM b)' 
yCIIU'Mlt aD4 Cbainu Ban1.- ot tM ptne- c:-1"-e ot 
the a-te. 

I IIUt.a to reply tllai: w .-11 be '"1'1 &1"" to ,.._ 
pare t1ot intoNaU• you ... ire uwl te pre.-t 11: to 7'J1U 
reifPMtift ~tw.. ai: ,_.,. •........t••· 

I ..,preot..te ftl'7 -oil 7fNr •liP'...n• ot a.o1ro to 
ooope"'te !a ot~i:iJI& t.M pu,.... a.ioll yoo otate eo 
u•ll-'l¥ 1A )'0/U lei:tar. 

liDOOro 1)' ywn • 

I 

r~~e Jkmoftble Jobon L. ~'-· 
Cbai,_,.• ~ _, .._. C-'.twe. 
!loll• ot .. preNDtatiftOo 

llliG/IIAh 

: 75 
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House of Representat i ves 

Washi ngt on, D. c. 
y 

Honorable Henry J.!orgenthau, J r ., 
Secretary of the Treasury, 
\:ash1ng ton, D. C. 

Dear :!r . Secretar y: 
• 

Harch 3, 1939 . 

As Chairmen of t he Ways and ~:eane Conni t tee of 

t he House of Representatives and the Finance Committee of 

the Sena t e , we have read with grat ificat ion t he st a t ement 

of t he ?resident , the De e Uoi nes soeech of t he Secretary 

of Co~erce , and your very fine statement in t he newspapers, 

relative to aiding busine ss t hrough the modification or 
elimina tion of any provi sions of the t ax la1~ trhlch act as 

a deterrent t o business . 

\~e appreci at e t hat 1t i e the i ntention of t h e 

Treasury to make no recommendation to the Congress concerning 

t~e Federal tax structure until af t er the :.:arch 15, 1939, 
tax r eturns are r eceived a nd exami ned. 

. As Chai r men of the r espective Commi ttees having to 

cenl wit~ the subJect of taxa tion in the Congress, and bellev­
ln~ t hat we exnrees the sentiments of our r eeoectl ve Com>ltteee, 

we l·:ould like to have , as soon as possible after t he :-:arch 15 

re t urns have been r eceived and ex8.l!lined , t he vle~rs and r ecom­

cende tions of the Treasury De:;:>artoent r elating t o any 2JrOvielone 

or t he tax law which, in your Judgment , act as a deterrent to 

business and whi ch, in your opinion, come wi t hin t he scope of 

the s t atements to which we have r eferred . 

We want t o express to you and others in t he execut ive 

branch of the Government our earnest and sincere desire t o 
cooperate in eff ectua t i ng the purposes recently announced by 

those in high authori ty in the Adcinistrat ion. It is our belief 

that t he members of t he Coruni ttee on Ways and !~eans and t he 

;on~ittee on Finance hold definite views r elating to t hese 
~ttcrs ~ob are generall y consistent wi th t he purpose s r ecently 
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announced; and we believe that any well-defined r ecommendations 
concerning euoh modifications or the present t ax law as will 
encourage private industry t o increase employment , add t o t he 
?urchasing ~wer or the people and stabili~e the revenues to 
tl:e Government Will be moat helpful. lfe stand ready and 
anxious to cooperate. 

Re!pe c t t ully yours, 

(Signed~B. L. Doughton 
irman, Ways and Means 

Committee . 

(Signedl Pat Harrison 
C airman, F'inanoe Co:nc11 ttee. 
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l·!Y dear Senator: 

Maroh 3, 1939. 

I have received t he let ter dated March 3, si gned 
by yourself and Chairman Daughton or t he We.ys and ~leans 
Conoittee of t he House or Representatives . 

I hasten to reply t hat we shall be very glad to 
prepare t h e information you desi re and t o present it t o 
your respective commit tees at your convenience. 

178 

I appreciate very muoh your expression or desire 
to cooperate 1n e f fectua ting t he pur poses which you state 
so excellently i n your l etter. 

Sincerely yours, 

Secret ary of t he Treasury. 

The Honor able Pat Harrison, 
Chairman, Finance Collll'littee , 
United States Senate. 

HEGfmah 
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!:y dear Hr. Doughten: 

179 

March 3, 1933. 

I have received t he letter dated March 3, signed 
by roursel! and C'=i rman Harri son or the Finance Col!ll!\1 ttee 
or the Senate. 

I hasten to r eply that ..-e shall be very glad to 
prepare t he inrormat 1on you desire and to pr esent it to 
your r espective conm1tt ees a t your convenience. 

I a?precia te very much your expressi on or desire to 
cooper ate in effectuating the purposee which you sta te so 
excellently in your letter. 

Sincerel y ~ours , 

Secretary or t he Treasury. 

The Honor able Robert L. Daughton , 
Chairman, ~lays and Heans Colltlllittee, 
r:ouse or Represent atives . 

HEG/mah 
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FEDERAL RESERVE BANK 

Of' NllWYORK 

ll&rch 3, 1939. 

Deu 11r. Secr etary• 

!lew security financing report.ed tbia week ""~ l.1m1 t.ed to a 10 

year loan or $3, 000, 000 placed priYat.ely by a shoe co11pany, and about 

$10,000,000 or munici pal bonde. 

About $200, 000, 000 ot corporate iasuee are in proeyect tor the 

next two months. .Among them are: --$ 3,500, 000 Lockbeed Aircral't Corporation, 
co ... on stock. 

6, 600,000 Coiiiii!I1Dit7 Public Service Company 
bonds, retunding . 

22,500,000 Jlaticnel Dietillere Products con­
vertible debentures, 1949, halt 
new capital. 

17, 500, 000 Jlorthern Stetee Power Company, al­
most all ref'und ing. 

40, 000, 000 Texas Corporation 3 per cent deben­
tures or 1959, new capital. 

40,000, 000 Jlorther n Indiana Public Service 
Cooopany, r ef'uncling. 

22, SOQ, OOO West Texas UtW tie a Collp""Y, ref'undJ.nc• 
50, 000,000 Public Service Coapaa;r of Colorado, re­

tundil:lg, w1 tbdrawn troa registration 
laet year and etill doubtf'Ul. 

Unless more 181!uee appear , ll&rcb and April will not a 'ferage aore 

than t he $155,000, 000 or FebruarY· The indicated amount for ne• capital 

($66,000,000), however, "ill be an increase over the $15 ,000, 000 ot laet 

:~~onth , though still I!JI&ll. llunicipal bond anrde are aleo maintaining 

a lo" leql. 

Hon. llenry llorgentheu, Jr., 
Secretary ot the TreaSUlT, 
lfaatlini ton, D. C. 

Ioure fa1~1 
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Karch 3' l513Q. 
51:13 •.•• 

HUJr: Hello. 

Operator: They expect Senator Adame about ten o'clock. 

HMJr: Wbo'e there, pleaee7 

0 : 

Hl!Jr: 

0 : 

llliJ'r: 

Cowl: 

HWr: 

C: 

HI.!Jr: 

c: 
IWJr: 

C: 

HUJr: 

C: 

H!AJr: 

C: 

HYJr: 

C: 

HUJr: 

Just a minute. (Pauee) R1e secretary 1e not there; 
a Mr. Cowl on the line. 

Let me talk to h1m. 

Go ahead. 

Hello. 

Hello. 

Henry Morgenthau, Jr. 

Yes, Mr. secretary. 

Yesterday wheri I teet1tied betore Senator Adame --

Yee, sir. 

He seemed to be bothered about the legal aapecte ot 
gold devaluation 

Yee, e1r. 

Now, what I wanted t o eay 18 , 1t he has any doubt that 
I 'd be very glad to have our acttng General Couneel, 
llr. Foley, call on Senator Adam6 and answer any ques­
tions that he baa 1n aind. 

All r1gbt, llr . Secretar,r. I ' ll tell the Senator that 
and alao would 1t be poee1ble tor him t o talk to you 
later? 
Well, I'm going to be bet ore Weights, Co1na and l.!eaawreo 

Oh, the House Committee 11 meeting again today7 

At nine-thirty. 

I eee. 
And now -- but , it you would call ay eecretar,r, llra. 

~lot~, ~-L-0-T-z- --
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c: 

HliJr: 

C: 

Hl!Jr : 

C: 

HUJr: 

C: 

- a - :83 

AU right, alr . 

And -- ahe can get Foley out or that hear11J6 and get 
hlm to go to aea Senator Adame. 

Well, I don't bel1eYe the Senator would aek that but 
I'll give your ••••as• to hla. 

Well, 1r they were go1ng to have any vote or anything, 
you eee , I 'd 11ke -- I ' • very anxious to have the 
Senator conv1nced, becauae 

Yea , a1r. Well, I 'll tel l h1a that and --

Tell him 1t 1en't only h1e vote, but I want h1e reputa­
tion back or the thing 1r 1t'e possible , you aee? 

All right, ~. Secretary, I'll g1Ye ht. the meaeage 
and thank you Yery auch, elr. 

Thank you. 

Yes, a1r. 
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HUJr: Hello. 

Operator: Senator Wagner at the hotel . 

Hl!Jr : Thank you. 

0 : Go ahead. 

H!-IJr: Hello. 
Senator 
Wagner: Hello. 

HJJJr: How are you, Bob? 

If • All right , Henry, how are you? 

HJ.!Jr: I'm fine. 

lfarch ~. 19~9. 
9:17 a.•. 

.:.84 

W: Say, you took care of those fe llows very well. I - ­
of course , t he old man, I - - we' ve Just got to wa it 
with him. There's nothing you can do with him, and 
he ' s a kind of a nuisance there, between you and me , 
and -- but you can 't do anything about i t, you know? 

HUJr: Well , Bob, I wanted t o aek you it you thought I handled 
myself all right. 

W: Ob, very well, and it was bet ter to do it without help, 
you know what I mean? I came near exploding the time 
that Townsend ueed the word •unethical•, but I - - I -­
I ' m glad I didn' t because I might have eaphasised the 
thing and your answer was complete, you know. He' s 
Just -- he didn't mean to use the word, but he's got 
no sense. 

~JJr: Well, I think I answered it . 

W: Yea , I thought was very 11uch better t han somebody ex­
ploding and -- end Taft, of course - - I tell you, he 
he ' s going-- you know be ' e started -- he came here 
lifted way up to the cl ouds and - - eomeone'e got an 
awful Job staying there. 

~MJr: I know. 

W: He's getting so parti san that he's losing ground every 
day. 

HUJr: Well, you know whet he said to me after the meeting? 

•: No . 
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HUJr: 

II: 

H!!Jr: 

•· 
HJLJr: 

w: 
HUJr: 

W: 

HlLT'r: 

H'..:Jr: 

II: 

H!.!Jr: 

II: 

HUJr: 

W: 

KJJ.Jr: 

:as 
- 2 -

He aaid, "Your paper waa excellent and the tact that 
1ou'•e gi•en th1e out all in publicity ae to the find~ 
that lea•ee us very littl e ground t or criticism.• 

Yeah. Well , I -- oh, he ' ll f uss a l ittle about the - ­
the devaluation thing. Now, I ' m going to have a l ittle 
fight on the - - on the - - .Glasa may get a subcommittee 
t o reject it, I don't know. I ' m working among the men 
now. 

Well--

The conservatives are lining up along that line, but I 
t hink on t he full committee I'll be all right. Ia i t-­
ia it something to make a terrific f ight about, Henry? 

Well, I Just fe el t h is way, Bob, -- a s I explained 
yesterday , I really t h ink we need it. 

Yeah. I --

And I t hink that in the eyes of the world, that to take 
th1e away from t he Treasury is an awful elap. 

Yeah . 

And I think now, I mean, th1e is more important than 
party politics, or libera l Democrats, or coneervative 
Democrats. 

Yea . 

And I think that t his 1a an international affair, and 
I don't think t hat we ought to let it down. 

Yeah. Well, I'm goi ng t o -- I'm going t o tight f or it , 
but - - and I ' m goi ng to -- I -- when the President 
gets back, I may want him t o indirectly talk t o one 
or two because you know these conservatives are lining 
up with the Democrats - - the Republicans. 

I know. 

They're damn tools about the whole thing, and I 've been 
having some meeti ngs trying to arrange a little - - I 
tell you, the President baa got t o help a l ittle bit . 
I - -

Well, he will. 

No, I mean on the ot her t hing. 

Ob, 1ee. 
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HIJJr: 

W: 

Hl.!Jr: 

W: 

HL'.Jr: 

W; 

f!!4Jr : 

W: 

HI.!Jr: 

W: 

lillJr: 

W: 

Hl.!Jr: 

If· 

H!lJr: 

W: 

HIJJr : 

W: 

RL!Jr: 

186 

- " -
He'e got t o talk t o eoae or theee Senatore. Now I 
I don't think it'e -- now, he did it -- he doee it to 
me, but I don't oare. 

Well, would you --

I told h im th1e Juet before he lett -- I said, "I'd go 
along with you on anything, because I don't care any­
thing about patronage enough to ·· - I go along on 
everything. 1 He doe sn 1 t consult me halt the t1111e. 

Yeah. 

But, h e should do it with some or those other Senatore , 
Henry . I mean--

How do you t hi.n.lt --

What? 

How d o you thinlt Adams i s? 

Well, Adams 1s going to vot e against that provision on 
hie constitutional grounds. 

Well , I Just called up hie ottice and said tha t we 'd be 
glad t o have our aoting General Counsel call on him. 

Yeah. 

And h e wasn't in, but I lett word that as eoon ae he 
got 1n that Ed Foley would be gl.ad t o call on him. 

Yeah. You notice they a ll have a little - - the moment 
you t ouch you Jtnow, Adame --

Oh, y es. 

Comes right up, don't you know? 

I know. 

I' ll tallt to Al -- I might be able to -- you know, 
I've got a -- I don't Jtnow whether you know~ committee 
- - I 've got a -- I've got all t he conservat i ves on that 
committee. 

I ltnow. 

But eo t ar I've gotten along pretty wel l with thea. 
I got through allot Jonea' 1tutt. 

Yeah. 
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And even-- we didn't even have~ roll call on thea 
in the - the Export and !aport Bank --

Well, I -- now that I know that 70u're going to help, 
it oheere me up a lot. 

Yeah. Well, I 'm - - I'm going to -- I'll do the beet 
I can, but it'e -- it 'e a tough committee trom t he 
standpoint or oaneervatiam. Now, Pat Harrison wae in 
1!J3 11ttle conference t he other day; God damn it he · 
explodes -- yesterday aft ernoon. They t hink it 'a 
~opular, d on't yo~ know? 

Yea. 

You started all that, don't you know? 

I did? 

Well, by -- by showing bueineee hae nothing to rear. 
Uo" they all want to get 1n on that, don't you know? 

I eee. 

But, you know, I ' ll t ell you wha t ' s almost getting 
littl e Henry -- t his is confidentiallY --

Yea. 

Harry is JaY friend and I originallY reco1110ended hill t o 
the President, as a matter or fact. 

Yeah. 

or course, the President knew hla up 1n New Yor k. 

Yeah. 

But he didn't think about him for thie particular Job 
or relief, and I went to eee him about it because I 
had Harry come down and help me on that ori ginal legie­
lation. I bad it originallY, you know. or course, 
now the other f ellows have got it-- that's all right, 
I go t o other t h i ngs. But now, 7ou know, when you 
kind or 1118ke a fellow an authority on nursing b&blee, 
and building battelehipe, and everytbi.ng under the eun, 

Yea . 
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It 's eo -- you -- you make the thing eo obTioue 1t be ­
comes r1d i cu1ous. 

Uh-huh. 

Now eTery damn thing that's mentioned -- well, Har ry 
Hopkins-- he ' s goi ng to amend tbe Labor Aot - - ho' e 
go i ng to do this, be ' s goi ng to do that, he ' s going 
to do that; I 'm going t o tallt t o !larry and not to -­
to go easy, to go steady. Now, you started along 
~u1et]J and steadily, and You 1ve got t he count ry with 
you now . 

Yeah. 

But it wasn't done by trying t o be an authority on 
everythi ng under the eun. You can't do it that w8,3. 

No. 

And I think that they'll - - they're not -- they're mak­
ing a mistake - -

Yeah. 

All right, if t hey want hi~ tor President, t hat 's 
anot her t hing, but you can 't do it that way, and I'm 
going to talk to Harry, because it' s getting almos t a 
Joke up on the Hill among some or the Senatore. 

Reall,y? 

Yeah. I don't know, I don't want you to even answer 
that, but 

No, no. 

I eee those t hings. 

Well, and after all 

And I've got nothing-- you know, I 'm not - - I can 't 
be a candidate t or Pr esident , you know, I'm born i n 
another country . 
I know. 

so, I have no -- I haven't got that "bug" . 

Well , I haven't t or another reason. 

Ye a. 
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So I --all I'm try1ng to do i s, I ' ll give the laet 
blood -- drop of blood I have to get work tor people , 
and get people baok on the private payrolls and get 
this country going again. 

Yes. 

That 's all I'm interested in. 

Yeah. 

I have no other interests. I want to see ~his country 
pr osperous . 

And I don't know why it isn't going taster. I mean, 
after a ll there's some of these 1nJus~ices we had ~o 
correct; there's no doubt about that. Some or these 
things you've got t o do. 

Well, I think with t he present -- without giving up a 
single fundamen~al r eform -- by Just being fair and 
meettng these fellows ha lt-way, see? 

Yeah. 

And without calli ng any names. I think that's all t hat 
they want. 

Yeah. Well, that's -- t hey ought to have that. 

And I think the~· should have tbat, and I don 1 t think 
we ought to give up any or our fundamental rer~rms. 

No , becauae I tell you, it another -- if a Republ i can 
administration should come in and try to g o in the 
opposite direction. 

Yeah. 

Deflation , and all t hat-- they 'll wreck the country. 

Well , Bob, this is -- this is ~whole philosophy. It 
we can get the country going on a really -- real produc­
tion, see? 

Yeah. 

And have a prosperous year 1n ' 40, ~hen we'll get a 
liberal President, irrespective or his politics. 

Yeah. 
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Ia t.ha t. rlght.? 

That.'e 1t.. That.'e what. you want. . 

