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DEPARTMENT OF ST~ 
WASHINGTON 

Karch 18, 19!19. 

Jly daar Kr. Seor e'ary; 

I encloae harnUh aix copiaa of paraphre.ae 

ot telegzu J o. 352 jWit reoehacl fro• .lllbaaaador 

l:&nDedy, tranuitUng a •euage tar you with regard 

'o gold which h held in :&ngland tor the aoooun' 

ot CaeohoaloYakia. 

Sincerely yOID' •, 

:&noloaure: 
Jo. 382 of aaroh 17 
fro. London; 8 oopiea. 

The BODorable 

Berber' P'eia , 
J.dYiaer on InternaUonal 

J:concaic Affaire. 

Benrr Jlorgen,hau, Jr. , 

seore,ary ot the Treaaury. 
I .. 
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Present: 

Mr. Bewley 

Warch 18 , 1939 

12 : 20 pm 

t.lr. Leroy-Beaul1eu 
Ur. Lochhead 
14rs. Klotz 

HY ,Jr: Come on! Let ' s do away with t he 
"Alphonse a nd Gaston• stuff, The pound might slip 
an eighth while you are doing it! 

I didn' t know-- the reason I asked you to 
come -- how exciting t he day would be t hrough the ex­
changes, but unless Mr. Lochhead has been withholding 
information f:rom me, it has not been . 

Mr. Lochhead: Exchanges have been very quiet , 
t oday, and as far as we know from the last report I 
think it was about $13,000 ,000 t o als,ooo ,ooo losses 
in dollars in London, which was a comparatively small 
volume . The market over t here was quite small. We 
also checked up 1n New York, t h i s morning . They had 
practically no order s fro~ abroad; nothing domestically 
anyway, but none of t he banks her e had r eceived orders 
o f any i mportance from foreign correspondents, so it 
has t urned out to be a very nice , quie t •••• 

HU ,Jr: What I would like to say, if you 
Leroy-Beaul1eu ) can be back in Washington -- don't you 
like Washington? 

Ur. Beaulieu: Yea, I love it. I spent nearly 
the whole month of January here, from t he 13th of Janua ry 
to t he 13th of February . 

HW,Jr : That was pl anes , wasn ' t it? 

Kr, Beaulieu: Yes, t hat' s right. 

HW ,Jr: High flyi ng; not high finance. Well , 

2 
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if you would ••• 

Kr. Beaulieu: Yes, I will be glad to. 
certainly. 

I will, 

HW ,Jr: I don ' t know, and it's helpful to me to 
know that you gentlemen are around. Sometihing might 
happen. We have t hese requests for our banks -- did 
you tell him? 

Kr. Loohhead : We told Mr. Be~ley. 

HW.Jr: Well, you can explain that. 

It you people would care to wait until around one 
o' clock, we are getting out a very important release af­
fecting German. 

~. Bewley: Yes. 

HW ,Jr: It ' s being mimeographed now. 

HW,Jr: Would you r ather wait or have it sent to 
the Embassy? 

Hr. Bewley: I would rather come back. 

Hr. Lochhead: We can send it t o -the Embassy. 

Mr. Bewley: Or send it up. 

Would you (Leroy-Beaulieu) rather have 

Kr. Beaulieu: I would rather wait because I was 
told by my Embassy or a cable for me !rom Paris and I 
think it must be about the same question, so I am waiting 
tor it here . 

Kr. Bewley: Maybe I had better, too. 

HW ,Jr: It's quite important . I Just asked-­
I thought it would be ready, but it isn' t . It will be 
ready about one o'clock. I know both your pe&ple will 
be interested in seeing it . It's invoking countervail­
ing duties on all German merchandise. 

3 

Regraded Unclassified



4 

-3-

Wr. Bewley: Yea. 

HW.Jr: We are going to -- we aay •that they are 

dumping on us and, t heref ore , we are gping to put in 

ccuntervaili ng duties affecting all of Greater Germany . 

Wr. Beaulieu: Uh-huh! 

HW,Jr: And each i mporter will have to prove that 

he isn't being subsidized by the Government to dump goode 

on us. It ' s very !ar-reacning. 

Ur. Bewley: Yes. 

Ur. LeroY-Beaul~: Does it also deal wi th the 

old Czech balances here? 

HM,Jr: That we have taken car e of separately. 

We have aske' our banks, in!ormally,unti l the State De­

partment knows -- they have tied u~l Czech balances. 

All Czech balan ces are tied up, but on a purely informal 

basis . I hAve no legal rights, but all banks have agreed 

to do 1t . Last ni ght we said t hat all but one part of 

Czechoslovakia is Gerl!¥lny and then today we are saying 

that Germany has been dumpi ng ita goode on us and, there­

f ore, f rom now on they will have to pay higher duty. 

Mr. LeroY- Beaul1eu: I s ee! 

lolr. Bewley: And you are going t o state your more 

permanent policy on Czechoslovakian money after Mondayf 

This is only temporary? 

HW Jr: I have put it 0until f urther noti ce•, but 

t he Stat e 6epartment said they might have some word fo r 

ua Monday , but wo are aski ng the banks to hold everything 

until Monday . 

But what I am t elling you about the release , if 

you would mind not phoning to your Embassy until you a ct u­

ally get 1 t in your hand. 

Mr. Bewley: Yea; qui t e. 

Wr· Lerox- Beaulieu: Surely. Surely. 

HU .J r: We t hink it's very f ar-reaching in eo far 
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as exports ot Germany to thie country. You see, we 
fi nd what t hey have been doing is a manufac t urer will 
buy cotton , send it over and t he Germane pay t hem -­
what ie it, 25~ above t he world market? len1 t t hat it? 

Mr. Lochhead: Yes. 

HU Jr: And t hen t hey give him that money and he 
buys some ~erman merchandise with that and that extra 25~ 
bonus makes it possible for me to sell i t on our market 
below coat. That ' s the method that they have been using. 

Ur. Lgchhead: You will have eaoh one determined • •• 

HW,Jr: And then each i mporter will have to demon­
etrate that he did not ge t t his bonus. Every i mporter on 
every traneaotion will have to demonstrate . 

Mr. Lerox- Beaulieu: They used t hi s method in South 
America also, didn1 t t h ey? 

HU,Jr: And we haven't been able to prove it, but 
we t hink we are correct , but Mr. Davis, in New York, who 
bought Mexican oil, eold it to Germany; they paid hi m way 
above the world price and he bought, in Germany, oil pipe 
and then sold it to Houeton, Texae , below our cost ot pro­
duction. I t ' s the same tt.ing, but in that ca se it was 
oil p i pe to t he oil countr y and that 's t he way t hey have 
been handling 1 t . We haven't been able to prove it , but 
ot course after this, this fellow will have to prove it 
isn't eo. The burden ot proof is on t he importer; not 
on the Government. 

~. Bewley: The importe r may be different from 
t he exporter. 

HU,Jr: The American importer will have to prove 
t hat the merchandise that he is receiving , that an export 
bounty has not been paid , and the burden ot proof 1a on 
the Ameri can importer a nd in each case. he has to prove it , 
whi ch he can't, under the present method . 

But, as I say -- I didn ' t know when you (Bewley) 
were in -- this decision was only made laBt n\ght; at 
Cabinet , as a matter ot tact-- so we did not know it, 
but I am paesing it along and I am sur e your people wi ll 
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be interested and 1t you are available Monday , if any­
thing happens •• ••• 

Wr. Bewley: I rather hoped to go away for a 
couple of days, but I oan oome baok . 

HW.Jr: How far away? 

Mr. Bewley: I was going fi rst to Yorktown, to 
see the Taylors , but do you think I should be here? 

!Uoi, J r: You are asking me? 

6 

Kr. Bewley: I thou~ht I would better ask. 

HW ,Jr: I would l ike you here Uonday, It 1 e one 
of the times of split seoonde . I think you will be 
happier. As long as you ask me, I would like you avai l­
able . 

noon. 

Ur. Bewiey: All right . 

HM ,Jr: If you get baok by Monday noon • • • . 

Wr. Bewley : Oh, yes! Quite! 

HK,Jr: Be back by Monday noon. 

Mr. Bewley: Yee, I can do that . 

Can you do that? 

!Dl,Jr: Because things don't happen until a round 

Wr. Bewley: All r i ght. 

HK,Jr: That ' s t he trouble when people ask me about 
t he Taylors for a weekend. I know how nice it is down 
there and I hate to spoil it, but a lot of other people's 
week- ends are spoiled too. 

Mr• BewleY; It's all right. 

!Dl,Jr: Thanks f or coming i n. 

In t he meantime , t he Tripartite ie functioning! 

oOo-oOo 

• 
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SECrEtary of St~tt, 

W::~shington. 

359 , J.~::~rch 18, 1 P• .'111. 

GRAY 

London 

Dnttd Mnrch 18, 1939 

Rtc'd 1:30 P• m. 

i?OR Tt!EASURY FRO•.: 3 ! . .''!':i:£R:'IORT"rl . 

AFropos of our tElE phonE convtrs::~tion cf last evening, 

I VE nture to rtfEr to thE st::~tEJ..E:nts in thE s econd pnrc.­

gr::~ph of my 346 , ~:o.rch 16, 7 p . m. \Vi th this VIE tk 1 s EVEnts 

7 

EuropE has EntEred upon a new phasE : Gt~~ny •s opEn nnd • 

und.:tsauis t d a ,::grcssion in thE cast of Cztchoslovakio. is 

m:l!<in[!; :md will c"OntinuE to make o.cuttly anxious o.ll 

count ries conti5Uous to Germany and Italy and flights of 

capital fro~ t hESE countries to the UnitEd States, t hE 

only really safe repository for funds in the world, must 

bE EXpECtEd. Tht VEry swiftnES3 ot thE prEViOUS GE rm.'ln 

moves ·.vill inducE many holders of frEE co.pital in countries 

contiguous to Germany and Italy to takE advancE precautions 

to protect t h Eir s::~vings . NErvousness evEn though it may 

vary from t~t to timE will bt constantly mort a cutE with 

cons EquEnt repercussions on tht cxchnngEs, for therE rt111 bt 

littlE 
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2- #359, From London, M3r. l8, lp. m. 

littlE or no room for rationalizing away thE fEar of 

war. "WhEn", r athEr than "whe thEr" , will bt tht haunting 

qutry. 

FurthErmorE, tht Prim£ ~inistcr's spEECh of last 

EVtninc ~arks a turni ng point in British policy: national 

sccurit;r bEcomes an all impor ta:1t obj EctivE. Of tht 

greatEs t a!.LnificancE in t£I•ms of future developments is 

ChambErlain's s tatemEnt "in our oun country we must all 

rEvicn thE posi tion with that s cnsc of rEsponsibility 

which its cravity dEmands , Nothing must bt ExcludEd from 

that rcviEw which btars upon thc natto='al safcty. EvEry 

aspect or our national lift must bt lookcd a t again 

from that anglE . 11 

;1c tdlE ss to say this WEEl< ' s cvcnts sha ttcrtd Sir 

John Simon' s hopes that things would takc such a tu.rn 

•as to prEcludE thE continuation of tht arms r ae£ and th£ 

nECEssity of additional borrowing bcyond t he pounds ti@llt 

hundrEd mi llion now authorizcd . ThE British Govcrnmtnt •s 

EStimate of armamcnt EXpEnditurE of pounds five hundred 

Eighty million in thE coming financial ycar will probably 

now bt rcvistd and may wEll involvc substantial tax 

incrcascs in thE budgct. 
ThE 
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~nE stErling ExchangE EVEn with its strtnzthEnEd 

dEfEnCES flill bE in an incrEasin:;l:; prEcarious position. 

KEI'INEDY 

CSB 

9 

• 

Regraded Unclassified



' 111 NTOPL . ( · A.'l ;._ 

"
0

' 100 

smAcru copguarrw 
S UBJ'iC'l'l Gh1~\o ot wor 11111\orlou. 

m3 HOliORABLI 

Tll3 S~RI't \N! OY S'l'AT.I, 

IIA!Jli.IliO'l'(lf , 0 , 0 , 

S IR I 

l ILa'N tM bODOII" W Hpor\, III.IPP1-UIIC WGI'­

u Uoa VaA- 1tM4 w \lie l)ope.MIMQ,, tba' T. 1:. 'beiiC, 

noo MSA1o\V tOll" ,._..~ ~t&U• til \llo • •Uoaal 

Oo'r._n\ ot OIUAa, ldlo l!.ao .... SA RulcOOil tor CO'Nl'­

al. .m.o~atM, ploaoo \llo total or war -\V1.als or 'lllrl-

01&8 k.ialo 1mpor\o4 t111r Cb1na •• RnFGD liP w \ll1o tiae 

at oppl'Gldaa~ 1.11 , 000 '--• Bo oqoo \lla\ ~ oboll\ 

2 , 000 \aDa ot \hoeo u\or1tll.o hll'N -••• to 4o\o, 

ob1ppe4 tr.a Ronpcm w wahio o.er tM !~~usa RaUw~, 

IID4 tM\ a\ pHO-\ OIIIPJ)llM -·1JIC aoftll ll7 U\&Ok trca 

l.Uhlo are \atOll Oll17 u tu •• caa.r-., a "- SA 

l\IIU\Ul ObOil\ M llil.oo bOTOII4 \llo au- lloftol', WIWl'e 

\11111'0 aro proT1o101lal. awraco toolllUoa tor al>ol&\ 

1,1100 \Cilia, 'lho JI\U'IU RaUwqoo, be MT•• an airiAC 

\ho Cblnoeo ob1pp1As 1ntoroa\o ban tull. oooporaUoa. 

'11lo obipaonh trca RCU1800A han 1nolulo& - • h16)l 

Oxpl.Oal'N, wtall'-8\IIU aD4 - 1UOA, a)'ella, ..U-

unu -un1Uon, aD4 a "" t1ol4 sun• · " o01l014orubl.o 

qu Mt1t:r ot t ho l , :500 \one ot Tl'fl' bro\16)l\ bore t'rOIII 

1 tal:r 1a at i ll. o\ \h1o por\ ( 1n a llar.;o i n \l.lo Ransoon 

_(.! 
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R1ftr wb1ell 1a 'IIAilu aoaaWI\ ·8Ul"4 Itt Ja.U1\ar)' poUH), 

aD4 oU.r ev,ppU.o aUU 1D o\oreaa hera 1aolllde 

lll&.ea11111 t1alll p1aeea, 1U1e11'u I''P' u4 --·a.t'U•, 
ellel.U, m\1-eireratt _.., Wo ~~ • ..-., a.4 

rr-ek v-h IIOirU!'a 11114 •1Uoa, 

No ..... ua,1aUaa Ott ~h tor Cla1aa are 

on.Uable. 1he n auauoa are lte1Da .-p11e4 Itt •• 

RaaaOOG CU\Iaa, ""' Ot~ tor .. au- Oo;wmat. 

Up \0 tllia \me •• Ocml-t laaa ....... w tala ,.._ 

tMOt til tile Cla.\.Q- 11114 h oe no\ •ua.tae4 tile l.a­

GII' ~o•U• ot Ule autl.aUoa. ua. Clal1.UM laaft 

a.aD4 tor .. .....,..••1• et tM atati.aUH w1tll tll.e 

oll~a\ at kMp1q 1ato-t1aa IIOI&IIaralna n;ppUM tJo-. 

tile /&puMa, llu\ 1t llM Mea pe1at..a •• Itt • CU'­

ottuSal Uust •• \lie ue-u ._,._ elll,...u ,... 

t.laroQsll H•anl I&Uila, 1\ a14ill' 1te pe.d~ tOI' 11M 

.J•paA•• w o11u1a .,. 11lt-U• 1a ..-u •. 

thUpGil'UU• of MW.Salo h'-. I .. "io 1a\O 

Ch1Jia ltf -\or UMJl 1o 0\ Jll'eMA\ tta.\8tlf 1n .. 

hub Ott a~ Matnataw. u. .....,1a.alt r~. 

\la1a oaa•na._ ( • Yanann) ne•tlt ~ 1.10 

Chenolat VIIIOD tr.a .. O..ral kelton 4Nleft 1ft 

nanaooa, 8.114 \Mae V\!Ma laaft now IIMII t1Ua4 wUIIl 

bodl oo ODd han lteell Mn' to l.Uh1o. J'1tt, of ~ 

lruelra we:re llb1»pe4 IIJ' ra11. tlla ••V.•'- bac aow 

CUTIIQ804 t or \1M pVahaaa Ott 60 a44U1oaal CM'nale\ 

\ ruoJto tar uaa 1D \r&llopor\lD& war aawr14lo, 11114 oOIH 

tnoko OWDAtd bJ' •ellar oon\rac \ora are be1ng u.ood. 
Regraded Unclassified



EiaJl\1 004 .. \rWID tlbl eh Wet'O llhippell fr.a \M 

VAl~ Stat .. W BOAa KOIIi - u .. -co lla'N -- N­

llll1ppe4 w 11ons- &114 Are Mini equ.l~ w1Q WiM, 

n 1a :npu\e4 taaat tun an 100 011'- M41Ucaal 

un1u to tou..r troa u.s xoac, 11114 Ulla\ all ot U..e 

tnea will M uod b)' Qe soutllreeat Tr-pcwuU• 

CCIIIlPIIlT Oil tbe ~-l\IIIAIJil J'OIIl. fte 100 · .ooqe 

ti'UU noen\17 obtain.4 1n Qe uattell s tatee •• Ulla 

:niNl.t ~ the aHdU srute4 111 \be J::lq)Ort-llqwt B.& 

an axpeewt w :nNil tll14 port w1 taUn a aber\ u... 
Two .. trca \lie .ooqe taetGI')' will- Mn \o.,...... 

Y1H \be &e•--17 lf07It ..... HJ7, 'Daa GOO 0...-1 

ILOtGI'I! UMD alllo o-ta1M4 'GilliG' \lle •..U t .. u..a 

an 41111 w :reallll »•p• ea:r17 1n AplrU, oo \lie s .s . 

PR'I!Im.mn' »OIIIlo&, ..a .. - .. ,u.-. to ....... 1. 

th• wUl. M 4- Mft, 

EitllW. SW.Ut U'1liiD lw'N -.. ~ Sa 

UW UIUW Sta\ae tOll' \he, '1\UUWl IU....., .._., .t 

wlaiell. au:. h'a PO-Jlq la *...a, aDl wUl. MAe-

11'NH4 at RMI? •• 

na a leUu trca - x-., 4ate6 11.-* a, lnt, 

lll.r. 0...7 11 , aa1•, nee P:rea1&eat ot \lla oaae-.at• 

Kltport CorpOil'aU oa, tlbo wu la IISSiPID Sa DM_.I', 

• ..,. tJuat tbe Oh!MH Gcmmaat 1o atUl. b\Q'1JI8 1n 

Ilona KOJIG, \he~ ht.D aaa;pell)' 1e lhipl)ine to ~ llecl 

CJ'Oao 1n CIWlo 66 tn.alta, 11114 Uaat 1t wUl ald.p UO 

a 441UDillll. Ullita wl\hin \ho 110xt t aw wo .. 1 aloo, 

that \llo llo4 crou n.ow !wa about 800 . tud.obllla.re , and 

that U probabl)' wU.l llaYe oYor 1!00 u.n1 to b)' tile en4 
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.. ,. .,.., . 
.t. ' '-•' •ar t teUa hoa a. .-&w s tatu fll 

a,eoo ru.o._ v.u Una tor OlWaa u.-... ..... , 
a•1ow. 'JIM ''-" wen .,._ ...... .... 1tt. tlao UlaiW Gt•'-• 

w n b*P PR'd!• " p=m•· 
It U ==J nt ._, ...._ ..-ala et tlla 8ne cal' 

a '• *b o- :•~· uw .,enU.. .._.._ At1aaUa ...­

et .. Oa1 w !lteMe ... ,..... •t IMla, wUl • .u ., 
JW. ea tritll euptritlaia ......... _ ..... 

tU.' fll tale_....,....,.., Utie 1&,8 , WI""'"'• U u­

,..w ., ~· pc1 - MuQ ...... u wU1 &ali.-

naaal. wUl an1ft 1tt. .Apl'11, _. -. tll1Jot aa Mq. 

.. leelll ...... .t -. x-r o'trr'"'• o-.p-r, 
L&aiW, IUft ann sal Utat naeela o1 ._ ll11\'ar LiM 

aaau .. trea AU.tla ,_.. fll .a.. uuw s utaa w111 

ta ,_._. aa1l -\lll7 a\ J'IZI ta, It elUa• I & .. 

"""" ..... 1a •u•eM'e. tM tU.' ~ et .. 

... Ml'YlH wUJ. uri" .._.. aa M~~r. " 1a ... ,... t1te 

na .. la an MUMel ......... 1111.-•• ~. 

Pint' Sl!!•wM s' ' •• •· 
.... .,.., et 610 ... fll • .-...... -· .... 

U• lll'l'lftt un • the o.a. DIU'IIUU fll tile •~'~ 

LiM • J'ellnu7 ua. \ftM aQPU. an • .,a~rw tit 

M ot h'.U ms&a, loabtl u I.Ltal'H1Uaa. atateriala 

raOIA\lJ' ugtoMecl a \ atn...-1'1 b7 tile J'J'wab atanera 

.AIW)JR ... r.u.ou u4 a..aauac et u. ..-at s.~ 

klaa aaohln~. par1a, allll - Ulan, IW4 ou m \1-

al.ro~·Ah S\111 han bean b1'0\14i111\ w \hh port bf naeeh 

ot Ulo Br1U ah tnc11a .. t- l(aY~ation \i(X;U)DnY iJl r o..'\l· 

1J 

• 
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1M' MI'TiM ••u• staa a •• ..a ana: , ~ ..._ 

._. u ·•trona ca s he a 1 c et -lAw !tJc ..-u­
ucc ot w:r _._lal.a tv Okia&, eM U Qpcc.n tawaa 

t.hh b tc caaJ.allc, u U b ctcM4 tllat o , M. ca... 
.. Me !tcca 1a loeclc!t .. f/1 aM MUnU.. fit aM 

s .... _, tna.,.n.u- caw ... wm .... staa 3 •• 

t o l'SSd• - aiM. B1c ........ ill Jl• as•• clcc 

~ ca.., Me U'l'l~ .... Do Oo Mo OIMa CU ~ 

Ml'.\J Du.n. fit tu 1lai1llq ~ !N.tflc ' blele, 

vaU• ot tllll OlalMec J!1A1ct.l7 ot o ••ccu.., ... 
lac ._. to a.a- lot ,.u w llcke u1 a •• t• 

vcuu llll.t.,...w ot .... n;ppUca tkl'_. ..... 
tiM 111rU1c!t etc U. CAP~ 8'1'. JR.UIOIS U'ri~ at 

Raaaoca ba 11-a x-. a Mai'M ua cl til a CU'80 ot 

.... CQ,U. ot TCl'lcU killlb npon..a to __ , to 

a,ooo t.. • .... 11M aa..a, ....... , ... to pe~ .. u 

Ul4 O""''P'M~t Uai.W1 a lllrluall --- 1.-a Weautl .. 

wltll Cllaiaa'e btpcln u4 cxpflltt tl'a4c, alcla I'CCCilU, 

opcea4 aa cft'lcc •' 'A» pon, lllllll it 1c aau to llaTC 

lleca tllcr\G'M lt~ tile' -- to - IQpUM Jft'fl­

-17 1llponM •• ,._. ltOII& t01' ~ oa.•rcc a.te--'-

111e chtuu n.ec Jdalcter r. len._. :Attain Me 

cwt..a *-' ,.,... .. ot -'- 4sa1cc • rtenal8 

t~ el.cc.re4 t01t cblplllllt b?ss ~- Q to Mutll 

•t~a - tell , . cppro:daa~ lft'IJI I C 8M1000 (U.t 

0301 ,~ •• pncnt •'""'"PI• ee • .,.. .. wen •• 

tile rate ot cmo-elxtcn Ul ot alae t1&llt llut.J or 00 per­

com; 114 Tcl.ol"GGIl, CD4 oou.ecq140Atlt 'Ulc7 roprooeAi04 o 

t.o\41 appra1ae4 'Rl!w ot Rllpou 27 , 648, 000 (aboui 

14 
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tt , llf6 , 000) . Die l)Ol"Ma'-P ~ tu whl •w;ww 

OOftncl b)' tuM pQIMilte WaD 110\ U&Wd. 

A nenc- por\ ~1'1d.al h au.\hortv 1'or 1r11e 

o\8-...t tkot 1a e OOU181111&81l\ o1' IIA.U. •' ?liM ., 

Raneoon tor eb1Ja~tnt to Ch1lla 1.10 pou.po _. U.te4 

•• •pot - saa• . Let.r, ciUil ... rep.-cmt oU....a llara 

&Mer~ \hot \ho deoor1pUCIIl na iaoorreot, u 1r11e 

8bello oaowined bJ.Ith u;ploo1"N, not poioOG pa. '%be 

port outllor1t1oa - r • no\ :saUot1e4, ODd _, -.ple 

8hollo w tllo Rmsooa oroewsl at • • a111tor)' oentcm-

aont bore rw eymtnnUOD. It woa tCNDI , •• pacrt 

orrto1al oal d , ~at taw ohollo oantolne4, 1u taot, hiP 

oxploo1ve, no\ poi- pa. 

H 1o IID4onwocl \bot a t omal. oare-t be"•• 
\110 OoTil~Oil\11 Of .llw:Aft 0114 Oblno OOTorinol IIDtal' WIID.O­

por\ lloW.OO \bo two oowu:rioa bu be• p zv;1n1 a4 

will probolll)' b o drawn u,p. At \bo pr-t U.. tn&OIIa 

tr.a -- ore tntor1ng Oblno (l'\lll.lla) 11Mer ~--..1 

pftaiodaa. Ohinooo 1ntoreoh 114T later .-4 ..UO 

own trwaa w1\b Chlnooo dri'IQI"o to LUhio. lll -•o­
Uaa wUb 11lo oOD\eiiipldec1 oporeUon ot tho 80 Dod&e 

t l"UOitl Whl!IA HO•tl.)' orr1ft4 bare trca H0118 z:~, .a.. 
:101&\b-\ Tr•oportaUon 0~1111)' 1a arl"'lllc11&6 tor 100 

Ch 1nooo drinra to llo g iTOil tho ozwaSanUIJil requ.irad 

II)' tllo rulM ~ tho U- ot Uoeaeoa W oper-

11 to \l'uoka 1n aurae. 

CUabaa An'ti!!IJOCDil\a tor .•b1pe!!f\ta • 

• Wlinaoo CNJJta:la otaUon h oa bocm u t abl111hocl a t. 

i· 
- ~ 
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_,_ 
Lnsu'll, •"-' 80 .U.a tNa tala ~ tNaU•, wUil 

- MTDAOO -tntn1 ate\iGa ., CJiiltUC0 -- ---~ 

ala ua DOW M1Qc 4ol1ftnl .rna teal!t•• 'Bien 1e a 

Bu.- ... ._.. ot:tto• •• J .. hlo, ..., a ... -.. a-s­

o\ KJ11)daok, a\ illa h'GDU.. llapteU.w tu •a ... 

alaoioa or 4..-Mok or t~tzM--. at tala 4•\J' 

paralllo em goode ill;piJI'Md a\ n.aaoca tor ~n w 

Bh-~ wore priD\84 1D tAo ott1olal. JUBMA 

OA<.I'!'D fit lilaroh -iii!.. FrOY1o1ou t ill' ~ n.tadoa ot 

4\lt,T ftClllil'e tho JN1111WA\ ot -ix\oonill and Ulo -

ouUon or a boa4 tu ~ ~1n1JIC tU'ta-•i.neM'lila• 

wl\1all h 8\&IIJaa' \o o ... alloUon on tho pi'IJCluUOA fit 

oua\OIU pr oot ot H-Oli;POI'\aUoa to Oh1na. trncler tala 

d:raWboall: prOYi:liona, ill a t'l&11 41l'J' 1a paJ'&blo a\ '&lao 

u .. ot lapor\oU on or oloaroDM, IIA4 t1l'.._.•1x•oontho 

h ra~'blA on proof ot H-OxpartaUOil. 'DI.o Bll­

l'aliSbk- I'Oilta 1o tha\ OYor wbiob ol\1.-..ata or .. tan-
! ala .-4 eqll1~n\ \ o tho aw too\017 ot tile central 

~' Mallutoo~1Qc C"'',p'~, aorooa tho ell~ 

~u .. a llluN'\ 418\CIIloo t'l'Gil panl'\k•, an MiJic 

1a Uo 1-o ot J.IU'ala 16th tile IUMOOC* TDlD 

P1'11lW a Pl'•• u; 11 ' no. Lcatca w tala et,_, that 

tho Ollhno a...-\ W ••••• a -v.o• wi\la 

DICiftqafft\a (lalla I. 1t' aq;...n ... C-.p~, Ual~t 

1.0114011) tor 1100 aetar ~. fit a~ ot "OYV 

Jta,OOO• , a.a4 tAla\ 4ol1_, •• Rae- ot tbe t11'a\ 

lM\~t would 'bo aaclo ~1otalJ'. Ul~l' Raut.or o• 
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To: 

From : 

March 18, 1939 

The Secretary 

»1se Lcn1gan f. . & 
The total number ot WPA workere 

on March 11, 1939 1e 3,009 , ~6 . 

The decrease during the week !rom 

March 4 t o War.cb 11 was 2lj., 759 workers . 