Now, 1t we have a detlat.1on 1n 140 we're go1ng to get. 
a fellow thet. ' e pretty near a Fec1et. 

Well, absolutely. 

So, what I want 1a proeper1ty 1n 140 so we get. a 
11beral Pres1dent . 

Yeah. Well, I - - now, there's a 11ttle t h1ng -- every 
11ttle th1ng cone1dere -- I went over the -- the 
alum clearance and -- Nathan Straus was there. 
Re 1 e doing pretty well , by the way . Now, I'm try1ng 
to get elght hundred a1111on doUare more. 

Yeah. 

F1rst1Y, 1t doesn't t ouch the debt. 

Yeah. 

And secondly, 1t 1 s the klnd -- 1940 -- by the mlddle 
ot 1940, by August 1Q40, they would pretty near be on 
the down grade , very much. 

Yeah. 

It. would all be spent. 
that w1th an~ther elght 
good 1nveetment. 

Now, 1! we -- 1! we can t or t1ty 
hundred m1111on, and 1t'e a 

You 1 re not golng t.o have any trouble wl th the Treaaury 
on that. 

Flne. 

You're not go1ng to have any trouble on that. 

F1ne . I mean, lt ' e wel l spent too . 

Llsten, Bob, we've done everything 1n the world tor 
the termer and nothlng tor the fe llow 1n the eluma. 

Yea, that '• rlgbt.. 

And I'm w1th you a hundred percent. 
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And the fe llow i n the 8luae i 8 still eticktng t o ue ; &Dd 
the f araer i8 k1nd of getti ng a litt le Jitter.y . 

Very J i ttery . 

I don 't think - - I think you could get i t back, can ' t 
you? 

We 've got to move awful fa st, Bob, 

Yeah. 

I mean, they ' re getting away from us awful f a et . 

I know they are . Well, what 1 e t he mat ter with Renry? 

Well, he ' s do ing t h e beet he can, but he ' s up against 
a t ough proposition . 

Yeah, I suppose t hat ' s it . 

But -- but we've got to do somet hing. After all, we 
ha ven ' t scratched t he s urface of the alums. 

No. 

Well, I 'm with you a hundred percent on alum c l earance 
and l ow-coat housing . 

Well, it ' s Just one of t hose eegmente that helps a l ona, 
and I noticed i n Chi cago there - - d1d you eee how t he 
Democrats came out ? 

I didn't see t hat . 

Wel l, they -- i n t h e pr1aary, Kelly won by t he biggeet 
vote ever cast - - Democratic votes ever cast -- i t ehowe 
t here' s stil l vita lity , you know? 

Oh , yea. 

Yeah . 

Well , Bob, i f t here ' s somebody that I should talk to on 
that commit tee --

I ' ll let you -- I tell you, I'• go1ng t o 
not going t o aeet unt i l next week. 

Good. 

-- ... 
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I aaw that I mean, I watoh tb1nge that people don ' t 
t b1nk I watoh, and I aaw that that was no t1me to do 
1t, you know? 

Uh- hub. 

And g1ve us a little ohanoe to talk around to eome ot 
these tellowa. 

R1ght. 

And I'll let you know who you m1ght talk to. 

Thank you ao muoh. 

All r1ght, Henry. 

Good bye. 
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~r : Hello. 

operator: Senator Harriaon. 

HUJr: Hello . 
Pat 
Harrison: Yeah, Henry? 

H!jJr: Pat? 

!!UJr: 

H: 

H!.!Jr: 

!! : 

HI.!Jr: 

H: 

:flEJr: 

H: 

I called up earlier because I Just wanted to let you 
know that I was releasing a letter that -- that 
Daughton and ~eel! have written up to you. 

Well, that's a damn fine letter, 

And I -- I didn 't want to --because I never r elea s e 
anything until I've delivered it, do you understand? 

Well , I think it ought to be -- have a very beneficial-­

But I -- the boys all wanted it, so I released it. 
That wa s all I called you about. 

Well , I was Just calling up to say •thank you• . 

Well, much obliged. Good luck to you. 

I need it. 

All right. (Laughter) 
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Congressman Doughten ie still 1n the hospital. Hie 
eeoretary is on the line. 

I'll talk to him. 

All right. Go ahead. 

Hello. 

Secretary: Hello , e1r. 

!WJr: 

5: 

Hl!Jr: 

S: 

HUJr: 

S: 

HUJr: 

I Just called up -- ~. Uorgenthau speaking-- I wish 
you would tell Congressman Doughten that I appr eciate 
very much getting that letter which he signed with 
Senator narrieon. 

Ye s , sir, Ur. Uorgenthau. 

And I think it will be very helpful -- very constructive 

Yes, sir. I'll -- I 'll be glad to call that to hie 
attention, Mr. Morgenthau, today. 

Thank you eo muoh. 

Yea, siree. Thank you, air. 

Good bye . 
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operator: Mr. Sproul. Go ahead. 

HW'r: 
Allan 
Sproul: 

HL!Jr: 

S: 

HUJr: 

S: 

HUJr: 

S: 

Hl.!Jr: 

S: 

HJ.Ur: 

S: 

<WJr: 

S: 

Hl!Jr: 

S: 

H!Ur: 

S: 

l!lJJr: 

Hello. 

Hello. 

Allan Sproul? 

Yea, sir. 

How are things going today? 

They are going all right. There ' s not a great deal 
doing. There's some professional activity trying to 
move the prices around to euit the market, but the 
under lying market 111 good and strong and the 1eeue 
is still thought of very well, I should say. 

How much gravy are you goi ng to give them on this? 

Well , I've been thinking in terms of 

Yeah . 

About 

Come on 
out. 

be a man -- be a little man and spit it 

One and a half on the 10081 one and a quarter on the 
intermediates--

Just a ml.nute - - wait a minute - - On the lona bow much? 

Give them one and a half between the price and the 
market. 

Yeah. 

One and a quarter on the intermediates --

Yeah. 

And 1hree-quartere on the notee. 

Uh-huh . well, I -- I haven't thoY6ht about it m11elf, 
yet. Franlt).y, I thought you were going to reco-end 
mor e, eo this is -- gives me lese to argue about. 
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You mean, you thought I waa go1ng t o reco111111end g1T1ng 
the u.rltet 110re? 

Yeah. 

Yeah. Well, that's the way I see 1t now . 

Well, that's -- I wanted to think about 1t. That 'e -­
the first -- you're the first person I've asked. 

Yeah. o. K. We'll have another chance to look at 1t 
t h1a afternoon and then tomorrow morning. 

That's riabt. 

Yeah . 

Thank you. 

All right t hen . 

Good bye. 
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Hello. 

Hello , Henry? 

Yea , Walter. 

March :s, lQ:SQ. 
1:00 p.m. 

This i s Walt er. How are you teeli ng, Henry? 

I'm tine, how are you? 

:97 

First rate. Henry, I -- I '~e taken t he liberty ot 
calling you u9 on thie ne~ i ssue . 

Yes? 

Be cause the -- the rumors around , or the thoughts are 
that -- about the &IDOUDt that you may give, and they' ~e 
-- they've put up these June two and an eighth to a 
hundred and two. 

Yeah. 

My thought was just to register with you that the 
Treasury is giving away too much heretofore on some 
ot these issues. 

Yeah. 

The speculators and the eastern bankere are Just -­
well , it you and I were sitting acrose , I'd say they 

a re trying to work us t or suckers. 

Yeah . 

Now, we haven't any at all, eo I thought perhaps you 
might want to get ~ t hought on it . 

Sure . 

I - - I understand what you are going to do on the pr10e 
Now , on those one and an eighth, ~ thought is you can 
do anything trom one-halt to three-quarters under the 
mar ket. On t wo and a halte, three- quarters t o one 
point; on the two and three-quarters, one t o one and 
a quarter. 

Ub-huh. 
Now t hi s --you eee, that's two poi.nte t or underwriting 
go~ernaent etutt ie getting out ot band. I think we're 

apo111ng them. 
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Yeah, well, I never l oolr. at that --1D pricing it. 

Yeah. 

It doeen't influence me. 

Yeah. I -- I Just thought I'd gi~e ~ou .r thousnt. 

Well, I'a delighted. 

You are teeling all right, are you? 

Fine. 

And the chief will be back soon. 

Tomorrow morning. 

I bad a touch of your ranch life . I JuEt caae back 
trom Arizona. 

Had a t ouch of what ? 

Of your r anch life. I went out - - I fell --

Oh. 

For two weeks t o get a rest, out in Arizona. 

Good for you. How long ha ve you been back? 

I Just C&JDe baclr. yesterda,y. 

How do ~ou tlnd thinge7 

Here in Chicago? 

Yeah. 

Oh, we ' re O.K. here. 

You are. 

Yeah, we 're t ine here. 

Go i ng to have a good apr1ng7 

Yes. I can tell that by the loans , ot courae, HenrJ. 

Yeah. The -- the l oans - -
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We're -- we 're rigUt in l1ne here now t or a good pick­
up right after-- well, 1t 1e etarting now. About April 
t1rst we f igure we' ll be going pretty good. 

Your l oans up? 

Yeah. We -­
in dollars . 
borrowers 

here -- in dol lar s , Henry , they're not, 
But in t aking the list or the varioue 

Yea. 

There are a great many more or them. 

Good. 

In other worde , we are loani ng t o people, now, 
inetead or the great big national borrowers -­
no t borrowing from us, but our own people are. 
ones we give linea or credit t o. 

Good. 

And that's always a good eign, you know. 

Good. 

money, 
they 're 
The 

For instance, a fe llow will oome in tor a hundred, or 
two hund.red, or things like t hat a thousand dollar s, 
you know. 

All right. 

A hundred and fifty or t "o hundred. Well, t he big 
netional borrowers are not bor rowing t rom us . 

I aee. 

They've got plenty or money. 

They've got plenty or money. 

But the ordinary - - the merchant, the butcher, and the 
baker, and the smaller manufacturer, are coming in 
and getting ready . 

Fine. 
And -- and not onlY have they got the linea, 
are r eally taking t he money, Henry, now. 

Well , t hat's - -
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In doll ars our figures won't show up big, but you know 
when you spread fiYe or ten million dollars between 
twenty, or thirty, or forty, or fifty people, 1t ' a a 
good a1gn. 

You bet your 11f e. 

Well, I - - I wanted to tell you about that, beoauee -­

Well, I appreciate it. 

So many of these other bankers check 1n with ue and 
they are never satis fied. They always want to get a 
bigger profit. 

I know. 

I haven't a dollar's worth or them, and I just wanted 
t o tell you that tbie stuff will go over aDd it will 
go over good, and you oan write your ticket on it t or 
pretty near anyth1.ng you want. 

I am delighted , Walter . 

All right , Henry . 

Thank you. 

Good bye. 
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Operator: Kr. Sproul. Go ahead . 

h11Jr: 
Allan 
Sproul: 

HUJr: 

S: 

HUJ'r: 

S: 

H!.tJr: 

S: 

S: 

l!liJr: 

S: 

H!.IJr: 

S: 

Hl!Jr: 

S: 

Hello. 

Hello. 

Worgenthau. Sproul-­

Yeah? 

Ro w do these new 111suea look to you now? 

They look to me just about the same. The market 

tapered ot t a bit today. They are trying to tell ua 

tha t prices ougb~ to be a lit tle lower than I mentioned 

this morning, but it still looke to me about the same 

as it did then. 

Good. Well, it' s been remarkably steady, hasn 't it? 

It ha e been, yes . and I think it's strong underneath 

the switching around t hat's been done t oday. 

Right, right. Well, we'll let it go until tomorrow? 

I think eo, yee. I t hink that would be the beet thing 

t o do. 

All right, 

I don't think there's anything t~ be l os t , and i t 

t here • a something to be gained - - by lett1.ng 1t go 

until tocorrow. 

0 . K. Thank you. 

I'll talk to you in the morning. 

Righto. 

All right. 
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:i!!.Jr: 

HL!Jr: 

H: 

Hello. 

Secretary Hopk1ne. 

Hello. 

Hello, Henry . 

How are you? 

Oh, I 11ve. 

Karch 3, 1Q3Q. 
3: 57 p • • • 
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Yee, I thought you -- I wanted to tell you tbftt I 
liked your speech. 

Well, thank you so much, Henry. 

And --

I Ulted yours. 

Thank you. I hope soon to be able to see you. 

Well , I'd 11ke to see you very soon, Henry. 
\ 

And I think we're both in a poaitlon -- I know, talk­
ing tor myself, ~e •re -- I want t.o carry through. 

I've -- I saw Johnny a Uttle while last n1gbt. 

Good, he told me be saw you • 

About h1s tax and stuff, and I -- we've got a little 
advisory committee here on taxation, and t hey made a 
lot or recommendations and I think they oade up their 
minds to pitch some or them overboard and rorget about. 
them, and t hey -- they see very much eye to eye with 

Johnny. 

Fine. 
And I've got a -- Johnny's convinced me tor whatever 
that's worth. 

well, 1 think 1t'e worth a lot. 

And 1 'd Ulte to talk to you about that soaet1me 1n t.be 
next day-- bere's the poi nt, ~enry , 1 have a reeli.ll6 
that if the President would take th1s ball up 1n the 
light or th1s letter before somebodY do~ on the q111 
goes -- comes out with a epec1t1c plan tor taxee --
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Yeah. 

I think it would be a good thing. 

You mean the letter we got today? 

203 

The letter you got. I got it on the ticker today. 

Yeah. 

Which I think is a good letter. The tone ot it was 
nice. 

It' a all right . 

And I think the s ooner you can get a meeting ot minds 
with the bo as on this thing, the better. 

Well , Bob Doughton is still in the hospital, and he 
asked me - - t hat-- he said , as soon as .he was well 
he and Harr1eon wanted to s it down with Hanes and my­
self, and that then as soon as we had a meeting ot 
mindahe wanted to go and eee the President. 

Yeah. 

So I think the minute Bob gets out or the hospita l we 
ought to do it. 

You betcha. 

But the7 1 re in a trame ot mind -

Yeah. 

I've never seen them i n a better trame ot mind. 

Yeah. 

Those t wo gentlemen, as t ar as the taxes are concerned. 

Yeah. 

And I think we can get something very constructive . 
I suppose you get the same thlng that I do with those 
I think it's very pretty, but now show us something. 

That's right. 

Huh? 

That's right. Incidental ly, ReQr1, I th1nk you can get 
the labor orowd t o go along w1th you on your tax atutt. 
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Suggest -- ah -- you were there when -- that laet 
Cabinet meeting, the euggeetion I aade ot getting 
t ogether on Tueeday afternoon on recovery. 

Yeah. 

Well, I'm going to follow up on that and I hope if you 
believe in it you will too. 

Yeah, excellent. 

Because if he would do that every Tuesday -­

That'e right. 

And do something 

Yeah. 

Then you know he hae hie press conference at f our after 
tha t --

Yeah. 

And -- ao that -- that he can keep the thing r olling. 

That's right. That's right. 

What? 

He can handle something every week. 

Every week and -- and the fellow -- whatever the eub­
Ject is could get it ready t or him 1n advance. 

That's r'ight. 

And then he'd have something to give out. 

Uh-huh. 

Because the country ie raring to go. 

That'• right. 

If they're only convinced that the number one fellow 
reallY means 1t. 

Well, I 'm not worried about h1a. 

You're not? 
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lfo, I 1a not.. 

Well, I'• -- I 1a --

I mean -- I mean, I don't expe ct. h1m to agree on all 
the details you know, but ae a general propoa1t1on, I 
t.h1nk the Pree1dent.'e all eet. 

Well, I think the f1ret t wo or three days, we'll all 
have the anewer. 

Yeah, that's right. 

He's got to have a 11t.t.le t.1me. 

Yeah. All r1ght. , Henry. Be eee1ng you. 

Yeah. 

Good bye. 
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Operator: Go ahead. 

:wr: Hello. 
senator 
Pepper: Hello, Wr. Seoret&r71 

l!llJ'r: Yea . 

p: Th18 1a Pepper . I -- I '•e be• ~~. and I apologize 
for not getting t o lll&ke ;rou a c:.a11. 

HJ.!Jr : 

P: 

P: 

H!JJr : 

P: 

HJ.!Jr: 

P: 

:c!Jr: 

P: 

Hltrr : 

P: 

l!ll.Tr: 

P: 

lillJr: 

P: 

That.'a a ll right. Was - was \be aerop lane 1apreu1Ye? 

What. ' a t.h8. t.? 

I hear ;rou went. out to see 

I did . I went. out. here ~ ~· ~~1on and I thought 
I could get to a -- get t o a te~ne , and the t h1ng 
waa delayed eo -- eo t his is ~e t~-et time I'• • been 
able t.o get. down t o the ga tea, aDd eo ! apol~gi~e to 
you for -- f or not. calling you bac~ as you requested. 

Well --

The Secretary, EX11aon, and s~~~~.e o~ theJa Just about. 
out. here now. 

Well, now Senator, this ia wlls~ ! 'a :al l!ng you up 
about --

Uh-huh. 

On Saturday you calle d ae up abou~ Us.t. .an who 1a a 
banker down there. 

That's right . 

In -- in Florida. 

Tha t 's right. 

A.nd I t.old you that I would go ahe:ao5 and ban h1a 
record looked up. 

'!'hat 18 right . 

Well, now I ' •e got Juat one ~ 1.D ~s town '-hat.' • 
worth an;rt.hing , and t.ha t. ' • -:1 r.):rd. 

That's right. 
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And I always keep i t . 

Yes. 

And I gave the order right away. 

Yea. 

And only t h1e morning I r ound out that t he Internal 
Revenue people were-- hadn ' t done it, and the reason 
they were giving was this, that they said t o do this 
just before income tax dates would upset the Bureau 
down there too much, and they were begging off that 
they didn ' t want to upset anything until after the 
fifteenth ot Uarch. 

Yee7 

~ow , I'm reporting that they r eally were very serious 
about 1t, Helver1ng particularly --

Yes. 

and I leave the deo1a1on to Now, I give you my word 
you. It you want us to 
gat 1on, we ' ll make 1t. 

go ahead and make the investi­
It you can walt until 

Mr. Secretary, the rea l queet1on involved, it seems to 
me -- now, when the --

Hello. 

The question or when the appointment 1e made effective 
1s one thing 

Yea . 

And the question or whether or not this is the only 
1n Flari da tha t is capable or being Collector or 
Internal Revenue is another t hing. 

Well, --

man 

And 1n order to eave time, because I knew it would take 
several days t or that investigbtion t o be complete -­
why I merely wanted to be able t o say to the President 
when I address myself t o him about it, that the 1nveet1-
gat ion has been made, and the man 1s a t1t and qual1t1ed 
o1t1~en 1! he cares to make the appointment. 

~li, I'm-- I'm not - -

Regraded Unclassified



P: 

HllJr: 

P: 

P: 

HJAJ r : 

P: 

Hl.!Jr: 

P: 

HJUr: 

P: 

Hl!Jr: 

"· .. 
HIJJr: 

P: 

208 
- l5 -

I don ' t -- I don't -- I don ' t apPreciate a bit the 
attitude that Kr. Hel•ering, or ~bod7 else, is tak­
ing in this matter whloh is ot a constructiTe nature. 

Well now - -

I'm going to eee it I can't :t'lnd out 
whether the President can appoi nt a Collector ot 
Internal Revenue or not. Now it he wants to turn me 
down, he's got a pertect right to do it, but I'a cer­
tainly going to han a straight-out understanding 
about that question . 

Well , I -- I'm entirely in your hande. I gave my word . 

Well, 

And you say, 1 Uorgenthau, I want that done before the 
fifteenth ot Uarch• , it' ll be done . 

Well now, I don't want to embarrass you, Kr. Secretary, 
in any way in the world. I didn't expect -- I didn't 
think that there would be any harm in the i.ntormation 
being obtained -- merely 1n the tile, with the under­
standing, ot course, tha t nothing w~uld be done or 
could be done unless the President gave the order. 

Well I 'm only repeating what came to me t hrough--

And I never had the slightest i dea t hat either a re­
mova l or a substitution would be effective before 
the fifteenth, at l eas t , because I real ize that that 
was the improper time . But -- but I di d -- now, i f 
you don't teel tha t - - tha t you 'd be Justified ; I 
mean , on my -- and on the request of the two Senators-­
t o make that investiga tion - - if you think that the 
President would better initiate t he request --

No. 

Why I wouldn't want to --

No . 

Embarrass you in the slightest. 

No , you can't embarrass me, because all you 've got to 
say is, •Korgenthau, I want the investiga tion done . • 
I've given you my word, and ae tar as I'• concerned 
that ende it. 

Good. Well , now now you be sure , then, because 
I think too auch ot you to get you involved in the 
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ma~~er. There ' s not a -- I figured - all I tra!lted to 
do was to be able ~o te l l the ?resident t hat if he ia 
disposed to make t h1e appo1ntaent, that Senator Aodrewe 
and I recommend, we wi ll swear tha t the man is a qU3li­
tied person by the inves tigation of the Treasury. 

\'ell --

And then it's or course up t~ him a s t~ whether he wants 
t o do it or not. It Ur. Helvering wants t o suggest to 
the President that the sbustitutl on not be effective 
until after ~he fifte enth or Aarch or t he t~entietb of 
Uarch, or any other day t or that matter, and t he ?real­
dent concurs in that recommenda tion , why that ' s entirely 
within hi s purview. 

Well --

And I don't see why llr. Helvering wants t o eay that you 
can ' t have an inves tiga tion cade and the fi le gattered. 

Well, he doesn ' t say t hat, but it's Just that - - he 
simply sent word back t o me that it would upset the 
whole off i ce and he hoped t hat he wouldn ' t have t o do 
it until after the fifte enth or March. ~e baen' t re­
fused to do it. 

Oh, I see . 

Oh, no . 

Well, now I 'm i n hearty accor d wi t h you. I t should not 
b e done ln any case until after t he tlfte~nth of !.!arch. 
I never would have requested t hat any eubetitution be 
made effective , but you eee, after t he lnvestigl\tion 1~ 
made, why then t he ~tter will have t o -- t he ?reelder.t 
will have t o be eeen and he 'll have t o concur and then 
the matter will have t o cone over t o t he Senat e and t he 
confirmation will have t o be ~de, and the bon~e on the 
fel low will have to be posted and all t hat sort of 
t hing -- even t hat, before the subetitutlon ~ould ever 
b e effective. 

Yeah , well ur. Helvering hasn 't refused to do it. He 
simply asked whet her it could be postponed t he 1.n­
vestigation until af ter t he fif t eenth. 

Well my -- my only suggestion, l.!r. Secretary, would 
be that if you were disposed t o grant our r equest on 
it t hat -- if you merely said , •r do not favor and 
wo~ld not effectuate i n any event that Senator Pepper 
if you want t o quote me on i t, has expresslY said ths t 
he would not expect any chanse to be -de before the 
fifteenth -- or r or thftt matter, t h e t yentieth. No• , 
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I -- I want it t.o be aa ao;,n ae poasi ble, but I cer­
t&1Dl7 don •t want t.o do t.he eel"Ylce ~ ~-

But 7 ou'd like thie investigation .-de? 

I would , Kr. Secretar.y, 7 es. 

Well, that. enda it . 

Well, that's very good o r you, ani I'll -- I certa1nl,y 
won't do anyt.h1Dg to - - t.o 

We l l ,, I -an t.o say, I've l earned t h is 1n bue1ness and 
;>ol1t1ce -- once 1117 word 1e passed 

Well , ·no• at the same tt.e, 1t you-- 1r y ou ever tell 
a e anyth1Dg and there ' a &n1 ch•nge 1n c!re uastances 
t hat will cause you ~ eabarraasaent, why I '• y our 
real trien~ . and I - - ! wouldn ' t have y ou ellbarraeeed 
t o r t h e world . 

Well that's very klnd or you. 

Well -- thank y ou, ur. Secretary. 

Good bye. 

Good bye. 
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HUJr: I want the investigation made as to his character. 

l.!: Right away. 

!PJJr : And I want 1t -- I want t.he orders to go out tonight . 

U: I'll aee that 1t'e done. 

!IKJ'r: And Senator Pepper says a s tar ae a ppointing hi• i e 
concerned, he'e more than wil l ing to walt until atter 
the titteenth. That's up t o the Pree1dent, but he wants 
to know 111 the man he' e reoo11111ending ot honorable 
character or not. 

1.1 : 0. X. 

HUJr: Now, I d.id give him my word and --

W: The 1netruct1one will go out tonight. 

l!ll.Tr: Aye, aye, eir. 

ll: Yea, e1r. 

!-J.!Jr: What is that Peoples abaye ea,ye -- bless your heart. 

ll: 

HllJr: 

!II : 

Oh, yeah. Sure to be. 

(Laughter) Good bye . 

Good bye. 
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This a ornlng I go~ bact froa •1 T1s1t ~o DeDII&l't, 

Norway, Sweden and Finl and, as authorized 1n telegraa 

Jlo. BO of February lO froa ~he Depar~men~. 

I called a~ the .A.aerican Legation in each capital. 

2!2 

The ThU wae .ads a~ the inTi ution of the central bank 

goTernors of each country. Through t hes e gorernora I 

me~ their respeo~1Ts Jlinistera of Finance with the sxosp­

t i on of Jlor way, where the Foreign Minister was ab1ent 

aDd I t alked with the ranking Ministry officer. Jly central 

banting friends introduced •e t o III&Dy of their priTate 

banting and business people 1n each oap1 tal. 

Of the four countries, Den.art hal ~he hl gbBit 

unemployment, and ie the only one which exercises exchange 

control. HowsTsr, there has been improTeaent in the 

Danish balance of payaents, and exchange control 18 re­

tained -inly a a a oo .. ercial pol1oy measure rather tban 

being necessary for protection of the currency. It is 

not Tery 11ltsly tbat Dsnaart will abOlish exchange control 

a s long a 1 Germany, wh1oh 1s an important aartet f or 

Delllllart, retain• ita present international trad.ing 
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syet•, and while other countries, for e:r&~~pla free tra4e 

letherlands, aay see fit to inoreaae their protection 

by tariffa and othv •ane. By aeans of tuaUon the 

budget is kept in balance. 

Becauee of exoepUOD&l. skill of Daniah bu1ldere • 
shipbuilding industry ie aot1Ye, and many vessels are being 

built tor e:r;port to such countr1ee ae Rumania. Danieh 

engineering fu ns haYe bem handling i11portant conetruoU on 

contracts abroad ae in Iran. There baa been a riee in 

pri ces for dairy exports. 

The Minister of Finance of Den..ark and the Gournor 

ot the Central Bank said they regretted the impracticability 

of converting dollar bonds on the market in the Unit ed 

States, where theu quotations haYe bem low, and where 

there is no enthueia• for a conYeraion ieeua. During 

the coming su.aer they expect to ooarert some of these 

dollar loans by operations on the markete in Sweden, the 

Betherlande and Switzerland. Through the central b&n.k of 

Denaark, many of these bonds haYe already been repatriated. 

It is not likely that any one of the foregoing market• 

can handle the t raneaoUon alone, as 18 eYidmced by the 

fact that SWiss bankers were not co.pletely eucoeeeful 

in the recent oonYeraion of Danish bonde. 

There does not 1 e .. to be any intention on the part 

of DBDII&rk to follow the lead of araat Britain and 
rnal ue 
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reYalue 'loheir cen'loral bank gold dock, or 1oo 'loake clll'renoy 

s1oab111sation aea.uree; 'lohey find their preeent ra'loe agaillet 

s terling eatiefaotory. Early aiDUDg of e11Yer co1De for 

replacing crown p1eoee ie faYored b)' 'lobe CoYerDOr of the 

Central B&Dk, but the .,1nance llinie'loer hee1tatee 'loo do so 

beoauee at the preeen'lo price of s11YU, this wou.l4 lie aore 

e:~peneiYe than toke co1ne. During ar Y1e11o tbe ballk rate 

wae lowered froa 4 'loo 3 1/2 percent. 

Jo &r~~&~~ent program 1e being carried. out by Denaark, 

ae thie coUJltry looke to England. for help 1n any •ergmcy. 

Denaarlt ie not etwiying leg1elaUoo 'loo 'loake care of aone­

tary and. banking ei'lou&Uon in euch an eaergenoy, •• the 

preeent exchange lawe are sufficicn'lo 'loo take care of U. 

Since 1939 there hae been cone'loan'lo re4uoUon of 'the naUonal 

deb'lo. 'f&Jtee in 1oh1e country are h1gll, but wch 1e done 

for 'lohe people by 'lohe Sta'loe. 

!here are no callable Jorwegian boncle on the u.rltn 

in the 1JA11oe4 Sta'loee. 'fhe S'loa'loe will in 19218 aen 

a par'lo of ue "bud.ge'lo - to the enm'lo of 38,000,000 crown• -

througla a dc.eet1c loan, d .. pite 'the i .ns1e'loenoe of 'lobe 

OBil'loral be.Dk OOYUDOr OD eotaOIQ'• !he CUy Of Oelo 1e 

borrowing 1ooo. !here ie a good balanoe of payaenh •U­

uauon aDd 'lobe e'loa'loe ot public t1Danoee 1e •Uetao'loory. 

!here 1e no preuure troa the pubUo or parUaam'lo for 

reYaluing of the gold e'loook, and. lonay doee not oon-
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tapl ate any obange 1D this regard nor aUeraUon of the 

presen1: relaUon of 11;e currency 1;o e1:erl1Dg. Oooe1dera1:ion 

1B be1Dg giYen by 1;he Ionregian Oeo1:ral Bank Gonrnor 1;o 

pu1:Ung e11Yer coins back in1:o cir.cul.aUon , the oae croWD 

token piece to b e replaced fire1:. 

The Iorwettan ehipbu1ld1ng induahy is ac1;1Ye , bu1; 

•easel• for 1:he Ionreg1an aerchan1; flee1; which are o•er 

10,000 1:one are bu1U abroad. The Mexican oil si tuaUon 

bae inJured the tanker 1:rade, since the oWDers do not wiab 

to i ncur the 111- will of the United States through engaging 

in expropriated oil trade. Because of the ciYil war in 

Spa1D, the fiahing industry bas lost i!llpor1;ant markets 

there, and beoause of quotas aD4 low purcbas1Dg power i­

portan1; aarkete b&Ye been los1; in Ualy and Germany. 

Trawlers could be introduced into the llorweg1an fishing 

fleet 1:o uke i1; aore coapeti1:iYe, but llorway hesUatee 

to do this b-uee unaployaeot would be increased thereby. 

Large purchase• of nickel aD4 other aetals are ade by 

Geraany. 

Swedeo con1:inuee to enJoy exceptional prosperi1:y, 

since 1;here is practically no unaployaen1; 1:here and 

Qoyernaen1; finanoee are good. On a small scal e , stookhola 

baa beo011e 1;he financial center frsr the ScaD41naY1an coun-

triee. 
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tries. Both a-t ho .. end abroad muoh attenUon has been 

giYSl to ourrent dieouaaion of proepeoti'l'e legislation 

which would take oare of the Swedish exchange situation 

in an e~~~ergenoy, euoh as a war. There is criticiu of 

such a measure by Swedish priYate bankers, because the 

mere suggest~on by the GoYernment of such legislation 

has ~lready been the cause of some foreign capital leaYing 

the country for Swi berland arul other oenters. Should 

SWeden 8'1'entually adopt such a aeaeure 1D. isolated action, 

the influx of foreign capital would probably be reduced 

even if peace continues. 

Sweden at present has no really eerioue problema 

and c&Jae through the crisis in good shape. BoweYer, ehe 

1e now maklng some uneasineea for herself through becoming 

more nerYoua about the possibility of war tban any of the 

other northern countries, arul through what would appear 

to be excessiYe planning by a plethora of public and 

priYate economists whos e Yiewe differ. Wegotiaticne haYe 

been inHiated between the GoYern~~ent and organised in­

dustry for epeoial tax pri'l'ilegee for new UDdertakinge 

duri~ their early and experimen-tal period. 

sterling ia feared by aoae meabere of the Central 

Bank of Sweden, end the dollar and gold by others. 

the Bank ia holding 
Therefore ae a oo-.proraiae measure 

ao perca 
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ao peroct of Us auets in sterling, :ao peroant 1n 

dollars and eo percent 1D gold. '!'lae profit of the Central 

Bank declined in 1938 and will be lower for 1939 because 

of the hi~ coat of gold shipaanta to the United states 

an4 the 8111&11 return t:rO. dollar inTeetmente. However, 

the Banlt is pureu1ng e. safe rather than a 11<mey-me.k1Da 

policy. The ree.aon for this exceptional prudence on the 

part of the Swedish Riltabank 1a ll&inly because of the 

tremendous loaaea suffered by the institution during the 

World War bscauee of the Ger~~an marks it held. Curiosity 

waa expressed by Tarioua officials in Sweden a,. to what 

would be done regarding gold by the United State in the 

nent of a new war i .n Europe. One of thea feared that 

for the duration of the oonfiiot the United States might 

aooept f oreign gold only at a reduced price. 

EID SIC!IO•s o.- '!'0 SIX, IROLUSIVI. 

BtJLLI'!"!'. 

-
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.Author1Uea 1JI. Bwe4• do not plan to follow the lead 

of Great BrUa1n 1JI. rw&lu1q their sold etoot. !owner • 
the:r .a:r ehortl:r legielate to out definitel:r 1;he relation­

ship ~etween their curreno:r and a particular sold weisht• 

Biber co1JI.e are alread:r uae4 in 811e4en. 

!he eh1pping indunry i.n Bwe4111l 1a aoUYe, with 

contraote booke4 ahead for two and three :rean. Bwe4111l 

owee Us eucceee in th1e lille to ita exparilllloe, to Ue 

s1oandardizaUon e:ret•, ae well ae Ue s:re1oea of dee1sn1Jll 

and engineering ooeb, and 1oo 1ohe praoUce of bll;ring ehel 

on the aoet faYorable world urket in parUoular. .le 

/0 a reeult, ooeb of ehipbu1lding 1D lhrMen are 40 percllllt 

lower thaa ooete in Great BrUaill, and 100 percent lower 

than those in the UJ11te4 S1oatee. I wae 1oold ~1 one 

Swedleh a1JI.ieter that the trade agre•eat ~ehellll 1ohe 

Un11oed S1oatee and Sweden wae reall:r a reolproo&l agreeallll1; 

troa 11h1oh ~o'l;h partlee profUe4. 

In finland I wae i~~preeee4 ~1 the fao1; 1ohat U 1e a 

har4-work1JI.g OOUD1ory, w11;h h18hl:r dnelope4 pa1or1oUea 

and national prida. Jew araaaents are ~elng under1;uen, 

bu1o 1oheee are being paid fflr u 1ohe:r P ~1 - of a 

speolfio&ll:r deeiSD&1oe4 1oax on their incoae and propert:r 

tak1JI.g 30 peroeat of IIUoh t~• !he r1J1111eh ba4ae'l; 1a ia 

balance. !hOilgh J'illllleh u:porte deol111ed ill 1938 to a 

eUibU:r 
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al1Jbtlr uafaYorable balaDoe, other tt .. e aore thaD 

reoUf114 the equil1br1- of paJillllh u.4 peraUtecl \he 

oon\lnuanoe of the r..arkable 11qu14at1on of the nat10D&l 

deb\ of F1nlu.4 whloh hae tat• plaoe regularly e1noe l 

Borrowllll abroad h not thougllt of nor neeclecl. For the 

1960 OlJIIPlo p~~ee to be heltl 1n Jlelllnll:i a looal lou. 11 

being 1enl4. Bo•e ~eolal hal.l.u.rk ellTer plecee -T be 

oo1ne4 by the QoYern.~Dt in oa.aa.orat1on of the gaaea, 

but otherwlee ther retain t oken oolne for the t 1 .. be1n& 

or un\11 e11Ter beooaee leee e~ene1Te. 

Elll BICI!IOII BI'RII. 

BOLLI!'!'. 

• 
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PARJ.PBRASI, SIOTIOIS IIGH! TO ILIVII IliOLUSITI. 10 402 
OF lURCH 3, 1939, JRQK PARIS. ' • 

The gold. stock of the Bank of Finland waa re.alued 

last Jio't'eabe:r, but the bank1 s :resenea were increased with 

the profits theref:roa. lo borrowing froa the Bank is 

done by the Go't'ernaent. The people of Finland are not 

unhappy over their low per capita debt . The Go't'ernor 

of the Bank of finland. said he doaa not think the rrench 
sai1sfaotor1ly 

situation can impro't'e/unt11 it becoaea possible to reduce 

the French public d.ebt carrying charge. 