:s 
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'IIORXS PROGRESS ADWINISTRATION 

Number ot Workers Employed - Wdekly 

United States 

Week ending 
1938 

June 4 
June 11 
June 18 
June 25 

July 2 
July 9 
July 16 

• . July '23 
July 30 

Auguet 6 
August 13 
August 20 
August 27 
September 3 
September 10 
September 17 
September 24 

Ootober 1 
October 8 
October 15 
Ootober 22 
Oot ober 29 

Noveaber 5 
Nonaber 12 
NoYeaber 19 
NoYeaber 26 
Deceaber 3 
Deoember 10 
Deceaber 17 
December 24 
December 31 

1939 
January 7

1
,, 

January .. 
January 21. 
January 28 

February 4 
February 1.1 
February 1.8 
February 25 
March 4 
March 11 

Number ot Workers 
(In thousands) 

2,693 
2, 712 l 
2,736 ' 
2,767 

2,807 
2,853 
2,899 
2, 938 
2,967 

2,993 
3, 017 
3, 0639 
3,0 7 
3, 086 
3,102 
3,1.14 
3,120 

3,129 
3,1~7 
3,lo7 
3,201 
3,245 

3,263 
3,258 
3,244 
3, 21.6 
3,185 
3,139 
3,083 
3,021. 
2,986 

2,967 
'2,927 
2,898 
2, 883 

2,966 
2,964 
3,010 
3,o43 
3,034 
3,009 !I 

Souroe: Works Progress Ad.1n1strat1on 
!/ Confidential 
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WORKS PROGRESS ADUINISTRATION 

Humber o~ Workers Eaployed - )fonthly 21 
United States 

Humber o~ Workers 
1936 (In thousand• ) 

Januarr 2,926 
February 3,036 
Xareh 2,872 

April 2,5~ 
)fq 2, 3 
June 2,256 

JulT 2,214-9 
August 2,~7 
September 2, 2 

October 2,~1 
lloYember 2, 3 
Deceaber 2, 192 

1937 
Januarr 2,1~ 
February 2,1 
Xareh 2,115 

April 2, 070 
)fq 1,999 
June l ,g21 

1,~ JulT 
Auguat 1, 
September 1 , 451 

Oct ober 1, 4-76 
lloYeaber 1,~20 
Dece•ber 1, 29 

19311 
Januarr 1,901 
f'ebru&rT 2, 075 
Xareh 2,395 

April 2, ~112 
)fq 2, ~g 
June 2,7 7 

JulT 2, 967 
Auguat 3,067 
September 3 , 120 

October 3 , 2~ 
HoYember 3, 21 
Dece•ber 2, 9116 

1939 
2, 1!1!3 Januarr 

J'ebruarr 3, 04-3 

iZ
urce: Worke Progreaa Adll1n1atrat1on 

Conr1denti.al 
nthlT ~1gurea are weekly ~1gurea ~or tbe 

lateat week o~ the aonth. 

!I 

ThaT include cert1~1ed and non-cert1~1ed workere . 

' 

• 
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'J(:UO . 

t:a rch 1'3 , Hl~9 . 

9;~0 a . m. 

22 

?,>rrat~r : :~r. :~"c ecrsm1th . Oo ahead. 
Geo . s. 
' ctf crtm1th : ~ell~ . 

... .•. 

'· 

.. ·:r : 

1 : 

·::.:Jr: 

:: : 

~·· .. r,... : 

!. ; 

~ello , ~ereers~ 1th . 
• 

?h, f'l? .. >r n1ng . 

I ' m on ly hand l lfl£ emercenc1e~ t"Jds,y . Whnt 1r 1t7 

11'!1.:' , 1t ' e - - ~ t ' s !' pcr nonnel lllE' t t er with r Aepec t to 
?~~ · F , :! r . Sel.!!"etti :"j" . 

Ye"l". 

C'h sur !' . Call Me r!") :l~r~· b ~ C'il 'l~~ ! ' r.. 'lnly hl'nc1 ~1ng 

I ' m r eally only h"'nill1nt; ~~.~ rgc-::c 1es . 

Al!. r1gl'.:.. 

But eure , ! ' 11 C" <' c l ~~l> te! t o sc, ~·o ~: t>ny t1me. 

All rl.ght . !'1'. g <t 1n tl•l~h '!"1\.h your :)!'!'~ce !!ondsy 
::~~rn•ne;. 

'!'ben !~ yo•1 so much . 

All right . 

Clo">d by e. 
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ifJJr : 

Oper a t or: 

H!lJr: 
!1188 
Bu:n~~rd.ncr: 

B: 

~!'.Jr: 

s: 
~::Jr: 

B: 

HI!Jr: 

TJ : 

'f.:Jr : 

?.: 

9: 

U" ' ... ,... • .... \.. . 
B: 

3 : 

:.,""! f ",. . 
· ·~- . 

!l : 

?ello. 

Go ahead. 

!le llo . 

;ie llo . 

l!r. !.!or~!'nthau opeak1ng. 

Yes, Mr . ~orgenthau. 

Who is th1& please? 

Uarch·l9, 10~9. 
9:25 a . m. 

1':11s is BWlgf'l"".ner, llr. l!orgent hau. 

Who? 

23 

~iss Buczerdner; the Attorney General's per·o~al 
secret9ry. 

' Right! Now , the Attorney Gener a l wee t o havo at my 
offlce !\ t n l ne o ' oloo!t the r•tling on countervaili ng 
duties . 

'!es. 

I'm waiting for 1t. 

Wil l you told. t hr line, please? I'll .•.• . 

! !-:> ••••• 

You Jus~ do 1t, will you ? 

Yes . 

An{l - - l t' a n1 nt> tl'lenty - f lve 
I '•:v)ll 1 t l sn ' t hor~ . 

... ... .. ......... I - - I - - ae t~r as 

Well , I ' ll ohec~ riCht a~ay. I guess I ~n~w ... .. . 
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!l : 

B: 

HJ~J!"' : 

B: 

24 
- 2 -

I was ans.y y est erday, but ! know he l!!f~ word th'lt thAt 
was to be at your ott1ce e t n1ne o ' clock. 

Well, 1f 1t hP on•t, follow throuc~ on it ann sec 1t 
b et£ 1nto my own han~e . 

I w111 right e:wny. 

Thank you eo much. 

Sorr~' you hl'~ !.,., .::o.ll abot\t 1t. 

' 
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.. 

'l~!Jr : 
S• tmncr 
'J,rf' 1 lAS : 

..... .. . 
t.- •• .,... • 

• ~,J • • 

? : 

:..·n1 ..... . . . 
,. 0 .. 

VI : 

·.v: 
tr..!Jr: 

ilJ.lJr: 

·v: 

'!:.:.rr: 

P.cllo. 

Mr. ~elle~. 0 ? &~cad. 

<:ello . 

!.!arch lS, 1931?. 
11:18 n .c. 

t;ello , Henr~· . How are you feel1ng1 

? h, ! 1m alive ; how ar e you7 

! ' ::1 - - I ' J~ ell rl.c,ht., th~nkf. . 

I ' ve Jaet ~ePn doi ng soc ~Pl security . 

! eec. 

25 

::: - - wi.c~. arc ;::>'.l i n ~t<vor of ol :i age bcne1'1 t s 
&tart!~;;.7 I 1m i n f a\·:: r :>f them start ing t or.lght. 

r ' n !.:1 f a:nr :>f the1r :;t::.!"t1ng « t the P 0 e of t orty-rtve. 

!~e too. 

Henry , I just wnnt od t o ge t one thin~ clenr in my own 
n:i:lil ..... 

Please . 

1 had ~nompson 1n last night. 

'.)h, yeL 

An! I gave hi e the st~te2ent which you had had eent 
t-:- "!'? . I d1dn 1 t. gi V !' 1 t t o him tex ~u?.llY, I read it 
to b1r:~. 

I unde:-etanr •. 

A!td he exprc~&o1 the op1~1on that b1s Government 
would be greatly concerned, to r h1ch I made no cocncnt 
wha tever. 

P!.,_'I-Jt. 

I wanted t o ~ow, i s t hot stat ement of yours oom1ng 
out today or i s 1t coming out Monday? 

No , we were planning t o rel ease 1t about t~elve-th1~ty , 
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W: 

JWr: 

W: 

"'..!Jr: 

W: 

H~!Jr: 

W: 

Hl!Jr: 

ft : 

HI!Jr: 

W; 

'"!L!Jr : 

W; 

"!.!Jr: 

"'; 

Hl.!Jr: 

\'1 : 

lll!Jr : 

IV ; 

Hl!Jr: 

W: 

Hl!Jr: 

- 2 -
26 

That's tine. Because I think the sooner these things 
are ~one in eequence , the better the etf ect will bo. 

Well, th~t ' s what I thought . 

Yeah. 

And t hat's what I t hought the spirit was yesterday. 

Tha t's JuGt -- Jutt exe~tly what I wanted. 

The boys ere outside end it th~ - - we only got the 
Attorney Gener al ' s opinion a t ten . 

I soe. 

So t hPt delayed us a l ittle b it. 

YeAh. 

?lo , we ' ve been planning t? do it betr.ec~ t welve and 
one. 

Tha t's grt>nd. 

All right? 

Thqnk you ver,y ~uch indeed. 

Hol' ' s your -- ;·ou . ..• . . 

You mus t be having a terrible time over there. 

Well , it ' s been pretty strenuous, and . ... . . 

I -- is there anythine 1n t his -- truth of this paper 
ab~ut Rumania now~ 

Well, Charli e Hurd of the New Yor k Ti~ee called me up 
last n1sht to give ce that story • . ... 

Yeah. 

And ho says 1 t' s a bsolutely authenti c. Uow, we 
haven't got it from Bucberea~ but we have it in a 
cable f rom Kennedy t oday. 

I see . 
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W: 

Hl.!Jr : 

W· 

:.r.lJr: 

"1 : 

- ~ -

So I 111!R61ne 1 t 1 a true . 

Well , between t welve l'nd one we shoot · it. 

Th"t 1 s !1nt> . 

Thank you . 

Then.k you, Henry. Good bye. 

27 
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HJ.lJr: 

Operator: 

HllJr: 
Har ol d 
I ckes: 

f!l !Jr : 

I: 

HUJ'r: 

I : 

HUJr: 

I: 

'H!Jr: 

I : 

Hl!Jr : 

I: 

H!.!Jr: 

I : 

H!:Jr: 

I : 

R:.:J r : 

I: 

I: 

Hello. 

secretary Ickes. Go ahead . 

Hello , !'arold. 

Hello, Henry. 

Ho" a re you? 

lolarch 18, 19:111. 
12:111 p . m. 

28 

Fine. Henry , giving a little party -- stag par t y 
Tuesday night in honor ot -- ot Pa Col onel General 
Secretary Watson. 

Really? 

At which t he Pr esident wil l be the guest ot -- al­
most equal honor. 

- On Tuesday 1 

Tuesde,y. 

I don't know whether we've got a thing, but it I have 
I 'll t ry and br eak it . Coul d I let you know? 

Wi ll you l et me know? 

What? 

Wi l l you let me know? 

I'll l t t you know this a ft er ••.. .•. 

We ha ven ' t got t he 9reseee go ing over in t he Bureau 
ot Engraving, eo br i ng a wad with you . 

All right. 

Becauee you'll need it . 

'lfhat ti.ce would that be , Harold . 

Six-thirty. 

Six-thirt y at your houee ? 

Yes, sir. 
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I: 

f'!:Jr: 

I : 

I: 

'f'.lJr: 

I : 

29 

That's right. 

sounds most 1ntert>s t1ne;. 

All ~ight, Henry. 

~nd ae ! say, unless ther e ' s eometh1ng thet I don 't 
kno11 about; but ! ' 11 cell ~'?'l up r.hen ! go h?me . 
! ' ~at the of f 1oe. 

All right, P.enry . 

Thenks very much tor Psk1ne oe. 

I hope yo~ ern come. 

I hope so too . 

Goocl bye . 
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·..r:;Jr: 

u:iJr : 
~P'1r'' 

~/:!ll:._c /!1 : 

... . .. . 

.... 

"' · ... 

""'J r : 
.,. , . 
·.: ·..rr : 

... . . 

... . 

.... ... 
li:!Jr : 

... . .. 
·-: .. Jr : 

Hello. 

Secretar y Wnl1e<ce. Qo a.hN>.d . 

Hello . 

He ll0. Henry? 

:.:.:•rc\:1 18, HI.~') . 
! ·~ : 37 p . :3 . 

20 

0 . !< . "te 1 r c g11 t.t.~!'\6 o·~·. our -~l~R.se her e 1r ~'ll~ ~n 
b:l\.:..r ~n -= ~·'"" +... '!r\'0 ! !1nt: A.ut~~s on Ger mAny . 

"" • y e~ . 31 "!.1 !h,.t.cht>r I'I ~S ln here &ttd : r ondPrt>cl 
if you w:>uld ,. n ,.e t o '!Pt. lur.~h with h1m som,. t. i :ne . 

\'le 11 ..... . . 

He ' e C? '- l\ r eult.imAtcd f'rl' t:le r s linton ?Ut tn thc­
n?rthwest !In ti b(' hrG - - well, I th1nk it v·.:>ul<" ba 
1ntert> s t 1ng f or you ~nti h im t o exchane o views . He 
ha e some r >· t.l:lpr v l t:;?!"OU!' l ·lPI\S o f hlr :>11·n, I ~ tnc1 . 

"'ell , t f :~e ' s a r J ur. .. ~·c-\n ,.sdRy ; tf Y"'' r,P!'t ... .. 

·vo·..:ld ::· ~ J. 1!.'-tc t o . 

v e r..h . 

! -- 'l'ell , wh'\t. da,y ·•.ul<l you F~gscE t7 

\'letln eeda~· . 

'1'" ln~ c:iay? 

Y('!lh . 

All -1Ght. I ' 1~ f1no if he ' s s tlll g'1nz t? be ln 
t lr• :>n .,.e~ t'\ t' s<!ey. 

Jo you wan t . .... coc.r h~re, or " ould yov U Y. 1111' 1 ·1~ r 
t.,~ere ? 

• 
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... 
0 

,,. , . 

... . .. 

":']I' ! 

'!.' : 

u· Jr : 
., .. 

- -­.-. 

- ~ -

r.1ell , ~,,,_ 1!"l'" l t~ y~·t ')V 4 r h~- "' ag~ 1!" . 
I ' ll ~t~ll b P b~~~n~ 0:1 t hP mesle . 

t_ ,_l ri~h t. , re ...... 

I ' on rt 111 --

5eC l ftf; 1 L 0 6 !'(: l'1~' l1tu re 0 1•re 
0

) 1 (' ()ti!P 0 \'Pr tl-te r P , 

! 1 11 lc ·_ .. O'.t 1~r'.,.. . ""'nE' ""'li':. ~ ~ tb!r.£ , 'C"h ~n I gl'l t. t. hr ~ 'lSt• 
:1 t -:; ':>~r:~t. yEs t erday, I hac' o t.Pl '.< •·ith ? a t.ter!lon· 
f1r" ~hat -- : ml s_ht l:~vl' • :~:>ect.cd t!l ~ s . "ec P•Jr c ben 
~:>~~r !.- " "1° ) f t'"'t" ·.· 1cP- - - ::ceP.r J ohn!!.,n ' t v\ce 
;Jr c•t- tde.,t~ . 

F'lud tt- ctt. oOt:'"": ~re c ~q s , er .r -- •,Q.o t he f ? l ks do.,.n 
t hf' 13 ,.. ., t:1 commrrce have o ,..., U, .... :-- s t r:>ng !.~ c!'\t &g:•! 
t !"', -- rgt~ ln~t nn~' "~;'j ... .,.t c;'JbE l "'Y ? lBn . 

1'/cl l •.. . .. 

~·_t~ ! t.h!.~ ~ver~t t.hln:: ' F g ') t n~ t. 1 ,.nr~ c ·: t f1nr , h\J t. 
I !.!n ught. I ' -\ let . ''l rr 1·· Pb1ut '.bo t .. . . . 

.. ~e l l , .. ...,, ,_ - ~ ~ ... f t.···· :J r:"ve :.1".r· ·. CoMe l l M"~ 1'\ qny• rtY, 
"1 r-~~= 1~ ~liP roremer ce De~Grt.m~nt ot t.h l s "true . 
I ·- -,.'\ a EJO<l t~l:t ·· ~ t "' Edm1net.er '":l" T f~tl :;!:" ' -• 'ro 
~~t~£ L~ get t.~• t.~ln£ - 1JLhPA )~t , b ut thP t - ­
t hor e 1! " ?'lc;; l h11 l t.:l .,r n -- ~n vl e 'l' J f t !t" t. -- 'l f 
t.h~ t ho'lkup , An' in " ' ' V' ~~ whPt ?At. tc~s~n t 'l l o\ ne 
Ab ::;.o t t.h~ WA:J the _,<JJ) l C - - yo u £ee , 1t. 1 ~ rn t.hrr 9. 
C11!' t~ l S • '1 inf - - t4 vnr y f un,..y t l< ~n£ ~ l h"'Y -.,. 1 \. ho l d 
of ?Rt.tc r r Jn JuAt bef'lr~ h~ ~~e t~ ~e~ l ~ 61 nec t.lne 
11nd rurnish,.~ hlP" ·vt th o l 'l t 1f Ar e umen t e ~..:• t no t - ­
th <>y r 'l lA , ·· ~' ' "' • cJt' ">11 nW!' c 'lmc u p t.htP Aft e rn 'l?n," 
nr.-1 thP:t foo- • ~ BhPt' h 111 wi t " • l o t ? f Pr fumPOLC AgAl ne l 
t 1~ • ;: _.; r t p ln n. 

: ' ll be -iAr ne.,. 

"''~t l l ... . .. . 
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32 
- 3 -

3ut : d?::l ' t ~ n'ln 't -- pl~•·:e ~~n ·t ..... . 

:1o , no , no . I und<'rot~ntl . 

It 1 r J u rt. s 1mp!.y •.:nus 1r.:,: thllt 1 r qll , b e e P use ! t.h l nit 
e v 2r y t!'! lng i s go lnc; to wo r r. out. f~nc. 

Jus t a b lG ht;.p~y r nmll.y. 

It. 1 :; J uet C b.'. hA ,lPY fl'r: lly . 'lie J ~.u; t g et 6? UIUOh 
ft• ~ nlt. :>f lt •ll, u!'n ry, ~t J ust . .. ... 

Yt'0 !1,· ?~ l ong "& you kec; your back t o t he ~P ll though. 

! U."'d er ctend. 

r:: . :<. 
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DEPARTMENT OF STATE 

WASHINGTON 

Karch 20, 1939. 

lily dear lilr. Secretary: 

I am enclosing f or your confidential inforaation 

a oopy of paraphrase of telegram No. 57 of J&arch 20 

from the American Legation, Prab&, with regard t o 

the gold of the National Bank af Prab&. 

Sincerely yours, 

Enclosure: 

Paraphrase, I o. 57 
of lil&rch 30 fraa 
Pr&b& . 

The Honorable 

Herbert reia, 
Ad•ieer on International 

Eoonaa1c Affaire. 

Henry lilorgentbau, Jr., 

Secretary of the Treaeury. 

j 
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PAUPllllABJ: OF TILJ:CIRAII RJ:OJ:InD 

ftlOih uerioan J.ep.Uon, Praba, Oseohoalo.&Jtia 

DATI : Karch 30, 1939 , 11 a,a, 

10. : &? 

A good authority hue intoraed .a that on e%&mina­

t1on of the Yaulte of the Bational Bank here the Geraane 

r ound no gold, Where the gold ie now I do not know, but 

belieYe it aoat likely that it waa ~hipped to England; 

there ie little doubt that ee.eral planea lett here 

s ecretly f or England juet before the Geraane took OYer 

thie area. A etory ia alee being circulated that on 

March 13 or 1' Beran and ByroYy paid a clandestine Yiait 

to Loodon by airplane. 

CARR. 

U:Lft 
• 

34 
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Stcrttnry of StatE, 

Washington. 

RUSH 

37~, Yarch 20, 6 p.m. 

·-
PLAIN 

London 

DatEd March 20, 1939 

REc ' d 2 :03p.m. 

~R TREASURY FROM BUTTERWORTH. 

T hA~ a talk with Phillips at th£ British Trtasury. 

:!. . HE said that ;:hE Chanctllor of thE Exchtqutr 

would nw.k£ known to tht HousE of Commons thE stEps talctn 

35 

by thE Bank of England at thE Trtasury' s r EquEs t to EnsurE 

that CzEchoslov~ia l s assEts in London would for tht momEnt 

bt blockEd and that a bUl would bE introducEd in tht HousE 

of Commons this wtEk rtgularizing tht position . Tht bill 

would providE that gold, stcur1tiES and balancEs hEld on 

bthalf of tht formtr Cztchoslovakia GovErnmtnt, thE formtr 

National Bank of CzEchoslovakia or any ptrsons in tht formtr 

CzEohoslovac ian Rtpublic now on dEposit in Grtat Britain 

could not bt <!-tal t with txctpt with thE c onstnt of tht Bri­

tish Trtasury. ThE bill will also contai n a provision to 

1Ddtmn1fy institutions opErating in GrEat Britain against 

any lossEs that me.~ bE incurrtd through thE carrying out 

thtst instructions. Both thE instructions and tht 
ot 

• 
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FS 2-lio. 374, March 20, 6 p . m. from London 

or coursE are applicablE to foreign banks operating here. 

Philli ps said they did not propos e to repeat their 

experiencE over Austria, nam£ly, to turn over all thE asseta 

in eff ect to the German authoritiES and thEn have to makE 

a play •:11 t hout these trump cards for the settlement or 

obli Gations to Bri t ish nationals . He said however that 

ht dici not expect that the !lri tish courts would in thE 

future hand do\'11'1 judgm£nts which \'/ould entail payl!ltnts '?Y 

thE British Trca aury as a resul t of thE indemnification . 

A noticE has also been posted on the Stock Exchnnet 

requEsting members to refrain from mo.king any payments froro 

balances or handing over any security held on behalf of 

residents i n czechoslovakia and otnting that in thE caaE of 

any unc~rtninty rEferencE should bE mo.d~ to thE Bank of 

England . 
2 . Phillips expressed satisfaction that thE British 

fund hnd not lost unusual large quantities of gold given 

thE prevailing circumstances . He emphasizEd however that 

this \7os mE rely "thE beginning of a long job" and that it 

was very difficult to sEE thE course of events at thE moment . 

He called attention to thE widening out of the forward r ates 

as on indication of difficult t1mce to oomc. HE 

' 
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FS 3-Uo . 374, !.larch 20, 6 p . m. fran London 

HE addEd that thE joint stook banks wErE bEing informally and 

confidEntially circularizEd to scrutinizE all such trans­

actiona particularly carEfully so that thE prohibitions 

now in forcE would bE as Eff EctivE as possiblE; hE impliEd 

that thE British fund Ttould not for thE tii!IE bEing opEratE 

in thE f orward markEt to prEvent s. widEning of the ratE . 

He also mEntionEd thE substantial 0old lossEs which wErE 

taking placE in thE cast of Holland, BElgium and Switzer-

3 . Phillips statEd that a not E was bEing draftEd to bE 

sEnt to thE FrEnch and AmErican GovErnmEnts rEgarding thE 

practicE uhich has bEEn stEadily growing sincE last fall 

of sEnding singlE gold bars by parcEl post from FrancE to 

thE UnitEd StatEs. YfuilE it was doubtlEss facilitating thE 

Efflux of Gold !'rom EuropE his main objEction lay in thE 

fact that it was quEEring thE gold fixing pricE bEcausE 

by this n Ethod :;old bars could bE shippEd in bulk from 

London to Paris and singly from Paris to NEw York at 

approximatEly 3d . pEr ounoE chEapEr . ThE facility arisEs 

out of thE Frs.nco-Amtrican convEntion of DEcEmbEr 1935 

l'lhich pErmits a packagE to bE shippEd EVEn if thE valuE 

EXCEEds thE dEclarEd limit of 1000 gold francs . ThE British 

TrEasury has atttmptEd to stop thE practicE through thE 

insurancE companiEs but thE insuring is donE through 

• 

indEpEndEnt 
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FS 4- No, 374, March 20, 6 p ,m. from London 

indcpcnden~ Swiss concerns which will not discontinUE such 

operations . ThE ordinary shippinz rates would havE to be 

cut by half to make the postal channEl unprofitable . 

Phillips stated that under thE general postal arrange­

ments eold can only b~ despatched under terms acceptable to 

the recipient country. The United Kingdom and India restrict 

sending and receiving to ~ 5 , South Africa maintains a 

complc tc prohibition and Rolland only allows thE traffic 

if a certificate from thE Ministry of FinancE is obtained 

which in reality is not obtainablE . 

Phillips stated that hE wanted you to have this back­

ground before receiving thE official communication and hE 

expressed the hope that France and the United States could 

singly o~ jointly devise a mEans of putting a stop to this 

practicE . HE felt reasonably surE that if such postal 

shipmEnts were ppohibitcd between FrancE and the UnitEd 

States it would not be found possi ble to send such gold 

Shipments f~om any other country to the United StatEs by 

.parcel post. 

KLP KENNEDY 

• 
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DEPARTMENT OF STATE 

WASHINGTON 

Karch 20, 1939 . 

The Secretary ot State presents Ilia co~lt.eDta 

to the Honorable the Secretary of the Treasury, and 

encloses tor his strictly confid ential intoraation a 

copJ ot paraphrase ot telegram Jo. 387 troa the 

Ambassador at London, 

'Enclosure: 

Paraphrase, Jo. 367 
ot Karch 20 from London . 

• 
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PAIUPHRASI Or TILSGIWI RIOIIVZD 

I'ROK: .bt~ican lllba .. y , Londcn, lngland 

DATI: Karch 20, 1939 , 4 p,a, 

10. : 36? 

RUSH. 

The following ia atriotly confidential far the 

Secretary of State and t he Secretary ot the Treasury: 

Legialation is being introduced by Sir John Si•on 

wbiob will perllli t t be Bank ot lngland to bold up depoaita 

in tbie country for Czech account. Sir John i s a little 

embarrassed to admit in tbe Houae ~f Commons be baa 
... 

bald them up without the authority to do eo. HoweTer , 

be will argue that, at the time tbe original 10,000 ,000 

pounds waa Toted to help out t he Czechs attar the con­

terence& at Kunicb, it certainly bad not been the intention 

to giTe t he benefit of those funds to Geraany. He wi ll 

say that England is justified in trying to get back t be 

adTance already aade in the a mount ot 3 l /2 million 

pound a, 

IEIDDT. 

Regraded Unclassified



FS 

Secretary of State , 

1'/nshinc;ton. 

375, March 20 , 7 p .m. 

PLADI 

London 

Dated March 20 1 1939 

Rtc 1 d 2 :55p .m. 

FOR ~P£ASURY FROU BUTTER~ORTH . 

'l"nt London Stock ExchangE wns wtak again today with 

Brit1 ~;1 GovernmEnt securitiEs lcadin~ t!'lE declinE. \Var 

Loan 3~'s closEd n t 96 . 

41 

'l'ht Cit y is both mrvous and pErplexEd . It rtalizts 

that tht British Government ' s past policy has failed ; it 

hopes t hat a nEw nnd better policy is in tht process of 

formulation ; md it has no dtfinitt idtn what that policy 

will bt or may entail . 

Th£ Zritish authorities gave doll~s frEElY at 4. 68 _1/8 

and in t ht givEn circumstances tha take- off was modtrat t . 

Gold fixing was largt 258 bars bEing sold at 148s ·6 d ; 

38 wert marriEd and thE British fund suppliEd all of tht 

remainder. After fixing market !;Old was offtrtd at 148s 

5~ which would work out at 34 . 7485 but arbitragtar.s wtrt 

reluctant to ship fearing insurance rises. TbtrE is littlE 

or no tvidtnct of an i ncrtast in gold hoarding. 
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FS 2- No• 375 1 March 20, 7 p . r.t. from London 

Of thE continEntal countriEs thE Swiss franc 1n 

particular uas VIEak and dEprEciatEd considErably in thE 

absEnCE of official support . 

ALC KENNEDY 

42 

·. 

' 

Regraded Unclassified



PAIU.PBIUSI Or TILJGRAII RJ:OIIVEJ) 

FRCII: American J:lllbe.aay, Parie , J'rance 

D~TJ:: Karch 30, 1939, 5 p.a. 

10.: 530 

FROM COOJIU.lf. 

The Parie marke t is nerTous and depressed consider­

ing the international political tenaion and awaiting 
• · the appearance of decree• which Daladier will iseue under 

his newly acquired authority , In eupport of the epot 

franc the J'renoh stabilization fund bas yielded sterling; 

more offering• of forward fra nc . Sbarp sag in J'renoh 

rentee. L01111 of 8 to 10 percent in J'renob sbaree. 

Dollars are being given importantly by Dutch control. 

The belga 1s be ing held at dollar parity. There bas been 

a decline of about 1 percent in the Swise franc, with 

flight of Danubian capital froa Swiss centers. There 

is speculation among traders in Paris as to wbat con­

orate assietanoe tbe Uni ted states may be e~eotad to 

give to France. Theee traders are curious oTer the 

gossip tbat LaT&l left Paris tonight to sake a vieit 

to Roae. 

~t five o ' clock I had a t&llt with the Bank of France. 

The French control had by tbat ti .. yielded 400 ,000 

pounds. As oa.pared wi tb other European cent ere, thil 

lose ia not indioatiTe of azoeseiTe preeaure, since 

ay friend belieTed tbat about fiTe aillion dollar• ba4 

been 
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-a-
doll are 

been epct by the 81r1ee, about ten a1111on/by the Dutoll, 

and twenty aillion dollare by tile Britiell. 

BULLiff. 

U : LII 
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CA B LI 

lroa z Bankera fruat Co8p~ of lew Yorlt, 
LoD40D Office 

Date z March 20, 1939 

Dl C.lS'l'ILLAlll IW'O!t'tS CABI!Il!'l' RECIIYID WIDIST POIIDS !!lA! Willi 

!VER CliVltll TO A FIIDCH GOV'IRIIM!N'r SIIICI Tl!IBD RIPUBLIC 11 lAC! 

POWERS Alii DI CuroJIUL, IT WILL UPIRI IOYIMBD 30ft GOn:a!OO!I'! 

IIAVIIICI '1'0 SUBMI 'l' DBCBEIS 'l'O PARLUMZII'l' BllOBJI llSCJMliD 31H. 