Fil1land. should ha't'e a real future, with much of her 

water power and. minerals and other resources being un­

developed. now. The country has already adnnced. ;, 

exporting wood pulp and paper, having previ ously exported 

only wood. Oheaicals and copper Ill&}' come to be quite 

important. 

The Bank of finland Go't'ernor visited London recently. 

The Go't'ernor was i mpressed. by the opinions 1ntil11Bted 

by Norman and Sieplll&llii of the Bank of England that the 

price of gold i s too high at the present time, and tbat 

when American aoouaulation of gold. beooaes unbearably 

embarrassing either in peace or i.n war, an adjustaent 

of gold price will be ine't'itable. This feeling about 

an e't'entual lowering of the gold price has spread, because 

the northern central bank go't'ernore are in constant 

touch with each other, and. their most important relatione 
dth 
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with aD ouhicle B&Dk are with the B&Dk of ~laneS. 

Jaoobsaon, the Swecliah BIS eoonoa1ei, is inoiclentallf 

again r niTing hie belief in this iheorr, and he will 

probably try to incorporate eoae remarks thereon in the 

&D.D.ual report of the BIB wbioh 1e iuuecl in Kay. 
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:luropean war 1e not expected bJ any of the .four 

central b&nk go•ernore unless eo.e unforeseen a~cident 

oooura. These go•ernore look w1 th oont apt upon ItalJ, 

and feel t~t Ger-y so deepieee h .. artificial allr that 

she will not be drawn into any Italian war of aggreuion. 

My friends realize at the same time that treasuries and 

currencies will ultimately be ruined if araaaent expendi­

tures ai the present rate are continued. I11portant trade 

with Ger.any 1B carried on without e.n.y seri oue inoonven-
to these countries 

ienoel. the)' 4o not feel that the ••thode of cQelleroe ueed 

are injurioua to t .heir own standards or to t heir facilities 

for dealing with other countries oc other bases. !heee 

countries consider Geraany a natural ouato.er, and will 

do buainese with her on the beet practicable baeie. 

There is little eyapathr with the autarchic regi .. of 

Hitler, with socialist go•ernaante in Soandiuarta an4 

a Ooa11Uon ao•ernaeDi in r1nlan4, all of which are of 

•••eral reeza etan41q aD4 are f unotioclllg 11110othlY• 

Ther feel ai the .... tiae tb&t the beet oo11triblltiOD. 
to 
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to peace which they can 118.1te 1a by setting their own 

econoaiee in order, and by taking such precautionary 

aeasures as se .. wise to them and poseible, and by 

keepi.ng qu1et. These countries are not prone to criticize 

or ostracize the Ger~ GoYernaent. 

I was Yery cordially received by my friends. They 

all seemed to be moat appreciat1Ye o! Secretary Korgen­

thau1a permitting me to Yiait their countries, aod they 

send their war .. at greetings to hia. These !our nor t her n 

countries haYs a great deal in co.aon with the United 

States, and they constitute a unit whose friendship and 

trade are surely worth cult1Yating. They are all anxious 

to haYs closer relations with the United States. 

They haYs an understanding o! the pr oblams o! our GOYern­

aent, and understand the necessity !or better relatione 

between the GoYermaent and business which are now beinc 

sought. 

These countries learned by hard experience, Finland 

particularly, where condi tiona are vary much 11lr:e thee 

which faoed the uerican pioneers, that real confidence 

and l a sting prosperity can be achined only by following 

good national housekeeping rulea. They realise that the 

ideas of artific ially increasing the purchasing power 

o! 
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of con-ere, of creaUag rich .. throu,gll epeading, and .o 

on, are foreip to real ooofidenoe and lasting proeperUr. 

People in theae oountriee do not think that it should be 

neoeaeary for ue to h&Ye further dollar devaluation, 

belieYing that it would not help our doaeetio prioe and 

other probl•• &D)' more than ther wer e helpecl whc t he 

dollar •• f1ret dnalue4. Suob a etep, the)' tb.lnk, woulcl 

lead t o i.•e4.1ate retaliat1o11 abroad by countries which 

are not boUild br anr lla1t of 1~ dnaluaUoll. Ill the 

northern oountriee there 1a a ll:ec appreciation of the 

moral atrangth of the 0111 ted Stat ea. The people of 

these ooUiltriee would be moat dieilluaioned about ue if 

at any t11111 they Bhould feel that the United States wae 

led by i11ter11&l political motiYee to injure ita frieode 

through e~~peoUng f1'011 U proa1eee which could not be 

f1lf1 lle4. 

EJID KISSAG•. 

BULLI!!. 
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Operat or: Ready with New York. 

HMJr: All right, hello. 

0 : Go ahead. 

HMJr: Hello. 
w. Randolph 
Burgees: 

HJ:Jr: 

B: 

HJ.:J r : 

B: 

H!!Jr: 

B: 

Hl.lJr: 

B: 

H!!Jr: 

B: 

H:.!Jr: 

B: 

B: 

H!IJr: 

B: 

HIAJr: 

Hello, Henry. 

Hello., Randolph• 

How are you? 

Ob , I'm living . I 1 t1 still 

-- a pretty tough tice. 

I 'm still kicking. 

(Laughter) Good tor you. 

Are you home? 

Yes , I ' m home. 

I -- I thought so. Randolph, it you had to price 
these three bonds , how would you do 1t? How much 
bow much margin would you give these boye7 

Well, I'd start out with the not1on t hat I wouldn't 
give them too much. I'd give them lese than the 
rights are worth , because I t hink it wi l l be very 
wholesome t o -- to out down that margi n a little . 

Yeah, well --
But my -- my Judgment would be to put the notes about 
a hundred and one. 

The notes at a hundred and one. 

Yeah. Put the tifty tifty-twoe at a hundred and two 
and a half. 

A hundred and two and a half. Yeah. 

And the -- the etxty eixty-tive a hundred and two and 
a halt. 

You would? 
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Yeah. Now that gives you three-quarters ot a point 
margin on the notes; a point and a quarter on the fifty 
fifty-five; and a point and a half on the -- on the 
sixty a1xty-tivee. 

Li sten th1a loolts l11te colludon or horse-ahe4d1ng 

Why, i s that what •tbe ot her boys said? 

I haven' t talked -- you're the only outside person I've 
talked t o. I haven't talked to another living soul 
outside. 

Yes. Well , I 

Now wait a minute - - I ' m sorry, tbat isn 't true -­
Walter Cumcinge called me . 

I see, yeah. 

Th~t t ' e right. 

Yeah. Yeah. 

I - - I 

Well, - -

I mean, I haven't called anybody else. 

Yeah. The only question I have about those 
I haven't talked witb the Federal about it . 
talk about t wo days ago with Dudley lli l:k 

But you've not talked with the Fed. 

No . 

That' s very int eresting. 

No. 

How does Dudley f eel? 

pri ces -­
I did 

about it. 

t 1 about the same way. That -- that 
Well, I thi~eheoo:e~ing t or t he whole market and t or 
we -- that tgo have the rights worth a little lese. 
the future 

I aee. 
C•". eaf e'u talte quite a chance this ti•e. 

And I thinlt you -· OoJ 
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Well, I tell you, I was simply amazed when I came out 
with that statement announcing that we were go ing to 
open up three ieauee --

Yeah. 

That -- that those particular issues didn't tall. 

I thought they'd fall. But there's Just eo IIIUCh buying 
po• er around - - the people are wa1t1ng to bu,y - - that 
those who were looking tor cash and were disappointed 
Just tried to get in somewhere.-- There's one New York 
bank that you probably know about that sold out a yettr 
and a halt -- a year ago. 

Sold out? 

It hae been buying bonds, and buying t he long ones. 

You don't mean the Chase? 

No. No, no, the other one. The Hanover 

Oh, really? 

They've been buying lately, yee. 

Is that right? 

Right ott the top shelf. 

Heh! 

ot oouree, (Laughter) maybe that's a bad sign. 

Well, I don ' t know. 

But I think giving the right-holders some~~nthi::• 
than they have been expecting is a very g 
to do. 

frankly you know I never look at the rights, 
::~1i ao~~t -- 80 that it won't intluenoe me. 

No. 

I never look at the damn rights. 

No, well, I don't think you have to, really. 

want t o - - have you figured thie on 
And I Juatt~a• it works out about even on -- on 
bae1a eo -~ 
threat 

thU 
all 
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Well, the only question I have 1n mind ie whether thie 
wouldn ' t concentrate the exchanges pretty •uoh on the 
titty titty-twoe. 

Uh-huh. 

I don 't think you'll get many notes . Of course, you 
won't get many notes anyway. 

No. 

Because you can't, in any sensible way, put enough 
premium o.n t he note to make them as attractive -- put 
enough sravY on t he notes, t o make them ae attractive 
a e t he bonds. 

wc~ld it bother you i f you only - - if • e only gave one 
point pr emium on the fifty fifty-two ! 

Well, you might consider t hat. 

I mean in order t o --

Make it a hundred and t wo and three-quarter s. 

No, e hundred and 

A hundred and -- walt 

Yeah, a hundred and two and three-quarters . 

Three-quarters , yes. 

Yeah. 
Well, a hundred and three is a little close , perhaps. 

No I was just t hinking o f the quarter, t hat'• all. 
A hundred and two and three-quarter s. 

Yeah. A hundred and two and three- quar ters - - you 
might do that. 
Because, if -- I mean, a fter all you are a sk1ng to go 
out quite a long -- lot further on the sixty slxty-
nves. 

Tha t's right . 

Huh? 

That's 
bond e. 

f t h banks .orefer the aborter right and most o e 
I t h ink that would keep it. 

Regraded Unclassified



I 

'· HMJr: 

8: 

H!dJr: 

8: 

r!!.\Jr: 

8: 

:mrr: 

8: 

EJAJr: 

8: 

:i!.!Jr: 

8: 

HJtrr: 

8: 

HJ!Jr: 

B: 

H'...tJr: 

B: 

Hl.IJr: 

B: 

HllJr: 

228 
5 -

I think -- we ll, I think they'll t ake lt anyway. I 
mean, 

Yeah. 

I mean I think they 0 11 ow the intermec! late a t a hun­
dred and two and three-quarters Just as r a tt. aa they'd 
buy a t a hundred t<nd t wo and a ilalt. 

Yes, I think perhaps t hey would. 

Huh? 
There's 8 point and 8 qu~rter in there. I t hink you 
oould do that. 

I mean -- it 0 a -- they' d do t ha t. wouldn't t hey? 

Yes, and tha t would make a difference about --about 
t he number going 1nt~ the longer bonds. 

~ell, I think we really ought to try to put t hem -­
and that lesue l e a small 1eeue, and the fifty fifty-
two is a bigger 1Asue. 

Tht<t 1 s right, yea. 

Huh? 

Yeah. Yeah. Yeah. 

Well, I just wanted t o get your ideas. 

Yes. 
And, how do you think my testimo~v 1s going on the 

stt<te rund. 
I -- or course, I've just seen what ' s 1n the papers , 
but I t hink it's going prett Y well. 

Let's see, I 've got to back agai~ on Tuesday. 

y s or course I don't-- you and I d1rter a little 
b~t.. 8bOUt the -~ about. the devalue or t he dollar--

Yeah, well, I'd like to --

If I wer e doing it I' d let. tha t r un orr, but--

Yeah , well I ' d liks to ht<Ve a chance to argue you 

with you on that. 
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There's lots or -- lots or ro~m tor 
or

1 
opinion on that , and I recognize 

c ose question 1n ~ mind. 

Close? 

Yeah. 

229 

a good difference 
that it'a a Yery 

Well, t hat's what that committee up there ia __ as 
aa I can gather they are t our t o tour right now. 

tar 

Yeah, yeah. 

But I Just feel this way that we' ve de monatrated- we 
can haYe emergency powers without using them unleee 
there is an emergency, see? 

That 's true. 

And t hat - - t he tact that we have i t i 8 -- i8 very 
potent towards peace i n the currency tielda. 

That 's right, yee. 

And that's-- I mean 

I think 1 t 1 s done a grand Job in holding the dollar 
steady. I t hink it 's been one or the reasons - -

And that's 

I'm amazed 

What? 

I 'm amazed how many people oome in and say, •Do you 
think they ' ll devalue the dollar within the next six 
months? • People t .bat you wouldn't think i t would 
make any difference to. There' a --

Yeah. Well, it's 8111Bz1ng how f ew people understand 
what we've been doing aeyway . 

They Just don't understand it at all. 

And --
They just baYe yague t eel1nga about it . 

And I think thie -- I think thia particul ar House Com­
mittee -- we' ve had two sessions -- they ' r e beginning 
to understand what it ' s all about. 
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Yeah, yeah. 

And they seem to have some vague idea that I can fin­
ance these planes !rom France, you know. That aort or 
thing. 

Yeah, yeah. 

But I th1nk I 've dieillueioned them !rom that. 
1 don ' t know how you reel down there -- I think 
undertone tor the count ry on business general\y 
pretty good. 

But, 
t he 
18 

I think it has improved in t he last two or three weeks. 
I think that since your statement about taxes, and your 
very prompt response t o the committee , and all that - ­
and einoe Hopkins' statement -- it has improved. I 
don't t hink anybody takes Hopkins seriously, but I do 
think they take you seriously. 

"!hank you, sir. 

I'm delighted that you put out that statement on the 
stabilization !und. 

Yeah, that was good wasn ' t it? 

I think that was ewell, and I think you stole the march 
on them there, because t hey were getti ng all set to pass 
the -- to change the law requiring publication. 

Well, I'll tell you a little 
down, -- I had already 
there, all mimeogra?hed 

Yeah. 

story. Tne morning I went 
, because I bad it all 

But on the way down, tour doors !rom where we wer e 
sitting, standing in his ab1rt sleeves l i ke a fe l low 
calling in customers was no lees than Bruce Barton. 

(Laughter) 
I i d ·~at do you do? When I pass take o;r your coat 

aa • ho bard you work? " Re asid, Come on in 
t o i mpreeerm!antwto tell you a story.• So be ea1d - ­
~em!~~~=d t o find out whether there was any d~namite 
in this atabil1zation fund t hat we could uae. 

Yeah. 
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He said, •we called on Jim Berk1ns and this tallow 
Burgees and they told us to lay ott Morgentb&u; there 
waa nothing ther e and he was all right . • 

(Laughter) The son-ot-a-gun, be's telling stories out 
ot court . 

I see. Well, -- so , he said, 1You'•e got nothing t o 
wor ry about, llorgenthau. Go on down there and do 
your Job.• Which I thought was Tery ni ce . 

Well, thet'a very nice tor Bruce. 

Yeah. I thought i t was very amusing. 

(Laughter) 

Well, it you ever come down here, let me know eo we 
can have lunch together. 

That's ewell. I may come down ln a week or eo. I want 
to see some people. 

Right. 

Good bye. 

Good bye. 

Good bye. 
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HUJr: 

Operator: 

Hlo!Jr: 
Allan 
Sproul: 

Hl!Jr: 

S: 

HliJ'r: 

S: 

HMJr: 

S: 

HIAJr: 

S: 

HUJr: 

S: 

Hlo!Jr: 

S: 

HliJr: 

S: 

HldJr: 

S: 

Hello. 

U:r. Sproul. 

Hello. 

Hello, Ur. Secretary. 

How are you? 

Fine, how are you? 

Karch 4, 111311. 
11:48 •••• 
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It must be nice t o work up 1n the Federal Reser.e 
get in about a quarter or ten 

(Laughter) It's pretty sort. 

What do you fellows dol Wear a cane Yhen you come 
down? -- anu s pate? 

A cane and spats, yes. 

I know. I bet you're good at handling a tea cup. 

(laughter) 

Look - - I've gone a l l around the room here -- we'•e 
been ta llting tor about an hour or so -- I had to get 
up to meet the President at eight so that ' s whY I'• 
here so early. - -And there isn't much d lsagreea ent 
on the note. We t hlnk around a hundred and one, eee• 

I t hink thlit' s right. 

Now, we figured with interest adjustaent, there's a 
hal! a point in 1t. 

Yeah. 

Does thlit check w1th you? 

Yeah . 
You know we 're !1gur1ng -- we're paying 1ntereet up 
to the fifteenth or U&rch on the June, and then cut 
ott, so whate•er they convert into they'd get the 
new ones , see? 

That's right . 
then. (Pause) 
in up to -

It would be on the regular aarket bae1s 
paying interest on the one they turn 
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Up to the fifte enth . 

Up t o the fif teenth ot Uaroh, and 

And they get interest on whateYer ~hey oonYerted 1.nto 
after the fif teenth. 

Right. 

Wow, on the long one we see~ to thlnk ~ha~ a poln~ and 
t wenty ~hlrty-seconds la what the market would get at 
a hundred and t wo and a halt. 

A pol nt and twenty t hlrty-eeoonds7 

Yea . (Pause) Flve ot that is interest the boys say. 
Five t h irty-seconds. 

Yeah, ~hat ' s -- tha~ works out -- that oheoke w1th 
our t1gures. 

Which s eea. -- I mean, if we were prlclng a new issue 
I w~uldn't ~rice it - - give them above a poi nt and 
twen~y t hlrty-seconds. 

No , I don 't thlnk you would either. 

Now, we come down to ~he 1ntermedla~e. and tha~'s where 
I'• - - I tblnk you said a hundred and ~wo and halt, 
didn't you7 

Yeah. 

And moat of our people eai d a hundred and two and a 
halt, and I 1m inclined ~o go a hundred end t wo and 
~brae-quarters -- tor this reason - - I went to make 
the long one more attrec~ive by comparison. I think 
the~ ~be banks wlll do the titty tltty-two anyway. 
Now wh~~ do you tb.l nk it we ' d make ~he t1t~y titty­
t wo ' prlce a t a hundred and ~wo and three-quarters ? 

well I figure 1t y~u make lt a hundred and t wo and 
tbre~-quarters there would be ab;,ut one point in there. 

A polnt and ten th1rty-eeconda. 

Plus, a llttle interest. 

No. 

And 
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A poi nt and two thirty-seconds. 

Yeah . 

A point and two t hirty-seconds. 

23( 

Yes, that's a point plua t wo th1.rty-aeconda lntereet. 

Yeah. I• that enough? 

Well, I thlnk you'll get the heaviest play -- is going 
to be tor the two and a halt, 

Yes. 

So that 1t you want to guide them out of -- try to 
shove them out ot the t wo and a halves lnto the two 
and three-quarters, that would be the w_, to do it. 
I thlnk they ' ll go heavily tor the two and a halves 
anyw83 • 

Well that's Just the way I argued. 

Yy own teeling about such an ott ering as thie, howev~r, 
is that it's trying to give the --trying t o give the 
market what it wants in all categori es -- short 
banks, and insurance companies, and that now on the 
price to - - to try t o shove them out into the one -­
into the long issue may be going counter to the general 
idea ot the tinancing. 

W611 now, I tell you what I'd like you t o do-- call up 
a tew ot the people t hat you trust, see? 

Yeah. 
It you could call me back by ten-thirty, because I have 
to go to church with the President thi s morning. Could 
you call up three or tour people? 

Easily . 

And put this up to thea? 

Yealt.. 
And call me back by say sharp ten-thirty? 

All right I'll do that. 

Will you do that? 
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Yeah. 

Sharp ten-th1~f call up. I -- the onlJ pereon that 
I'Ye talked to eo that fOil know; wa1ter Cua1nge oal1ed 
•• up tro• Chicago and he ea1d, •For heaYene au .. , 
don't price thea too h1Sh. 1 

Yeah. 

And then I called Ramolph Burgeae, and he wu tal lUng 
a hundred and one, a hundred and two and a halt, a 
hundred and two and a halt. Then 1 tried out th1e 
hundred and two and three-quarter• and he ea1d, 'That's 

all r11S)lt. • 

Yeah. 

But t haYen't talked to anybOdf elae. 

Well, 1 '11 try three or t our good ones and I'll call 
f Oil sharp at ten-thirtY. 

Thank you eo much. 

All r1gbt. 
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Hello , ur. Secr etary. 

Could you wait one eecond7 

Yeah. 

llarch 4, 19:59. 
10:::52 a.m. 

2.36 

U.v people aren 't here yet. I don't know what's the 
matter . Just -- J ust hold on a minute. 

Right. (Pause) 

All right shoot. 

I've checked w1th three or tour people. They teel that 
1t would be pos&1ble to have a halt a poi nt spread 
between the price ot the - - between the prot1t on the 
fifty fifty-twos and on t he e1xty slxty- t1ves, such ae 
you'd get b,y pricing the !1tty fitty-twoe at two and 
three- quarters and the sixty sixty-fives at two and a 
halt, but that 1! that ls done lt ought to be done 
rather by pricing the t1tty tltty-twoe at two and a 
halt and the sixty sixty- fives at t1'1o and a quarter, 
because t hey don't think that -- on t hi s new kind ot 
offering you 'll'&nt to knock a s much ot t he value out of 
rights as the other method would do. 

I eee. 

~ own Yiew et1ll ie that it would be better to price 
them both at two and a halt, which lea•es a quarter 
spread between them and, addi ng in the interest adjust­
ment, leaves a spread between them or about t en thirty-

seconds. 

That's right. 

I think that' s about the spread the market places now 
and I also think that it is a reasonable spread be­
t ween the two i ssues, and that even 1f you do get a 
much larger exchange into the fifty fifty- twos than 
the sixty eixty-tivee, you've gotten then into the 
hands or people who want them at that maturity rather 

than having forced - -

I see. 

into the banda ot people who don't 
A long maturity f lt 
really want it, making your problem more di! 1ou 

later perhaps. 
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Hl!Jr: 

S: 

HLIJr: 

S: 

Hl&.Jr: 

S: 

HUJr: 

S: 

HlJJr: 

S: 

HUJ'r: 

S: 

H!.!Jr: 

S: 

H1!Jr: 

Operator: 

HWr: 

0: 

HWr: 

0: 

HY.Yr: 

- a- 237 

I see. Well, so after checktng what's your recoamen­
dat1on? 

II)' recollllllendat1on 18 two and a hal! on both the t1tt.y 
t1tty twos and the a1xty eixty-tives. 

I eee. Do you mind telling me who you talked tot 

No. I talked to the Discount Corporation, Solomon 
Brot hers, Ur. Love at Quincy and Company, and .y 
own people bare. 

I eee. Now, would you hold tbe wire a minute please? 

Yeah. 

Will you bold on please? 

Yeah. 

(Pause) 

Just stay on a minute please. 

Yes. 

(Pause) 

It you keep your wire open, I'll call you back in 
three or tour minutes. 

All right, I 1 ll tell them to keep it open. 

~eep your extension open and I'll call you back. 

Yeah. 

Thank you. 

Operator. 

Allan Sproul, 

Right. 

Hello. 

Ur. Sproul. 

Hello. 

(Long Pause) 

please. 

(Pause) 
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HL!Jr: 

S: 

HldJr: 

S: 

ffli.Jr: 

S: 

HI&Jr: 

s: 

Hl!Jr: 

S: 

Hl!Jr: 

S: 

HUJr: 

S: 

HUJr: 
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Hello , Kr. Secretary. 

Allan Sproul, look, it we did it - - - - -- it we did 
it the way you originally •uggeeted it, eeel That is 
a hundred and one, a hundred and two and e halt a 
hundred and two and a halt, will everybody be p~rteotly 
happy? 

Yes, I should say eo. 

And it I, say, either add a quarter on the titty fifty­
two or subtract a quarter on the sixty sixty-five, I 
t~1nk they ' d-- wouldn't they be incli ned to think I 
was trying to torce them? 

I think -- I think they would. That you were trying to 
torce them·out i .nto the s ixty e1xty-tivee. 

Well, the trouble ie, it I subtract - - if I give thea 
additional protit on the long one, it's just too much 
pro! it. 

Yeah. 

Don't you t hink so? 

I do, yes, but I thin.k it you put it up on the short - ­
on the titty t1tty-two -- it 'a too little; not actually 
but compared with what they have been getting and what 
they're expecting, and it may mean several. 

well , the market's tigured that the long ie worth 
tbirty-eecondemore. Ien't tha t-- Isn't that about 
right? 

Yes, that's right. 

Well I think tbie -- that subject to a check when I 
oome'baok trom the Capitol at one o ' clock - - I'll call 
you back again, eee? And it any ot IDY boye want to 
talk to you theY can call you up, eee? 

Right. 
We'll begin to write the circular on t b1e beaia, and 
then I __ when I come back trom the Capitol I ' ll call 
you again and we 111 have a r e-oheck. 

Right . 
But I think we •11 do it a hundred and one, a hundred 
t wo and a halt, a hundred and two and a bill!. 
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-. -
Well, I'll be on the Job here and it I get ~ new 
i dea8 I ' ll have thea ready then. 

What percentage on that baah w1ll go into the fifty 
tift;r- twoT 

Well, I ehould 8&1 eeventy-ti•e percent anJY&y . 

Huh ! 

Wel l , I don't think there ' s anything wrong with that 
IIY&elt. 

You don 't? 

No, I think they' ll - - it'll go into good hande, they ' ll 
have eoaething they want and we ' l l have a good .arket. 

Well you - - oh , yes , Dan Bell a sked -- always eoae 
good poi nted questions -- what i s the Federal Reserve 
System going to do? 

I don 1 t know yet. I think we probably - - we ha•e 
eighty-fiYe million . I think we'd probably do 80a e­
t h i ng, about one-third ot each. 

I eee. One-thi rd ot each, huh? 

Yeah. Something l~ke that. 

Uh- huh. Well, I think that, lacking somebo~ else· 
I mean doing t his thing - - cer tainly the thing wili 
go well on the way we're talking. 

I haYB no doubt ot that. · 

And I -- I don't want t o .ake t he longer one ~ 
eweeter, and it I make the intermediate one leee 
eweet, you don't like that 80 much. 

No, I don't l ike that 80 auch. 

well, I think we'll write up the circular then on that 
baeie and we ' ll come back, and 1t ~ ot t heee aen 1n 
the rooa here want to taU: to ;rou 1n t he aeantiae, 
they ' 11 do eo . 

J.ll right, fine. 

J.nd I'• going t o church - - and -- with the President, 
and I don 't want to be eaorilegioue, but I 'll eay a 
little prayer . 
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I think it.' a a good idea 1n an.r oaee. 

All right.. Good b,ye, Sproul. 

Good bye. 

Good b,ye. 

240 
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'fMC IIIICIIIftAa'f' W ifTATt 

I .,......_.,._ 

DEPARTMENT OF STATE 

WASHINGTON 

I 
I , 

Karch '• 1939. 

My dear Mr. secretary: 

I aa enclosing a copy of a strictly confidential 

telegraa sent to you by Aabaaeador Iennedy, gi"fiJ18 

a report on a oon•enation whi<lh he had with Lord 

Dudley. 

Sincerely youre, 

Inclosure: 

Paraphraae, •o. 296 of 
»arch ' fro. London, 

The Honorable 

·~~ 
Herbert Feil , 

Adviser on International 
Koonoai<l Affa.ire , 

Henry Korgenthau, Jr., 

secretary of the Treasury. 
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PAR.U'JDUSI Of TILIGI\111. RIOIIVID 

rROll: 

D.t.'fl: 

10 .: 

.+.aerioan lllbaaay, London, England 

llaroh 4, 1939., 11 a.a. 

398 

STRICTLY COD'IDDTIJ.L FOR TH1 SIORUARY OF TB I 

TRI.J.SURT • 

Laet evening I had dinner with the head of Britiah 

heavy induetriea , Lord Dudley. 

During the couree of our convereation Lord Dudley 

told ae that consi derable trouble wae being experienced 

by the foreign eteel group getting together with the United 

Statee Steel groupe on price and selling quota agreement& 

in foreign oountriee, He said that thie inabil i ty t o 

get t ogether would, within the next few months , probably 

result in the foreign group retueing to deal wi th the 

American group beoauee, a ccording t o Lord Dudley, t he 

.+.aerican group wae constantly breaking ita agreement . 

The final reeult would be, be eaid, that the for eigner• 

would come into the .+.merican market and prices in t he 

Uni t ed states would consequently be uneettled. 

I .DIJIDY, 

U:Lft 
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tlE IWICH 15 FlliAHCiliG lolarcb 4, 1939 . 
9:15 a . m. 

Present: 

8 . 11 . Jr: 

Haas : 

H. l.l .Jr: 

Haas : 

R. I!.Jr: 

Haas : 

H. :t . Jr : 

Haas : 

li . :.t . J r: 

Haas : 

H. M.Jr: 

lias s : 

B. M.Jr' 

Seltzer: 

llr. Ilanes 
iir. Bell 
Yr. Seltzer 
llr. Lochhead 
llr. Haalj 
Yr. Hadley 
Yr. Murphy 

Hello . See ~ new sign: "Does it c~ntrlbute 
recovery?" to 

That ' s the test. 

Before I f orget it, I want one cbart r~ , ou aDd 
I want it through J anuary, 1f pos:tibl:e - ·this ' net, 
deficit, Government contribution thing, see? I aean 
how much the net •••• 

Oil , oh . 

How much t he net contribution is; you &new, tbe 
six months ' moving avet"age. 

You mean our f i gures , not Currie ' s . You t;Sed 
Currie ' s terminology. That confuseii 1:1e. 

I apologi ze. I want yours . hnd I want rltn that 
the !lew York Times index . 

All right. 

In other words, with that in~ ves t po~et, I want 
t o ask t hese boys bow sooe of the~:~ - bow, ritb the 
biggest net contribution we have ever bad - to• 
they account f or a continual drop in the lew York 
Times business index . 

•ant it cumulative or by months? 

Which way do you always r un it? Tbe way in ~ 
Bulletin? 
We run it by montha; then we have a a.ovin& " verage. 

I want tbe moving aver age . 

We• ve been havin& the .ovlni aver age. 
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I •ant tne moving s verage. I want it today . 
I .•ant t nat and t oe New Yor k Times business index. 
Just those t wo, you see . I mean now the hell ar e 
~nes~ fel l ows, advoca tes of the compensated budget -
~s t nct Currie' s ter m, etc. - goi ng to account for 
tnis? 

~Bell comes in) 

uooa morning, lllr . Bell , now are you? 

i ent ce t o go out and Ge t it now? 

~... !1 :-!.g::t . 

.: t nin.; tne otbol r ones nlive - Den, t be Secr et Lry 
• a r.teri so~e f i gur ing . • • . • 

~ell , befor e we do t his , 'N t' ' 11 do t his unscicntifi­
<:<elly . \,e •ll c ell them short, interoedi ate, 5nd 
1.o!:&, ::..nd I "'"nt to ttr.ow now m& ny points pr of it we 
suo~c hllo~ thee . 

(H .~ . Jr . passes out slips) 

Put :our initials on tbem . Short, inter medi ate, 
a nd lon& -

{=.acn of t.n .. g:-o:.p .rites ~is 
rcco~endations en sl ip 0 1 pc per ) 

O::c..i s is r.o"t :nine . 'in is n& ppened "to be R&ndolph 
Burgess • s. :te ' l l let ntm vote t oo · 

(h .~ . Jr collec ts bal lots) 

~aere ' s llurphy? 

Ja ••• • .• 

~ell, 1 ~ouldn 't bother . 
or:e . 

de can come in on the next 
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Haas : 

H. M. Jr: 

Lochhead: 

H. :.! . Jr: 

Lochheua : 

H.M. Jr : 

Lochhead: 

H.1! .Jr: 

Lochnead : 

H.M. Jr : 

liudley: 

Lochhead : 

B.U. Jr: 
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Let ' s see, Seltzer has 101 on the note . Seltzer, 
do you mind - well, that's all right, that ' s all 
right . Yes, I agree . l 02t on the '50- ' 52 and 
102a on the long. 

Haas has short 101 , 102i and 102; . It•s coll usion. 

o'le t a l ked about it a bit . 

I• hose handwriting is t his? 

That's mine . • his is what I think should be done . 
I mean to try t o fix i t t o a price isn 't 

hey not? Well, tha t' s the way .... 

'•e ' l l have to do it. VIe have t his t hing suggested, 
but I think 1t 1 s a little bit rich. 

\'/ell, I mean you got to do it t ha t way in the 
Bulletin. Is this yours? 

rteconvert . 

(~urphy comes in) 

~ome in, Henry; we ' re pl~ying . 

Wr ite on a piece of ~aper: short, intermediate, 
~and long, bow you'd pri ce thee. 

V/by dio.ln ' t you (Lochhead) sign them? You afraid 
to? 
I thought you coulJ r ec.>gnize the :;ri ting >. eyhow · 

I could . Be ' s go t 101 , 102; , 102~ . 

D. W. Bell, lOi , 102,, 1J2i . 

Uine is the same. 
I had it in terms of pr ofits . 

It 's a natural f i gure . 

Now don't go scientific on us , HenrY· 
studies list of issues) 

(liur phy 
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Ft . t4 . Jr : 

Bell: 

H . ... . Jr : 

ri . :.:. . Jr: 

Hess : 
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Bull : 

Lochhela : 

H • • •. Jr: 

lludley : 

H . .. !. Jr : 

Lochhead: 

!l . !t! .Jr : 
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Of c.:ourse , e ve r yt11ing is LS of :.!erch 15 . 

You mean stop paying the old ll nd b egin t o pay tne 
n ew . 

Yes , e verything is bti jus t ed . 

Tn1s i s going t o be !'WI . I • ll tell you wl1y Ln 6 

minute . 

I t hinE. l could guess it. 

:lo . f.na I tried 1 t out on R&ndolph , c.na he • s with 
-.11 of ;,'OU fello· .. s . •'ttve J-.>U voted, :;eltzer? 

't es . 

Come on, Benry, you uon ' t m. ve to be so s c1ent1f1c; 
you ' ll be ;;rang Lf , ,,u 8t'<l · 

(i.lur}lhy o~onus boJ.lot to H. !.: . Jr) 

Yes , ue a r1•ives a t thu s&me . 
incluuing Hnndo.Lph l:l urgess . 
w1 til you; l don ' t 11grell with 

You ' r e a ll 
No1v, l v:ant 
you . 

the some , 
to argue 

I won ' t ar~ue ~ilh you on the note , ultbouch I 
think a t lvl it ' s ~ little bit rich . 

You me&n tbe one is rich - 1 4/J~ . 

.'.~;it a mlnute, you tllke off - &oing to tt.t:" off 
inter est; so they ' ll only r et.l~} get nt!t llf,lf t. 
polnt premiUi!l on tnis . Tbt.t' s not too rico . 

:iby don ' t tney ge t tbL intt.rest? 

·~11ey • r e turning in tbe 2 1/8, they get & 1 l/d; 
they ' re losing one-yucrte r f or t hree months . 

I see . oo it r uns to how much? 

To a half . 

~ell, that ' s all r ight. 

!loH, on the inte rmedia te is toe only pl&ce I differ. 
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H. :l. Jr : 

Bell : 

Lochhead : 
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H.M.Jr: 

Bell: 
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I
1
think these fellows are going to buy anyway. 

I d make the intermediate 102 J/4. I tried that 
out on Randolph, and he said he agreed with me 
said they're going to buy it anyway . ' 

247 

That was running through IllY mind. I t bought that 
wa s just a little too much. If I could get some 
place between that, it would be all right, but I 
couldn't qui te go the 2 J/4 on it. 

Bow can you split it? 

You can ' t very well . 

That•s the only place . 

Could make it 2 5/8 . 

I was figuring on a 1 5/d premium t oo, which would 
raise the pr ice up . I put tha t do~n; I put down 
1 5/8 premium instead of l :t . I don 1 t lmow how 
you ' re going to price it. 

I didn't want to enri ch the long one any, but I 
just want to cut down on the 1 50-' 52 a l ittle bit, 
b t!cause that's ·,yhere 1 t' s going to go . 

I tried oim on that , said, "How nbout enriching ... " 
He said, •You wouldn' t go lJJ, would you?" 

I said, "llo, lv2 J/4·" 

He said, "It's all right." 