DALADID ' S CIO'I!I!Ji)(!ft BA"fl lULL St!PP<Il! OJ CWRfi! IICLODIIIO 

COIOIIlliii S'l'S WHO lOUGH'l' fll:& POWm!S Ill ClWCB!B BUT WBOSI PAI'IIlS .AD 

IN JAVOR OJ TBDC, '!'HIS I S LOOIED 1JP01f AS 'fBI LAS! PBASI OJ' IA! IOIIAL 

RIDRISSKilft'. CD'l'}JN DICRnS WILL PROBABLY Bl I SStrnD TODAY INTINDID 

COMPL'£'1'1 NATIOIIAL !SnNSJ, 40, 000 SP!OI ALIS'l'S CAI.Lm> tiP '1'0 IWf 

MAOINOT Lilli . RUSSIAN PROTESTS ORI.U'ID VERY GOOD IMPR!SSIOI 

BILI!YID TUOOSUVU WILL FALL IN LID DUI TB!m SL'PPOI!! or 

CZICBOSLOUJ:U SIBCI Vl!RSAILUS, ClDERALLY BILlln:D SIIztJD 

CZJCIIOSLOU U A CIR.A'B POLI'l' ICAL BLtiiiDIR. COJIJ'~IOII R!CI IYID 

IN PARIS or SCOJ!OMIC Pl!!SSURI Pt1! OJ RtiWfU, UT.U. 110! IB ROlli 

Btl'! SAID '1'0 BA"fl BOJ.S'!'ID HIS ABILI!T ltAD SA!ISPAC'l'ORT Sl!'l'LIICZft 

I!USSOLIIII ll Asn:D TO DO SO, J.:t POPE 'S OOROIIATIOI CROWl PRIIICI 

RECI IVID TRIMDDOUS CIIURIJ!G WHILS'l' PRACTICALLY 10 DDOIIS'l'RJ.:IIOII 

FOR CUIO, l'l'ALUB P!OPLI V'IRY MUCH COIICIRRID. 1,200,000 to 

1 ,300,000 GDlwl 'l'I!OOPS UlllliR Jl!MS, Ill ITALY 700,000 CALUD tiP 

PLUS 100,000 II LIBU LAJl(JI SUPPLIIS .&IOCUIII!IOI BIIWG SD! lll<* 

GIJilWIT '1'0 ITALY. II MILI'l'j]ly CmoLIS DISAPPIAJIANCI Ol C~ 

SLOVAJ:IJ. COIIS lii«RCn AS DISASUR HOWifiR .AM 10! PISSIIIIS!IC AS 1 

HILlin JIRM S!jJlD 'I'AJ:III BY dDCll OOTIUIID'! II CLOSI COOPIIA!IOI 

WI!H DGLAID Vll.L IUD Dll'm!l DCPUSS101 01 HJ'fLD, 
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!ol hclre\U7 ~~~H-cnu­
Jr•l J. x.o .. s.ac llllck 

(IaUni .. wUh !It'. a. o. lllllaz, t=r- ot .. Ue• a4\rte• u 
Mlaietr.r ot 01 aloatioaa) 

"!be oa:paci\;r ot \u :rr.-!l Ball~ oaa 'M mble4 1t tbl -• 

ot r olllac etoolt 11 Rtflct .. tl;r boreaal4. .t.t preMat tu ,_. 

Jail~ otftciab are tl!SaH'AC 1a ,_ ot tacr-.s.ac \be •r•U:r 

rolllatc 1\oolt fro• other r&llroa41 aa4 leaa - to t!le JreMII llatl~ 

~: .. s,... h eo 'lla4l;r l'llttM aow tllat prl-te oare -' ,. ... 1 

"!be lloUII"n Ri.,._, c 14'117 h \be 'Met -.uu• \~ 
Uoa oo.paq 111111 \be lftth"'' !ftaqor\aUa o a v 1e _.._ 1M 

foJ'SOI' h tor r•4 alat-e aa4 for olriliaa ,_,_.,.u ... 1 

1Jreaoh aa4llr1Uih la\ceeh are Ueouliac \be .... n.tU\7 ot 

tiMaotac \be hDlac-hlfll Ball~ n\ u wlll prella~ \lib \bla 

;reare, Ie \here ~ poeelblll\;r 11' Allert- la\-1h ts-S...C l\ t 

OoadraoUea writ h ao\ nr;r Utts .. u .. \llie ...-. tr. " lac w 

--...s "-' .u ot ''- ,_tatac IM\lea te nsr-17 ~ 

aa4 nbJeo\ te laahllMI. I»"- \hh -tr.r ,.._ \M 

Regraded Unclassified



lea .... tu'F 1111111',_.._ 
,..., 1. Leedq :IMk 

.~. U will MD r-s M -.ul. ~b U... At\• 1\ b lid!\ 

e-e .._ .... uea .r lh --so -- an ... •» ~ .. h 

epeaM.• 

_,.. 

•t .... vp4 ~ lllals•er U• .,,.., tt.. w lin -.zoe aU•U• 

t e ~ pas...., -taebc ot tbs roM. so as to At 4owa • - •4 

\car .r ·u.b. 0• 
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!o1 ~\u7 !lor~ 
ll'oal l. looeetac llaok 

11MMIM-IDIJV (U»JB .. ) JAilAT 

(Iahn-lew with llr'. !. lac• Dlreo\er, llllrdl lJ, 1939) 

"'ar\lnrorll: OD. \be rall•:r bed 1e well aloJIC for a dle\aace of 50 

11:11-tere n\ troa l'v•t..:. a.J.l nlnrh, te.porar;r 'br14cee aa4 

eartlurorll: \o SGaAwe1, a dletaDce ot 250 ll:i:Lo.ehre aD.r\h ot hala&, 

ll:r the ew1 of \hie ;raar. JO,OOO worlala are aow ~lo;rel. aad will be 

1Dcreaee4 \o 100,000 11:r \be eac1 ot thle 110ath. 11oM iJI!pron-\ 1a 

lo~~&n bove of worlt ll:r \he worii:Ma h taii:1DC place. !he railroad h 

pereoD.e lathe tlelc1,• 

•n. ooJ1CuUoa a\ \he l'v .... sac ll'nch Stauoa will •114 1a hM 

whea coocle - be ~c1e4 ill i.-porar;r eeoluc1e4 co4o-• ale-c thle 

an U.ae. !be oo-\lac Uae \o \he fire\ eU.Uoa lllhere rail •teri.ale 
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!OI leor1\&r7 llerpaUIIA 
J'roal J. I.oaatac llllck 

(IaUrrlaw &114 iupeoUoa trip wi\11. llr'. ll'll. 011.1~ Jiae1uc 
fd r-t-c-tcaih. laU~, llu-oll. lS, 1939) 

apeoUon trip ot the work on the road 'be4 81114 on \ll.a 'D».1on 8\&Uoa 

50 

ot ill.b rail~ &lld tll.e ""n••nc-~ 1&11•7• 'l'he earill.wrk oa tha 

coD.Dacttac U.Ak ot tll.ia ran~ witll. tha J'reaall. ll&l1~ b praoUoal}T 

COIIplete4. 'l'he briqe to tll.e ataUOil baU ~ \let- tll.e hiD llua 

will 'be t1ahll.e4 1A two welca. 'l'he 4h\&looe fd tll.1a coAMcttac 11Ak 

h the kU-tera 81114 ra1la are lai4 io ill.e brUce, aboat o-llalt 

tll.a to\&1 dht&Dca. :lartll.wwk on tll.e tJal.on StaUoa h perllapa 50 per 

cant OOIIIP11te4. 'l'he la70ui h cood. llr'. 11\l polllUcl to ..., utin1all.a4 

road bed 'tlbioll. 11&4 to 'be a'blllldou4 on aooOUDt fd ob,lecUen fd U.1 

larce lalldlorde (fdticiah). 

llr'. 11\l MllUOilK tll.e enr.- 41tt1oultT fd '1110.1141ac tll.a 11&1 tro­

'hlaillC to tcaih., a dhi&lloe fd 350 k1l-tera &ere czoada• will 'be 

•• 11.1ct> aa 12.5 per coat aaA Clln'la 15 per o•t. 'l'he drop 1A eli'I'&Uoa 

blheea tll.aee ho polata b aM1lt 1900 Mt ..... 
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!o1 SeoretN-7 llorceatlllia 
J'roa J. to .. iq :ltlclt 

:arastow OJ' snnou 

The fonMr hea4. ot the Cntral lklYerdt7 8er1culture :bperlaea\ 

StaUoa, Ill' . Chaa Clllalc-hftl, h aow r~ruenUac the llbh\rT tit 

lc<laoaloe f or the proaoUoa ot eerlcultu.re in IW~aa~>. Be holt - \o 

hll Sericultare etaUoa hare aa4 I toa4 hla in the prOCIII of eeUl111 

out l6o acrea ill allllrrlu ahlppe4 troa CIIM!daac prOYiDoe. floe 1&114 

11 hill laad with cood aoil 4epth 'lnlt rather Wert Ue. J. aUk tllanre 

atarted wooD. three he1ea baYe ben 11lected for the e><teaalon ot 

the ladlutrT aad t he .. uoaal J.crlcul\u.ral Pro110t1oll Co•1uloll baa 

Juet araated l'tmllaa proT11lce 20 , 000 7UJl to a .. ilt in aerlcnltnre 

exhaa1oa. Ia all, abont olll belt alllloll 7Uil are belac 41Tote4 to 

the proaot1on of the illdnatrT. !be obJect 1a t o prod:aae rae ell.lt to 

aut the ataadar4e ot ~rioaa tilatu.rll aad for ahiPMDt to ~rloa. 
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'· 

:r> 'Jr: 

•J:: .. .rr : 
;..~th u, 
c. , t,,,,. l"': 

;. : 

··· · ... "'r : 

• 0 

- 0 

;-. : 

r. : 

!'r. Altceyer. Go :lhceCI . 

Ec~ 1~ . 

L!pJ l:> . 

~ 1.t n.eyer. 

!iorgenthau . 

!.!'lrc:!:l 20 , 1Q39. 
11:3Q !l . m. 
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! rca.:: t~~ t ' t. C' 1 1 yo~ b~f"lre ·,-r ,.ont !. -: t ~ .. !"rt'sl<ient. 
! lt.., ,,.E' c:-trq;ec'. my _,oc l.tlcn :>ver the rteek t>nd :>n t h is 
r- !'::le,re:n. 

! ~ec . 

AnA ! wFu:t to t !'ll ~·ou \"'nn t lt t e . :::: •m 1~ ~ .. .. ....,r of ' 
n:> +. ~ncr eEl c l.ng t he t ax, but ,Jcr ml tt1n£:: the be.,~ rue 
t. J s t e rt in ' 40. :row, I h~ve wit~ mE> 11bout f :>Ur 
:!!.ffert:>:tt -:rl"o :--~,, ':.l:'.t th••.1 I hPve bEer. ae~ed t o g1vo 
th2 ?r1'2.:.~:~ t ; "'1' from !:co l es, "NI'. i ch: h~vPn ' t yt>t 
.. ~. ~rlve;i, :~c :!'rJc !~ ~ ?red eric ~olcr.o; ron~ ?r" e !"rocn 
~ :r. Laut.on Curry 11nd BenCohel) a l! of ,..h t~"> arr " ~1ttle 
bft1"!ffp:--~ ·.t l'lr.oi ~u ') f ·-i: i c h ! h~>.ve b c"n 9s7e~ t o 
£lve t~c ?r~c1dont . 

B:.t . ... . 

I .. .. . 

But co l l t o t!-l c eff ect o f no t wa•1t. tn£ t:> ln~ "'C't'S P t he 
t a >.. . 

Oh n0 , t h e Cur ry ·- the ::nr ry- ::oh en plan i s quito 
" 'f~Prc'l ' . Tho Curry-CohPn ;Jlen it t hnt --to ~t.rrt 
;>!'Yins !'ver ybocy over e1xty-f'1ve year s old t Ml"eC' i~<tely . 

Yeah. 

: t v~u!.:l cost ar::ountl n1 r:e hundred n !.l '.' o"l "o llar~. 

Uh-h\lll . 3ut you -- !f"'l chG:-t,ed : 'cur m~~d, nrd y .,u•re 
n' t ~r. ~Pv~r ~! 1ncreac1no the tp~? 

Regraded Unclassified



!-l!!Jr : 

A: 

~ · 

'.f!:.Jr: 

. . n , 

":,.-• T,... , .. •"'- . 
A: 

::~JJr: 
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I • m in f n\·o r of not 1nore~ t !ng the t "x but -- but 
starting the bcnef1te tn ' 40 . 

! see . l'lhy did you ohP.ng e y-:>a..- a:ind? 

\fe ll , : •ve been do i ng not~1ng but .. or~ing on 1t s l!:oe 
t hat, and !'v~ Just dec1~ed ~fter l1ste!:1ng to every­
'xldy tor P rn->n t h t hqt, fr?"' u ver y e t~m<l;>oint, tl-.Pt 
tha ~ ' s ~he tes t ad v ice I can e ive t he Pr~e 1dent. 

I sec . 

I mPI'n, 1t 1on't arrived r. t lightly. I huve J uet worn 
my self out art•1v1n;; ~ t. t he conolueion. 

Yeah . Al l right . 

But I •· c.n t.ec you t '> kno ... 

.t...lt rlght . 

Regraded Unclassified



H!~·1r: 
;.. lbrn W. 
!!~ rkley ; 

3: 

E: 

~ : 

~ "T,-. • ..... . 

~ : 

:t . 

a: 

3 : 

H':Jr: 

Hel.lo . 

::ello . 

'-'el l-:, l.lben. 

:: ._ , to , !-!c ""tr y. 

'l" •' t> r e you 7 

All rlght , how a :- c: yo•l ' 

ll~<:<ch 20, 1039 , 
11: 3 6 l'l .m. 

'~I' ll , I ' l l t ell y:>u r.::c t : cP lled y ol! ~'!) :>ut.. I d on' t 
:tn:;·:: ~h« t. :,~ybc:-1;; " U l ~) 1 t., tN t ln the e v en t soce­
b:>1~• t,•l<f' P A <'!""Cl': l' t ;•'l'Jr or d er • b :>ut t h1:; t•n"lty­
f:?e )er cent ~~=~e~£~ !~ ~ut leq . ... . 

! ' d l ~kc v h:>." e ' "" ff•ctr OVP!" her ' !'rom '<''ll. ch it ' s 
bAC Cd . ~?U).i! YO'J t;-n(' "'! SOM•· t ~ in!" OVt:<r ? 

?h , ! 'c 1 :>· · 

Zc t.h"•t 11" P !1::l:~dy =~!. ~t:£ t' u~ , ! 1 11 !:r.., ,., rhr t ! 1 m 
<'o1-:c. 

I' 11 e cr.d :::d Folc;' ..:;:> tl>t>rr .-lth J?hr~on fr?m ':•Jet.?~~ 

"'e>ll ~1·':.~~, I won't 'l~\·c Ltme t o l '<lk t.o t hem. :r 
YO '.l 1 \'~ .:c t l' ny -- bPCRU~e I ' "t' e., ... ~~ be :ll' th~ !':!.-:r . 

··:pll ..... . 

:>n t h l r rt>oJr;;t:.r.!.z f- t t o n· '!)·1•. :: tho·~!:.-" t ~f y o•J h d 6 
cct~or~ .. <' Uil o f soce kt:~A ..... . 

~uh7 

I ' ll dssh of f somet hing for you. 

All ::-!ght. I -- :: nu:t the fact.t. I )<n')Y•, o!' course, 
1:1 a gem rPl was, but I mrr.n the epec1f1c .•.•.. 

Right. 
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D: :'P.c t e upon which you bace t his •••... 

~!!Jr : Who should we give it to if you're on th e floor? 

8: Well, Just send it in to me. 

~!:Jr: R1ehto. 

8 : All rte,.))t . 

P!.:J r : Th~nl'e r or t he opp~rt~~~ty. 

~ : All right. 

Regraded Unclassified



• 

'l'.!J r : 

u::Jr : 
Sumner 
·.vrl'!.cr : 

., . 

"1 : 

;r::Jr: 

'.V : 

t:t·~~· . . . 
'" . 

"1: 

.... . 
~:::J r: 

ll'· .. 

T. ; 

Hello . 

~~ . W~llcD. C~ Shead . 

:rcll o . 

Go:>d :'l'>rn1ng , P.enry . 

po l l o , Sumn er. 

:.:'U'Ch 20, 1939. 
1' :32 a.m. 
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I •·!'-ted t." P~!!. yo'J 1f i t would be conveni e nt !'or yoc, 
~ ince I !'~nrl n->~ t hat I' m at c:y deek that ! ' m t.ted u_:; 
!ler e .:itl\ no en<l ')f thine-, t a"t I o.,uld drop in t o 
E: o:: yo•;, t ? hav e our t ttlk , BllY n1ne-th1rty t.Ot"')t'l'Ow 
m'lrning ins t•" 'i .,t t~lay. 

;~ f = ~ ~ ~ r.r"'" , <;unner. If •nyt!:!!ns should co:ae u;> 
t-et';'(een n~-: gnd then, .. 1::• ~·~ '1' J ••st ot.~<r.gl' it . 

Yef. , lncecd . J ~1t t l e t me ltno ... 

!;ee? 

If! don ' t hP"r froc you , I ' l l ~ro;> ln Ht r.ine-tb trty 
tJmorrc<· ::;')rnint;. 

!'1ne ! 

An<" one ot.>1er t.'" 1ne .. . . . 

?leBf!L 

~~e ~rest<"~nt ~"e ~,e~kir~ to me yee t rrdAY on th~ 
telr;~~~~ . r~f~rre~ t~ ~ rep~rt tr-t -ll ?hqr,t h0~ 
rer1~r?~ you last sum~·r .....• 

Yer-. 

Wb1~~ r e jotcea in the t itle ~!'the "e. ~ . B . report• . 

Yeah. 

~e v;anted •te -:~· muc'\ to ba1•c mP 50 over th" t , Coul<' 
yo·~ !;( .. :e n c oj)y eent to oe? 

••ell, th t e •.h J..ng - - I ' U tend you e co;>~ r.·lth on• 
•mderstc.:~ding , t h a t t.h1e t~inc: does not !\eve my 
endor se:ne:'l t. 

• 
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lil!Jr: 

"I : 

:u.:Jr: 

','I : 

.• 
"::Jr: 

"1, 

~::Jr : 

,,. : 
·.:· tr : 
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Se o? 

I oern t'1os e a r e e n'.ll:l'ber o f t.h.1ngs which t he et.to l"n•••• 
pu~ do•n but doe s no t - - 1t. r a ises a l ot ? f ques t !ons 
but .1 t doec no t hav e ~y end?r oement . 

'"C'e 1ndeec!. 

Seq 

I uniie r a t llm\ f ully . 

l'.'l. t~ t.~Rt \'.!'l~c :·~t.!'.t: dl.ng , I v· ~ 11 send i t t.? ;;ou. 

The :'\k : ·ou ve r y ::JUch . 

I ' 1' hl'\' e lt ove r wlth.1n thP >t?ar 

Ri ghto . 

I ' ll ecr you in t hl' ::IO '!"l11.n£. Q?)d bye . 

\ 
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,.. . 

GU.Y 

l.lsrd~ 20, lP~l? . 
11 : 4., e.m. 
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Holverine: Yes . 

l'I!Jr: 

~ : 

!!'.:Jr: 

P. : 

H: 

'; : 

~: • ..rr: 

'i : 

!f'~Tr : 

" · 
H:.!Jr: 

H: 

H!.!Jr: 

Henr: . .- t~lk1ng . 

Yeah . I thought, Ur. Secretary , you might be 
int er ested ln lt:1?-~rg tllc t ln t h is r.ansar. City oltua­
tion t here ~:as some pr e tty i :n;;ort!lnt evid~noe thr t 
wae ~Pveloped out thore on Fr1~~y. 

Ye~l: . 

Sef o re t~c Grand Jury. 

D1:1 ;~-:c. :om 'Jr. 6.bout, 1t. 1 

I d:m ' t knor. P thi:lt; llb'lu t. 1 t. 

t:h- buh . 'l!elJ , v:e h~wcn ' t go t the r c;>ort ln. 
got th~t t hrough ano t her cha nnel. 

WE'll , ·,,he t -- ~~·l,.lt docs it eholl' , Guy? 

I -- I 

Well , 1t shows th.!.o man !lcCormick who ' !l r "ceivcd t hts 
b ig insurance MOney ..... . 

Ye!-11 . 

' 

qo broke ~own bef or e the Gren~ Jury sr.d told the ~bole 
et'lry -- h o"l' :::uch he ,..a ~d G r e na din !'!ld how much he 
;>aid ~t.lloy, the 1nst• r :>n<'e com:r!&sioner and evorythlng 
elee . 

Yo u -- you haven ' t got oomethi ne tht.t ! ::ould :!:ow 
th~ ~reeldent a t one o ' clock on it? 

;.·o , I haver. ' t - - the report t o !4r . :O:rP.y lsn ' t in yet. 

We l l , wha t- - •1hat ov or you ' ve go t , I couldn 't go t t hnt? 

We ll, t he only t h i ng I've got l s one of men from oul' 
o ffice !1cr e , ~lr. Cl' l'ter, r:o.y assist ant , was in !:~n:r.a 
C1ty S.'ld h e j".l:;t got. b"'O< t his morning. 

Could vo".l wr1tc u -- a -- Just &n 1nf~rMal ~cMor~ndum 
~n~ se~ it t o ~r~ . Kl~tz and s~o c~uld give lt t o 
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H!!Jr: 

H: 
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Yes. 

~111 you do that so I o~n t oll the President aoout 1t 
at one o'clock. 

Yes. All right. 

Th!,nk you very much. 
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~!Jr: 

Operat~r: 

PJ!Jr: 
1'11111'\m 0 . 
D?ugllle : 

:> : 
~,. • .,.,... 0 _, . 

:': 

D: 

t.:" r't0 o 
... o .. . 0 

~ . ., , 

'!. J r: 

-::: :Jr : 

J : 

:!!lJr: 

!) : 

!' : 

Hello . 

Chairman Douglas. 

Hello . 

!-!ell o , !-!enr y, 

!:y hca.r t1es t ~ongratul>< t 1one. 

!!nr-:h 2C, 19~e. 
2:31 :;>.m. 

'l'!1"n~ y~u . 'i"nr y . ! a ;>pr ac 1'\te 1 t v ery much. 

60 

I 'ill cim:;>ly delighted n r.<l. hlld the o;»portun1ty t o t.e ll 
t h e ?reE11ent !::~ " t lunch . I Ju et g:>t ba:'·. 

ur~ l :!_ , !•. \l£S v sr:: kind ?f Y''»'..L I ..... 

I t~!nk 1t' £ wonderful . 

I "'ant t o hBv"l I' long t sl lt y·1th yo·~ before t.b1:l(:B are 
l~qu 1dstcd . 

\Vell , I " r.nt, t. o t~lk ·.v~t h you, an:i :::• r~ s.t. your d 1epoaa 

Swell , Sc~r~· . and S')::Jet1mc t l>is r1ee k I' d like t"> ~ •t 
ol.-:> ~·n for ab out a n hour, maybe , ~rd g:> ov er :o;me £tuff. 

-:,rell . .. .. . 

A!l ~~ht. !f JOu're fre~ T~~xrpdoy -- yeAh Thurs~PYo 
Are y :>u ~re« 'l'~ure:lc.y f:>" lun ch? 

I ' m "lO t c'.lr : n 'l:·: whe ther I w1ll be ::>r not for th16 
r ef! son , I b•· vo t o g~ u:> t~ ~te" York t or <~~edneed8,Y , 
p ncl r.het.her I'll be back Thursd3y morning, I ' :n n'l t 
sure . .... . 

\'/ell. ..... 

But I' ll let you know tomorrow . 

Ye E!!:. • 

I 'lL ver y am:1? Utl to Gee :·o u p nd congrat.ul ete y~u tn 
;cr::cn. 
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Thank you. Th~nk you, I a~)rec1atc 1t VPry ouch, 
P-enry. 

Good bye. 

Good bye. 

Regraded Unclassified



Oper!lt.o r: 

t:'!.!J r: 
£::~1\nuel 
Cel~er : 

C: 

:.:~:Jr : 

C: 

-.r•;r: 

c: 
-~·Jr : 

r: 

,., 
~ -

"· ~ -

;:- 'Jr : 

' · . . 

" · .. 
".:Jr : 

C: 

Go nhead. 

:1ello . 

~ello , Ur. Secret~? 

Te.lYl"lg , 

:.larch 20 , 1039 . 
3:14 p.m. 

Oh, llr. I.lo r:;ent!'iau , th!~ le !!r. Celler. 

P.e:. l ) , :!r . Ce ller . 

G2 

I ' m aorr·~ '"c ' v"' bePn m!ssing each o t hl'r ~l.nofl lAst 
~:co~ . 

v:cll ..... . 

Yo~.l -- y~u cPlleC , : t~lnk. 

Y"'lh. I ~al'..ed :•o•.1 up to tt-11 you ! liked that r:tdl:. 
<'.~, t t))ot y">u and ::ccormr :% ;>ut on. 

Wel' , t lll1t ' E nice t~ hear yo•:. say tbPt. 

I thou6ht that was ve r y constructive . 
' 

And tf you 

vE's . 

h~ve Pr.y ideas you ~cntec ue to promulga te . . 

1 

!'d be v~ry hAppy t o r e ceiv e them . 

'7all, t h& t ' a £OmE'th1ng 'VOrth t hinking ~bout. 

w~ bP~ w~nd•rtul r e sponse . 

"h , t~:~ mAPs were t e r rifiC' on it. 

Ie tlm t r1G}lt? 

And - - w:~ll , 'Dostly - - I'!Oetls oommer.1 e.t or y . I would 
~'"Y ~l!ll t - - oh , n1!l" out :. f t en of t he c ~::~mt~.,!.catlons 
~ere cnm~endatory . 
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Is that .r1(lht 7 

~d I -- ~ exporie~ce ~~~John ' s ~as th~ en~e . 

"'ell , y?u ought t.:> lot Lht> ~bite Houst- l':n?w tlll>t. 

":'All, I' d ~e - - ,.,.,., w:>n!-:l "' ! d~ thet~ I ' d be glc.d 
to 1o 1t 

WPll, Y"" "'ere do••n there the- ?tb'!r ~~rn1nr . You •. . . 

Well , I -- I v·r.an ' -+ •'l l.t1ng -- I didn ' t hove t h a t l n 
ml n<". . I han something else 1 YTa s tt>llt1ne :o~bout, but 
! ' 11 ~e ~lP~ t:> se:1d '"':ird . 

~.11 .. . 

I ' -:l 1"0 :l t 1t -- ! ' d ~Pnt t o "o it l.n t!le a>c~t rtfi'C' t i"e 
•:::.y • th:.u~"t 

-ell .. . . 

XePp thi':O ln mind - - ;:?•..1 might !tee;> it t n mind a leo 
, .. ~nn y?~ hr.,.'C' yt;~;Jr chat s . 

I"l -- ! 1 11 S~?t t o •·?rl': ?n it, but no~ mel'n••h1le 1r 
vou -- 1f :·r. ~"""~ Fnd •r:>u ·-~nt us t ') g ot aeytbing 
i:1 •\.,"'""' • Y"tt !:i.igl-tt, -- I•' '\t Oe ,glA.d t~ tP!!: t.~ y?u 
0 .,.. --"''"···· 

~e ll , I C0i !':~ t) l t t 1h~ Whit~ ~ou~e ~n,- - - I mPAn, 
stm,J l;. !f you .. ·al lted ".?wn t!lere E')me de.:,• nn" c~y t? 
th -: !'rc!l" C' ~t . "<; ~!'" ' a thl' r~ eult Jf "':,V r •<'li? t'-H:. 
I'd like L~ show lt t ' you. • 

I d 1<\n 1 t ml''l!': t"~ "" Rr.,yt~1ng )ubl~cl!f. 

: ~o. '"'"' • ! ~n?-. that . Ob , I'm a. .. nre :>:' t h,. t , ?f C?'.lrs e 

\.p ll , " hY don ' t ;ro•1 •;talk do"n t!lere en" simp1y aay , 
"Here r~ -- l'c(;orr:>aok a :-::\ I o~de th1e talk Pnd here's 
the -- h er e 1 e an :>nfll~·e!e ? f our r es.?cnso ." 

I -- I thln '< t h•t ' s u gJod r!ISE;OFt~on. 

Anr you end ~cCorcaok might go down t '£ether. 
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Tha t 1 ~ " very , ver~· good eugeeet 1on . 

I t hink it would be helpful a t t~1e time. 

Ul r i ght . !low, meanwhile tuck away in your mind 
t he ot her 14ea -- it y?u .. ant ue t? -- cot lll\7 ideae 
you want t o -- want us t o P'1!! on t he radi o in about 
t r.o weeks over Anot her National Hookup, why Juet let 
uc l e t us knor. 

0 . 1{ . 

!'ow, one thing e l s e , v-~!lc I ' o on the wlrc ... .. 

Y.ee. 

:!: ws s ··ory :t-~>ppy t o sec that oett er or countervo1ling 
dut!•e im;x>G;:d against German -- agains t German 
l.Dj:.orte. 

'!'hat' c right. 

I " so -- wae a little d1t t•.~rbcd when I go t the lett 
"n" ';.hen t ollowod 1t up coon ft!'terv;arde with t he 
chonge. I didn 't under stand t hat, but Steve Gibbons 
calla~ :"c • ..••. 

And t o ld me t~e s 1tuet1on. 

'I'bn t ' s right. 

~ell, thr.t • s r~ne. 

:), !C. 

'!'hMk you very much. 

Good b;re. 

Regraded Unclassified



cs 
TREASURY DEPARTMENT 

INTER OF1'1CE COMMUNICATION 

DATE 

Sacretlll')' llor,en\bau / . 
.r' ""/ ' I 11. H. Hacl.le7 

fb"'" of Got•nw•t Stqsrlty Merpt 

!!!k ended M•rch 18, 1939 

w"k waa pronOUDced weala1e11 dur1DC tbe leat two 4111• aa a rewl t of torelp 

cianlopmtllta. Dll.riac tbe firat of the week the market waa quiet and pr­

tlcally unohanpd. Altho~ t here na oD17 o allpt .. OUDt of aellln& 

dur1QC the pe riod of weakness , qo.otatlooa oo Treaeury boncia ciroppacl !J'CID 

6 t o l'i/3atcia. .U the clooa Sa~ t here wao niciance, how.,er, of 

potential 4-d and today (ILonday) the market haa re11111ed a f11'11 tone 

and ~DC ioter .. t laa ap1n cineloped. Tr .. eury ootea ware practlcal17 

uncbaD4;acl 4u.riQC t he week while &U&r&nteed boocia , 1D 11JIIP&t~ with 

TraaiUJ7 boocia , were ot t 11 to H/3Zr.cia . 

Dtaltrt t Portfolio• 

Principal ch&np i n dealer•' holciin&a we. a a raduc U oo of $27 millioo 

in bond hol41neo. Thh waa the raaul t of partial dh tr1 bu.tlon of bond a 

obtained oo aubacriptlooa. AD i ncreeae 111 l • 7aar ootea of $12 milliOD 

app .. ra to ctn 1n41catlon of daalera atartill& to aoeaomlate 1r11hta• f or 

the next Traa1UJ7 tia&DCiq. 

• 
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JMk eii4M IMitnW 
Me"'\ 11 "'"* 11 

.. , 11"'0 

, .... I'<U'J bolllll a.o 16.0 - 111.0 
!rMI'<U'J JIOWI (1 ,ear) 30.o :sa. a • 13.3 

TrMI'<U'J DOWI (1-6 J%'1.) 30.7 9.9 - 10.1 

!rMW'7 billa ••• 10.7 • a. a 
!!. O. L. C. boll4a 18.2 9,9 - a.a 

'· r. 11. o. bOilh 1.0 _.!d ! 1.1 
131.3 103.0 - as.a 

Dealer• ' -.ol-• ot 'bllliuu na OOilll.t.:rabl:r r~ed tra Uw prl'rlOU 

wllk. A••noc• 4aU:r wl..,.• ne about $190 llilltoo, of wblc:h ab«!"lt $130 

adlllOD na ill !raawr;r bolllla. :lYe Oil the 4a:ra ot w.UZ.eaa (Prlda,r aiUl 

Saturda:r) Toluae 1neraaaed olll:r allpU;r. 

In S!cu.rl\r Itaft 

-n.. Dew oorporate .. curtt:r ..rat, ucept tor ooe lla.w of $1,3l0,000 

loac tam boD4a, waa qa.let. bra are, howeTer, two or tbfte 1arp laiNII 

ln r1Ciatrat10D which ~ be torthoaa1ac in the Dear tv.to.re. 

Qprpogtt Jnp4 MeUet 

The corporate bond marlalt &lao aond don cooalde ... bl:r durlnc the 

latter part of the .... It aa a reral\ of the -.eUled :luropl&ll a1to.ation. 

llood;r 1a J.U bolld aTenoce, which had .... c:hed a all .. u.e hlp ill the 

priT1011a wHit, waa ab011t 3/8tha ot a pobt lO"nr at the cloae of the wMit, 

while ae41- craU leiiGII ( BU) ,., 4oWil 1- 1/8 pointe. lle41- aD4 

aacond crab ran bolllle, 'llhlc:h bad led the pHTlou r1 .. , allowed the 

greahat decllua. rorllp haaea , l ed b:r CaechoalO'ftld.ezl b0114a, were 

nbatlllt1all:r eu1ar. 

66 
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fl"!!IIIZ Iana+ppt MCKNA'' 

There were 110 puzcllaaoa 111 the opn ~at tor l.noalloellt K COQil\ 

dlu"illC the woolc. llo1rner, tlO alllio11 abort freero.rr boll4o (3--1/4.• ot 

1941) nre ao1d tor KCOWit ot Poatal. SaYtnca &lid f\lllda trom tbh aal.o 

G7 

aero r.-iiiYeat~ 111 apecial. :t$ Trearo.rr Doha to the ccnmt of til a1111o11. 

Poaial S&Yi~o 110• bo1da $7& millloD apoc1al. 2'•· There no al.ao a 

$2,700,000 1DYoolmoDt tor OoYorDilnt Lito lllw.r&IICI J'ulld ill apocia1 2'•• 

brincilli: the total ot ouch bo1dl~a ill iblo acc01111t to $13,300,000. 

ltd•ral Rtaeryt Srttlp jFcpnnt 

.Uide from a $1 millioD ahitt trora abort tom boll4o lllto the 

1960-651 a, tho Boaer...e S,atem coDfiDod ito operatioDo to replac .. ODt 

ot 1'reeoury bill Mturl tleo. fhe $29 millioD matur1t;y of llarch 1& 

no raplac~ b;y a liD eOUDt ot billa, $3:>,500,000 ot which wore ""· 

ID &DtlcipatioD o! $72,710,000 maturlt;y o! Man:h 22, the S;yote bao 

a1road;y purcbaood $5 a11lioD Trea•~. b111o aDd $1&,&00,000 Troaro.rr 

notu maturlJIC from 194.2 to 1943. 

• 
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TREASURY DEPARTMENT 

INT&R OP'JF'IC& COMM UNICATION 

DATa li&rOh <!() t 1939 

To Secretary Worcent~ 

.t.. Lochhead 

Called up Dr, Jeh, Stete Department, and reminded him that at tho 
State Department' • requut the Secretary had telephoned the Prooid on t 
of the Federal Reserve Bank of New York on Thuroday night end had aoked 
the Federal to get in t ouch with the New York ba.nko and 811g&eot to thea 
that they make no extraord1D&r7 p&~m~nto out of C•eehoalovaltian account 
for the balance of the week, .t.o thio requ .. t to the New York banko 
covered only the ba lance of l ut week, aolted Jeh 1t ha had any fUrther 
newo on tbio "'J.bJect. J'eio checked with Under Secretary Yellu and 
i ntoNed ae that in Tiew of the conTeraationo the Secretary of tho 
'rreaoury, Under Secret ary Yelleo and the Preoident had, Wr, Yelleo d i d 
no t hove any further inotructiono llftd thought t hat the State Departaent 
ohould be bound by whateTer action tbe 'rreaeu17 cared t o take. 

There were two poooible couroeo of ac t ion diocueoed & 

(1) Not to &ive the banlto any further inatructiono but t ruet 
to t he f act that in the protection of their own 1ntereoto 
they would probably not make any p~ento out of 
CsechooloTaltia.n aecounto bafore reterrinc to the federal 
Reoerve Bank; 

(2) oro call tho bcko and tell t h • that they wonld hare to 
uoe their om Judpent , but wccoot that they not Mlco 
any extraordinary paymenh until t htlf lad oat1sf1ed thea­
oelveo that they were properly protected. 

Dr. Feio oteted that Wr. Welleo would be asreeable to either one of 
theoe t wo ccuroeo, and u we had not been able to f 1nd anything much 
a~re than $J ,OOO,OOO on depoolt for forcer Caechoolovaltian accounto In 
New York, the amounte on which paymento could be otopPed were not very 
leportent. 

Secr e tary Worcent~ instruc t ed Lochhead not to talte any furt her 
acti on on tbio queotion until we had either rece1Ted a requ .. t free the 
State Department or heard free t he Preoidant of the Federal Reoerve Bank 
o! !lew York. 
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CoaplJ1ng w1 t h ,_ reca••', 
I .. aen41ng JOU bel'efl\b YaJ'lCNa • .,_ 
geatlona a.4e to •• bJ tbe Oeaeral 
Ooun•el'• Offloe. 

Pleaae bear ln 111114 tbet t)M .. 
eucgeatlona ao not bawe -r eadorae ... t 
and I would appreolate 1t 1f JOG would 
not o1roulate theN ouh14Je of JOUP of­
n ee. 

Youre e1ncerelJ, 

Hon. Su.ner Wellea, 

Ua4er-Seoratar.r of State. 

' 
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Dear I ••• 

Pl ... • be&P 1a 111.1111 ~' tbNe 
1111lr11Uoaa do ao' haft -r elldo .... -t 
a114 1 -14 • PP" ol•'• n 1f 7• auU .. , ol~'• \hem oa'e16& of 7ou> ot­
n oe. 

a.. ......... ..u ••. 

10 
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Dear I ••• 

CoaplJlfW w1 ' h lfllllr "'--'· 
I .. een41ng 7CU beft'ri~ ftl'l-. ..... 
peUoae -.de ~ .. tq 'be Oeeel'al 
o-Hl' • Off1oe. 

n .... bear 1n llllftll 'ba' ...... 
llllllf••Uoaa c1o no' ban .q eacSo .... ._, 
and I would a ppNola'- 1' lf JOlt ~4 
no\ olPOUla'- \bea outeta. of JOIIP of­
floe. 

lOUN e1n0ft'e17 t 

Han. s-... .. u ••• 
Uftder-3eoret&l7 of S' • '•· 
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lop:l Mltlatiyt MY.• D!slt Yut llann ' ": ry. 1p 

Cttt oC t Jar !br'S1 it a&oh til• JltiW ""'" it h\ a PN1t. 

I 
MoptSrlrJ ap4 li•Ml Coat.rgl 

1.. 1\al.natata tore1cu u cbanca convol b)' rnokiuc the cn-1 l1eanaa 
11.11dar wb1cb toraicn uchauc• v ... aacUona are now ta.JtiDc place ... 
ntend aw:h control tc ordl.nar;y co•ercial \ranaacUona, which were 
oot pre't"io..-l;y conrad, 11 th1D Wa treaa, eu;y d.,raa ot coovol 
could be carried out, 

B. Stop aill1Dc a old ....S prob1b1 t U,lOZ't ot a old ....S all....r. 

C. Take iaa..U...te atepa tc briDe boaa aold &Dd au ... r oned b7 tM 
OiUted Stat .. ....S held abroad, 

D. Statue ot 'l'ripartlta accord. lie ~ wbb either tc terainate tb1a 
oo f 4 hour a 1 notice or taka a tapa tc atrqtbeo the accord &10111 
ll.nu wb.icb would ut....S our cooparaUoa wi th tha d-raUc 
countrha, 

E. Mationaliaa or control boldinc• abroad ot currenc1aa, aacur1t1aa, 
ate., b;y Aaar1can nationala, 

1, Ou haa &old aod allYer, lttabiliaation t'wld, and ot.har raaourcaa 
to aus>port GoT.rnMnt bond aarltet. and to conr da.anda tor peJ .. nt 
on °be b7 ° boDda, 

0 , On tree cold &Dd lUTer ud other aftilabla a .. eta aDd IM&ll8 with1D 
tba 0o'toro.&~~t 1 a power to co11.11teract an;y contraction 1n tho acon.,.;y, 
tall 1n the -rtet, or tlicllt troa tba dollar, ate, .Plana alloald 
be tl&rtber dneloped with nc and federal a .. arn Board tor deallna 
with tha •a44• lioallidaUoo ot torei...-oned .. cur1t1ea and tor 
eupport1Dc tba oo ... rount boad .. rlcet. !b1a aiabt eatall tha cloai111 
ot t ba atoclc .rlcata or aicbt ~rbape 1DTOln tba aettiDa up ot 
Mcb1ner;y tor tba ordarl;y l1qulda\1on ot t onica ad aacurltha, 
In tbh cODnacUon papar1 ba'l'& baeo drawn to craate a pr1Tatal;y-owned 
cor poration to aaaiat in tba orderl;y liquldaUoo ot aac~r1t1al aDd 
otbar propart;y ot tore1coera. 

H, 11ll.nc ot detailed r eports concamiq all property in Wa co~mtr;y 
bald b7 toreicnara. 

I. !bro111b control or ;>a1111nh by llaaka 1D tb1a _tr;y, aterillaa\ioa 
ot all cold bald in Wa coUDtr;y ...Sar ~lc, aDd othar _.., 
pr ... ..,, the .... b;y ballicareota or \hair .... ta 1n tbia coatr;y or 
the Nola or \ hair propart;y in eu;y ...... ar 1ncona1etant with 0111' 

1ntereah, 

3 
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1. 1JpoD l u uuoe ot a Pr.alAI•UaJ. p,..,..temUoo rMQCilld .lll -.1M 
uie~ence or a na ~ ot war, applloa U 011 ot S.oUoe a ot tJae 
leuU'all~T .t.c~ whlcb -.lrN 1t ualawt\al t or •111 paraoo wi\hlA 
the 111\J.ted S~t .. to .il'lJ'Cba .. , nll or a&cballia obUcaUOGa 
or • belll,aerent ao...-nt or to utnd Ul1 cr..SU t.o a 
balllaeraot, 

II 
Copt,rol ot friptt eM Supul x p( Capgnd1t.lg 

.t.. Cr•Uoa of a caoU'al purchullll acencJ, repr • •.oU.. tile d_,.._ 
ciN, to ld iocr•a..S barldoJ.nc pcntar u an anWo\1 to r1a.. 
prlcaa ot ..,. &Ad related atarlah. 

1. fbe uaa of chap Chdlt ex~Dde4 b¥ J\1C t o c~pat1111 t>oape•'" .atola 
can • •' lnto j>roduotlon Uld/or wblcb ap-ea t o k .. p prloea doe, 

C. B• r1"41 • before tile Teaporar:r latiooal lconoalc Coaaitteo oe •-
110d1 u .. or arUcl .. wboee pricN are nDDinc liP t.oo llil'llo 

1), f ba Uol nc o t Qo,.naaot. j>lll"cblalnl to kaep prloea dowo. 

&. u .. ot &Ill otbar " OTanuaeDt ac.oq or aecbellha, a110h a a, parbapa, 
tha .t..t..t., laport-laport l!alll<, ate., t o control pr1cN ud n ppllae 
ot oo-.ocll Uaa, 

U l 
c.ae•m· r=tral 

.t. , lllacria1DatoJ')' DuU .. , ,,...., 1n tbe abeeD .. ot -.r1 -.tar tile b'ma 
lawa, tile 1' .... 1t •t, •ball be tlada 1t 111 tbe !*bllc 1Atenat, MT 
proclala nn 01' addltloual duu .. QP to &0 par c•t ot tba wlne • 
arUd .. •lloll.T or 111 part tbe procluot ot or ~rteol 111 a •-el ot 
Gor•111 •ballenr be tlade •• • taot tbat a.aob oou.o\17 dhorlalD&\ea 
i n taot acaillat tile -erca ot tllll Ollltecl ltaha, Ia publhlllld 
latter• addrN .. d to ,you 111 co1111ect1oo wltb tnde acrae311\ )li'Oclaoa­
Uooa, the l'ree ldeot, on ae,...al occ:aa1ona, baa atated tbat ba tlDdl 
1t " tact that o ... ....,. dhorla1naha acdnat tba -·e ot tile 
U~tihd Stat ... 

It, attv tba lln duU .. ara lapoe..S, Oara&Q7 MJ.ota111a 01' 1Doraaau 
1\1 d1Nr1a1t~~~Uoe ac•lnat tbe -•ra• or u.e aal\od litotu, tba 
helldeDt, 1t ha d- 1\ OOillb~llt altb tile 111\WOO\a of tile lla.lt .. 
Stat .. -.:~ heua a t'llrthar j>r...,, •• UOD d1raoU.. tllat tbe prod•ta of 
car...., or art1cl•• 18portocl 111 CarMA YN•eh • u be prohl~W 
lajiOrtatlon 111t.o tbe 11D1tecl State•• 

74 
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a. u \IM Pr..U•t hR .. • pud••\1• ..sw Ua. a..u.1u,1 Ac\ 
\be\ a e\a\o ot ar ..Uu MWMII toreJ.cr, •Uoaa, tiM tollowbl 
acUoD aa\ be Uk•l 

1. Prnat. tho 4•'*"'•• ot 'fMHla 111\eDded tor 00114u\ ot boe\W\1H 
or \o •vHlT arllhipl ot bell.11ar•\a, 

1!. IDtoro• the apor\ eD4 laport roatJoioUooa ot tho replaU­
I•nrniDc ln\ol'MUoul. \rattio 1a ~. 

a. illlloroo tiM obeoJ'ftnoo or nw\z'all\7 111 ra41o co -toaUoa1 "' 
naaola, 

c. U \boO Proal.doot &lao 4oolarN \bat tiM ,PlocJ.aa ot roawinUu • 
·~u other \baa -... •wriala 1a naoo1..,.7 to ~- \1M ,_. 
....S aacuri\7 ot \be UIUW 8\o\oa, Outou aD4 Cont. CJoaaN wUl lllan 
to prnoo\ tiM 4opar\aro or .t.avieao -.Neala carJ'71Da audl •\81'1&11 
fuocU7 or Wir•c\17 to boU1aarOD\ a\a\oa. 

ll. lllonner \ho ProaUoot. aball ben bOiled proclua\ioaa IIDC!er tM 
°Caah ao4 Carr7° clauao ot tbo loutrali\J Aot, Coaat O.U.rd ... 01111•• 
trUl be required to pronnt uporta •hoe t1Ua baa paued to \be 
cODaipao before ahl.paoot. 

I, ConourrtD\17 IIi t.b tho pr oclaution Of 0 a \ate Of MJ' UDder \be 
loa\ralU7 .Aot, or 1nclopon4.,U7 thoreot, tba l:'roaic!ont., Wl4.or \be 
laplouco .let ot Juno 15, 1917, M7 c!oclora • notiona.l ...,..01107 to 
oxiat., one! tho llocro\ary ot tbo froo1NJ7 M.J alto rube AD4 raculoUODa 
1onrllina aocborac• one! 110-. .. ont ot nuola troa tho \orrltorial 
•tara ol \be United 1\at.N. CUatoaa and Coaat o-re! ~d Olltoroo 
011cb roculat1C~Ga. lio11ch dre.tta ot tiM nooo-.., po.,.ra h&H beoe 
prepared, 

r, It tho Proal.den\ r .. trtcta or prohibita \ ho i.ltportaUoa or priMlucta 
ot OoJ'IIU7 oa \be crOI&Ild \ba\ illportatioa ot produota ot t.bo 1111t .. 
5\otaa b prohibited or r .. trtctocl b1 Ooraq, tlM Cola\ Ckaarc! aM 
.. tou trUl OGtorco aaoh prohl.bitionn /U '~ 

0, lt \bo PrNl.dont ardara t.bo c!otontion ot 1n7 nuola em t.ba IJ'O..S 
tbat it 1a 41aor1ainatJ.aa ecuut. Aaerioan noationaJ.a 1a tlM ahl.peoa\ 
or ~u .. C.tou u4 Coaa\ Otlar4 wUl Olltoreo t.M order. 

H. lt \be Preal.don\ ordora t.bo o1\bbol41q ot cl-ot aD7 Oor.aa 
ftuola OG the IJ'OIIIId• \bat \bo a- On-\ 1a not ottordiDC \1M 
- toeilltha to Aaoricoa -. .. aola aa aro art~ b7 \1M 111t.1W 
1\a\oa to Oonu .~ •• Cu'- aD4 Cou\ Oar4 lllll Olltorca ... 
order. 
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TREASURY DEPARTMENT 

I:~TIER OFI'ICE COMM UNICATION 

llarob 18, 1939 
TO Secrete.J7 llorceutb&u 

,ROM i. H. Fole)', 3r., ActlJic Goeral Couuel 

Attached is a -onDd,. en,.eratin& probleu aDd poaaible ooureea 

ot action attectina th. tr.uu.r)' Depart.Mnt whl.ob aboul.cl be cona1dare4 

in the light or the current fA&ropean crbie and poae1 bla daftlopMata. 

I will be at Robert 1Jlnwlll 1e, 1Jarrenton, Virsinb, Ulltll tc.o~ 

oven1na. It you need .. , I can get b&olc to 1J&ab1D&ton 1n an hour. !be 

telephone nuaber 1a 1JarrentoD 210: 

f J./. 1/ 

.ltte.chMnt 
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IIIU'clt 18, 19.)9 

Secretary Nargentbau 

x . H. Fol ey, Jr. , .Actin& General Cowulel 

.ltt&cbecl ie a ..orand ... en ... eratin& probleu aDd poeeible coura .. 

or ection &f'feetin& tbe 'l'reaaur,. Departaent wbieb ebou.J.d be CODeiderecl 

in the llgbt or the current EUropean criaia and possible dorYelo;:.eDt.. 

I w1.ll be at Robert 'lri!lllillta, ll&rrenton , Virg1n1a , until toeorrow 

ne~. It you neecl .. , I can get bacll: t o 'lruhington in an bour. The 

telephone nuaber ia Warrenton 210. 

(Initialed) !. H. P. , Jr. 
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- CAJo 'iUb 
Jon=ltg1e.lat1Yt Apt1on lhlcb tbt Got•rmat Oy fW i p 'f'.J 
C!!t of a War A rot4 ip Jh'oh tbt VA1tt4 h at•• 11 lot a Pup. 

I. 
MpPdN7 •" litotl COJ!t rol 

.L l!.einatate foreip n obulge contr ol 'b7 rnoltiDC ille general lioenee 
under which f orel.p e20bulge tranuotiona are now teld.Jlc place ad 
ertend ncb control \ o ordiuarJ o-rcial tranNOtiona, which wre 
not prn1o"clalT o~ered. WUhin thia f~, ~ .s.cr.. of control 
could be carried out. 

ll. Stop aelline gold and prohib i t nport of gold and a11Ter. 

c. Take illlll8diate atepa to brine bome cold and eiber owned 117 the 
UD1Ud Stat .. and held abroad. 

D. Statue of Tripartite ..:cord. We U{f wiah either to terainate thia 
on 24 houra 1 notice or take atepa to atrengthen the accord alon& 
linea which would extend our cooperation wit h tbe democratic 
countriea. 

E. llationalice or control boldine• abroad of currenciee, aecuri tiee, 
etc. , liT Anu!rican national•. 

r. Use free gold and a ilver, atabili&ation tund, and other reaourcea 
to 8UJ)l)Ort Goverment bond marlcet and to cover d-""• tor :pgment 

on 1babz• ~nuie. 

G. Use tree gold and ailver and other available aaaeta and meana within 

the Government'• power to colD!teract anz contraction in the eco~. 

fall in the market, or flight trora the dollar, etc. Plana ehould 
be further developed with SJO and hderal Beaerve Board for dealing 
with the eudden liquidation of foreign-owned aecuritiea and for 
8UJ)l)Ort 1ng the Govarment bond aarlcet. 'f'Dia might entail the cloatne 
ot t he atock II&J'keta or mt«ht perbtlpe involve the Mtt ing up of 
II&Chine:ry for the orderlz liquidation of toreign-owaed aecuritiea. 

ffi thia connection paper• have been drawn to create a privatelz-owna<l] 
rporation to aaaht in the orderlz liquidation of aecuritiu and J 
her property of toreipera. 

1!. liline of detailed reporta concerning all property in thia cOillltry 

held by toreipera. 

I. Through control of p.,.enta 117 banka in tbia oOillltr,r, ateriliaation 

of all cold held in t bia country under eaJW&Ik, and otllotr meane , 
prevent the use of bel114!;erenta of their a .. eta l.a thia country or 

the 8ale of illeir property in &Dl II&DJI8r inconahtent with our 

intereata. 
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J. Upon b~WU~Ce of a Predc!ential prool-Uon recocnJ.siac the 

exis tence of a state of war, application of Section 3 of the 
lleutrality .Act which makee it un1awtul tor IUV' person within 

the tllli ted Statu to pure hue, sell or •=bailee obll.cationa 
ot a bellf«erent «<Yel"lliMnt or to extend IUV' credit to a 
bellf«erent. 

II 
Control of Prien yd S!!pp],y ot C?"mditiu 

.L Creation of a central purchaeing agency, repreeent1ng the democra­
ciea, to get inerea .. d bargainiac power aa an antidot e to riliac 
price• ot war and related materiale. 

B. fbe use ·ot cheap credit extended b7 BJC to c~ting companies which 

can get into pro4\lct1on 1114/ or whlch agree to keep p ricee down. 

ll (., 

C. l!eari nge before the Temporary National :&conomio Oormnittee on coeo­

modities or articles wboee price• are runniac up too high. 

D. fbe timing of OoYerument purcbuing t o keep pricee down. 

E. tlae of 8ZIIf other OoTel"lllllflnt agency or mecbanin , web u, perbape, 

t he AAA, Export-Import Bank, etc. , to control pricea and auppliea 

ot commoditiu. 

III 
Quatom1 Oontrpl 

.L D1ecr1minatory Duties. lt'ten in the absence of war, under the Custom• 

lan, the Prelic!ent , wbe2l be find& it in the public interest, ~~q 

proclaia new or edd1 Uonal 4\lties up to 50 per cent of the nlue on 

artielea wboll;r or in part the pro=et of or imported in a nnel of 

GennMII wbeneTer be tinde aa a tact t hat euch country dbcr1m1nate• 

in tact agai.nst the COIII!Ieree of the tllli ted Statu. In publl.ehed 
letters eddreue4 to you in connection with trw agreement prOCl8111&­

t ions, the President, on eeYeral oee&eione, baa atated that be f i nds 

it a tact that Gei'IDIUV' 4t.cr1m1natu againat the commerce of the 

tlnite4 Statea. 

It, after the new 4\lti .. are illlpoeed, Gei'IDIUV' maintaina or inereaaee 

i te 41acr1mination against the cOilllllerce of the tlll1te4 Statu, the 

Prelident, if be de..,. it conaiatent with the interests of the 'C'n1ted 

Statu mtq 1awe a further proel-tion directing tbet the products of 

Genoaey or article• imported i n German Teasels shall be prohibited 

importation int o the ' tlnited Statea. 

'· 
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B. Tf the Preaident 1tou.ea a proclemation under the lieutrali t7 Act 
that a state of war exiata between toreisn netiona, the tollowinc 
action II!UBt be taken: 

c. 

1). 

I ::. 

F. 

G. 

1 . Prevent the departur. ot veuele illtended tor conduct ot 
bost111 tiee or to .apply warships ot belliprente. 

2. !!nforce the e:o:port and l.q:ort restrictions ot the regulation• 
governing international traffic i n arma. 

3. !!nforoe t he observance ot neutrality in radio communication. 
ey veeaels. 

If t be President al so declares that t he placing of restrict ion• on 
exports other t han war materials ie neceaear.y to promote the peace 
and security of the 11n1ted Sta tes, Cwot 0111s and Coast Guard will have 
to p revent the departur. of .American Yeaae11 carrying euch lllllteriala 
directly or i ndirectly to belligere nt atatea. 

i'l'l>enever the Preaident shall haYe haued proclamations under the 
•Cash and Carry• cl&Uaea of the Neutrality .&Dt , Coast Guard and Cwot01111 
will be required to pr·nent exports unleaa title hal paned to the 
cons ignee before shipment. 

Concurrently wi t h the procl8Jilat1on of a atate of war under the 
Neutrality Act, or independently thereof, t he Prelident, under the 
Espionage Act of June 15, 1917, mq declare a national emergency to 
exist, and the Secretar.y of the 'l'reuur.y mq make rules and regulation• 
governing anchore&e and movement of • nu11 frOCII ti:e t e rritorial 
waters of the tJnited States. Custoell and Coaat Ouard would e nforce 
ouch r egu.lationa. Rongh dratte of t he neceuary 'PS!"'re ht>.Ye b11n 
!>rapare~ 

If the President reo t r i cta or prohibi t• the importation ot prc~ct1 
of Germ&.D? on t he ground that importation of products of t he United 
Stat ea ia prohibited or restricted ey Ge~, t he Coast Ouard and 
Cust oms will enforce ouch prohibit ion or r eetriction. 

If the President orders t he detent ion of any vessels on the ground 
t hat it is diocrimineting e&ainat Jmer1can nationals in the ehipment 
of C<>l!lllodi ties Cwot 01111 and Coast Guard will enforce tte order. 

If tte President ordarc tte rithboldiJig ot clearance of any German 
ve .. els on t he gro=de that tho German CloYernment i s DOt affording 
t he aame f ecilitieo to American Yessels a s are afforded by t he 
United States t o German Yeoaele, Customa and Coast Guard will enforce 
eucb order. 
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r. It tbe Pree14.ut, i~n.S.nt}T ot tbe Wntrali\7 Jet, or.s.n tbe 

w1 tbllold.ing ot cleanace ot CIT nuel cn tbe t;rcnmd that tl>en h 
reaaonable cauae to beliew that it ia about to Cer%7 &l'IDI, ew. 
to a bellit;erent in •iolation ot our .ff!• treatiea, or international 
oblit;aUona, Coaat Bllerd and Cuet011a/imforce a'OOh or.s.r. 

J. It tbe Preaident eurciaea hie autborit7 t o order the .S.tention ot 
certain a:nned n81ell iD porta ct tbe thU ted Stat .. It w.peoted ct 
1ntent to ai d bellit;erentl, Coaat Gaard and Cuatcma will entorce 
the detention. 

1(, If t ile Pl'eaident proclaims tile l iDding ot an emergeacy and crante 
authcri ty to tbe Secret&IY ct tbe TreUUJ7, Cuotomo will pel'llit 
impcrte tree ot duty ct tood, clothing, medical , wrgical and other 
auppliee tor uoe in emngeacy relief work or extend during the 
contiDUanCe ot auch an .. erge:ncy t he time prescribed tor the 
perfor:DaDCe of acta UDder tM Cuetomo lawa. 

\. 
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Proposed Course ot Aotion tor Tripartite Members 

1. All Tripartite members other than the United States vill 

requ isition all f oreign balanoes, securities, assets and gold 

owned by tblir nationals. 

ll r-

2. The United States will revoke general foreign exchange li­

cense and ·~11 tighten foreign exohange control and restrict payments 

by banking institutions in the United St ates. Copies ot the dooumente 

accocplioh lng this marked Exhibit •A• . 

J. The United St ates wil l also requ ir e complete reports to be 

filed with respect to all foreign-owned balances, securities and all 

peoet s located in the United States . Copies or such report forms 

are annexed. 