Well, it's Just Randolph ... 

I'd agree with that. I thought it was Just a little -
if I could get 102 5/8 in there •.. • 

Well, you can •t. 

No, I don ' t think you can either. 

I'm not in these days for shaving too close. 
think that • s where 1t' s going t o go. 

What does :>proul figure? 

But I 

• 
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H.;! . Jr: 

Bell : 

H. :.! . Jr : 
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Lochhead : 
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I haven't asked . Yest erday he figured what you 
fellows are figuring . 

248 

The only thing i s, Sproul brought up in a meet! 
the question or bearing down on the rights. ng 

I thin\<: he 1 s in accoro with you fellows . 

I think they're expec ting the Tr easury t o bear 
down a littl e, too - I me~ the market is expect ing 
it . 

No, t hat was all - I Just thought bear 
bit on the ' 50- '52 und make the other 
little bit mor e attr active. ' 

down a 11 t t le 
the l ong , a 

I think th"t ' s t r ue . ·.:e •vc got figures t rn.t bear 
you out on tha t. 

Vlhat ? 

l'le ' ve got some fig ures - just eot them together , 
s ent them in to you; probebly haven ' t had a chance 
to look a t them - on t he holdi ngs by ma turities of 
b&nks ; and that snows th,t of these long bonds ­
only 28 percent of tha t otal volume ol" bonds of 
t ha t length ar e he l d by banks . Very interes t1ng 
figures . 

uhere is that? 

Miss Chauncey had it . It's very inter esting. You' d 
be interest ed in l ooking Lt it now . 

(On ph~ne) Ask ~iss Chauncey t o coQe in, pl ease . 

Woulan• t :nine1 if t hey did go into the 2 J/4; but f r om 
ow· viewpoint that' s a smLller issue . But it may be 
the deciding f actor because it is a small issue . 

I ' d like to see them go into the 2 J/4; it ' s the 
smal l est issue and I' d like to build it up a little 
bit . And I think every t ime we can g e t stuff out 
t o •6J- 1 65, i t's good . 
Tha t ' s j us t the ;>oint . !Jaybe tlley •re all going into 
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the 2~; i t will b8 h into 2 )/ 4 . t e d ecialng factor if t hey go 

!s t his the thing? 

Yes , these are new fi before . gures; never been compiled 

(On phone) Hello . _ V' 11 in, I went hi m. And le,.,ve'e ' the minute ne comes t - wora in Bunes •s offic~ 
oo . Isn ' t Chauncey ln? _ 

T~~s~ ar e, ~r . Secret&ry, totcl ~arket supply or 
~unds~easury issues, excluding the ones in trust 

(:..iss Cm.uncey comes in) 

I got what I wanted, Miss Ch&uncey. ThaOAs . Good 
mor ning . 

(Miss Chuuncey goes out ) 

ilno of the different bonds even less . 

This is perc~nt? 

This is the percent figure over here . 

You mean the totLl? 

'• ote.l tmcunt in toe market.. o5 of ell the bills. 

Yo~ me&n o5 million~ 

b5 percent or all the bills are 11€-la in toe bunks . 
dere' s the brea~taown : !lew York banks , Chicugo buMs, 
a ll member b&nks, 110d t.he Reserve Bank i tself . 65 
?ercent tha t' s held of tne total emount out in the 
market. 

Tr easury notes, 53 . 
fi ve years, b!ltween 
and over t wenty. 

1 see. 

And we have bonds less thun 
fl ve and t en, ten and t wenty , 
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And here you see now it r uns down. Here ' s the 
stuff we talk about now - 28 percent of ell t ae 
bonds . The banks only hold 35 percent of t hese . 
That's very significant. The banks sort of 
perform an underwriting function . They buy them 
and sell them again; ought to have a little more 
t o handle the l ong-term bonds . 

How do you get the figures? 

SeLtzer is responsBUB f or it. He persuaded the 
Comptroller and Reserve Board to put i t in their 
call sheet. 

>~ill it go in the Treasury Bulletin? 

We can' t . These a ren't our figures . These are tne 
Comptroller's figur es . 

iiell , the Comptroller •works f or me . 

They d~n•t bel ong t o us ; got them on a confidential 
basis . 

Why couldn 't we get Crowl ey t o put that in his 
next cull J une 30? 

The Comptrol ler 's figures t. re mine . 

The Comptroller ' s figures are the Secretary's 
figures . I think you could work it out . 

F .o.r.:: . - can't you g et nim to do it? 

Haven ' t got it ready . 
Got it i n the r eport, but hbven' t compi l ea the 
f i gures . 
~nyway, the indi cation is that in maturities of 
' 59 or l a t er it's only 28t percent . 

Out of about whet? 

4v some • • • • 
Show him the other figures . 

i!e wants the amounts· 
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Lochhead : 

H. !I .Jr: 
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Tner e are t ne actual amounts . 

(Banes comes in) 

Good morning. 

Oood morning . 

l:low a re you? 

Fine. 

J ohnny, to sum up what we •re talking about, it's 
this: I asked these boys to Nri t e out how they ' d 
price these issues, you see . 

Yes . 

251 

And the only person outside I've called up is 
Ranoolph BlU'gess . And al l of these fellows agree 
except 11\yself, t ha t they 'd price the note at 101, ' 
tne 1 5J-' 52 a t l02!l', and the long fellow a t 102t . \ 
Now I •m arguing with them to price t he ' 50- 1 52 bond 
ht l02t instead oi' 1J2~ , because I think the banks 
will go into it anyway und I 1d like to make the long 
one a little bit mor e attractive if we can . I mean 
olU' figure s show that of the bonds ma turing after 
' 59 the Dbt i ona l banks onl y hold 28 per cent . And 
tha t ' s the smal lest issue a nyway, it ' s a very small 
issue, end I' d l ike it t o look a little bit sweeter . 

And so I tried it out on Randolph Burgess after he 
had gi ven me just wbLt these fellows did, and he 
said he thought it was al l right. 

How does tna t compare with the market? What ' s the 
discount from the pr esent ~arket? 

It would be a point and a quarter in the intermediate -
it would be one poi nt profit; and on the long one 
it would be a point and a half, and on the short 
f ellow t hree-quar ters . 

One-half. 

One - half? 
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1•1 th ~be adjustment . 

l.lid the 2t stay a t. 104, just 'llbere it was, since 
the announcement ? 

Yes . Of course , i t rolled up~ l ittle, but the 
mar ket as a whole ••• 

The l ong ones &re 104, und the intermediate 
fellow .••. 

1J3-2J . 

dow woulo "e price it, l.)2f? 

252 

'rhe idea is t o urive I:S m& ny as you can into the 
l ong-ter m? 

Yes , end I don ' t - t nd <nothcr way "o do it would 
be t o make the l ong one 8 little bit more a ttractive 
end ada on t o it r na ther quarter . But no one seems 

· to thinA that ' s necessury . I mean t o aad enother 
4uarter of a point profit on the long one end ther e­
fore t o make it . . . If 'lie off er t ne t wo r. t pr ac­
tic~:lly the same thing , I thinx tnat - I met~n t he 
pr eoominance of t he subscri ptions will go into what 
I call the intermedi ate . I thinK it ' s goi ng to go 
ther e anyway, b OO to off set the dr ag on it I'd mLke 
the lo~~ one a little bit ~ore a ttractive . 

I s tha t the bigges t ~remium tney •ve ever gotten on 

it? 

Oh no . 
You got up a rounQ a point and three- ,uarters l r.st 
time, up tha t hi gh . 

Two and a nalf points . 
which the 
securities? JohnnY means, 13 th& t the biggest premi~~ 

Government oas ever gotten on the sale ol 
I e xpect it i s . t vl is about •..• 

· t e uuction torees under Cooliage? 
Iiigg er taL n n 

Only about 101, lJli · 
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I ' m Jus t wondering i f we mignt be criti cized 
for beir~ a lit tle bit hoggish on this thing . 

\\ell , here ' s tne runny thing . fla lter .,;ummings 
Ct lis me up from Chicugo, says, "For t:hrist • s 
s-.ke , Henry, don 't g i v<: them too much." Ra ndolph 
Bur gess calJ.s - " IJon •t ~ ive t hem too much ." .Hlnn 
"' ;.>r oul, in the Street - "Don 't g ive them t oo much." 
They all want to kill these fellows •.•. 

"hilus, too . l!ent ~tll a rowlU . 

I neari that the other day . But I•m just t hinking 
now in t erms of ariving a little b i t narder for t h& t 
long-term bona . I d on ' t agree witn his theory tha t 
ve shou.le!n ' t fimmce N1 th long- t erm stu!'f . I t hink 
•.ve ought to have more l ong-term stuff. Lo~Ye r ;>remillll 
on your long- term bond e ven to make i t more attrac­
tive . I' m thinking now ubout tne after-effects, if 
t ni s market should weuken off after yo u' d sola this 
a t u heavy premium of ti'IO ~on:.! ~ half poi nts. Il' the 
ma r ket should weaken, just Nonde r lng whet the c?untry 
would feel about it. 

On t he l ong one , we ' ve got 75 million doll~rs 1·.e wvnt 
t o invest in long o nes . 

i:!ow many l ong ones are you noping to get out of this? 

I ' d like to sell 75 t o 8) ~11 . 1on collars of short 
stuff tha t the ?osttl na:; &nd JUt it lntu th~.>ng 
fallows . I f tnere' s the slightest br~<ak, I'm goln& 
to go in a.na buy 75 million aoll::<rs of the !ong 
ones . So we•r~ just H~itlng for a brea~ - • oe<..n 
no t to.> mu~n of a. b~~~~, but i f thert i s a ny ina i ­
c.;,tion of h break ,.e •::- e right th<ore .•i th 75 o1111on 

aoilar s for oruers . 

TbElt ' s t he only thing thot s truck roe as - .11th the 
Gove r nment tslting that much of a premium on this · • • 

They 're going to get mo r e than one a nd a half points 

o n tr1eir lonb bonds . 

loitO the interest &aju stment . 

About one <..nd 15/J:C wltnout t.ne interest ad justment, 
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and we ' re g iving them a 5/32 interest Ld justment, 
s o l 2J/32 t h ey 're getting . 

254 

~~ve y ou got any i ndica t ion - hove you f i gured 
what per c entage o f t he to t al i s going to be tn long­
t er m bonds? 

The Ular ket will pr obL bly try t o go int o the inte r­
media te . Tba t•s whut t hey wont . 

Insura nc e companies may t eke a little . 

The only thing tha t could keep t neD from going toto 
the intermt~dia te is tne f &ct tnt t th~> t issue i s a 
l ittle l a r ge a nd tney ml t ht feel it~oula ~e bette r 
t o ~et into & sm,ller issue . 

'•his has 2 little aov~ntege . On the 15J- ' 52 t he 
Gove rnnent is goln~ to be p~y ing out money, whc r elS 
on the o taer two tne s ubscriber is goln~ to be 
p< yin~ c< sh to the Tre& sury. 

;:h<. t o o y ->U ••eun'? 

:tell, the c o uj)on ou ~ne 1 5J- 1 52 t'or six montus is 
due on '.lt. r c h 15, so t ney Ju~ t cli p t n• t thing; \.1\~ r e 
i s n l t uny inttr tJst &u justment . But ,;e pry them 
interest f ()r <. •• uu rtt>r ot :. per io~ on t a.o ' bJ- ' o5 . 

••ell, taa t 1 s boo:.oteeping . 

'i'a .te out to .. i" . 75 ,,r emlll.;J . 

::ell, t
01

, t •s boo.tA&.,ping . I ;n.,~<n taey or~oG interest 
t'r:>!!l t ne 15tn o f ilr.rch in r.ny case . 

Yes , but it has sotoe psy c nological .;ffect in paying 
c a sn out of tne lr t i ll . 

On wnich one will tney pay? 

\', e pay theon c vsh on the 1 5J-' 5.<. , a nd they p1 Y u~ on 
tne no t e , and just a bou t split even on the - no , tney 
pay us on tne •oJ- 1o5 ano 11e 1l l pay t nem 11 l ittl e 
cash on the note . 

aow ~bout on t he intermeaiate? 
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You wouldn't pay them cash on the big one? 

Don't you have t o give them interest to l!arch 15? 

You'l l get a credit ugain~t the premium . The circu­
lar wi ll pr ovide a credit . 

I mean we still ha ve to pay them interest f or the 
time they •r e holding ••.•• 

Tile debits bna credi t s will wash out. 
Ne 1 ll have to pay t nem about two and a 
nave some little effect on some of the 

ne •re kidding lo&ll Street, Johnny . 

! S tiliS last night I S J)rices? 

Yes, these are last night ' s closing . 

Any change th.is morning? 

dbdn't opened yet. 

That ' s rignt. 

I n one cese 
nalf. llight 
b~<n.<ers. 

Dan, the market doesn ' t seem to f igure tn~t tnere 
is goi ng to be any dilution here a t a ll or the present 
price of tnis ma rket; figure it 1 s going to oold right 
at 1J4. 

lhe market ' s hold ing up pretty wel l . 

That I s the general f eeling, t iUlt this market i s on a 
pr etty firm basis . 

Randolph Burgess s11 i d ttl& undertone is terrifically 
s trong. He sa i d there ' s a very str ong undertone and 
a great demand f or buying. 

Seems t o be a lot of money that wants t o go into 
bonds , waiting for this t o ge t over with . 

I te l l you, gentlemen, this is what I want. 1 want 
to make the l ong one a little bit more a ttractive . 
1 don't think you•ve made it enough more a ttr active . 
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You have to add - on, no interest ad justment on that . 

Tha t's my first reaction about that . Haven't got 
that long one attractive enough. 

VI ell now, look, t his thing - whatever way you figure 
it- I mean it's uniform, isn' t it? 

Yes, it's all on the same basis. 

Your interest isn•t . 

Tnat premiUQ is jus t the difference bet~een the 
market price and what we ' d offer. 

But I mean interest is not od justed. 

No . 

No , have to mark down on the lL they 1 d lose 8/32 . 

L~ t's get it ad justed to interest; let ' s get it 
uccura t e . 

I can g 1 ve you those fi gures on that . 

Give it to me on tnat. 

(Hadley writes down figures 
and expla in t hem t o a .M.Jr) 

This is with interes t aa1us t ed . 
10/32 advantage in the 2 • . 

Then tner e i s " 

Yes. 

Is it enough, 10/32? 

(On phonej Hello . 
wa shroom . 

I 'll take it in the 

(H.M.Jr goes into wasoroom, 
returns in few minutes) 

Have you got it all settled? 

No . 
make 

I was thinking we should change the l ong one t o 
it more attractive . 
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You ~eon offer it ~t less t hun 2,? 

I was t hinking of 2t . 

hna leave t he intermediate ~here it is? 

Jus t a second, Henry . Henr)· , just " !!loment., please . 
I mean le t ' s t alk to5ether . 

Pardon me . 

That • s all right . I just Nant to - :Jr. Hanes made 
tile suggestion i!l.a t t he 161)- ' 65 should be l02t . llo'll, 
what would th1. t figure , plus inter est adjust!Dent? 

Be 1 2d/J2 . 

How much? 

1 7.6/)2 . The t t s awfully rich . 

Too rich . 

~ou wouldn ' t g ive tn~t ~n ~ c~sn offering . 

If you aia tnat, tne ntl..: t tim .. tue rights came 
arounu they'a be sellint at ~ tno-point ~rcmium; 
a na the idea is ~na t taey •ve been building the 
price of tnese ri5bts up steoaily because •e • ve 
been meeting i t, and if you nit taem right on the 
line o r just unaer taey .von • t be :;o enthusiastic 
next time . 

Your rights went off yesteraey obout V!he. t - which 
indica tes tney ' re expecting a little tightening. 

We 're le~ting the !!li' rk&t coerce u" each tt1ne . 

I fr ankly neve•· look a t the rights . I mean they 
don ' t inf luence me . I hnON wh~t ~oey sell Rt , but 
it does not influence me. I 1 m v ery c &reful . 

What I'm trying to do is to get aoKn as close as 
I cun so you (Bell) ca n write this t hing up; tnen 
wnen I come ba ck from the c ~ pi t ol .. nd aro1l in, .ve 

c an settle i t. 

ae (!Jell) sa i d 1t 1 s five pages ~o ..vrite u p, you see . 
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Da~n i t , I wonder where Alltin ~proul is. I t must 
be nice to wor k for t he Federal Reserve . 

(On phone) Allbn Sproul , ~lease . 

With this inter est uo j ustment thing t he way you 
fellows ~ 11 pr ice i t , it doesn' t lo~k so bad . I 
think th~s: I think on D 1 6l)- ' 65 t ha t 1 20/32 1•· 
enough . ~ 

'J.wo and a half . 

I thinK i t 1 s enough, Wlless sometnin& h&ppens this 
::~orning . 

"na t aoes tna t meLn, tne :1 . 75 on intermeoia te'? 

2~ o n the intermedla t~? 

I wunt to t ol.< abollt tha t next . 

wir . .. lorgenthau, I wou l.~ S hY ne ' r t< ell pricing ttle 
inter medi ate bond t11e way you oo because you'r e 
fi t ting souething for ~he marktlt; if the biHlkS up 
in lie.v York t~ould bt! s a tisfied with c higher 
pricing - tne t 1 s the point- I mean if the:;•r e trying 
t o convince us you ougnt t.:;. go .lit; her . I tnin.t 11 e 1 re 
all r ight , ,;e 1 re mos tly afreio tht. t the ones up 
to ere ••ould b1..cl< :.way fro•a the <..t for t.he in t e rmed i& te 

if you ..• . 

Vi ell wha t I want to try out on Spr oul, l t! t hi:! 
try it a round- 1f .:e price the 1 5J-' 52 at :: ~ , will 
they t ake it? If t b ey Hill, I'd say yes . 

ilo·.v , Burgess says, o fft\l.nd, 0 . !<. Well, he r epresents 

a lar ge group .• . 

H.e r epresent s !l group th& t probably woula go in 
there . . he ban.<s would proballly wa nt t he inter­
mediate; if tney 'r" gotng t" be seti sfieo with t he 

~l , that ensRers it . 

I 
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RE .aJ.RCII 15 FHI.kliCING Ya l'Ch 4 , 1939 . 
10 : )0 a . :J . 