4. Other members or the Tripartite will r equire similar com­

plete reports to be tiled with respect to all foreign owned balances , 

~ecurities end al l a s sets located ~n their respect i ve cou.ntriee. 

\:e will furnish the foreign countries with copies of our report 

forms as a suggestion with the end in view or having all countries 

requiring comparable information to be filed. 

5· All the information thus obtained will be made reciprocally 

ava i l able to the members or the Tripartite Accor d . 
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Tbe for egoing Wil l !aoilitete enormoualy tbe Tripar tite members 

1n acquiring eaeets i n this country belongi ng to 1ts nationals , sines 

t he foreign nationals Will know t hat we will have ill1'ormation ae to 

the ir assets in thi s oountry vhioh we will turn over to t heir govern­

me nte . The foreign exchange control will pr event the foreigner !rom 

pulling the assets out o! the United States while this ayatem is 

being set up. I t would seeo probable t hat in a oo paratively short 

ti~e , say two weeks , the Tripartite members will have acquired all 

ot the asset s in thi s country owned by their nationals so that it 

wi ll be posti bls to loosen the fore ign exchange control. This 

;>rogri\.CI ..auld l i kewis e have the advantage o! !aoil1tat1ng the carry­

i ng out o! t he government f orei gn policy. 

6. There wil l be set up a commi ttee c onsisting o! representative' 

of each of the Tri partite members . Thie committee will coordinate the 

ut11 1zat1on o! the foreign exchange assets o! each or the Tripart ite 

members located in the United States and elsewhere; and Wil l also co­

ordinate the liquidation o! foreign securities. This commi t tee will 

have complete informa tion as to t he fore ign exchange assets o! each 

country, each country's need for foreign exchange , the conditions o! 

the markets in the United States as well as eleewnere and Will there­

tore be i n a positi on to !ao1litate an orderly use o! f oreign- owne d 

assets in this oountry . Fundamentally this committee Wil l only be o! 

an advisory cepaoity, yet the l11tel i hood ie tha t it will be able to 

exercise great influence i n view o! the desires o! the other Tripartite 

members to gain our cooperation. In connection with the !oraation o! 
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thi s committee and the taking of the action aforementioned , it 

will be des i rable to make public a statement of the action to 

be taken and thereby insti ll confidence i n t he public and assure 

them that the governments involved have complete control of the 

situat ion and thus minimize the probabiliti es of panio conditione 

result ing. 

7. A atateme nt should be prepa red to be presented to ~he 

various members of t he Tr1parti t e (except England, >lho should be 

informed of t he mea sures taken) , either by way of Coohran or by 

wny of the financial repr esentatives of t he governments i n 

:1aeh.1ngton. Exh1bi t "C" i s suggested dr aft of t he statement to 

be given to t he f our foreign governments, 

Aft er having received t he r enct1on of the various governments 

to the proposal we will be in a better position to decide the 

next cove . 

An al ternative method of approach would be to first communic ate 

•·ith the French and indicate our belief that they should go along 

with the British pr oposal . Once having gained French approval, we 

\ ~uld t hen o~ ault with the French and British about t he plan 

nbove ~ent1oned . The approach to the junior members of the 

Triperti te would be made After an agree~nt 1s reached between 

tr~ senior members t hereby being able to bring stronger pressure 

to bear on the juni or members if nece ssary. 
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Draft of suggested communications to members of the Tripartite 

Accord 

The r ecent behavior of our security markets has given us 

concern as to t he future stability or the security markets in the 

event of en increasi ng acuteness of the internati onal political 

situa t i on. l~e feel 1t hi ghly des irable to protect our economy 

as much as we can against t he adverse effects arising from any 

sudden and l erge liquidation of t oreign holdings in the United 

Su tes en d elsewhere. 
One of the effective procedures which has suggested itself 

1A for t he member s of the Tripa rtite Accord to consult with eaoh • 

ot her and agree upon measures tor the control of the liquida tion 

of foreign securities held by it s nationals in each other's 

c:arkets . 
For its oart, the United States Government proposes to t ake 

whatever s teps are necessary t o defend its security markets from 

disor derly liquidati on of s ecurities by foreigners in the event 

or ma Jor disturbances abroad, but to at t ain this end we prefer 

neasuree which will be consistent with the interests of the other 

countries and will be i n tull conGormit Y with the spi rit or t he 

Tr i partite Accord. We would appreciate a prompt expression of 

your views on this proposal . 
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SubJect: 

\PARTMENT 

INTER O FFICE COMMUNICATION 

OAU Jlttrch 201 
1939 

Seoretar~~nthau 

J.ir. HaA~ 

Depressi on and Recovery in Great Britain and the 
unlt ed states 

I , The General The ai a 

Yne National Industrial Co~rerenoe Board has published 
a bulletin, dated December 19, 193g, entitled ·~pression 
and Recovery in the United Kingdom and the Unit ed Statee, 1 

The bulletin presents a considerable amount or factual 
ma t erial showing tha t t he great depression was much l ese 
nevere, and t~t eoonomlo recovery has been far more co~ 
plete, in England than in the Unit ed States. 

Although the bulletin doe s not express any such i nfer ­
ence, many r eaders are l i kely to summarize the material s 
in some such fashion as this : •Great Britai n embarked upon 
no NRA, no CWA, no PWA, no WPA, etc. , eto, She kept her 
~udget in balance right through the depression, By 1935, 
her recovery had already exceeded the 1929 levels in her 
industrial production and national income, The United 
States, in contrast, followed an expensive pump-pri ming 
oolioy which more than doubled the national debt , Yet (per­
haps in consequence) , her industrial producti on was etill 
6 percent below 1929 levels in her peak recovery year 1937, 
and her national income, even farther below -- despite the 
interim growth in population, • 

II, The Statistical Facta 

L, the great depreesion, per capi ta national income in 
the United States fell by 47 percent, and even in 1937 wae 
st ill 23 percent below the 1929 level (N. I . C, 9, ee t i matee) , 
In England, on the other hand, the maximum decline wae only 
16 oercent; and by 1937, the Bri tish per capi ta national 
i ncome had risen to 17 percent above the 1929 level. 
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Bet ween 1929 ~.> nd 1938, the ner capita governmental 
deb t of the United Sta tes -- Federa l , Stpte, and local -­
incr eased by 56 percent, and the ner capita Federal debt 
elone, by 105 percent. During substantially the ~ame period, 
the total pe1• cap1 ta governmental debt of the United Kingdom 
•nore~ sed by only ~ percent, :md the t of the National Govern­
nlent ~lone by only 31 percent , the bulk of which c onsisted 
of Tre~>nury bills is sued to the Eq•la l1sation Fund. 

III . The !.!oral 

Grcr t Britain'~ eX9er1ence clea r ly de T.onstr ates - - in 
c?n'ra-ll c tion to the ne ss1m1sm prevai 1 1ng ~.n soL:e quarters 
in ~"'e Unite<! Sta t e s -- tha t the re- l're 1\ t l e 9.!!t so~e circum­
· · •nct>o;- in w!l1ch privo.te soen<!in(; !'"1!./ still brin~; o.bout fUl , __ 
~· -~~ed econo~1c renovery l ' 9 C4~1tal~st1c s~ciety . 

There e re do:~btle rs ao,.e l"hO would dr aw a c'.i!fcrPnt 
-• 1.e ·~ c:uali!'1e:l :no::-al : Tha t de!l c' t ependir.g has been 

rPM,,.,n:; 1"::~ (' for t he delay a nd •.nedE'ctUacy of the American 
r~c"v .. r:' , e nd conserv~t1 ve f i nance , t or the ra!>\d t t. ;1 end 
C).llpll' tOnllPS of t he B"t'l tl.sh r t'ICOV8 r y. 

•:IP bel ieve th!lt the r e: Aor.a f or the dl.ffer!!nces 1n the 
~•pe~!ence of Grea t Bri~ain and t~e Unltt>d Stete~ ~1 nce :~29 
re :r~ny and v-;: r1ed; 9Jld 1'h'\ t f uctor!l other than tl".s contnst­

.. ,- r,ov ern'l!e'l<-r~ f\na!'l ~11' 1 oo'.1c1~" o.rc of !)reen:1ne'1t i :<pc.r t­
~n~e tn acoou~t~r.g !~~ ~~z ~!~fPr~~G ccon~~i: e xperience of 
"l"e t·'o cc.untrieE . severEl of the :-:ore consr. lcuc:.t!l of t heae, 
" 1r one o~ ·:-h tch, lJu1ld1~ , 1n ... ent1oned in t!:e N. I . C. ? . 
~.,:r. t1n , s~e indlc~ ted be:ow: 

IV . So::.e Differen-::es bet~een tl"e t\':? Cm.:n":ries 

! . ~e vear 102'1 UJC. £-1 ~ Ooo:r :·et.r 1.;! the ti:-:!.t~d St· te~, 
""t :me d or1y r.~ode~atc prosperity in G~od Sritain. In 
~:> · t !~< r , t r..tal unemployment W9 fl only 1 percent in t~e 
~n · ted St· t eR, wherea~ ~ore than 10 percent of the insur~d 
'" Orl-:el'~ 10~re unem>:>loyed in Ore• t 'Rri t a 1n . Hence, when 1929 
'o uct>d as r. '">e ~e- yes:- for o?":!,'\ r i eono , the f1~·ure g becon:e 
•· ' 4 C\11l).y ·;nf,vora~l" f or the United StateR. 
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The distortion introduced by the use or an unrepr esenta­

tive year as the base period is i l lustrated i n the aocompany­

!ng chart and t able, in which the reaults or t aking the y~ar 

!~35 as & base , thereby unduly f a voring the Uni ted States, 

are co~a~ed with the r esults or taking 1?29 eP s base. It 

•::121 be obeerved that with 1929 a s a base , indus trial produc­

t1~n a~pears t o have been relativel] greater in Great Eritsin 

t!'~"l in t!lo United St:. ~"s i n thirteen out or the last fifteen 

~·o rs; whereas when 1935 is t aken as the base, i ndu11trial 

rr?~uot1on appears t o ~~ve been relatively gre~ter in t hi s 

co\Jn ~ry thnn in Gret> t Brit ain 1 11 ten out :>t the l ast fi rteen 

·r""'rn. 

In Gre~ t Britain I n-

n eA o one o ... grea econom o &n speo•.l-9 ve ao v •, as in 

""~ U~it ed ~te te~ , ~inimized t~e relative amount of rendjust­

.ent ::- ~ t had to t ake nlaoe ln Great Britain during the cri sis 

·~d d~pr9sRlon. I n the Unl t ed States, in contrast, the large 

,.~ , ~ !•Jstcents which would have been nece ssary i n an;r event, 

-ere e-ree tl ;v i noreeeed by the be.nking col~.apro of ear ly 1933. 

~ . The reeu1ts 0f interna t i onal tra~e cushioned the 

decltne i n Engladd. The consUilng power or the wage earning 

cit s~<ec increase even dur ing the worst year A of t he slump, 

bPcau~e the dras~io deolinea in the prices of i~orted f oods 

and raw D'.& teriale more than offs '.lt t he r eductions in oon­

suml~6 power r esulting from wage out a o;tnd unemployment. 1/ 

T!le preexi cting unemploy~ent was alre2~v heavy and the e7 feot a 

of e,ddi t \ons t hereto were rr.1 t igeted by unen;Jloyment co!'ll')ensa­

tlC''l "'!lymentA. As The Econoznist has put i t, "Wage ani! salary 

et rners ••• after buying tFeir f ood, drink, tobacco, end 

clothes h~d some t hing llke ~250 millions a ]ear more lett 

over in 1332 than in 19~4-7 . " 

A~eriosn agricul t ure suffered severely from the very 

oondi tlons -- ruinously low prices -- ·.vh1ch softened the 

depr ession in industrial England. The induetr1al sect ions ot 

•'le United sta tes did not en o a com. •. ensur ate Increase in 

e eo ve pure as1n~ power, t ecause par o our agr cul­

tural markets are a r oad and because of r apidly growing unem­

'lloy!l':ent. 

Y see G. D. A. ~oDougall , 11 Genera.l Survey , 1929-1937, 11 par:es 

12- 36 ln Britain i n P.ecover y , L?ndon, 193g: Sir !gaao P1t~.an 

and Sons, Ltd., and The Econo~lst Trade SUpplement, December 

31 , 1°3~, page 19. 
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, . Economic recovery in En lend was 
·dory tion n o a or o eo ve 
VIrt·l~.l y al manufa cture goo a. 
?f th i s r adical change in economic policy arose only in pa rt 

!'r ; .. t~a d1 verrion o f the current Bri tieh i nternal market 

fr?m f oreign ~o dome ctic pr~ducers or manufactured goods . 

?er l".aps of equal or greet er i rnportnnoe was the non-recurring 

t rtlf~clnl dema nd for new CApital f aoi l lt tes t~~ t was crea ted 

?y the changed tariff ~olloy . Brand-new f actories were built 

~ ntl "~""" a chtner y ~reduced t o -~nufeoture the goods pr e viously 

i rr.oortP.., . 

The ~ltuptl on wee much thA same as it might be in the 

!!nl ~ed st .. te s 1f Congre as were t o pass a law s tipulating 

t:lt.t , a fter January l next, all ateel pr oduced in the Unl ted 

s~· tes Jr<~=t be pr oduced in the Sta te of Ter.as, and all euto­

~roblles , in the Sto te or Utah. Obvio-.tsly , an enormou,; amount 

of new capital investmen t would take place . 

4. The British housing boom, oc"vrr•.ng about ten ye ar s 

~fter ours, pla:red a very Important part in the British 

reo,ver :y . During the Twenties, nctivi t y i n :;>rivs.te buildine 

' ~ceed f ar behind tha t in the Uni t ed States, a nd the Bri t i sh 

Government undertook a number of measuren to &t i mulate r eai­

centi~ constructi on. In 1926, t he peak yc~r of bouse oon­

:truc tion 1n England during t he TWent ies, about three-fourths 

of ~11 t he new house s were either built d~reotly by the public 

c~t~~ritles Or wi t h Governc ent ~~s\~tence . 

A r :;d1cel cha nge of policy was 'llf\d.e ~rter the onset of 

tr• deore as~on , 7rhereb:• t!::e o.mount o f p•.:blio :-eo1stenoe was 

r;reatl~· :'t>duced. J:everthele!ls, t he level of building ao t1v-

1t;,• dr opped only ell ghtly - - to a low of eJ6 percent of the 

19~9 a7er age (in 1931), ae co~~red wtth a l ow of 22 percent 

for the United States (1r. 1933): and lt quickly recover ed 

an~ ~ent on t o new high Jevels. 
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some or the causative f actors were: 

{a) The stimulus ot the examples or Government­

built houses. The latter contributed greatly to what 

has been called "an almost revolutionary conception or 

what are tolerable housi~~ standards among a vast sec­

tion or the population. "!( 

{b) The lowering of interest rates, the reduc­

tion in down payments {to as low a s 5 percent) , and 

the lengthening of maturities on loans by the building 

soci eties in collabcration with speculative builders. 

{c) The migration of population from the regions 

depressed by low activity in the e~ort trades {•the 

depressed areas•) to the southwest; and, by reason of 

the increasing use of motor busses and automobiles, to 

the suburbs of cities. 

83 

These, a~1ong other factors, created a huge housing boom 

which wa s financed very largely by private enterprise without 

Government assistance. In 1937, when the total number of 

housing units erected was 45 percent greater than in 192g, 

only some 21 percent of the number was built by the public 

authorities or received public assistance. 

at 

llor have these amicable relations been due to any con­

spicuous t1m1d1 ty on the part of the British Government w1 th 

respect to action in fields that arouse considerable emotion 

emong many American businessmen: Government ownership and 

regulation of industry, labor relations, and taxation. 

at1on, 
ar more 

and 
monopolies 
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f or many years, operated by the post orrioe, The 

British Broadcasting Oompany, which recei ved it s 

charter from Parl iament, is supervised by the Poet­

master General and has a monopoly ot r adi o and tele­

visi on broP.dcast i ng and the sale of r ecei vers. Some 

63 percent ot all electric power in Great Britain i s 

produced by the local governments, operr.ting a highly 

coordinated system. 

In r ecent years , the llto.tional Government has 

oggr~saively promoted amalgamations and reorganiza­

tions in sever~ bssio industriea - - coal mining, 

eteel , cotton texti l e s , etc, For agriculture, the 

Government has adopted a program of subsidi es and 

nther f orms ot a sei s tance which is tully a s varied 
a s our own. 

The Brt t~ ah Treasur y , •of! t hout obtaining epecHio 

enabli ng 1egi~le tion , has been able to enjoin the 

flot ation or new capital i ssues in the London ~arket 
":hen it de sired t o rePerve the ma rket for Treasury 

sccurltles; and it han been able , in t he same inf oi'II!!ll 

bu t nonetheless ettective n~nner, to prevent foreign 

~ecurit ies issues fr~m being floated a t times when it 

deemed such ~rohibition helutul to the dome stic busi­

ness and t1 nancilll ei tua tion. 

(b) I n the field of l~bor r elatione, the bar­
gaining rights of iabor unions have l ong been r ecog­

nized ln England by both Government and employers. 

Likewise, ? a.r l i ament long ago provided for a Nation­
~ide system of ol d- age and widows ' penAi cns ; unem,loy­

.nont insurance f or the major1 t y ot lndustr \rl workers ; 

end a national dole system and local poor relief for 

tnc r e .. l8.1nder . 

(c) I n the f i eld of t qxat1on, t he British 
Government ~~.kPc fer. oonce esi ons t o business and the 

upper income clasce s . A Br itish corporation must pay to 

t~e Government 27i percent of ita pr ofits tor ordinary 

i:~come tax. y This may be co:npr.red with Federal corpo­

r ntlon taxe s aggrega ting about 17 percent t or large 

A..ter lcan corpora tions. 

1/ Dividends r eceived by stockholders are exempt from l ndl­

vtduel nor~al income tax (but not from surt~xes) beet-use 

t he corpora tion tax i s regnrded as a payment at the 

source tor t he stock.'llol ders . 
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Individual income taxes are higher in the United 
States than In Great Britain only for income s in 
excess or about $SOo,ooo, and even tor these by only 
a small margin, For all i ncomes si ificantl below 
·goo ooo the Bri 

It seems clear that the ability or the British Govern­
~ent t o obtain the confidence and ooooeration or the ~~siness 
Cl s S3eS cannot be explained in terms Of partiality to busi­
ness -- by American standards -- in the fields or Government 
o.nership and regulation ot i r.dustry, labor relatione, or 
taxat i on . 

Part or t~e explanation l ies, no doubt, in the long tra­
ltit1on of Government a.nd business cooperation, But more 
imoortant, in all probablli ty, is '.:he fact that t he Bri tieh 
developme nts i n the fields oited above were not newly born 
du r111g the depression but had mainly taken place Aome years 
ago. They had been l argely assimilated, payoholog1oally and 
otherwise , in the British eoonoey before the advent ot the 
great depression, 

In the United States, in contra st, a great many reforms 
in these fields or critical interest to busine3smen have been 
cr011ded into the last few years. These i nclude : Compulsory 
~ecognition or the right to collective bargaining; the TVA 
Fn~ other Federal power projects; the Securities and Exchange 
acta; Federal relief for the unemployed; soci al insurance 
legislation; greatly increased i noome tax rates; eto, In 
vi ew ot the natural rear among busi nessmen or any i~ortant 
Chans es ln the legal framework within which they must operate, 
it is not eurprisi ns that t his great concentration of reforms 
should i ntensify the auspicious and even hostile attitude 
toward Government that has long been at least latent among 
A~er1oan businessmen, 

It seems reasonable to oonolude that the chi ef explan&­
tion or the greater tolerance ot the British busi ness olaesea 
tor the kinds or legi slation and governmental a ctivity that 
have r ecently i rritated and frightened American bueineasmen 

i TheAe examples ere f or a married man ~ithout children. 
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is that the Bri tish have preViously digested them and are 
now accustomed to them; and this ie likely to be no len 
the oase in .thie country i n due course. 

It 1e comforting to realize that }the Engli eh buei nese­
man did not always accept reforms wlth conspi cuous good 
grace, "There was a t i me in the nineteenth cent ury when a 
r lse ln income tax -- even the very existence of the tax -­
prod~oed the very worst peyoholo0ical reaction, • nays 
Urnul a K. F.icks in her study, The Finance of Brltlsh Govern-
1!1enta l920-l9f6. Bat !lrs. Hicks continues that 1Hav1ng eur­
Vive a 6 e. evy (30 percent normal tax) in the war period 
with relatively little damage, it hardly seeme possible to 
frl~ten t he British capitalist with any lesser obligation. • 

It ls in a variety of differences, such as the fivs 
Just reviewed, rather than in the s ingle difference of 
budgetary policy that the explanation of the d1vergent 
economic experiences of Great Britain and the United States 
al noe 1929 is most reasonably sought. Certainly, it would 
rocm i mpossible to explai n the divergence in terms of gen­
eral economic orthodoxy versue unorthodoxy. Great Britain 
l eft t he gold standard nearly two yeare before the United 
States and her currency today is much less closely anchored 
t o a flxed quanti ty of gold than is t hat of the United 
States. Great Britain's budget, if armament expenditures 
be fully included, has not been balanced for the past two 
:;e~.rs , during wb1oh rearmament borrow1ng has appr oximated 
~200 mill i ons; snd turt~er such borrowing amounting to 
~350 millions is anticipated for the fiscal year beginning 
~ext ~o~th . It is striking to note that Great Britain's 
antlei~ated armament borrowing for the coming fiscal year, 
ln rclat l on to her uopulation, is equivalent to a defic it 
of $5 billions for the United States. 

Attachment 
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Industrial. Production in the United States 
and Great Britain 

.. 
United Great . . United Great Year St ates Britain .. States .. Britain . . 

1935 = 100 11 : : 1929 - 100 y : : 
192~ 106 gg tl go S9 .. 
1925 126 S9 

. . 
: : S7 90 .. . . 

1926 120 Sot .. 91 S2 . . . . . . 
1927 118 95t .. 89 97 . . 

94 
. . 

19211 123 .. 93 95 . . .. . . 
1929 132 9st .. 100 100 . . 

: ! 
19}0 107 93 .. 81 94 . . . . 
1931 90 sn .. 68 89 . . . . . . 
193:? 71 g4 .. 54 S5 . . 
1933 g~ 89 

. : : 
: = 

64 90 

19}4 
: : 

S8 96 .. 66 97 . . . . . . 
76 1935 100 100 : : 102 .. 

!936 117 106 
. . 
: : gg 108 .. . . 

114 19}7 122 112 .. 92 . . . . . . 
106 p . 19}11 96 1o4 p . .. 72 . . . . . . 

!/ For the United Stat es, the Federal Re serve Board indexe• 
h~ve been converted into relatives ot the year 1935. For 
G1•cat Britain, the Economist indexes, which are based upon 
the year 1935 as 100. are used. 

g/ For the United Stat es, the Federal Reserve Board indexes, 
end t or Gree.t Britain, the Economist indexes, bsve been 
converted into relati ves ot the year 1929. 
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Maroh 21, 1939 

1 talked to the President , a week ago yesterday, 
about t he Annenberg case and I said,"I do not under­
stand what the Attorney General meant when he said to 
me that pressure wae being brought to bear on him from 
vary high places on the Annenberg case. • I said, "Mr. 
President, what did Frank Murphy meant• He said, 1 I 
can tell you. Governor Earle wae afraid that with 
this new Republican Administration, wh1oh Annenberg 
controls, that he, Earle, would get a Moscow trial on 
!t1a own case and go to Jail and Earle thought if th1e 
Administration would settle with Annenberg t hat, in 
return for that, Annenberg would eee that Earle would 
not go to Jail. • The Prea1dent o.lso said, 'I know of 
no reason why you should not go right straight through 
with this oase , Henry, but that is where the preseure 
is oom1ng from.• 
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March 21 , 1 939 

J.liss LeRand told me to- day that the President 
promised to dictate the letter to Senator Rarr1son to-day. 
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March 21. 1939 

The Secretary again called up Grace Tully yesterday 
and asked ber to r emind the President to send the l etter 
on taxes up to Senator Harrison. 
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' 

• r oh 21, 19)9 

MJ dear Mr. Preaidenta 

1 am enclosing h e re11 i t h a 

review ot the busines s s1tu&t1on t o r 

t he week endlnt .. rch 18 . I thought 

you • ould be 1nteruted 1n r nding 1t. 

lour:; s1ncere1y, 

Tnt Pru1dent, 

The tn1te eouae. 

l:ncloaure. 

Rllclhmas 

t&'P"'l B. Jlui; t•tlw!, J r 
... 
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Du!>licate 

TREASURY DEPARTMENT 

INTER OFI'lCE COMMUNICATION 

To Secretary Morgenthau 

•ROM Mr . Haa~ 
Subject: The Bueineee Situation, 

Week ending March 18, 1939. 

Developments of the week 

CONFIDENTIAL 

DATa Wa.rch 20, 1939 

1 . The seizure of Czechoslovakia haa dealt bueineee 

confidence abroad a ehook which is particularly severe in 

t ha t 1t came at a time when buaineee confidence and activity 

were rapidly reviving. The possibility of further adverse 

developments in the European situation introduces an i mportant 

f actor in our bueineee outlook wh1oh ie unpredictable. It 

seems clear, however, that the severe ehook to oonf1dence 

abroad, together with th1e week'• wide break in do1D8et1c and 

foreign security markets, ie likely t o have eome effect in 

holding back recovery desp ite the f avorable domestic e1tua­

t1on. An outbreak of war m1gbt result temporar1ly in turther 

business curtailment . 

2. The commodity price outlook baa turned more unfavor­

able , owing to deflationary intluenoea arising trom the develop­

ments in eastern Europe. The Austrian annexation a.nd the 

Sudeten annexation last year were similarly accompanied by 

defl ationary price influences. 

3. New orders during February were wel -l maintained, 

despite a falling ott in eteel orders. A material improve­

ment in orders tor electrical equipment and railroad eoulp­

ment 1e particularly encouraging, a1noe increased aotiv1 ty 

1n the durable goode industriee auet be counted on tor any 

ext ensive further business gains. 

~ . The new orders index roes laat week to near the 

high of the year, with increased orders reported tor eteel 

and textllee. Th1e index 1n oolling weeks ehould provide an 

important indication ot the reaction wh1oh European develop­

ments may have on buainesa aot1v1ty in th1a country. 
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Outlook becomes leaa favorable 

A severe blow waa dealt this week to the improVing busi­
ness confidence abroad by the German seizure or western Czeoho­
sl ovakla, whloh is likely to have repercussions on our own 
business situati on. During recent months the reeling bad been 
growing in England and France that the democracies or Europe 
,.ere r e.et regaining the upper hand over Germany and Italy. 
Partly in retleot ion or thie idea, business confidence in 
England and France bas recently been improVing, security prices 
in t hose countries have shown marked gains, business activity 
has been i ncreasing, and a resulting improved demand t or oom­
~od1t1 ee has been a !actor in the firming or commodity p r1oes 
1n worl d markets over the past several weeks. These develop­
ment s hed all tended to strengthen our busi ness outlook. 

This hopeful belief has now been abruptly shattered. In 
the opinion ot the Wall Street Journal "Hitler' s latest coup 
oroduced a greater moral shook than any or ite pr edecesso rs, 
and i s bound to have adverse effect on bueiness. • In the net, 
1 t meano that 

( 1 ) 

{2) 

{3) 

{~) 

The European eituatlon has become a more prominent 
menace in the immediate business outlook, since 
further developments in eastern Europe or a confidence­
disturbing nature are not improbable; 

The recent i mprovement in the foreign busi ness trend 
can no longer-be depended upon as a strengthening 
! actor in t he domestic out look; 

co~~odlty prices may be subjected t o f ur ther defla­
t i onary influence s, euch ee followed the Auetrian 
annexation and the Sudeten annexation; 

Business enthusiasm in t his country will be dampened, 
and improvement over the next several months may 
consequently be more gradual than would otherwise 
have been the oaee. More serious European develop­
ment s, now unpredictable, might result in an extension 
or the current business setback; 

(5) The world armament race will continue with renewed 
intensity. 
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Commodity prioes weaken 

The trend or commodity prices thie week hae continued 

gradually downward, and it now appears that the setback laet 

week mar have reflected the first impact of deflationary in­

fluences arie1ng out or the Czeohoelovakian situation. 

Similarly, the German invasion or Austria on the 11th or Karch 

last year was anticipated by a decline in commodity pricee that 

began i n the futures markete two weeke earlier, and the long 

oerlod o! tension which preceded the Sudeten cr1s1e last 

September was acoompan~ed by a decline in commodit y prices that 

began 1n July. 

The Dow-Jones ruturee index (See Chart 1) wae first to 

turn down two weeke ago, being somewhat more sensitive than 

the i adaxee or spot pr1oea. Unlike during tbe crisss i n 1938, 

the downturn in commodity prices has not been accompanied by 

any material weakening in sterling exchange, apparently because 

of more ertect1ve support, though forward d iscounts on eterling 

have widened. I t appears that spot eterling at present does not 

accurately reflect the defl ationary pressure arising from 

fo reign developments. 

Ir ster ling continues firm, this should have some intluenoe 

in stabilizing commodity prices. Naver theleaa, the shock which 

business oon!idenoe abroa d had received, and the possibility 

that rurthe r unsettling developments may grow out or the invasion 

or Czechoslovakia, are likely to lead to a retrenchment i n indua­

t r id demand abroad following the recent period or more aotive 

buying. Th1a prospect haa put the outlook ror commodity prioee 

in a more unfavorable light. 