!'l'esent: 

8 . \I . Jl' : 

Bo.ll : 

Huuley: 

H •. L Jr: 

L.ochhena: 

Bell : 

Lochlleaa : 

t;et tzel' : 

H ... 1. Jr : 

Seltzel': 

Ill'. Bell 
Jl.r. Lochhead 
Mr . Baa s 
Mr. Murphy 
Mr . Sel tzer 

(H . M. Jl' t alkin6 on phone to Al lan ~proul as 
gr ou p enters) 

( On phone) 11ould you hoB tne ...,1 ·e a olnute, 
please? .all you noll! o ::t ple&se? · 

~nat do you tni tv. , ~an? 

! .~er~ainly a on•t liKe t o seE. y~u go oown to 
<-4, t nitv. you oueht t o s ttc;. to 2; ,,s o. o inimu:u . 
lf the 2 . 75 is a H t t le t 01n I ' d o>:Ke t hefl botn 

2~ . 

1 t h i nk 21. f or both . 

2t . Ar chie? 

I think I 1 d like to nuve spoken to~ cou~l~ b~nks 
o n th&t . We ' re getttng dea lers ' r eactions . 

That ' s where your speculation is going t.o "Ce: t hr ough 

the dealers . 

S.>eculation - tlwt' s why I aon • t like t no.t so well . 
ht the 22 on thl't , o f course, "e ' re safe; .• e •r e 
si tting on s are sround there . I •o Just \f~ndering , 
i f we ' re going to a cco!llplish t he ,:>:Jr;>ose th& t you 
stated , if "e shouldn't follow it tnrough ...• 

2t fo r t he lo~ bona o.nd 21 
I think that ' s s~ftr, ror I ' d r~tner you charged 

f or the i nter medi ate . 
this reason . 

Tha t 's too rich. 
'-hc.rgc :c:. f or the i nte:rmcdi r.te , ;:! fo r tne l ong; 
inste:;:a o f 1J2 rur the l ong, lG2S ; cnarge 102A 
lnsteea of lJ~~ for tne intermed iate, for tnis 
reason: 1his isn 't li&e L cash offer ing . 

, 
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(On phone) Keep your extension 
you back. Thank you. open and I ' l l ca l l 

On & cash offering u fello w who is t hinkin f 
· subscr~bing can ' t ge t anytning if he does go~ . 

3 no t enol der can get 17/32 i f he does not hi hing , 
because ne c an get 2 l / B percent i nt erest f~~· 
tnr~e mont~s, and three montns mo ney is worth 
notning . Ther efor e , your r eal margin of safety 
is not your gross premium that you al low t nis 
fellow, but t ha t thine less .17/32 . -

No . 

I oon ' t believe th&t . 

••hat ' s t his? 

Tb.is is a computa t i on of 'IIO& t jhttports t o sbo" t ne 
r eal ma rgin of safe ty on the bonus . St arting out 
with t he !'rices of las t night , subtracting the 
premi~s of 1 , 2z, 2~ , we arrive ~t t nis; t hen 
s ubt r a cting 17/32, which is pres umpt ive with a 
not e llolder who turned down t his ch;;nge the t he 
could get; th~t i s , tne t hree months money is 
wor t h nothing, but he would hA ve an i nt er es t 
payment for thl·ee Qonths a t 2 1/8 Nni ch he could 
s ell f or 17/32 - so t his is the amount of ~auition&l 
advantage tha t he could secure , which he s ecures for 
subscribing t o r espective issues of these premiums ; 
t ha t is, only 7/32 for t be no t e, 22 for t he l ong 
bond - I mesn 22 for the interQedi ste bond , a nd 
one six for tne long bond , waich, consi der ing t he 
?re~i~S sn~ des~ite the strengta 

J, f ter ne 1 s paiu the 9rem!\l:l? 

Yes , this is his r eal ne t Lf t er be ' s ofiu for the 
,)rewiWll , consiuer itl6 t h<'- t ue co..J.d ru.ve go t. t en 
17/3:;, anyway . 

Tha t ' s one way of f igur ing, but I don ' t agree w1tn 

it . 

1'ha t ' s no t t he way the m~<rket thiMS • 

The tili ng t llB t compar es ·d th the cesh of fer i ng 
i s this col~· these a r e toe ? r emiums t ha t a re 
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C<Jillpur able t o those which you offer o n o cash 
subscripti on basis . 
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This wouldn't be true if we weren 't anticipating 
a rut tur1ty in three months . 

I subscribe, pay the pr em1WD, sell i t . Th£t ' s 
;1nr. t I could get. 

But wnen June comes a long you've got your money 
1.1na ha ven ' t got it i nvested . 

I pay ay premium. J•fter I pay it, if I want to 
sell i t , that •s all I get. 

You al.so g et 17/32 besi des t hat . 

Subtrac ting t he 17/32, you could nave gotten that 
anywr.y . Th ot •s what you could ge t in a dai tion. 

That goes of {, but with the 17 /J2 • •.• 

On the l 1/<l still they ' r e eetting t. ha lf. 

On the 1 1/ d i t' s all rignt ; on the intermedir.te -
I don ' t thiDA tha t' s t oo rich . 

I don 't. 

Yo u ue:.n :<t . '•ne :;&y 11e :1 lways f igure: you csn put 
i t do.¥ll t h e re, but you're ha nd ing out & big prem.ium, 
s till handing ou t more tha n •..• 

l.!et.n s ge.tting ~< longer- t.erm bond . llhy shouldn ' t be 
get nigher? 

I uon• t tnink tha t mu~b . 

'In!.t's us mu ch o r more than you 1a give for a cash 

o fferi.ng . 

Yo u ' d s poil t he mr.rket if yo u aid tha t . 

(On phone) Allan ~proul , please . 

or course if the m11rket thinks one wa y, irrespective 
of t hese ~ther consider a tions , tha t ' s the i mportant 

th1ng. 
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Tbe market doesn't • • •• 

If the thing should turn for the worse - if tbe 
tb.i ng turns , bow would they figure. 

(On phone) Bel lo, Allan ~proul . (Bolas 
conversa tion With Sproul) 
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RE MP~CH 15 FINANCING llarch 4, 1939 . 
2: 00 p.m. 

Present: 

H. ,L Jr: 

thu.s : 

11 • • ~ . Jr: 

Haas : 

Lochhead : 

li . :.! . Jr : 

cell : 

r! . 4- Jr : 

Bull: 

1l.M. Jr: 

Bell: 

d • ..! .Jr: 

lllr • .t!anes 
.tr . Bell 
.4r. Lochhead 
?.!r. Hadley 
14r. daas 
"r. Seltzer 
.lr. llurphy 

Uello . I 'm getting a final chec~ on Europe . 
1 arr11nged th~t t with l.loffatt . 1 1 11 ge t that 
first . 

(On phone) Ask lllr . Banes ~o come in. 

ho.: dot;s 1 t loo:r? 

1here 1 ~ the ~lose there . 

\'/her e ' s the s tock market? 

It ' s up . 1 don't have i t. 

I t' s up three-<.,uarters of 11 point . 

Get 1 t, please . 

The 2,;s .:ent up today, huh? 

kent up d/J2 . 

'l'hEl t gives us a little bit more - End on t he .... 
'Ihe others went up five, so it ' s about offset. 

102~ is lJ/32 and the other is 22 . I thlnk 
it ' s plenty, aon ' t you? 

1oo much. 

(On phone) Bello . (Convers r tion Nitn Yr. Uoffs t t, 
of 3t a te Department, fol l ows: ) 
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HIIJr: Hello. 

Karch 4, 1Q~9. 
2:05 p. m. 
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Operator: Mr. Kottat. Go ahead. 

HUJr: Mello. 
J.P1errepont 
Yottat: Hello, ~. Secretary. 

ICJJ'r: 

M: 

HUJr: 

)(: 

HUJr: 

II: 

HUJr: 

II: 

HI.!Jr: 

1.1: 

Hl>IJr: 

Y: 

HUJr: 

14: 

HIIJr: 

Can you give me a worm's eye-view or the European 
e1tua t1on? 

Well, I'll try and give you a little 1dea ot what you 
have 1n mind. 

Please. 

As you know, we've been having a good deal or variance 
1n the reports we are getUng trom London and Parle. 

Yea. 

London, you can almost describe as optim1et1c at the 
moment; and Parte still aeems to tear that abe 1e going 
to be confronted at any moment with impossible demands 
that are going to start ott a big European cr1e1e. 

Uh-hub. 

Now, I tb1nk you've got to divide the thing into a nr,y 
short-term outlook and a more middle-term outlook. 

Well, I want one week. 

Well, I t hink the one week ie about as follows . We 
we reel that the cr1e1e 1e coming; that the equee~e 
play 18 coming. 

Uh-huh. 
But I 'm not inclined t o t hink 1t 1 e going to come 1n the 
next tour or tive days or a week, t or the f ollowing 
r eaeone . Ot course, one -- one ~ be wroll6, bu.t tbe 
weight ot evidence I think 1e against lt . 

I eee. 

It would have to be started trom either t he Italtane or 
the ~rmans. 

Yee. 
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Now take the Italians first -- in the first place I 
think they ' re interested in seeing what their relatione 
with the Vatican are going to be. 

Yea. 

Second place , the Italian public will real~ be think­
ing ot very , very l ittle until the new Pope ia crowned 
which ie not until the end ot the week. ' 

I see. 

Third place , I think there would probably be a wish on 
their part finally t o olean up the Spanish situation, 
before they started on anything else . After all, it's 

trom their point ot view the thing i e moving but 
there has not been the surrender ot Uadrid, and that 
situation , you coul dn't write t1nie t v yet. 

Uh-huh. 

A fourth reason is that I think there are some 1nd1ca­
tione, and I'll explain t h i s later, that Italy is going 
to make her first move through diplomatic channels. 

I see . 

To try and terce England into a position ot mediating 
between England and Fr ance it she can. And when that 
tall t a ils, then t o try her campaign ot moral terrorism 
wh ich will br1ng on the crie1e. 

I see. 

Now trom the Geroan point ot view, and I'm not inclined 
to ~xpect the thing in the next tew days, partly be­
caus e spring isn't quite tar enough advanced, but per­
haps more because I think Germany wants to eee when 
Hudson comes over. 

When whet 

Hudson, you know, the British man's going over on the 
trade thing. 

The trade thing. 

Whether she can get something out ot England on either 
trade or finance. 

I see. 
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So that all ot that, I think the welgbt ot evldenoe ie 
that you've got - - well, I wee thinltlng tour or tlve 
days. You asked tor a week but I thlnk that would 
apply , before the squeeze play starts. 

I eee. 

It'e beginning - - the Itsllane, contldentlally, have 
already cogplalned to the British that the French are 
sending so many reinforcement s down to -- to Tuniela 
and are sending so many planes and heavy artillery that 
they wonder lt the French don't want to~taok Libya. 
Ot course, the British aren't taking any important 
stock in that, but they 've already used it as a chance 
to remind the French that although they promised they 
wouldn't mediate, nonetheless, perhaps the French would 
like them to try and compromise the situation. Ot 
course, the French a en said 'No• very -- very firmly 
and det1n1tely. So that the -- the thing ls coming, 
but I don't think lt's coming qulte ae quickly as soce 
ot the people in our shop do. 

Well, that 's very helpful. As I say, I -- I don 't 
need -- I need tour or tiv& days, or a week. 

Yes. 

To clean t hls thing up, and I t hink we've got -- the 
things are priced now and lt we -- we ought to take 
a chance ot --

Well one has to, because atter all , in the last analy­
sis the decis i on 1s made by two men and it's a per­
fectly arbitrary dec1slon, and the best you can do ls 
to balance the weight ot evidence as to when they 're 
going t:l move. 

That's right. Well, I'm ever so much obliged and some­
time next week I'll call you again. 

All right tine. 

But this is very bel~tul. 

Well, you're more than welcome, 

-- because I You got ~ message 

Oh, thgt was quite all rtgbt. 
telephone would be. where ~ 

e1r. 

didn't want t o bold you 

I told them where the --
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'!'hank :you ao •uoll. 

Good, All r1sht., Kr. Saorat.ar)'. 

Good b:ye. 
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Needless to say , "h~t • s all very confident i al . 
out I • anted you fellows t o get the i dea . 

::o.1, before I c&.ll up, Dun, h&.ve you changed your 
:~ina ony? 

.. e l:, I ' ;:; drifting towaru the 2~ for tne 1 5\J- 1 52 . 
1e ~ , : tninx toe bonds or e go ing up . I thi nK 1e 1 ve 
ntu t situa t ion in this finPncing a littl e d iffe rent 
t!J.&.r. ftu& t .•e ' v e h&d for li long time . One t hing 
is tn:. t prior to your· announcement t ne ma r kt>t Nt.s 
~tr..>ng anu it d i dn 1 t go &ff us it usually does . 
:.1e ::> tn.:r is t n" t on Suturoey tne day bei'ot·e you 
enr.o·.:nce i t ' s us ually s t vyed pr etty s tentiy or 
c~oy~ed off ; t his t i me it ' s u~ five or s i x 
tr.!~ ty-seconds . Tne ' e i s ever y inuicstt~n of 
~ s t rone ::1 rket una a lot of ~oney . I'm r fr· id 
. ~~ · r~ i01nf to ge t > bi~ upsurge in the m1rket 
..lc:l-' ~ .', tnro" t hesE ,>r ices •l.l out . 

:: :. , r.J i'J·. tnem mor e cushion. t.nd ro ... li.te 
sec tne ' 5J- ' 52, t s yJu sugt:ested , go to 2~ . 
"- : ..... ls e r ruing tn1 t tncy both ougnt to be 
s~~~ . ~natever you ~o . 

to 
~>llan 

tne 

( • via yoll t.ell :Jr . fl , nes 1 \'O"b.OteO i'llm? 
Jr. 'C.J : • .:J 

: · ~ s~~ry. I o1Qn 1 t tell hi~ . 

! t)lJ ~ou . hll r !gtlt . 

::...>u ~:C~ll) so.y ·.10~ t , you lucn toward t he lJ2 ? 

• -n ' 5J- ' 52 b ut I suy t ll~n ;,proul says 11' 
: ~~ . ; 6 -.,•ng to' give one of t nosc bor.ds th

1
.e ;>: eaiu:n 

.~ v ..: b • .~. ;J i ve tbe other tae t. .. 1: 5 "- .. s 
o: 2 . you .>.Jgh - .. "C! tne :tl rli:t<t they navtn' t found 
tn< • lOifll E:'OWIO ' l t both · . , w. - • t g ive t n.: so::oe pr e!ll . um o 
~~ t ru. t .. ~ ~~y ' rE .:rlting t he p rerniur.~, I think, 
.... n ... s . ' - J- Solo:eon &rother s , I t!l,lnk, 

1 r o:: lJ.,_ -.o lJ 2 • 1 ' but t he ~ i rst or uos t on 
. :-ott: tbenlm _o?wn, t~h;,y"t· round tnt. t ,, ent to 2: ' • nd 
1s tn"' o ) oa llli ~' 
taey uid - sug~e~ted a • • pr emium . 
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Any idees? 

I'm s ticking 
to 2~ on the 
advisable . 

to 2t for both,· if 
1 

a ey change, to go 
50-' 52 . But I don ' t think tbat• s 

Have you (K6lles) been here or you b dill? een up on the 

~o, I didn•t ge t t o go . 

Ku ve you 11.ny 

I ha ven ' t Eny furthe r suggestion to meo(e, other th~n 
uh!J 1. L s&id this morning . 

uenry? 

I •u prafer the 1J2; and lJ~r . 

lJ£~ rnJ lJ~4 . Oh ye5 . 

I belie ve ·.ve ' r e perfectly jus tified in giving soDle 
p refe r ence to the l ong bonds . The idea thu t we 
sho..Jlu Lllo .v intl m6!'Ket to m~ .<e ~ne choice - its 
ct1oice - don 1 t tniM it no las fiB ter logictolly . .:e 
don ' t do t hat on t he no~es . If you ~ush thut argu­
ment t o l ts conclusion, ,:e O\l6nt to ma o<e tne not.cS t:be 
inte r med i ates , ana toe long bonos e~u~lly E ttracti~e 
rroo L premium point of vie•• . If you Sf.'/ we he ve 
the ri&ht to make the bonds 3ore &ttrvctlve than 
the notes, it seems t o we ,,.,•re on ptr fectly firm 
ground in a lso making some d ifferentia tion between 
the long bonds a nd the intermediate bonds . 

h nd while I am in no '.Yay on &la rmlst- I think it ' s 
going to go over wonderfully a t anything - I don • t 
think thut the r eal pr emium i s >~ ha t we think it is, 
and that it is safer to ~o~e the differenti~t1on by 
mnkin& the long bond cheaper r a ther t hEe the inter­
mediate bond more expensive . 