Stock nrioee lower with increased f oreign selling 

Stock markets bere and abroad ware apparently taken by 

surprise, and did not weaken Jllllter1ally until arter tbe annexa­

tion ot western Czechoslovakia had been acoompl1abed. Realiza­

tion or the full 1mpl1oat1on or this move later brought heavy 

selling or atooke 1n this country and abroad. The Dow-Jones 

industrial average was carried down to the lowest level alnoe 

the end or January, and rore1gn transactions turned heaVily to 

t he selling 111de. (See Chart 2. ) 
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The break in stock pr ioee at the time ot the Munich 

crisis had little effect on bueineee in this country, since 

industrial production was in an active upwa.rd trend and had 

some distance to go before reaching the level ot coneumer 

demand. In the present situation , production ie at a level 

where increased demand 1e required to carry activ1tr upward, 

and therefore more vulnerable to unsettling influences. 

Nevertheless, the domeet1c business foundation remains favor­

able tor a further advance, and unleea European developments 

become definitely more eerioue, ther aeem more likely to 

reterd than to prevent a further recovery this rear. 

The automobile sltuation 

The automobile outlook appears somewhat lese f avorable. 

The oolioy ot the automobile compan1ee to continue production 

at e relatively high rate during the winter i n anticipation ot 

suring demand has resul ted in a lese-than-seasonal epring 

increase in production to date. An inoreaee in output this 

"eek to 86,725 unite, from 8~,095 unite last week, brought a 

droo in the New York Times adJusted index to 86.8 from the 

previous week's tigure o:r 90.2. The seasonal trend oalle tor 

sh8rp increases in production over the next tew weeks. 

Our oonrparieon ot production 1n relation t o ealee (See 

Chsrt 3) shows a larger surplus produced during January and 

February than in 8f1Y ot the previous three years. While this 

places the automobile i ndustry 1n a position somewhat vulner­

able to adverse developments, the increased stocks could 

easily be l i quidated with a good spring buying season. The 

s trength ot cu rrent demand is indicated by the tact that 

General Uotore • f actory ealee during January and February 

establ i shed a new all-time record tor the oompanr in that 

oe riod. 

New orders well maintained 

New industrial orders during February ehowed only about 

ths usual seasonal let-down, deepite a rather sharp decline 

in steel orders. (Bee Chart ~.) Textile orders were eharplJ 

higher , while orders tor bUilding material• and automobiles 

showed a seasonal decline. 
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An encouraging feature of the recent new orders trend ie 

the upturn in orders tor durable goode, notably railroad 

equipment and electrical equipment, both of which turned up in 

February to the higheet leYele einoe before the 1937-38 recee­

sion. Since aD1 further exteneiYe business gaine muat co•e 

largel:r trora improYe .. nt in the durable goode induetr1ee , these 

upturns pr ovide an indication that euch an improyement aa:r be 

under wa:r . 

The r a tio ot durable goode production to non-durable haa 

i ncr eased substantially elnce the low wae reached laat euamer, 

l argely because or the sharp recoyery in automobile production, 

but i s still low in coraparieon W'ith the ratio during 1936 and 

19}7· (See Chart t•> The present aituation in this respect 

ma:r be compared wi*h the situations at the beginning or 1935 

and at the beginning or 1936. Wlnor corrective reactione which 

were t hen under way in both instances were followed by renewed 

bu1ineee adYances. 

Our weekl:r index or new orders tor the second week or 

March advanced 1.0 point to 89.6, which comparee W'ith the :rear'• 

high or 90.9 r eached in February. New orders tor both at eel 

end textiles were slightly higher, whlle other orders declined 

sli ght l y from the :rear's high reached in the preVious week. 

Current business news 

The FRS monthly index tor February has been reVised down­

ward to 9S {preliminary). 

The New York Times business index t or the week ended 

!:arch 11 held the preVious week 1 s gain, remaining unchanged 

st 89. 5· For the t oll owing week, prelim1nar:r data indicate 

lower adjusted indexes tor automobi le production and steel 

production. 

The adJusted index of cotton mill aotivit:r hae increa sed 

so~ewhat fur ther, and cot ton consumotion during February showed 

a mo re than seasonal gain over the preY1oue mont h. For the 

7 months or the season to d.ate, domutic cotton coneumption 

has exceeded that or an:r other eeaeon since 1929 wlth the 

exoention or that in the reoord 1936-37 season. 

lfhile eensitiYe commodity pr1ces declined this week and 

last, the BLS all-commodity index tor the week ended Waroh 11 

rose slightly to equal the :rear's hlgh point or 77.0 reached 

earl r i n January. .t. rise in the building materials index to 

the highest leYel since last June, and adYanoing prices tor 

f arm produote, largely accounted tor the increase. 
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our index ot oont14enoe der1Yed fi'OII boll4 prtoe oo~q~arl­
eone, wllich laet we• extended ite pine further to a new 
lllgll tor tile ;rear, hal tUJ'IIed down thle we•. BeooDil grade 
bonde ban weakened eubetet1al1;r la. relation to high &n4e 
bond•, 1nd1oaU.ng le11 oont1dea.ee 1D the outlook tor prof'l t.. 
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H!~Jr : 
Es r l e 
Ba1l1e : 

H~!Jr : 

8 : 

it:Jr: 

8 : 

:: . ..rr: 

8 : 

~:'Jr: 

8 : 

;,::Jr: 

8 : 

:;::Jr: 

B: 

8 : 

B: 

;:~ ..rr : 

B: 

Hello. Hello. 

Good morning, Henry. 

Hello, Earle . 

How are you? 

!.larch 21, 19~9 . 
10:19 a.m. 

106 

Fine . EArle , I ' m csl l i ng you up on triple confi den­
tial Treasury business. 

':1 . K., e1r. 

And t here ' s somet hing I want to ask you which you may 
or ma,y not want to do , and if you don't, i t's 0 . K. 
wi t h me. 

Rig.'lt. 

It was brought to ~ attenti on by a ver y r espons ible 
per son t hat there ' a a man by t he name of J. s. 
RJeenbaum . . .. . 

Rosenbaum? 

Yeah . 

Yeah . 

Ther e ' s a f Rther and eon, and i f you ~Pnt to get some­
thing done through S.E.C., that' s the man to go and 
s ee in New York. 

Tha t ' s interesting. 

:low, of course , I 1m doing it; I want you to know why ... 

Right. 

Because I don ' t want any s candal; I don't wan t any 
ba ck doors. If t her e ' s anyth i ng to 1t, I want to 
squelch it . 

Yeah . 

And t~t's -- t hat's QY only objective. 

Right. 
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H!!Jr : 

B: 

:z.: :Jr: 

B: 

8: 

:.:::Jr : 

3 : 

;;:tJ r : 

B: 

~~:Jr: 

3 : 

~:Jr: 

3 : 

~:Jr : 

9: 

"::Jr : 

E: 

B: 

- 2-

And I appeal t o you ae a citizen. 

You bet. 

107 

:low, I should think it' t ba t were true, you 1 d ought 
to be ·ble to run it down. 

I t hink eo t oo , and it does s eem to me that it' 1t bad 
been true I should have known about it. 

Yeah. 

J. s. Rosenbaum. 

Yeah. 

:•ow, h~<ve you heard an:1t t1i ng t'urth<er abou t hi m except 
t hat name? 

No , I J u et understand tha t he 0 e t he fellow t o go t o, 
and 1f you go to him you can he t t hings done . 

Yeah. And he 's supposed to be a fr i end of-- or •.... 

Of Hall Roosevelt . 

I see . Well now, -- ell right, Henry, I' ll -- I ' ll 
go aft er it. 

Right. 

! t hink the t Justice Black must f eel lese and lese 
111 at ease ea ch t1me that a new one ot' t hese fellows 
comes on. 

Well. •... . 

That ' s -- t ha t's my geet •.1re t o you. 

That 1 8 -- that o s your you ea.v t hat' e your Wall 
Street gesture? :>r your good-morning gesture? 

Tha t ' s my Connecticut gesture, but I t hought 
i t was a pretty good remar~ . 

You 11ke it? 

Henry, I'll go at'ter t h1s. Is t hie a rush t hi ng from 
your poi nt o t' v1ew? 
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Hl!Jr: 

B: 

H!!Jr: 

a: 
Hl.!Jr: 

9 : 

Hl:Jr: 

8 : 

I!'..!Jr : 

B: 

B: 

Ht!Jr: 

B: 

Hl!Jr: 

:.as 
- ~ -

No, no. 

Well, I ' ll I ' ll t r y t o l ook at it and talk to one 
or two people around. 

Yeah. 

Very confidentially, on ~ own . 

Yellh. 

And I i may not cal l you back until tomorrow night. 

Oh, t hat ' s "- t hat ,' e . . ... 

But it ought to be poss ible t or me to find th1e out. 

Sure, you m.1ght even be glad to find out where the 
man ie who could get t h1nge done. 

Oh, ~ word ! That' e what I •ve been looking for all 
~ lif e. 

( Hearty laughter) 

All r ight, Henry. 

Thank you. 

Good bye. 

Good bye. 

Regraded Unclassified



c~EASURY DEPARTMENT J 
I J 

INTER OFF1CE COMMUNICATION 

DATE March 21, l9J9, 

TO Secretary Morgenthau 

rttON E. H. Foley, Jr . , Acting General Counsel 

Under Section l of the Espionage Act of June 15, 1917, 40 Stut. 
220 (U.S.C. title 50, sac. 191) , if the President, by proclamation or 
t:xccutlve order, declares a nati onal emergency to ex1et by reason of ao­
ttL1l or threa tening war , insurrection or invasion, or disturban.ce or 
tbr•~tening disturbance of the international relgtious of the United 
Stgtes, the Secretary of tbe Treasury, with tbe approval or the Pre,ident, 
""Y acl<e rules and regula tiona governing the anchorage and IIOT ... nts ot 
o.ny •essel, foreim or d0!!!8st1c, in the territor.lal .... ters or the United 
Stat es (except the Ce.nal Zone tor which other provisi on is 118de), -.y 
inspect such vessel a t allY tiM, place gucrda on such vessel and, if 
nocesMr y in his opinion, in ordar to secure such vessels fr011 da.alo.ce and 
injury or prevent daa&1e or injury to any harbor or ~aters of tho United 
Stat es or to secure the observance of t4e righta and obligations ot thl 
United States , take , by and with the consent of tho President, for such 
pur~se , tull possession and control or such vessel and removo therefroc 
the officers and orew and all other persons not specially authorized by 
!lim to go or rell8.1n on board. 

The r egulati ons specifically authorized by tbe statute could be 
J..o'le..,nted by other recu!Atioos dea.lilli with such Mtters aa cle&l'&llct 
or vessels , s pecial licenses for barber cr~t , etc, The proc::a-tlon and 
t be regulations have been drafted and can be put before the Pres ident at 
o.ny tillle . For your inform:>tlon, a copy of the drafts are attached. 

The duties or the Secretary or the Treasury would probably be 
exerc19ed by tbe Collectors or CUstom3 and the Coaot Quard, However, 
under Section 4 of tbe same Act the President is authorized to eaploy 
such part of the l.&nd or naval forces of tbe United States aa be MY dee• 
necesMry to carry out the pLLrpoSes ot the Act , 

. ' 
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/ 12.0 
' 

Bruaaela, March 9, 19S9. 

Dear BenTy 1 

Joe Kennedy h&a juot tranmitted to ae a oopy or 

your atatecent before the Houoe Cclaittee on Coin&~· 

1 oennot reh'ain tl"'OII dropping you a line with noferenoe 

thereto . 

It -• an exceptionally able atatement. l'he aim-

plicity and clarity, combined with ita oamprehenoiTeneu, 

otl"\lck m.y mind with great force and o0111111t.nded f1fY admiration. 

1 hope th&t you are otandin& up well under the hea..y 

burdena wbioh you are oarryl.ng . 

With kindest peraonal regarda, 1 aa, 

Sincerely youro, 
'7 

~ ....... . 
li. B.--Pleaae ..-lOber - cordially to your ..,ndertul 

father and 010ther. 

l'he Honorable 
Henry ~rgenthau, 

Secretary of Treaaury, 
WaahiDI;ton, D.c. 
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.•- The Honorable 

~ Hen.-y l!orgenthau, 
ct 

'· C"'' 

" ., 
• I 

Seoretary ot tho Treasury , 

Washincton, D. C., \ 
' ~ U. S . A. 

• 

--
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SEcrEtary of statE 

washington 

377, !.larch 21, noon 

FOR TREASURY FROM BUTTER~ORTK 

LC':ldon 

DatEd March 211 1939 

Rtc'd 10 : 52 a . m. 

ThE British trEasury has givEn mE a copy of a 

conti~Lntinl noticE to bankErs and othErs concErnEd, rElating 

t o t hE ChancEry of t hE ExchEquEr's lEttEr datEd March 17, 

1939: 

"OnE . ThE rEquEst madE by thE ChancEllor of t hE 

ExchEqUEr rElatEs only to balancEs , sEcuritiES and gold 

hEld on bEhalf of rEsidEnts in CZEchoslovakia. It doEs not 

t h ErEforE r ElatE to thE assEts of any citizEn of thE formEr 

CzEchoslovak REpublic not so r EsidEnt . ThE ChancEllor's 

rEqUE3t doEs not rElatE to thE paymEnt of commErcial dtbts 

nor to rEmittancEs t o rEsidEnts in CzEchoslovakia othEr than 

by dEbit t o thE account of a rEsidEnt in CzEchoslovakia. 

ThE phrasE rEsidEnts in CzEchoslovakia mEans thE GErman 

CzEchoslovak REpublic; any corporation incorporatEd undtr thE 

law of that REpublic; any ptreon ordina.rily rEsidEnt in thE ' . 

tErritoriEs of that REpublic on thE 15th lo{arch, 1939. 
ThE 

' 
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lolA # 2 - telegram II 377, March 21, noon , from London 

~vo . ThE Bank of England havE bEen authorizEd by His 

MajEsty ' s Treasury to grant permission for certain transact­

ions . In any casE of uncertaint y or of an apparEntly 

abnol'tlal transaction application should bE madE to thE chief 

oashitr•s officE Bank of England: but whErE a bankEr or firm 

is satisfiEd that a transaction falls proptrly ·undEr onE of 

thE follo~ving hEadings thE Bank of England's permission ma,y 

bE assumEd without furthEr rEfErEncE , 

{a) ThE amount of any bill of £XGhang~; accEpted prior 

to thE 15th '-arch 1939 by a firm in thE UnitEd Kingdom 

on behalf of a resident in Czechoslovakia may on maturi t y 

bE debitEd to thE account or that customer , 

{b) Any cheques drawn or instructions for payment 

issued beforE thE 15th March 1939 may bE actEd upon . 

{c) &~y payment is pErmitted which is necessary to 

meet a debt or obligation to a British subject or to a 

pErson in the UnitEd Kingdom (othEr than a person rEsident 

in czechoslovakia) . 

Any payment necessary to mEEt a debt or obligation to a 

pErson {othEr than a British subject) in a country abroad 

should be rEfErrEd, but pErmission wil l bE frEElY givEn in 

suitablE cases. 

(d) AssEts belonging to British subjects rEsident 

tErritories of thE formEr czechoslovak Republic may bE 

frEEly disposed of . Assets bElonging to nationals of othEr 

countries 
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)lA -~ · tElEgram II 377, llarob 21, noon, !rom London 

countriES so r EsidEnt should not bE dis posEd ot without 

rE!ErEnOE but pErm~ssion will bE frEElY givEn i n 

sui table oasEs" . 

KENNEDY 

RR:CSB 

.. 
• • 

' 
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JR 

SecrEtary of State, 

'!ashing t on , 

5271 
ilarch 21, 4 p . m. 

ORAY 

Paris 

115 

Dated Harch 21 , 1930 

Rcc 1d 3 : 01 p. m. 

"!'hE first stri cs of measures taken under tht 

special ;,>OlVEra authol'izcd by Parliament on Harch 19 

werE published 1n thE Journal Officicl of today in 

the form of 16 decr ees which had bctn approved in Counc il 

of Uini stErs last Evtning, They chiEfly concern 

measurEs of a military naturE relat i ng to men and 

material , 

Bri Efly statEd thE measures decreed orovidt 

notably for an increasE of about 3 1 000 offic Ers and 

noncommiss i oncu offi c ers in t h e l and forces; the 

t r ansfEr of a cErtain number of cavalry officers to 

thE artillery; the reor ganization of th£ commnnd of 

c ertai n army corps districts ; t he maintenance in service 

of soldiers whose p eriod of training has EXpired, and 

recall of rEsErvists : thE spe eding up of th£ 

manufacture of armaments; a sixty hour working VIEEk 

(and supplementary hours if necessary) in EnterprisEs 

di rectly 

• 
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- 2- #527 I r.!nrch 21, 4 p . m.' from Pnris . 
' 

directly or indirectly conc Erned vti th national dtftns q 

fin~ncial assistance for EntErprises engagEd i n t ht 

su!)ply of armo.mtnts; prior.i ty for contr acts for nat i onal 

dEfEnsE ov Er nll other contracts; incrEase in numbEr of 

army EnginEErs on duty in statE armamEnt factor i Es ; 

incr EaSE in o.i r personnEl , notably vtto.thtr f orEcasting; 

and prohibition to divulgE broadcast or ~ublish mil1tnry 

informa ti~n of ~ny n~tur E no& render Ed public by tht 

Gov Ernmm~ • ( HTD St:CTI ON ONE) 

BULLI~T 

CSB 

• 
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Secrct~ry of Sta te, 

··::!shington . 

GRAY 

Pnri s 

Harch 21, 1939 

Rcc 1d 3 :10 p , m. 

52't , i'arch 21 , 4 p . m. (5E<:TION T':/0) . 
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iscellancous me:!sures relate to administr~t1ve 

rcorg:mi z::tion of the City of t!orseille , the suppression 

of ccrtnin gov ernment agcnci e~ , en~ lt~it~tion of 

hiring of gov •:rnmcn!; personneL 

Accordin~ to "· lltmioffiCl:". l noti ce i s sucd after 

thE Council of iiinistcrs ycstcrchy, the l:inister 

or l•'inancc indl.C:>.ttd to t h e Council th~t he will be 

in n position to meet the increase in national 

defense exp enditures through economi cs resulting 

from administrative reoru~nizntion by c reduction of 

civil expendi tures, nnd measures t~~t ryould increas e 

oroduct i on tn conformity 1:ith the a cncral principles of 

~he uOVErnmcn t I S !)Ol1cy :'lnnounc tcl la:; t ;~OVEmbEro 

Plena£ send copy to t h e Treasury. ( END MESSAGE) 

!3ULLITT 

CSB 

• 
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Secretary of State , 

l'lashincton . 

362, March 21 , 7 p. m. 

:?OR TREASURY FROK BUTTERWORTH. 

PLAIN 

London 

Dated ~arch 21, 1939 

Rtc•d 3 :38 p. m. 

One. The d1·itisb TrEasury states th:lt as far as it 

118 

or t:1e Ban!!: of EncJ.anu knO\VS !:!03 t of tht 30ld of the 

Czechoslovakian National Bank was in Praha whEn the Germans 

OCCUl>iEd thE c1 ty and has be En OEized by thEm. My CzECh 

source rEfErred to in 336 , Mar ch 15, 7 p. m. , confims this 

statemEnt a~d gives thE amount of gold thus obtained by 

Gel'!l!3ny as the equival ent of 1.16 odd million. 

The British Treasury also stated that thEir first and 

of nEcEssity rouzh estimatE of the amount of CzEchoslovakian 

rEsourcEs impoundEd in London as a resul t of thE British 

prohibitions totals a littlE ovEr • 10 million; this figure 

is Exclusive of tht unExpended 1.6, 750, 000 of the 1.10 million 

credit in the Bank ot England (sEE my 336, »arch 15, 7 p. m. ) 

of the i.lO million of impounded Czechoslovaki an assets 

18 mil lion represents gold or balances i n London of the 

Czechoslovakian National Bank. 
Two. 
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2- #382, ? r om London ,Mar ,2l , 7p.~ . 

T':to . ThE city is bEginnin(S to r Ecovtr !'rom thE t'irst 

shocl~ of t'lE GErman s EizurE and dismEmbErmEnt or CzEcho-

slova::ic. . ThE London Stock LlarkE t was strongEr today and 

Britis:l C<OvErnmEnt sEc urit iEs also improvEd, war loan £or 

tx~~ylE closinc 7/8 up at 96- 7/8 . 

L5.l~E7li:lE tile VOlUlliE of tradin:, on thE t'orE11Jll EXC:O.angE 

"lllri;;; t nns :n:-.allE r to-lay , thE C:ollar O;'>EnEd ot'f~rEd and 

tht •:!'i 1:1s:1 author! tiE.; bou;::ht dollars dur1:1g thE morning. 

But in thE nfttrnoon tilE dollar turntd bid and thE British 

authoritiES sold dollars . Tilt tnrEE months forward dollar 

was stEad at 2-1/4 . Gol d 1'1xin!J, howEvEr , was unusually 

largt , 397 ;,ars IYErE d Ealt in ot' which 179 wErt marriEd 

and t;~E British t'und took a fEw . ThErE was onE larcE 

transaction of 250 bars , InsurancE was obtainabl E on thE 

lii.U:P.AT'i'Ju: anc1 arbi t rnc turs bou.::::1t c;old for shipmEnt , 

K.Elll~EDY 

\Y'1C 
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PAlW'BR.UK OJ' HLKCIWI UOKll'KD 

JROII: .&aerioan :lllbaeey, Parb, J'ranoe 

DA'fl: Jlaroh 21, 19ll9, !5 p.a. 

:so.: 538 

JROII COCHRAN . 
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llore cheerfUl Parb market today. Steadier continental 

currencies, the J'rench frano in particular. I~~~proYeaent 

i n forward franc and Frenoh rentes . .&.n article iD 

L'IJroRKA'fiO:I attributes the laok of eerioue monetary 

upset at preeent to the perfected cooperation between and 

t echnique of etabilization funds, and e:r;pecially to the 

French f~ta etronger poi1Uon. For the month of Jan-

uary the French budgetary reTeaue wae below what had been 

eetiaated, but i t 1a expected that there will be improYe­

ment 1D. the February figures . 

At fiYe o'clock thia afternoon I talked with the 

Bank of France. 'foday aoae pounds and a f ew dollars were 

gained by the French control. It waa ay triend'a belief 

that the controls of Gr eat Britain, Balg1- and Switzer­

land had done practically nothing for the day, while a 

little wae loat by the Jetharlande. Banking eentiaent, 

he eaid, ae•e to be that any danger of war hae been 

deferred for the preaent. 

UDder date of llaroh 30, the 111D1etry of nnanoe 

addra .. ecl the following letter to the Ohairaan of the 

Aseooiation 
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Aaaooia~ion of Jrenoh Bankera: 

•on aooOWl~ of recen~ nen~a in OzeohoaloTal:1a, I 

haTe ~he h011or to requeat you to be good enougtl 1-ediately 

and unofficially to iD.Tite your m•bera to block unUl 

fur ther notice all holdlnga or credita that may be depoaited 

with them for the account of OzeohoaloTakian individual• 

or ooncerna . 

This meaaure should be applied with effect tro• 

Karch 15 laat to all persona of CzechoeloY&kian nationality, 

with the exception of t hose who reaide in rranoe aa long 

as they remain in this country.• 

BULLI!!. 

Kl:Lft 
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F£0£RAL. RESER\'£ OAt,jt( 
01" N:;w YORK 

OR RESPONDENCE 

co•no•~ 1IW!l. 
r. ....... 

SUOJtC.T· 

A.to<-hhP: 

:.22 Noted • 
o" ... n. 11aL 

IJ!I,_RJIOII OOIYIUelOI Uta 

osnwr·•~••c. 

I ealled J(r. dol ... d 101• a.•• CUI HfOI'eDOO te .. 1' 

eabh lo • .,., of lan llicbt 1IF etab we ....-one4 lh1)18eat of allen 

4&, 000 ouno .. aold por no•lblp llaa Bol'OII 011 Mal'tlb 11. I -

plttined that that oablo had 'b- ••• lllthout belfll ebo• ~ •• •• 
t hat it bad II- .,. 1Ateat.1on to requan tho lh1p8eat of f'llrthor ao14 
only after .,. rHeat poreonal lntor ot llueh 1• bed 'boea I'Hoi•o4 biF 
bill. In t hh loner, I ooat1Duod, I ba4 aplabod to bU at 1-.taa 
that there nat 'bo a 81-dorn•d1Aa 1D thotr 1ntorp.-ntcm of tho 
Sept•ber UN arr-.•eat 'lb1ob 1D tho toa betoH na u4o it 
abandat)J oloar that cnar aold llbOQld alW~~Ta bo .. , biF .&8ol1. .. n M&ta. 
de .Jona replied thn oe I'Helll\ or CNr eablt he had 1Dtea4e4 to Wl'lto 
u a l dtor, ... ~h ho 414 no\ thl llk tho 11ntor waa •HF t.portant, 
but t hat now ho ~d a1rl1t rHetpt ot .,. 11Doa. 4t .. ,. rno I -.to4 
bUa to mow and nadorftlllld tbd 1t waa not oar 1D\enUoa to bo U'IIJ.• 
traJ')' and a'bl'\lpt 1D tho aatte ot thoao rold ab1Jl8•ta. do Joar, I 

• aura, approoiatod 117 oalJ. •4 tho ,....,a tor eiah U na ..... 

I •*od bow thf..na• ""lMH"'I 18 •ropo todq aad ho t'-bt 
t hat t hOT were a Uttlo loll 4al'lt thea JOUo~ 'llllea thq hod ha4 a 
UJ')' 1111 dq aoll1Da dollar• oa a luto aeala. !odq U waa QlliotOI' 

ia uator4aa •• wen u 111 Lolldoa. lb1a ho aaorlllod to • aro'lf1.al f.el• 
1JIC t ha\ Ihlr atght dl'ift •WilT tro. 0...-a7 aad tall 1D lbo wlth tho 
PGlioy ot t ho othor powore. lh11 t..U., ho a4aUtod "' baaed oa 
Dotbtna bntor thaa tho tad tbat Cbo Italian .a.'buaa4or 1D BorU11 had 
beeor"allod to._. to._.,_ liD tho 111WIUCNo 
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EXCERPT F'ROLI CONVERSATI::>N BETWEEN Sl1UNER WELLES MID H.IJ.Jr. 
!.lARCH 21, 1939 AT 12 :07 P.IJ. WHI CH REFERRED TO 

C.ZECH BALANCES IN U.S. BAln<S 

I had a good talk with Ueeeeremith. 

Oh, thanks. 

And I mede a recomcendat i on which he accepted. 

Good . 

And I t n1nk he 'll tell you ebout it -- on the 
Cochran lllR tter. 

Yeah. All right, thank you. 

J. K. 

That'o r ather a ~e~dache. 

Well, let me Just take sixty seconds and t ell it to 
you, so ae t o ge t your own -- I sai d to pul l Butter­
worth out of -- of London, I th~ugbt, we e a great 
mistake. 

Um- hm. 

Therefore, I made the susgest1on, as long as Bullitt 
eeemect e~ unhap.y with thie mo ve, es proposed, let 's 
send ~ochrsn down to Rio de JAneiro with the under­
standing that he will be s trouble-shooter tor the 
Treasury in South Acerl ca. 

Well , I t hink that'e admirable . 

And Heaser~mlth said he 11ked it very much. 

I t hink that's ~~ admirable eolution . 

And you only were saying t his corning ~e should 
strengthen ourselves down there. 

Very much eo. I thlnL t hat's an admirable solution. 
Couldn 't be better. 

0 . K. 

Thanks a lot. 

Good bye. 

Good bye. 
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lolaroh 21 , 1939 

~,Jr called the President at 12:15 and the 
following i s their conversation. 

HW.Jr: Good morning , Sir. On the Czech 
money in the New ¥ork banks, they held it up until 
t his morning. Now they ask ' •hat? ' The total 
amount on deposit or al l the banks is only ~3,000,000 
and in talking with Sumner Wel les he sai d that he did 
not t hink it would be worth gotr~ to Jail f or 
J3,000 ,000. We have no aut hority. 

President: I s it Czech Governoent money? 

Hli,Jr: No. Private r.~one:t • Lochhead said 
that t he Government money is only $19,000, The rest 
belongs to the Czech citizens. 

President: I am Just thinking out loud. Why 
can' t an Amer ican manufacturer , an importer or exporter, 
who has debts owing hi m over t here , go to the Supreme 
Court or New ¥ork -- I mean the State Court - - and get 
a temporary inJunct ion agai nst the t~t1ng or thi s money 
out or this country . I have sitting beside me the 
former Justice Wagner of the Supreme Court of New ¥ork. 
He will not give me an opinion. He is very cagey. 
1 am sure that you can fine some Judge who would be glad 
to issue such an injunction. 

HK .Jr: We will explore it a t once. 

President : I am a bit or a devil. 

HK.Jr: I ' ll say you are. 

At the conclusion of the above conversati on, 
IDJ,J r called in Foley and told him about the Preeident's 
suggestion. Foley said he did not see how it could be 
done . 

(See attached records of conversations between 
HU,Jr and Sumner Welles and HM,Jr and Governor Harrison 
in connection with t he above. ) 
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rt::Jr : 

?per!\ tor: 

;:::Jr: 
Ge:>rge 
"arrl.s :>n : 

:;::Jr: 

~: 

:;::Jr: 

:i: 

:l : 

::::sr: 

"· 
:..:: :Jr: 

r. : 

~":1Jr : 

Hello. 

Governor Harrison. Go ahel\d. 

"!ello , George. 

Eello. Henry? 

Yeah. 

Llarch 21, 111311. 
11:54 a.c. 

:25 

One thing I wanted t:> aek you, do you r emeober when 
you ta~ed to ce last week ab:>ut having t hese banks 
voluntari~v cooperate ab:lut the C~echo-Slovak account? 

Yeah. 

You 1\sked them t :> do it um.il. :;onday . 

Yeah. 

Two of them have called me up t oday And wanted to 
kn:>w >~hether they are e t l.l.l ex!)ected to hold back 
t.h:>se accounts . 

Yeah. 

And I, not havi ng heard anything from you, I didn't 
kn~w -- I con't KnOW ouite what to tell them. 