I feel v e ry much the same wGy . ·•hat bothers me 
mos tly, though, is this . You've got a fine mt.rket; 
~verybooy agrees th~t olmost anything will go over 
.vell . Here you ' ve got." lJ-yee r bond &nd e 2b-yea r 
bond and :'>pr oul Lells you tha t as you ha ve it 
vric~d no11 evHybooy is going t o t a ke the 1)-year 
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bond . Four or five thirty-seconds will put a 
large part of them into t he 26-year bond . \':ny 
hagele for that f ive or six thirty-seconds? I ' d 
~~~~=~ give i t t o them and get them i nto the l ong 

So YvU 1 r e in f&vo~ of whet? 

I ':a in l'uv~r of of fer i ng the lollb bonds a t , s& · 
U..: .)/8 . 1hat ·•ould give them 1 :<1/32 ;>r emium~ ' 
l don ' t think t nat ' s too much. 

<lne 1.nd wha t? 

lo t VJOU1d give tne.d oore than t nat. 

They ' re (Lochne&o anu naaley) counti ng in soce 
lntures t 1 aon' t belicvt shoula be !n there . 

•he three of us ar e agr eed ti'U• t that is &n 
i mpr over ~<ci justment . 

But the mu rke t takes iL into cons i dera tion . 

How does the market f i gure it? 

•he market 11ould figure it your (Lochhe&d) way. 

They get smart waen thi~ s force t hem to be sm&rt . 

Wel.1. , we ' ll ask anyw~y . 

I feel r a ther str ongly tha t you shoula mc~e e 
dlfi'erentib t 1on i n ft vor of the long, as you twve 
done i t on toe r eal snort . hOd if ~proul is 
correct, whlch oe no doubt is, that under t ne 

e4ual pri c i ng e greet; vortion will go into 
int~r~~~iate bonds - thDt n&s been the neek part 
of the m&rket when a brea~ comes, and t he oarket 
Koula be i n better shape 1f t aey got o~,;t into t he 
l ongs, I' d put o aiffer ential . I' c just &s soon 
taKe lv2t, your suggestion . t bis morning, and 102t ; 
but if you want t;O be os conservativ~ as you usuelly 
have been, I ' d t ake the 102; and 102l on the long . 
That ' s Uurpby ' s and ~elt~er 1 s opinion . 
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'.Yell, La rry split t o tnree-eightns I pPrsonally 
feel the eighths a re a little mess; . 

it ' s Just playing safe, "r . ~ecretary, i f you 
>~ant t o b e re£1 s af« . 

Ar chie? 

I agree in pa r t with' ~he three gentlemen ht>re 
I like to see a a1fhrentisl .bet.:een the long~ 
t~1e int e ruedia tes . Fi rst o!' 1111, even Gt lJZa 
nove a -lifferential . ~econdly, ••.. 

Seven thir ty-seconds . 

t hat 
ttnd 
;;e 

'lne t• t is " aifferentihl. You sa~ lllb ke it e-.Ut•l. .n .. t<. 

1~ £O ai f f .,rential e ven now . Secondly, if we •o~~o.nt t o 
sprebo th~ t d ifferenti a l , .1. ' c do it at the expense 
o f t ile inter meoi ete bonds ~nd rn&kt- it ~ ; ; I wouldn ' t 
vo t e for cutting oown the other s from :G i . My o nly 
feeling is, l ' al j u.;t wcnaarln& ::hethe r up in Ne1~ 
:iorlt - wheth er you ' ve hnd enoUfh rea ~tion t o bbck 
you up in r aising t o ~1 . 

'l: uu (Ht.ntsJ « eren•t nerc :.tum " spolce t o .:r . llol'fLtt, 
Cnlct of the .;ester n ui vision, ~nc! ne SLYS ther e is 
E. c r isi s in the matting in t.1trope , definitely; tn~; t 
our London L..tnbbssy i s more .Jptimistic, our •'aris 
l:.mbt<SS). more pessi misti c . "II cioesn1 t thin;; H Hil l 
breok bofore ~r. rch 12 , when the ne .v Pope i s cro1mea . 
llut ne say s it i s definitely in the m:.ll.<ing . Lo r ge 
troop movemEnts frou ~'ra uc<. to Tunisih . l t &ly s o1 s , 
"•.ha t ' s it for? You golng t o atttock Libyt.?" ~tc . 
'J.bert i s a cri sis defini t.ely in tne making . 

ur course if there i s one ln tne Wh~ing , b smtrt 
general o~ .. s n' t llt. i t t o pull it the day ever ybody 
e x pects . ~o ther e is tha t ln the offing, you see . 

nnd after all , we 're not r e&ll7 gi ving Lnything 
~>way • • 1e ' re - the ~ny I f igurtt i s , we 're getting 
$25 JOO, OOO. hnd I 've ~;lwuys - nobod y can criticize 
me .' \,ha t the hell? I mean I 1d rather if I did 
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anything - before I talk t o this f el low- I ' d 
r ather char ge 102:)-, dr op t he long do1m t o 102,t, 
see, and play safe. 

'Itw t W~>S my feeling . 

I ' d rather take the littlt cri t i cism of being t oo 
generous than to make ~ complete wasn-out. 

lf something hh~peneCl and it 1:ent dovm below the 
pr ice , why , you u f eel budly . 

vn, a conaplete wesh-out, t<nd we 've never done tha t . 
nnci. af t er ttll , .. e're not giving anything, to speok 
oi' , uud i f tnese fello'IIS mhke some money , tn" thi ng 
snaps back. knd the thing I don't forget is that 
they've hau ~ terrific rise in this market . I've 
never sole on e basis like tnat . 

You fellows (H~o~.os anu :.h • .rphy) both ~<re for 1.)2, 
on tne loll!! , aren't you? 

Th&t 1 s rignt . 

~et' s see what oproul has to say . 

(On phone) nll&n oproul , please . 

Do ! nave to sign about fifty taousand documents? 

nave to sign several , '•hey 1r e ell r etidy , on one 
basis . 

I know. 

I coulCI s ign t hem f or you if you don' t want • • • 

I a lw11ys sign t hem . 

'l:ou got to sign t hem? 

! think so . 

!f there is any 
effec t is going 
ner e . 

crisis over in l urope , the first 
to be an awful lot more money over 
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But not in l ong bonds . 

I don't - when you s ay rbout long bonds, I ' m Just 
going to say, what a re the banks going t o do if 
they •••• 

For a Nhile they ' ll do nothing . 

For L while t hey 1 11 do nothing . I 'm s r.y 1116 you 
can't protect this markot against the <.uropeon 
crisis on a differ ence of a ~uarter of one point . 

'l'her e i s some par t i cul ar ljUa r t er point that makes 
the difference; as you know, there bus t o be a 
breaking point i n al l things . 

You tnree a re together on the long at 102l? 

(Baas, Seltzer, and Murpny nod yes) 

vid Sproul stay? 

Yes , he ' s wai t ing. 

He unaerst~nds tha t you were going to call nim 
<..r ouna one . 

I listeneo t o soze tnrilling speeches . 

(On phone) Hello . 
is attached) 

~vonvcrsation with ~proul 

(H . M. Jr i nterrupts conversa tion with Sproul to 
confer with group) 

(On pnone) Just l et me - cen you hold on a 
moment, please? -

uo you b6ve any strong f eelings, LiEn, one way or 
the other ? 

•'>ell , I f eel you shouldn 't go bel ow 102! · tlot 
strong . hfter all, it's your r esponsibility . 

I know, but I 'm asking your advice. 

I think 102~ is ample. 

' 
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I still incline to the view I expressed tn!s 
morning, that I 1d make that long-term more 
attractive, and a quarter of a point is not 
g iving awal;' v ery much, especially in view of the 
premium we r e getting on it . 

or course, Spr oul on the question refl ects somewhat 
the Federal Reserve t>oard, who don 't want the long 
ones . 

Co~e on, Scotchie . 

I still agree wi t h Dan Bell. 

You fellows unanimous? 

Uh-huh . 

i hr.,e for one and one f or three . 

Sproul sa i d 75 percent would go into that inter­
mediate . 

Does Sproul think 102 3/8 "Houle be messy? 

11ello . (On phone) 
continues) 

(Conversation with Sproul 

(On phone) do l d the wire a minute again. 

dow about three-eighths? 

Sure . 

'IO&.t's toe neatest tning, on the figures . 

I thir~ i t implies a pr ecision that isn't there. 
I prefer the quar ters; maybe I'm prejudi~ed: t~ing 
11

e1 ve real~y got the right ansNers, that s cu 
it awfully fine . 
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I• d like t o indica te that I want t he fellows to go 
into the longs . .1.11 I do is to give t hem an eighth 
hint that way. 

::Lou also would like to g e t away from s ome of this 
rights business, which you're not getting away from . 

That aoesn 1 t wor ry me . 

I don 1 t see why an indication as presented by 11 

hint should motiva t e anyone into going into l ongs . 
You're not saying the longs would go up . I don ' t 
like the s t r aight mechanical effect of the eighth, 
which is something , however, • • • • 

I think the eighth is all right, don't you (Hanes)? 

Tnree-eighths . 

les, three- eighths . 

~es , it ' s all right with me . t>e a good way to meet 
all sides . 

The right direct ion; a compromise . 

It ' s the right a~ount . 

llhut do you mel'.n, it ' s the right lil!lount? 

~ thre~-eigbths, by my figuring, gives E premium 
of 1 :H/J2, which is just right for the l ong bond . 

I feel about it - sort of like estimating two 
figures . 

I t• s less than tne rights value, so you're proceeding 
in tile right airection anyhow· 

S ul I ' m ~eking up my mind but I'm 
(On pbone) pr o ' than 1 have ever done 
doing it wi tb l ess cer,tsi.n~y 1 make 1t 101 on the 
it before. But I ~h5~~5~e !nd 102 J/8 on tho •60- ' 65. 
note, 102~ on tne ' 
(Converslition continues) 

(On phone) Jus t a minute . 
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Llo you wa nt t o express t hat in your circulars 
$2 .37t- that ' s t oe way we 1 ve expressed our 
pr emiums - or do you want to expr ess it $2. 40 or •••• 

•<obody see s i t. I a on ' t think much about it. 

How did you ao it before? dow di d you do i t on the 
seven- ei ght hs? 

.oe 1ve been making it ln cents - two dollars ond o 
half, two dollars and a quarter. This «ould be 
two dollars and thir ty-seven and a half cents . 

~ake it two thir ty-eight . 

Thirty- seven and L bnlf. 

nnat ' s tne matter ~itb t wo t nlrty-seven and a 
half? 

(On phone) uan r ai ses toe 4uestion, would it 
read tiVo thirty-sevt~n a no a half, t wo for ty, or 
t wo thir ty - five'! - ~-.:onversation continues) • • •. · 

v. e 1 11 do t he bes t we cun. 
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Operator: Operator. 

HIIJr: 

O: 

HL!Jr: 

Operator: 

H!.lJr : 
A.ll&n 
Spro11l: 

RL!Jr: 

S: 

HUJr: 

s: 
HUJr: 

S: 

iP..lJr: 

S: 

Allan Spro111, pleaee. 

All right. 

Hello. 

llr. Sproul. 

Hello. 

Hello. 

(Pauee) 

Sorry to t1e everybody up but 1t these people • 111 
celebrate every hundred and titty years I 've go t to 
walt . ' 

Well, 1t only happens onoe 1n a while. 

Only every hllDdred and t1tty. 

Yeah. 

Tell ae , where are we at now? Ho• do you reel after -­
at th1e t1me ot day? 

Well, I et1ll feel the same w93 . I 'd do them both at 
a hllDdred and two and a halt. 

Well, I tell you, I 'm leaning a little towards, on the 
e1xty e1xty-tive , a hllDdred and two and a quarter. 

Well, ay reeling on thAt 1e that the ditterenoe between 
the two 0 t them both at a hllDdred and two and a halt 
1& enough eweeten1n6 to put on that one, but on an 
1esue -- on a three-way 1aeue ot this eort you are tr.r-
1ng to t1t the market and not to drive anybody into any 
particular iesue with too much eweet.ening. 

HUJr: No. 

S: 
And that while 1t looks ae 1t there would be a strong 
demand tor the tttty tttty-t•oe, nevertbeleee there'• 
10me evidence ot demand tor the sixty e1xty-t1ve1 and 
that a quarter ot a point 11 -- 1e fairly good ditter­
enoe, especiallY when the whole otter1ng will be below 
the rights values as theY have been recently. In other 
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words, anybody who has t be rights at a hundred and two 
or thereabouts will be shoved pretty hard towards t he 
sixty sixty-fi ve because that's the only way - - place 
he could come anywhere near coming out even. 

Yeah, but he would throw more lnto the slxty sixty­
f ives. 

It would throw more into t he sixty s1xty- fivee if you 
priced that lower than the fifty f ifty-twos. I don't 
think there's any ques t ion about that , but our reel ing 
ie that there ' s enough sweetening on that a t the even 
prioe t o give it some advan t age . All the advantage 
that you really want to give it in an offering or this 
sort. 

Well, the worst that they can say ie what? I f I make 
1t a hundred and two an.d a quarter on t he elxty sixty­
fives. 

Well, it's -- the worst they can say is that you are 
trying t o push them into the longer issue. 

Well, t hat would be the truth. If the worst they say 
about me ie the truth -- or course , the other t hing 
i s th1e -·· very confidentially, I j ust checked with 
the State Department and they say there is a cri sis 
in the making in Europe . Now, they don ' t t hink it 
wi ll break for a week, but hell , you never can -­
time those t hings, but it ' s definitely in the making. 

Wel l , I ehould think on t hat basis there would be some 
question about your shoving people on i nto the longer 
issue, which would t ake most or t he pressure if the 
crisis developed. 

That doesn't show up. We find that the middle gr oup 
seems to be the sloppisst during the time or a cris is 
and not the long ones. 

Well I t hink if a considerable amount went into the 
long~r ones on account or the difference in pror+t, 

ld 'ind that i n t his case t~t t here d be 
that you wou • 
more sloppiness there . 

Uh-huh. Well, we've go t dlvialon here. 
can you hold on a moment please? 

Yeah. 
(Pause) 

Just let me --

I 
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The;r ' re doing a Utt.le trading here with ae -­

Huh? 

What about a hundred and two and three- ei ghthe? 

Well , that would be better, but I still think the even 
would be best. 

Well I mean --

At a hundred and two and a quarter you'd be giving them 
about t wo pointe f rom the pr esent market. That'e prett:r 
tat. 

Well, did anybody mind on the three- eighths? The;r've 
got to pay cash anyway, don ' t they? 

Well, they have to pay -- they have to pay some cash 
an;rway . On the three- eighths you'd be giving them one 
and three-quarters approximately, and that -- even that 
I think is fairly rich. On the other side ot it,it 
something does break out abroad, you not only may be 
so -- taki ng advantage ot your market, but also I think 
then you would have sloppiness in the longs lt you 
shoved a lot of people out into them. 

well, hold the wlre a minute again. 

Sproul 

Yeah. 

(Pause) 

I ' m malting up my mind, but I'm -- I'm doing H with 
lese certainty then I 've ever done it betore, but I 
think we'll make 1t a hundred and one on the note , 
a hundred and t wo and a halt on the t i tty fifty- t wo, 
and a hundred and t wo and three-eighths on the a1xty 
eixty-ti ve . 

one t wo and three-eighths on the alxty sixty-five. 

Now,do you think three- ei.ghths looks silly? 
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Well, I t~ink it g!Yea them too IIUoh 1:t' the market ie 

lt !~~:eaa~~r·:;ur;fBS:t ~:!ei~rl~ t~v~a~~oub~e abroad 
advantage ot the market by ehoving them out ~he~t!!d 
aleo that you will have eome sloppiness out there I 

h
thidrnlt it would look better it you pr iced them both a 
un ed and two 1111d a halt. 

I ltno~ , but - - but it'e between a hundred -- it ' e 
I don t want to do a hundred and two and a halt It • s 
between three-eighths and a quarter. · 

Well1 I think three- eighths would be better than a 
quarter. 

Sold. 

And I don ' t think it would look silly. 

All right, juet a minute. 

(Pauee) 

Dan raises the queet1on, would i t read two t hirty-eeven 
and a halt or two t orty or t wo th1rty-tive? 

Would what? 

How would - - Dan raises the queetion on the oiroular - ­
would it be two thirty- eeven and a halt? I should t hink 
1t would be just what it 18, that's two th1rt;r-eeven and 
a halt. 

Yee, a hundred and two and three-eighthe, t wo t hirty­
seven and a halt. 

All right, well, Sproul, I'm - - just ae I've been 
teet1tying, one ot these days when we have a eimpler 
world and people have got a little sanity, whY then I'll 
out the t hi ng down to the bone, but unt i l we have a 
l ittle sanity in the world I 'm going t o - - i t things 
are well then the tellow gets a l ittle extra tat. I t 
things g~ bad why the country -- t he Treaeur.r ie sate, 
and that's the wa;r I tigure it. 

Well - -
I'm willi ng, knowingly with my eyes open t o hand them 

an x- ray. 
Well, 1t things go we l l I think at a hundred and t wo 
and a halt you'll be doing prett;r well b;r the•. 
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It things go well it would be, but I'd like to give a 
little hint that I' d like it to go a little bit more 
to t he long one besides. 

You want to keep more t o the long than Jus t the di t t er­
enoe between two pricee evenly -- which would --

Yeah. I mean, I'd like i t to read -- I mean the t ellow 
who can 't figure, I'd like him t o read the intermediate 
a hundred and two and a halt and t he l ong one a hundred 
and t wo and three- eighths. 

Uh-huh. 

I may be wrong , but-- well, they can't be. I'm oaring 
on t he safe side. 

Yeah, Well, as I say, I prefer it both priced a hun­
dred and two and a halt, but it you don't want to do 
that then I think a hundred and t wo and three- eighths 
ie the better one . 

Well , the only pleasure I get out ot t his is to see 
New York more hopef ul than I am. 

Well I t hink on the market you could do -- y~u could 
do i l a hundred and two and a half on both e p o t e very 
well and t he difference between the two, at tha t 
tig~e, which would be about seven t hirty-seconds to 
and adding t he interest would be about nine t hirty­
s econds -- would be enough sugar on the sixty sixty­
five t o give that some play . 

And ot course t his is a bll lton three. 

Yes, you're putting out a billion three more bonds --

Which is a --

that will be on the market if anythi ng goes wrong. 

Which 1s a tidy sum ot anybody 's money. 

Tha t's right. 

Well, let'e pray tor the bee t . We'll leave it that way. 

All right . 

ThAnk you very much t or all your trouble and your advice. 
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All right. 

I appreciate it Yer,r •uch and if it'a -- if it'e too 
rich I'll take it and emile. 

(Laughter) We' ll get a w1re troa down there . 

What? 

We'll get a w1re from you. 

Yeah, Bell ' s here am he'll go to work. He'• go1ng to 
write all the cir culators circulars . 

Yeah. 

They go on a etr1ke on me. I can't 

forty-tour hour week. 

For who111 

For everybody. 

Except t or the Treasury. 

I eee. 

All r ight . 

All r1ght. 

Thank you. 

Good bye. 
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FROli: American i:mbassy Rio de Janeiro 

D~TE Karch 4, 11 a .m. 

NO.: 57 

Reference my 55 , February 18, 10 a.m . 

I am informed by the Director of Exchange that 
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the Bank of Brazil will close exchange from February 1 to 

February 7 inclusive, during the week of Karch 6 for 

maturities and daily quotas. 

Pl ease inform Commerce. 

SCOTTEN 

EA:DJW 
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