"lell, I don 't either end I 11ae 1!&it1ng to heAr f rom 
you because I can't Fet an express l. ~n from Sumner 
Welles. 

Yeah. 

' 

But sup~:>sing I cal l up Sumner an~ then call you bl\ck? 

I t h ink t hAt we ought to clear it ~J. th them one way or 
Another becl\uee ss J.t stands , some of them may be mak­
ing payments and o t hers won't, don't you know? 

Well, "1thin the next ten minutes I' l l call you. 

All right. No w, t her e wa s one more thing. This 
attachment to the Reichs Bank account, d:> :1ou know 
about that? 
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Uo, I ' m not guilty. 

(Laughter) 17ell , it was heard t he Interna l Revenue 

Burea u ;>laced an attachment on the Reichs Bank 

bE~ l~ncee in all the banks here in llew York , f or 

t ax liens i ncome tax t o date they 've had with 

t hec1. 

Johnr~ ~anes i s s itting here; I 'll ask h i m ~bout i t. 

~e doeF theee t hings , you ~o~. 

(Pause) 

!::e eays Eelvertng i s c :n'li nt; .:lver 'I t three o 'clock . 

~e ' 11 aek him about 1t. and ::anes will call you back 

d irect. 

All right . ! t ell you what ! was wondering. ! t h ink 

t h-" t 1f the~· get notice from a ll t hese banks t hat a ll 

t he acc.:lunte have been a ttached and don't know our 

le£1'1 i)rocedure, the am:Junt iP Jnl.v e. hundred 11nd 

f o r ty- four th,usand And t hey a re atta ching maybe a 

C.:lU?le mi lli ons of dollars . And ....• 

•n~ t might give us an ide11 ?n the Czech account. 

I wPs wondering -- yes , if you wan t LO :'roteot the 

2x?.:lrt-Im,ort 3a~k, t he a ttachment pr ocedur e is t he 

one t .:l d~ it Jn ; r a t ner t han t o ?Ut t heFe other benr. s 

a t tl:e r f s _, Jne 1b111ty of de t er minins t he legP.l ques­

t1:Jn - ~hether t hey ehJuld Jr sh,uld r., t cake a 

payment. 

rye l l, give oe - - as t.:l the a tt 'lchment Jn t he Gercan 

-- German Re iche Bank , nanes will-- rill -- F.Pnes 

wi ll l et y.:lu know between nov• and f.:lur o ' clock . 

! s ee. ·~ell -- my o nly ;>oint was , •·hethP.r -- if y :> u 

a~n 't •·an t thea to t.h1n>< lt ' s 11. .JDlltlcal thing, 

whe t her t her e w:>ul d be ~tny arlventaee in ~ur J ust 

tl.> . 1n;:; tbeo ?ff, t hRt wh~< t they ought t o d:> ie juet 

~ut u~ a bon~ end t hen thev could hpve all t he 

a t tll.cbment e va ca ted. • 

-ell , a l l I can tell you , it does no t come fr?a my 

off lee and I kno" nothing !'.bout 1 t. 

Yeah . 

See? 

All right . ••ell, 1n o t he r worll s, all I mesnt we s 1f 

Regraded Unclassified



HUJr: 

H: 

HI!Jr: 

H: 

H:!Jr: 

i!::Jr: 

- :5 - 127 

you ask him Just tell me whether he wants us to be 
helpful or not to be helpful. 

On -- on the German Re1chs Bank? 

Yeah. 

Well, he 'll tell you. 

All r1sht . 

It ' s new to me and 1f any bank asks you, you eay 1t 
does not come out of my off1ce. 

All r1sht, Henry. 

Thank you. 
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:cJr: 

:>per a t or: 

H::Jr: 

~::Jr: 

J : 

Hello. 

UtU"ch 21, 1939 . 
11:58 a .m. 

llr. Welles ha s a newspaper man w1 t.h h1m •.. .. 

Just. .... 

1!1s secretar y t. h1nke he bet t er call you. 

~ . K . TnanKe . 

Right. . 

128 
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:~::Jr: 

:.::•Jr : 
OeJr ge 
"al'rison: 

:.::.Jr: 

:.:::Jr : 

" .:Jr : 

..,_.Jr: 

~ . 

".'Jr: 

.. . 

Hello. 

Governor Harrison. r~ a head. 

Hello . 

Hello. 

r.eor g e ..... 

Yes , Henry . 

!.!arch 21 , 1939. 
12:28 p.m. 

129 

~ ·o k i nd o f bot~ered and 1f ! don't e~und -- eocethtns 
l:l\s hl\?.:ene<' t~ u,>Eet ce , s'> : ' o - - I •c t.ryl.nE t :> 
c Jncent.rat.e :>n t.h1s , s ee? 

Yes . 

Socet.h 1nt; else. :•ov; , I 've t~lked 11'1t.!: the Sta t e 
Department , and !?E I unde r st1.nC. it, t her e ' s ?b out 
t hree m1 ll1'Jn d~l111 r s wort. h of Czec!'loslovJktan coney 
belong ing t o thP1r c1ttzens. 

"'ell, belons t ng t o bj,n ks . 

•.7ell , -- ban.<s . 

Yes . 

::o", t h e sugsest1on h~<s been oade tha t JOSs i b ly 
1c;>orter e anf. tx,>orl. er s 1n :·ew Y:>r k ::11c;!!t 'ent VJ 
t ie u ;> t~1s con ey thr:>ush t he c:>urt s age1nst coney 
.,.,.1ng thee 1 n Czech>sl'>vok1A. 

Yes? 

But , as f e r as ••e ' l'8 oonc erneC: , her e in t he Tr eA ~ury , 
VIe don't. fe e 1 t h at we cAn ask t he bP..nks t o do t.h 111 
jus t '>n our reaueet, becauFP •·e have no ;>orer. 

But I t hink th~t• s wtee , ~enry, es;>ectally 1n view 
of t he f a ct t hP t the Brltlsh , tn a ski ng th~t the 
funo s be tied u n , ar e rt lltng to guarenty an in­
demnity. Th ey a r e g :> 10S t o Psk t r.e Parliament f or 
tt, t he 1c;>ltcPt1on b~ tng t ha t there eight be ~acages 
1f t hey don 't make ? aycent, and you don't ~snt t o be 
ln t he ooslt.l;>n Of ealt l nf, t hee suffer -iROFges -- e v en 
vo1u:1t l'r 1l.v , t f ··:)u ' re no t 1n a ;>n 1 t. t:>n t.o 11:c eonU'Y 
t h ee -- wh ich y:>u ' re n :> t. 
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Well , do you think there' & any -- anything t o this 
idee or get t ing importer s or ex porters in ::ew Yo r k 
~anting to t ie up t he claims ? 

~ell , I t hink tha t it they do , th~ t•s u::> t o them. 
I don 't think I'd suggest it. 

Well , t h i nk i t over. ~juld ylu talk to your attor ney 
P.bout it? 

Yes, I will. 

And I ' ll ...•. 

I t a l nk it ' e a t~lng t~r the ~xport-Import Bank t o 
t hink flb out. 

l'h- huh. 

I -- and I -- re called Loch!lesd abou t t n• t t he ver y 
flrEt dey . 

Yes. '7ell, I 'll ::>aee t hh t Rut,;geetlon ~tlong t o him, 
but •F f Pr as I' m concer ned, I can ' t P.sk any bank t o 
do Aometh lng ~here I hP ven ' t go t pny lega l r ight t o 
a sk it. 

Yes. 

They ' ll have t? u~e their o• n jud£ment. 

Right. 

I t hink mos t of them ~ill .'r obably do lt any ... ay . 

Yee.h. 

3ut I -- I wouldn 't rene~ t he r eques t l f I wer e you. 

~ell I ' ll t ake your advice. 

All right. 

Thank you. 

YeE , elr. 
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operator: 

;r.:Jr: 
SUJ:Iller 
.relles: 

1'1 : 

"::.rr: 

i"l : 

rt:!Jr: 

'II : 

i-!:2r : 

"1 : 

t:l : 

l!:.!Jr : 

IV : 

l!:!Jr: 

": 
l!!.!Jr: 

w: 

Go ahead. 

Hello. 

"11 .!.""' 

!.!arch 21, 1939. 
12:07 p.m. 

Hello, Henry. Did you want to speak to met 

Yes . George Har rison just called up and he wants 
to know what he should do about t hese c~ech bank 
accounts. You see, we told them to hold them until 
J.londa,y. 

Yee. 

Now, he aaye , the banks are calling up and saying, 
what do we want? I tried to get a message through 
to you yesterday - rrom Lochnead to Feie , you see. 

Feie s poke t o me about it. 

Now, have you got any idea s? 

Well , I'll t ell you quite honestly what I said to 
Feie . 

'ell, aren ' t you always honest with me, sumner7 

I try t o be. 

(Laughter) 

I do fAY beet. 

0. K. I thought you were. 

I ' ll just repeat to you, which 1e a better way or 
putting it. 

Well, all •..• 

What I said to him. 

All right. 
I said, •In view or the President 's own interest in 
the mat ter , I had assumed that you and t he President 
would discuss, under t he existing conditions, what 
the Treasury relt able t o do; that I wasn 't r am1liar 
with the terms or t he law, and I don't know exaotly 

what the powers are. 
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we have no powers. 

The Federal Reserve Bank bas none . 

None . 

I t ' s all a question or per suasion: 

Entirely . 

He a lso told me that eo tar ae the Federal Reserve 
Bank was informed, t her e had been very l i ttle activity. 

I t hink tha t's rtght. 

And I don't know how much is involved either. Have 
you any figures? 

Well , just a minute , Lochhead is here, let me ask 
him. 

(Pause) 

Archie eays1here'e only three milli on dollars involved 
a ll over Ue" York. 

• 

New York . 

Yeah. 
Well , the amount i sn 't suf f icient, or course , t or us 
to bhve to go t o prison . 

l!o . !!o, if it was t hree hundred oUHon dollars 
t hat would be worth while . 

Yeah . 
I don ' t - - I t hink -- well, my own reel ing is -- I 
d idn ' t even know i t was t hat l ittle, I don't t hink 
it -- it ' s worth t he Administration sticking its 
neck out with t he New York banks. 

l!o , I qui t e agree with you , but I do feel, i n view or 
t h e President's interest in t he mat ter , that you may 
want to discuss it with him before you give any 
answer. 

Well, supposing I call him up. 

Yeah. 
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Now her e's a funny thing t ha t ' s happened. Rarri eon 

called me u?, and i t eeems that somebody f r om Internal 

Revenue on a tax case h!\e tied up all of the accounts 

of t he Reiche Bank and al l of t he deposita i n New 

York. 

Oh, reall y. 

And we are looking into it. I told Harrison he could 

say that it did not come from my office, but I said 

caybe that gives a mAt hod t o tie up eome of t hese 

others. 

I see. That is en idea. 

But :·ou t hink I better check with the President• 

Well , I'd make that eugge etion, Henry, because i t' s 

the thing that he himself i s very much interested in. 

1 ' 11 do that. 

All right . 

And l e t's leave it t his way -- if he tells me - - if 

he takes the at t itude that you and 1 are taking, t hat 

three m1ll1on 1sn 1 t worth while .. . 

Yes. 

I'll tell Harrison that, but it he takes an opposite 

view, I ' ll cal l you ba ck. 

Al l right. Thank you. 

It you don ' t hear f.rom me in the nA~t fifteen minutes 

you know the President doA sn ' t want me t o stick my 

neck out. 

All r ight. Thank you very much. 

(Balance of conversation r eferred to t ransfer o f 

cochran to south America -- transcribed on separate 

page. ) 
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Operat~r: Go ahead. 

;c:Jr: Hello. 
'lim . w. 
Butterworth: Yes . 

11;~r: Butterworth? 

3 : Yes , Ur. SecretAry. 

"':Jr: Can you hear me? 

3 : Yes , very well. 

Maroh 21 , lQ3Q. 
10:07 a.m. 

H:!Jr: We got a rumor out of Prague ..... 

B: Yes. 

134 

~:·Jr: Tha t "ben the people got there the CU!>board was bare. 
!•o gold . Hello? Hello? 

B: 

9: 

~·:sr : 

8 : 

l!::Jr : 

3 : 

1.f 'Jr: 

'3 : 

8 : 

H!!Jr: 

B: 

H.:Jr: 

Yes, eir. I can hear you, eir. 

Did you hear whRt I said. 

Yes. 

Have you heard that? 

No. I should doubt it very much. 

We ll, this oame -- Yiell , this oMle from Carr . .. • . 

Yes. 

4.nd I want you to run it down on your end. 

All right, sir. 

See? 

Yes, sir. 

I t' s pretty im,ortant. 

Yes, sir. 

And if you get anything you use -- you can use t he 
oables , but it's supposed t o have been moved to 

London. 
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.:!.Jr: 

B: 

B: 
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I see. 

See? 

I see . 

Tha t ' s where it ' s supposed to be. 

Yes. 

And •.. . • 

Well, I t hink they:have a good deal here enywa:y. 

~ell, you can aek your friends over t here what they 
know ab~ut ·it. 

Yes. 

That we 've had t hi s rumor ..... 

Yee . 

And I should t h ink somebody would know how much wae 
t her e when t hey -- 1n the cupboart1 . 

Ri ght. 

Huh? 

Well, I'll f i nd t hat out and let you know, sir. 

Ktght. ~ow are ? eO?le -- is ~he ~ensi~n getting 
better or wor se? 

'7ell , I ~h1nk for t he momen~ 1t'e be~~er. Ther e ' s 
a lot of maneuvering going on ..... 

Yeah . 

Nobody exact l y kn~ws what t he policy o! the British 
Government is trying ~o evolve . It's attempting t o 
resuscitate collective security. 

I see. 
But my personal opinion is ~bat this has to beve 8 
more tmJortant domestic Angle t han it has interna­
tional angle a t the cocent . 

I see. 
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B: 
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B: 
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But t n ie may be t he meane by which nP..tional service 
or conscription can be brought to occur. 

Ub- huh -- uh-huh. "le 11 ..... 

But P.t the moment bott the -- t he exchP-nge merket 
isn ' t under such heavy pressure t oday , and the French 
frPnc nas -- bas i mproved a li ttle bit. 

I eee. 

And the stock excbanse le P little better. 

! see. 

But ! t c ink we 're in tor P. d lfflcult tRsk. The 
nerv ~uenese 1e on P ne~ level. 

Uh- huh . 

!t ••111 vary from tiJ:.e t :> tlJoe , but it - - it won ' t. 
get. back t~ t he -- t he old type . 

V!e w111 not ge t back t o whit t.? 

I see . Well, 1 . K. 

You got my nesePge of ye~terday ~lth my t e lk !rom 
">hlll1;:>s. 

Yes . 

Right. 
Yes. ! t>P ve nothing t o ad<l . ••re er e just ~· t.chln~ 
t.h ingfl her e. 

~tre ~ivlnS y:>u further 
regul~ti:>ns which t he British Tr easury hes issued 
t o them. 

Uh- huh . All right. 

All right , slr. 

Good bye. 

Thank you. 
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RRESPONDENCE 

COJFI DIIIIUL_ nt.U 

L. w, lnoko 

o"·- luoh n, lta, 

SUGJ£C.T !ILIPBOII COIYII\MTIOI Wl!ll 

I.&H or •ou1o. 
' 

lr. Boltoa ollll.M. a\ llJll \h1a •ntlJII. !bon .... a 

ou ber ot t hlDCa wb1ch h o \bouaht wo wod4 bo 1DhrenM. 1D. ftrnl.7, 

there wu a b1& diaboaJ'diJ:II ot cold co1ac ae lusolT tor 8w1aa ••-•· 

ll.olt ot tbia bui1Doaa waa bel.~ dono lt7 blaU1oa brolt .. a ud \bo cold 

wu 1111ppe4 dt reo\17 to In York tor aalo t h .. o .. a1Jln doUara ('h1a 

apl aina 11hy toda7' • t'llmOY .. 1D tho Locdoo •arltet 1D cold -• lUI .. 

tb111 that in dollar a) . Vader tho etr-nuooa •• llhould aot bo 11111'­

pl'iatd t o aeo bil abipatn\a of 10ld fi'OII I.oadon for pr11'ato aooo1mt~ 

! he 11cond point or 1Dtoron .. , a b1J 4••4 tor dollar notoa .. a.1a 

lal'J ely tor h iu aoCO\IDt altho\llh - • of tho buainoaa ortc1Dated 1D 

llolland and Balli•• Pari• ••• todaJ quo\1111 a pnat• of 1" on dollar 

ootta and 8wtt .. r l u d 1 l./4 \0 1 ~-. Bo u;peeted that our bmlra 

'101114 eoon ba lh1pp1JII luso • oaata or 1111ob aotoa to •rope. I 

repUed t he\ •• bad b- tollowi.ac tbJ.a • attar tor quito a 11h1lo now 

111d t hat duriq tho lan tn daJI 1nltanooa or 1111ah ab1pamta bad 

11Ultipl1e4. loat ot tho demand 1n •rope, Bolton -unued, •a• tor 

drtoainetiODa of t10 Md tlOO ed t he Ina .. ro •Oftl tho pr1na1pal 

b~U"trs to r t h o roaaoa, of ooul'lo, that thor wanted 1011fth1!11 ot 11h1tll. 

datinite lmoWlodco 00\lld bo ha4. 

tho third thial ho _,., to • •Uon wu tho blook1Dc ot 

A bill ... 101111 tb.J'OUCh Par11•1Dt tod., ad 

bt c011o l aw, oot'ortheloaa a .. b .. ot d1tt1oul t1oa won utallll, 
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FEDERAL RES:-Av£ OANK 

OF NE.W YORK 

0\Tc ~a, 1aa. 

:!. 38 

,_.oR RESPONDENCE 

COJFI i>J::ItUL nLU 

1.. t. .laolto 

SUN£COT: TILKPBOI& COIVIN!AtiC:. 'II!I 

BM.l Of !JIOLAB D. 

I 

aeCOIIJl\• Be bad req~~o.te4 tho Loadoe b.U:a \o •*• a repon to h1a 

oontrana end to 'P'lt tb• lnto oold noftlo• 1111Ul tunh• 

Be Wlllted u to )e tllllT 1ntone4 11 to 'llhat waa roilll 011 

111 Lonlkln in thl1 reiPMt• Bolton alllre4 what t h e 11tuat1on wee 1a 

\hit rupon bore end I nplalned to b1JII that after ha'l'iq •a4o an 

illformal reGuen !or TQllllltU'7 oooperaUon 1n r etra1D1ll8 tor the ron 

ot lut u elc:, tro= •lldnl lllllllllal and iaponant. p~ent• era1nn c..­
aeeoun~a, our fr••·llll'7 now talt that t h q would prefer 110t to •alto lftT 

turthsr sugs anto11a oue wq or the oth er bat rath er to 1 ... ,. 1\ to tho 

bwa to do 'llbat tht~r CODa14ered rtaht, aallll!liJI& t hat tb'f' WGuld npon 

to us 1t AJ17ih1DI 'UIIUIIlal happen-. I thought 1 I ooaU11ued1 that thl8 

dtd lion "' cllao pai'UT to t he tan that CaHh tlmda her• were too 

•all t o •arrent tllnher dtiPI mel panl7 t hat t hert wu noth11'11 1D 

our l n to enable our OoToi'Dent to llld-U')' t he banks t.'l e wq the 

Brithh GOTiftlllertt bad done. tbd bltlll 101 BoltOII thoUiht ... tb'f' 

sight hue t o \alte add1Uoaal preo&Dtloaa, wateb t?anster• tJO• Londoa 

to hw Yor!t end t17 to prnlftt the OeNilll trom S1U1DI bold ot bloOked 

t'aacll b7 traato1'1'1111 th• to n•tral tree areas. las th•r• •1 tbmll" 

or our Gou,_., ob\a1a1D( 11111 powua 111111ar to tboao aaked ot tho 

811.\hb Parll••' t.y the Br1Uib GoT•-•" I anpered that I dUatt 

llaow but ~d lt be wonh the ••41• ootu14orlal that t h or• aMEli to )o 

only o tew a1lUon doll.ara boro 1a CMtb llalmooat llle14ontallJ tho 

•OWDt o! C:Mtb "al•oee 1a 11111•41 leltoa o .. iaated n ti'M 110,0001 000 

\o na,ooo,ooo, 1aol.u41111 ~. 
Regraded Unclassified



F I:CI!RAL RESERV& DANK 

OF' NEW YORK 

CORRESPONDENCE OA .. , .. 

L, w, ..._. 
I 

SUBJECT: ~-- cc.tJII81CII IJB 
IMIK or ...... ,_ 

De autlR Sa l:•lla u ..U u u Puh l•enll7 .. 2 '• 

..,. "edler 1114 ••11• .. ._. le, ldaMlt, ~ .,_.., .. • a ...u 

IIUlt oalF •4 that tor "'• lelll•, t!ae lwl.aa •• •meaa etraer ••tNl 

-·~~ .. ne , ..... ,.,. at •• tr .. • -..., ..,.. .. .-...... •• 1uta 

•• u laM .. u ....._,. u.a ssU. -u.a• 

l : l:lll 

• ,:. 'I' I 

r 
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Personal 

Dear Mr . Secretary: 

ASSISTANT SECRETARY or STATE 

WASHINGTON 

»arch 22,1939. 

In accord with our conversation yestarday, I 

am sending you h erewith a confidential memorandum I 

made thereof Wh ich I hope you will find a correct 

record. 

I talked this matter over with Wr. Welles attar 

::. 40 

I bad seen you, as well as with Mr. Shaw who is the 

bead ot our personnel division, and they both are in 

agreement that the solution to the problem which you 

had suggested was more desirable and more feasible than 

the one we bad presented t o you. We will, therefore, 

proceed along the line l aid down in this memorandum 

and I want t o take this opportunity to tell you how 

much we all here appreciate your helpful cooperation 

in t hes e problema. 

The changes in question, or course, are dependent 

upon the ttme when t he President may decide to make 

t he announcement ot the appointment ot Wilson as a 

Chief or Mission. This may not happen t or some weeks 

and parhaps tor a month or more. We here , therefore, 

in this Department t or the present are not making any 

mention or these contemplated changes. As soon as the 

President announces his action with respect to Wilson, 

we will make this announcement with regard to the 

The Honorable 
Henry Yorgenthau, Jr., 

Secretary ot the Treasury. 

changes 
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changes aa outl 111e4 111 the appande4 maaorand~a and 
which I underatand haTe your appro.al. 

In Tietr ot the taot that Coobran, wban be arriTea 
at Rio, .....,. haTe work to do tor you trca time to tiae 

in other oapitala in South America, and in Tiew ot 
t he importance ot our mutual illtereat in these problema, 
we are planniug to a end Ware Adame, one ot our beat 
young Foreign SerTioe Ottioera, to Rio in the near 
tuture with the thoueht that he will aot aa a aecond 
t o Cochran and be able to oarry on when Coobran may 
be absent on your inatruotiona in other oapitala of 
South America. When Adame oomea t o ifaahington I hope 
you will haTe a few momenta to reoeiTe him aa I am 
sure you will t ind him admirably adapted to your, a a 

well as t o our needs. 

With all good wi ahea, 

Cordially yours, 

• 

I . ' 
Enclosure : 

Copy ot Memorandum. 

--
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Confidential ll&roh 11. ,1939. 

0 
w.r . Welles: 

I ssw Mr. Jlorsuthau this mornlJ18 and Woraecl h t.a that, 

in Yiew ot the President's dealre to appolDt WUSOD, now 

CoUDaelor at Paria, aa Chlet ot Mlaslon, a situation arose 

wttioh made 1t 11eoeaaary t or ua to tranater Coobre. 1D our 

opinion ~t was iapoaaible to appolDt CoohraD CoUDaelor there 

. , 
la.ii permit hla to aerTe as CoUDselor 1D place ot WU-, 1D 

142 

Yhw ot the kDowD dltt loultiea he haa with a.-hera ot the 

atatr or the .. baaq. :rurthc, eTen t houp he ••• eouidcecl 

I 

ae oompetut to tue t his poat, 1t would be lapoasible to 

desiSD&te h1a as a\&Oh aa the Ambassador had -d• 1t olear that 

' t hh would aot be possible lD rl .. ot the oirouaat&Doea. Creat1Ds 

a situation a t Par1a through wh1oh OoebraD oould aot aa CoUDaelor 

ot the ~baaq would probably disrupt our orSSDizat1on there. 

. It ia the 1nteat1on t o appolDt Murphy as CoUDselor at 

Parle aDd the AaNaaador d .. lres t his. It 1a the Alllbaaaador•a 

opinion that UDder t hese otrouaateoea Coebr&D oould not oon­

t!Due in aA7 eapao1ty at Paria &Dd hla transfer is necessary. 

In "Ylew ot t hea• elreuaatano .. , the Deparaent la eon-­

a1dvlJI8 the traneter or Ooehrall to t he LoDdon Jabaeq to 4o 

the 'l'Ma8UJ7'• ~ ~ 1aetea4 or Buttwworth SD4 to tnne­
ter 
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-·-
rer Bu\\wwth ~ l'IU11 \o 4o \be WOl'lt Ooohnll -· b- 4o1Jic 

t here. I aekecl S.oret&17 Mors-\hau it \!1.11 would be asr-ble 

t o hla. Seoretar7 Morga\hau eaid that he '11Ddere\oo4 thoJ'ouctllT 

the situation at Par11 and Mr. Bullitt•a attitude with reapeot 

t o Cochran acting as Counaelor ot the llabaa•:r. 111 n• ot 

t he Preaident'a dealre to appoint Wilson a Minia\«r, he realize• 

t he neoeeeit7 tor a tran1ter ot Cochran. He did not belie.e, 

bowner, that 1t -• dellreble ~ lh1tt Cochran \o I.oD4on a1 

Butterworth, after hla experience 1n London, waa now aoat uae­

rul and had 11.11 oontaota wall Mtabl1ahe4. It would \eke 

Cochran a oonaiderebl e tiae to gat into the eaae poa1tion With 

respect to theea oontacta 1n l.oD4on and tor Butt-orth \o 4o 

t he soma 1n Parle. '!he I.ondou aUuation wa1 tor the prN•t 

t he more il!lportant and 1t did not •- to hia, therefore, aoo4 

Judg~:~ent to ao•• Butterworth troll London. 

Seoratar:r Morgatllau aa1d he would be agr ... ble ~ our 

aBDdins Cochran to Rlo de .Tanatro a• tl.naaoial ooUDielor there. 

In dew ot the S.portent wort we were plannlng there till• 

would be a aoo4 aealpaant tor Cochran and would be preferable 

to eeDIS1Dg there a leea experienced -n aa we were oont•plat1ng. 

He would be ent1ral:r agr ... ble t o Coohran, While aer..-1Dg aa 

tiuancial oounaalor at Rlo t o alao act tor hill iu a ro•tns 

oapac1t:r and he oo'lll4 -d• atu41ea et BueDOa Alraa , Santiago 

and other South Aaerloan oap1\all aa tbla Dapar'-ant and the 

Treaaury alaht find dealrebla. 

I told aaoratar:r Morsctllau that I agreed with h1a that 

. kMpi.ac 
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11:eep1Dc Buttwwonh at l4Daon an4 au~ Coohran to Rio 

waa a batter aolutloa than the oaa wa ha4 la a1D4. I 

1.44 

ull:e4 the Seore\&1'7 .Whether ha woul4 ba prepare4 to oou14«r 

watthewa aa the tlaaaolal reporter at Parle. Ha aa14 he 414 

not know Mr. Watth .. a but woul4 be sla4 to haYe hla people 

look bla oYer . I t ol4 the Seoratar)' that Mr. Katthawa waa 

a tirat olaaa aaa an4 I talt aura t hat hla poopla wolll.4 be 

hi ghly pUatla4 wlt.h lila o11oa th.,- lalaw hla. Wa woul4 l•Ya 

the queat101l ot Mattb .. a taklJ~t; oYer Cochran' a wort at Perla 

until the Saoretary ha4 a ohll!loe t o aee hla. 

I am thoroughly in aocor4 with Seoret ar)' MorgeDthau•a 

t hought that, alnoe Coohrllll baa to be moYe4, it i a not 

desirable, in Tiew or t he importance or the a1tuat1on , t o 

"'alee the ChllJ18e 111 euoh a _,. aa to atteot both Lon4on an4 

Perla, It 1a , I bal1ne, better a41!11n1at:rat1Ya praot1oa 

and batter all aroun4 t o haYa Buttuworth r-1D, tor 

Cochran t o go to Rio with th1a :Luger t1al 4 111 a1.n4, aa4 

tor Saorat1U'7 Morgothau t o oona14er Katthewa tor the wor1t 

at Parla where ha baa alraa4:r aa4a prel lalDar:r oontaat ill 

the proper olrelaa . 

o.s. lllaaaar•1th. 
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StcrEtary of Statt, 

Washington, 

387 , Harch 22 , 7 p. m. 

PLAIN 

London 

DatEd March 22, 1939 

REc ' d 3 : 16 p . m. 

FOR TREASUHY FRO!.I BUTTERWORTH, 

Apprtht ns i on ha~ 1ncrtasEd in thE city today duE 

(a) to tht SEizurE o :.' ~!EmEl ; (b ) to tht fact that 8014£ 

145 

kEy rtsErvt officErs onployEd in tht city havt bttn in­

f ormally advisEd to hold themsElvEs in rtadinEss should a 

call b E found nECEssary; and (o) to tht circulation of all 

mannEr of rumors of a mort or l Ess alarmt3t charact Er. 

ThE London Stock Marlut has bEen wEak and war loan for 

ExamplE lost a point to clost at 95 7/8. 

ThE most signi f i cant d EVElopmEnt i n thE ExchangE or 

gold markEts has bEEn thE v Ery l argt offtrings of hoardEd 

gold, Although 462 bars wtrE sold at gold fixing of which 

121 WErt marriEd ovtr 600 wtrE rEally on offEr and tht gold 

sold was prorat Ed , ThErt havE b t En largt offErings aftEr 

f ixing but arbit rageurs arE rtluctant to purchasE inasmuch 

as a mEEting is now bEing htld at Lloyds on war risk i nsur­

anc E. This proctss of dEhoar ding may gai n momEntum if acutt 

appr EhEnsion con t inuEs btoausE hoardtrs art r tal i zi ng that 

in 
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PS 2- No. 387 , March 2 2 , 7 p. m. from London 

in thE EV Ent of war thEy will lack shi pping and insurancE 

fac i liti ES t? Export thEir gold and that whilE thE gold 

rEmai ns i n t h E Uni tEd Ki ngdom it stands a chanc E of bEi ng 

bombEd, In snort dol lar s SEEm a safEr mEdium. FurthErmOrE 

British hoardErs of gold can i n thE EVEnt of war havE thEir 

gold command~ Ertd by thE Bri tish GovtrnmEnt at thE old 

statutory pricE of 85s an ouncto But it ls bEliEvEd that 

thE amount of British gold hoardings is small. 

llPD 
KENNEDY 
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P~PHRASK Of TELIGRAY RECEIVED 

FROM: American l'lll.baeey, Parie, P'ranoe 

DATE: Kar9h 22 , 1939, 8 p .a. 

110 . ~ 542 

FROM OOOHIWI. 

Because of international political developmente 

and uncertaintiee the conti nental market s today reverted 

to a state of depression. The etrongeet of the European 

curr encies baa been the French franc. 

At half-past five when I talked with my fri end at 

the Bank of France he eaid t hat the French fund had 

done even better today than yesterday, acquiring both . 
doll are and eterling. Thie morning he said the British 

control had given t wo one-half million dollars, but the 

market •a demand this afternoon 1\'aB met mostly from ealee 

of dollare on account of the Dutch and Swi ss controls 

which have bad to give support to their currencies; the 

belga ie remaining etea~ . 

Beoauee of the fear that war risk ineurance on 

gold will aoon 'be doubled, private Bwiu banks are s:~.id 

to be gett1D8 rid of gold holdings in London. 

BULLI'rt. 

EA: Lft 
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DEPARTMENT OF STATE 

WASH INGTON 

Xaroh 32, 1939. 

Ky dear Kr . Secre~ary: 

I eooloee for your confi dential informa~ion 

a copy of paraphrase of a telegram received from 

148 

the American Legation at Bern , Switaerland, reporting 

on certain financial aepec~e of the aituation ariaing 

fr om the German occupation of Osecho•lovakia. 

Sincer ely youra. 

lnclo1ure: 

Paraphra1e, l o . 31 
of Karch 31 fro• Bern. 

The Honorable 

Herbert P'eia • 
Adviaer on International 

Econoaic Affaira . 

Henry Korgen~h&u. Jr •• 

Secretary of t he treasury. 
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P.AJW>BIUSJ: OF T!LIO!Wf RJ:CJ:IVJlD 

__ , 
' " / 

FR,Cll: Aaerioan Legati on, Bern, Switllerland 

DATI: Karch 31 , 1939, 3 P·•· 

10 . : 21 

STRICTLY OOIFIDENTIAL. 

An abaolutely reliable and authoritative source 

baa gi'ftll me the following information: 

I 

During the criaia laat September the Swiaa National 

Bank took 0\'er a credit of 50,000,000 franca granted 

by Swiaa banka t o the Ozechoalovak Postal Savings Bank. 

Juat five daya before the Germane took over Praba, thia 

credit waa repaid in full, A cot"ering depoai t in the 

Swiaa National Bank of 50,000,000 franca gold waa wi th-

:49 

drawn and aent to Ger.any, The Swill National Bank official• 

asaert that they do not know the nature of the tranaaotion 

between the authoritiea in Ozecboalot"akia and Germany 

concerning tbi~ withdrawal , but oonaider it significant 

that it t ook place at that particular time and that the 

gold went to Germany, The Swiee official• congratulat e 

themaelvea on their good fortune in thua getting rid of 

thia liability with ita delicate and potentially dangerouc 

?Olitical implioat1ona before it· waa naceaaary to decide 

on legal reoogni tion of auooeuorabip of the for•er 

Ozeoh State, 

The Bwiaa Jational Bank at the preaent time doea 

not have any aaaeta whioh belonged to the former Oovernaent 

of 
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of Czechoelo•ak1a. There ha a been a grea~ red~~ion in 

Swilll prha~e oredita during the periode of tendon ainoe 

a year ago. The preean~ amount probably does not go o•er 

100,000,000 franoa. 

consideration is now being gi•en to the queation of 

colllllleroial and financial paJIIIentl between Swi her land and 

Czecboelo•aki a . One propoaal put forward is that there 

ebould be establiahad a •pro.iaional clearing• under whtch 

all paymenta of Switzerland deetined to Czeoboalo•ak 

terri tory will be required to be depoaited in tbe Swi ll 

Rational Bank in a apeoial acoount until the situation 

has bean cleared up. It i1 tbe desire of tbe Swill authori­

tiea to a•oid inoorporatton of euob pay111ente in the 

Swiss-German clearing - which would imp~y ~ Jure recog-

ni Uon of German occupation of Ozeohoelo•* 1a. Officiala 

here ha•e expreaaed to ae their keen in~ereat and appro•al 

of the atand taken by authoritiea in the United Statea 

with regard to Germany'• aoti on• they 111ake no aeoret of 

t heir feeling that Swiaa inclina~ion to block par-enta 

aa indicated abo•• i s atrengthened by Aaer1ca 1a non­

reooiD1~1on. l aporte fro• Caeohoalorak1a in 1938 

wer e valued at 57 aillion1. lxporta amounted to 43 million1. 

Beet authority baa alao inforaed •• that Italy baa 

been tranaferring gold to Sw1taerl&nd •ery reoantly. 

I do 
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I do no' know how muoh gold baa been tranaterred, bu' 

thia ao,ion on the. ~' ot Italy 11 ooneidered here aa a 

gratifying aign that Italian author1t1ea do not think 

that the neutrality ot Switserland ia in danger. 

BIGELOW. 

U :Ln 
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Secretary of State, 

Washington. 

82. Karch 32 . a p.m. 

rroa 

Rio de Janeiro 

Maroh aa, 1939 

The Bank of Brasil announced today the auspenaion 

of the purchase of ocepensat1on aarks for the exporta­

tion of northern cotton to Germany. The reaeon for 

this decision ie that the quota for northern cotton for 

t he German market has been exhausted. 

Please in fora Department of Oollllll roe. 

SOO'l'TD. 

• 
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H::Jr: Henry !Jorgenthau, Jr. 
sen . "Iegner's 
sec'Y: Yea. 

153 
Uarch 22, 111:59. 
12:26 p.m. 

!!t.:Jr: I ' m calling on you t o - - to be charitab le to me. 

t.:r . 
1'flll: (Laught er) 

~. Jr : I've just come back from the White H~uee and con­
fid entially the President gave us something to do 
which just won't keep. 

r. : um-hm. 

;C:.Jr : So t his l etter on go l d w!lich I wa s sup;>osed to read 
this m~rning, I've been unable t o get t o it yet. 
!!ow, ''~uld i t be emba rra s s ing to the senator 1f I 
didn't get it up until late this afternoon? 

~1 : No, I think that anytime thie af t ernoon will be 
satisfactory , secretary. 

I!:!J r: Well , I ' ll d efinitely get it up this aft ernoon, but 
1t may -- how l a te do you etay there? 

~ : Oh, we ' re here unti l six or l ater every day. 

!':'Jr : Until when? 

~ : Until elx or l a ter. 

u:~r : Well, will you stil l be able to get into the record? 

r : ~ell, the -- t he r ecord won't be cloeed t oday, 
Secretary. 

r:::J r : It ' ll not be closed? 

W: 

so you can get it in? 

Well, we can get 1t 1n 1f we receive it today or 
tomorrow, as t a r as getting it in the record i s 
concerned. 

£ither todaY or tomorrow? 
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Yes. The chi ef r eason th~t we' re anxi ous t o 
is eo tha t the Senat.o r can study the answer s 
b i t t.o gauge h i mse lf in furt her hearrnge. 

::.54 

get. i t 
a little 

Well , right. af t e r l unch, unless t he White Hous e eendA 
f or me again , I 'll immedi a t e ly go on it, so t hb t -­
it' s my fir e t order of buoinees , but I have to do 
t his f or the ?reeident. 

su:-ely. '1e11 , th~<t. -- t ha t 1 l l be entirely sat i s f act ory 

Ino.~ediPtely E>ft e r lunch , I ' 11 <l:l t h i e . 

Thott's fine. 

And I ' l l eend i t up •·it!: a ~'eci~> l messenger to you. 

That' s fine . 
t he 

?le~<~e e:• .Jle i n t ojSenPt ? r "'flY· 

Surely, I ' ll be glad to . 

Thank you so much . 
' 

Yes , s ir. 
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Jsmes 
FarleY: 

'-CJr: 

F: 

il::Jr: 

F: 

if-:Jr: 

F: 

ut~Jr: 

F: 

Hl.!Jr: 

F' : 

'CJr: 

F: 

!r.:Jr: 

F': 

F: 

1-':.IJr : 

F: 

F: 

Secretary I ckes calling. 

This ie Harry Hopk1ne. 

:ss 
Uarch 22, 19:59. 
:5:55 p.m. 

Great! I'm delighted to be able -- I'm glad that 
we got s traight ened out on ?. ~.A . and W.P.A. 

Are you? Well, I ' ve got all the delegatee tor Iowa 
a nd I'm ebout ready to start business. 

nell, I think you're the fellow I want to talk to. 

I ' m just a term boy from I owa. 

I want t o be -- I want to be appointed Postmaster i n 
New York and I ' d like t o t alk t o you. 

You would? 

Yes .. 

We ll, wast have you done tor the party? 

Well , I've been - - I've -- I wa s an old Republican, 
a Progressive, but I af fili ated with the Democrste. 

Well, that qualiti es you. 

0 . K. ~ow ere you? How do you f eel? 

Well, I. .... 

Things are -- things are upset the last few days 
around here, aren't they? 

Oh, yes. 

Gosh ! 

Vfuen am I goi ng to see you? 

Well, Henry, I ' m going t o positively see you Tuesday 
or Wednesday, and you name the day. 

1'iell •. . . 

I'd 11.j,;e to buy your lunch. You're always buying my 
lunch, but I ' d like t o buy yours , it you'll let me. 
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Well , 1! you do , you've got to come do~n to Sea 
Island. 

Huh? 

You ' ve got to come to Sea I sland, Georgia. 

When -- when are you go ing? 

F'riday night. 

Oh ~ell , I won 't s ee you. 

That's too damn bad . 

How long are you going t o be away? 

Two weeks. 

t.lore power to you. 

R1ghto! 

tiore power to you. '.'/ell , I 1 m -- I 1 ro sorry, but 1 t 1 s 
my fault and not yours. 

I think t hat' s right. 

Well, 1t is. No ar guing aga inst 1t. 

Yeah. 

Henry, 1s it gett ing wor s e or better, in your 
J ud61llent? 

In our our shop? 

Yeah. 

Well , Just a teentsy-weentsy bit encouraged. 

You really feel that way. 

Yes, we are. We have •..... 

The doggone postal rece i pts are all right a r ound 
the country. 

Oh, you're t a lking bus iness? 
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I ' m telk1ng business. 

Oh, I thought you were talkin6 White House politics. 

Oh no, I ' m not talking about that. 

Ob, busi ness? 

Yeah. 

No , it ' s worse. 

l'loree? 

Sure. 

All t h ese t hings are ..... 

Oh, sure. 

Thr t t hing t hr t hap~ened yes t erday didn't hel9 any, 
did 1t? 

~!o, anc.". the t hings Abroad , Md we're getting the 
r epercuss ions 

Hm. 

Oh, I-- I thought you me~nt how I wee . . .•. 

Oh, I don't mean t hat. , h , no, no, no. 

tlo , bue1neee 1e worse. 

And do you think it' & goin6 to go that way? 

Yeah. 

You rea lly do? 

Unless somebody doe~ something about it. 

Harry isn ' t so well is he? 

No. They tell me he 's -- he's been in bed, I guess, 
tor a week or ten days. 

Yea, eo I -- since he came back from Baruch ' s. 

• 
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(Laught er ) So t hey tell me . 

I have some O-men too , you k.now. 

You've got some damn good ones , and they don 't go 
and get any pictur es in t he papers eith er. 

Tha t ' s right . Well , Henry , I - - you j ust for get 1t 
a l l and I ' l l eee you when you come ba ck , and I ..... 

Al l right . Johnny Hanes will be her e, and he ' e 
avail P.ble. 

' · K. ~ell , t her e i sn' t a th i ng I -- f rankly, I 
d i dn ' t ~ant to bot her you ; I just wanted t o gab, and .•. 

That ' s whet I wanted . 

Yeah, I know you d i d , see ? 

Wel l , j us t remember , I ' m a f ar m boy from I owa . 

0 . K. Well, I ' m a city sli cker from ChicRs_o . 

0 . K. 

And thank you . 

Good bye . 

• 
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TREASURY DEPARTMENT 
.. rs 
- v 

INTER OFP'ICE COMMUNICATION CONFIDENTIAL 

TO Secretary~~thau 

l!r. Ha/P/<1 

!!arch 22, 1939 

(1) I n the Budget Message delivered by the President on 
Jsnue ry 3, 193S, the estimate of receint e for the then current 
fi scal year 193S was $6LiaP·5 ~llions; the initial estimate 
for fiscal year 19~s $5 .919.~ millions . These estimates 
we re prepared under the Revenue Acts of 1936 and 1937 which 
r:er c then in existence . The proposed chAnges in the law, 
whi ch later beoeme the Revenue Act of 193S, did not street the 
revenues of the f1soal year 193S. lYe estimated that the 
c:llln, es in t he law would decrease the fiscal year 1939 reve­
nues by $63.6 m1ll1one, although cert ain changes i n the law 
~ere only part ially reflected in the fiscal year 1939 revenues 
and would not show their full ef fect unon revenues until sub­
sequent fiscal years. At tho.t time we- estimated that in n 
ye~r of r elatively high levels of busine ss and incomes, the 
now l aw would pr oduce $222. 2 millions less revenue than the 
ol d l aw and i n a year of relatively low business and incomes 
t he new law would have produced $SO. ? mil l ions less than the 
ol d l aw. A photostat ic cony or a t able which was given to 
5enetor Harrison on :Jay 19, 193S is atta ched re rertth. 

(2 ) Fiscal year 1939 revenues were es timated at $5, 520. 1 
T.1ll1ons in the Budget !.lessage delivered by the Presi dent on 
Jc.nuery 3, 1939. 

(3) For departmental purpoeee, but not tor publication, 
'<e break this f 1ecal year eati~ te into estimates of monthly 
recel ots. The estimated receipts from July 193g through 
! e':>ru?.ry 1939 were $3 , 632. 0 millions and we actually collected 
~3 , 652 . S millions, an increase of $20, g mill ions or 0 . 6 of 
1 pe r cent more than the esti mate. There is attached herewith 
a t able which includes a comoeri son of the estimated and actual 
recei pts tor the first eight' months of the f i scal year 1939 • 

The wired reuorts or income tax collections through 
·:,:-oh 20 i ndicate· that income t ax collections tor the ent t re 
! l ecal year may exceed our esti mates pceeibly by $90 to 
~100 mill i ons. We can est i mate this increase more exactly 
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secretarr lforgentil&u - 2 

00 ,April 2 liMn we ge1i a breakdoe ot these oolleo1iions as 
between corporation an4 in41Tidual oolleotions, and parUoulaJ'.I.J 
ae between :tu11-pa1d and part-paid in41T1dual inoo• tax ool1eo­
t1one. These oolleo1iione are baaed prinoipallf on calendar 
year 193~ incomes. This increase oTer Budget eet1aates .., 
be orteet b)' a decrease in other receipts, such as miscellaneous 
exo1see and ouetoms , 1t the adTeree deTelopaents in the European 
situation retard bue1ness more than we bad an1iioipated. So 
tar ae we oan tel l at t .his u .. receipts should equal tbe 
Budget e:x;peotat1ons and probabl7 1118.1 elightl7 exceed them. 

Attachments. 
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utiJoated increase ( • ) or decrease (-) in Federal internal r ... eaue W\Cier 

t)le , • .,.. ..... Bill o! l9S8 u paased b)' the :.enate on lla,y 9 , 19~8, u c~ 

pared 1fi t.h present l.n, et the l.nels or buli~~eee uaed for the esti.utes 

c.>ntained 1n the Praeident 1 s axipt !.leuap or J&DUil')' ~, 1958 

( in w1 11 1 ons o( dol lara ) 

At inco• lnels of 1 Fiscal 

caltn1'! nar• l/ year 

----·----------------------------L~1
~9~S7L_~~~~l~PS~8~-Lla19~ 

Corpo~ation ta:us ~ ....................... 
: r<lirictual incoM tu •··•·····•••••· · ·•••·· 

:Atat.e and gi.Ct tuee ....•. . .... .. ........ . 

:;ru.se tr.xet 
Repealed tu11, concurrence or :.enate 

and nouae bi.llJI 
Cruoe p.et!"o.l~·n. •••••••••••••• • • • ••••• 

Toilet eoape, toothpaetes, et<:. • ••••• 

~porting goods, C&~~eru and lenaee •• • 

Ctunr1 "'8" 1\.B • • • • • • • • • • • • • • .. • • • • • • • • • • • 

Furs •• • •••••••••••••••••••••••••••••• 

Phonograph records •••••• • ••••• •••••• • 

l'a tchea •••••••••••• • • • • • • • • • • • •• ••• • ••••• 

~~ tax on ealte or produce for future 

dell very •• • • • •••• • •••• • • • •••••••••••• • • 

k:ltndl:lent.. to the tu on lumber •••• • ••• • • 

:.Xa:ptJ.on of pala oU and pal.aa oU relidue 

from the prooeasing tax • •• • •• ••••••• ••• 

f epeal o~ brewers 1 wort and llal. t strop tax 

u:emptJ.on of certain c:>OJJ1'l"& t lve or non­

rr~~il eorpor atione or auociat!.ons 

rr~:. the eleetrical-energ- tax ••••••••• 

lnc:·e~~e ir. U:e distil.l"C: spirit-s tax •••• 

·rot.al inc reese ( • ) or decrease (-) , 

exei~t.e t.axes ................ . . • • • • • 

·.ctr.l 1IIereasr. ( • ) or decreese (-) , all 

pro,~:iorus • . ••••••••• •..••••••••• • · • • • • • • 

-200. 5 

- 10.6 

+ 1.4 

- 0.9 
- 6.4 
- 7.7 
- 0.9 
- 6 .5 
- o.s 
- 6 .9 

- 4 . !> 
- 0 .1 

- 0.1 
- 0 .7 

o.o 
• 22 .(1 

- l2.S 

- 222.2 

- SS. 7 - 43.P 

- 16.0 

+ 1.4 

- 0 .9 - o.!l 
- S.9 5 .4 
- 7.S - 6 .9 
- 0 .9 - 0 . 9 
- 6 . 4 - 6. 1 
- 0 . 3 - o.s 
- 6.~ - 6.9 

- ~ -0 - 2 .9 
- 0 .1 - 0 . 1 

- 0 . 1 - 0 .1 
- 0 .6 - 0 .6 

- 0 .1 - 0 .1 
• 20.0 + 1!.' .0 

- l2 .4 - l2 .1 

- 00.7 - G~ .~ 

:T~s.;y-:JepAZ'U.ent, l:i'rl.sion of !;esesrch end ::tatiatica. ··- ~lay :>, 1936. 

li :.sacrln6 tJo.tt all proY.&ions nl"fl ful.ly renected in reYenuea. 

!J : erW.r. eh~s in th l..ur are cnl,y parU.li)o renectee. in !hclll yeer 

1°S~ revenues , or do not atfect revenues until 1 aubaeq~ent fi.ecal year . 

:r.clU<!int U;e esU.atad lou in 1nd1Y1C:ual inew .e tax u • ruult. or Ule 

dec.ruee in cUd.dtnds caused b)' prorosed changes in U:e eorporatior. 

lr.eou tax u.r. 
Sol e:fe etl.T"t on !1scal y ear l!>S!' re<retiues. 

Regraded Unclassified



Compart.on or ••~Lmate4 1/ and a ctua1 roce1p~• ~or February 1q~g 
and ror the .first e~t. mont.ha oL t i.aoal year 1 Q&9 

S11111Ml')' table - dail,y Treaoury eta temant basis 
( ..,,..,. 1'1guree 1n m!.llions ot dollars) 

Fel?ruarx W9 Jul.y 19M! - l'lbru&ry 19159 
: 1 Increase +or 1 a a Increaae + or 
:letiut.dt Actw.l 1 dec:reue - IE'at!.aatedt Actual I decreut -
:receipts :receipts 1 !!!!%' eatimate :receipts :receipta1 mr "tiaatt 

l'!rceAt 1 t Amoupt 1 p,rgept. 

O.O.ral m d epecial. acoounta 

lntcDal. rrteDIIe I 
:IDeo. tuN M , 8 55.7 + .9 + 1.6 1,2159.4 1,238. 8 - . 6 a/ Tu on unjust enri~ .s .s 0 0 4.15 4.2 - .1 - 2.& lll.aoell.aneoua internal rewnue 150.0 142.& - 7,7 - 5.1 1,479.9 1,514,5 + &4.6 + 2 . & ~-roll tuu • 

Soc1al Security Act 141.4 1M.4 + J.S .o + 9.2 461.0 475.2 + 14.2 + s .1 Carrina Tax1n& Act ot 1937 27.9 27. 5 .4 - 1.4 81. 8 81.7 - .1 .1 
ToW ~roll taxes 169.15 181.9 + 12.6 + 7.4 542.8 556. 9 + 14.1 + 2.6 

ToW internal rennlllt 1574.6 1580.4 + 5, 8 + 1.5 5,266.4 15 , 1514,4 + 48.0 + 1, 5 

Cuatcae 28. 8 22,4 - 6.4 - 22.2 2215.2 210.& - 12.9 - s.e 
liLacellaDeo~W rneo1111a .ad receipts 14.4 14.7 + .s + 2.1 142.4 128.2 - 14.2 - 10.0 

ToW reoeipta, generalmd 
speoial accounts 417. 8 417.15 .5 .1 15,652.0 15,652. 8 + 20. 8 + .s 

Treuury Depart.nt, Di"fia ion ot Research Uld Statiatice. lllrch 2, 19119. 

tl IIIDDthlT clatrlbutl.on ot eetiaatas tar 
Lose Ulan .OS percent. 

tiacal ,.ar 19159 appe&riJig in the J&1111AZ7 1959 Budget Mueap. 
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CENTRAL HOUSING COMMITTEE 

907 ~XTEENTH STREET 

WASHINGTON 

lolarch 22, 1939 

a weetlaa,; of the C.ent.ral Housing t:o~w:dt.toe was held -On~ • ~:arch 

..... . t.t th~ COS-'OS Club , at which ::Jatters of ....aj or 1cporta .ce to each 

dl' t.ltt housi•ltl n=!eucies '-'ttre discussed . 

.;, "at i.•ter. lft is sllo.11 ill these c e etillcs as indicated by t.he 

ut,e.tao.uoe . The a~encies l80haeuted twd t he ,Prillcipals and alter.u•tes 

, e-e t r:ere as· fol.4ol. s: 

eo . .aerce I >IT . Thorp a.ud 1)1· . Srl.;jjs. 

~cunal. lloo.e Loan Bauk Board: :.O.r . Fahey aod .~r . Loomis 

!'udel.U. ll..using Ad:.i.nistration: Jir . Cole= n11cl Dr . Fisher 

l;h t.iouul Er.erRe.lCY ~ounci 1: bb.· . 1o.ellet.t 

f . F. C. ..:ort.-:ago Cor.>pan.y : •ir. I:Ulla.cs IL!ld : . .r. Dou.:herty 

U. :; . llo...oing .l.utho>·it.y : 1.!1· . :ltraus a:tcl •.r. Vinton 

ltu .. swy : lCY•elf , as Chairol&ll , and i.ir . ll\mnillg 

:·.,e q, estion of the t!l'eat desirabill tv of a :~ation-wide housing ce.: sus 

•- \1lwc:ussed '"ith Ar. Tnorp , represent1ag ~tr . Hon..c:i.ls ; b.n.d nil a.:e.Jcies repre­

"" to.: believed thnt su ch a census ¥tould be or the l!l"eatest value in establish­

"·' !a.:t.u.l dnta t hat would 1018ke poss!ble tho deter ... i •:..t i on of s;.ze and chlll·­

.~tot· "' housillg proj ects accordi.lg to need a.;d loce>.l inco. e levels , thus 

•-"~i. 1 .1.; the large cost attend&>t upon individual surve:ts of l arge nu ... bers 

ul' ..:. tles nth the atteuO.a..t l oss of tl••e a.1d possibility of error. 

,.o..,orts of a tl>L .l>er of the aul>-co·t.."::i tteeG llild roferaJce uoup:; indicate 

c .t.nuu.as~ic work al.on.: mutually h&lpful linos by t ho teclutici a.•s of the 

\"." -0-~ ..,.e.lcles. Part icularly discussed TellS toe WOl" or t !te :lational Bureau 

vf .:a t.n.ooarJs , directed tor.ard research &~.ld axperi..~oenU.tlon , looj(.Llg t.ow.ru-d 

o e oi'fectlve Md less cos tly buildi ng 111nterl als for s .Jall houses , and the 

>II< of t.he sul>-co:nit t ee on Law aad Legisation, who ere directing their 

c;fc• t o to·.rard a greater sta.1dardizat1on of Lien Laws, HvUoing Legislatioa, 

ti. lmifvl·.u ... or t~£ng:e Jt.c t. , etc . 

u1e .eetings of t~e Celltr<ll Housing Co::t:aittee a..d the i :>terest evide,,ced 

"· t~o heads of the various age .• cies ue.constrate to uzy mind that a great deal 

.ao oe a . co~plis~ed by such meetings to develop better undorstnnding and co­

u:t._ .. nt.ion ot effort a:o:.1~ tile sev eral a,i.!e:lciea coneer.1ed. 

Vecy trul,y yours, 

. CA~ ~ L . _. 
,.,-( Cha.ir~"7 __./ 

Tne Honorable _, ....-
fhe $eoretery of t he Treaoury. 
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The Honorable, 

The :!ecretacy of tho Treawry. 

JI!CirtALTT roa PIII.IVATI Ual TO A '#Om 

PAYlU JifT 0 ,. POI'TAOC. f.MIO 

, 
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P.A.IW'BRAP OJ f~ UO.&It :cD 

ftOM: .&aerioan llil'b&ssy, Paria, rruoe 

DATE: Karch 33, 1939, 6 p.a. 

110.: 551 

l"ROJI OOOHlU.!i . 

:ss 

Today the Paris market sentiment is s omewhat better 

becauae of better news of Franco• s attitude and beoauss 

of laot of offense in apseob of Iing of Italy. Trading 

was light, but some dollars for the control were acquired 

by Chase. At the o 1cloot my friend told me that for 

t he day be had also gained sterling, but to a leiier 

extent than dollar gains. Extena1Te suppor t bad to bs 

given the Swiss franc by the Swiss control , but the 

florin was steadier and the belga had i ta beat day for 

s ome time; 110re bide for forward !rano . 

Karch 16 Bank o! rranoe statement ahowed the ratio 

63.37 Tarsus 63.13, with no i11portant ch&llges. A reques1i 

has been aade of Jrenola exporters and i~~porhn 1ibat they 

repor1i bow much 1iheir coaaer oial debts and credits with 

former Oseohoslo'f&kia are. 

Today I bad a Tiait from my Italian friend, who wee 

on his way to Rome. Be ie 1io participate in the raeoiet 

celebration there on Sunday, and the annual meeting next 

watt of 1ihe Bank of Italy. Be aaid that he still dose not 

think war will ooaa , unless trade with Geruny ie out off 

to auch an extent by the democracies that it will con-

e1iitute eanotione against Germany. 

BULLIH. 

• 
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• y cleu s.nat.ort 

''6 -I-

I n your letter of llaroh 14 ;you uk Hveral ~\ ~ueetiona. 

~heat and a:laUar ~u .. tiona , ntlat1q t.o GQlcl Utd fomp ezobMp, 

have beaD ukecl eo l'requen\lJ' \bAt l 11181-• t.hia apportwait.y t.e 

onS'tlar th• and to aaka clear \he po.Uoy of the o.r.enaeat. wi\ll 

r•s~ct. t.o t.heH a at.ter1. 

ft• you a;q, the queetiona raieecl 1nYolft technioal .. t.t.en 

which cannot be ""-<!uot.el;y handl~ in a page or two. liowftr, I 

shall be u brie f u 1a poeaible rltll a aterhle ot aucb ec.plexUy. 

1 . ?!110 C!!!llf tbt gal4 !!!!! 1p tht tnMl!TI'? 

Ti Ua to al.l gold held by t.be Treaaur;y, noor 11<:.0untine t.o about. 

ol5 bUllon, 1a ..... ted 1n t.ba VIIi ted Stat. ... 

A larr• part of t.llia gold ( $12,JJ6, 11S0,5J) on :.arch 15, 1939) 

1e held u Mcurit.y for aol.c1 oer\Uiutea ( or c~ta ~· 1n 

solei cart.1l1oatea) iaau~ to end llelcl by the ) eclaral lioMrte banka 

p11u uant t o tile Oold heHne Act . Suob ttalcl cert.1t1cat11 nq be 

redMcle<l 1D aucll -ta of iQlcl bulll• u, 1D tbt ju<lpent. of 

the ~ecretlll')' of t.be Treuur;y 1 are neceaHI'l' to Mt.t.le international 

b&lancea or t.o naintain t he equal purch u inp, poorer or e'ftr;y ldncl of 

l cit.ecl ::tate• C\ll'nnll)'• 

The remainder or the t olcl held by the Trauur;y , h accounted 

for u !'bllowa t 

Oalu ll&Mne - held pur...ant t o bw u a I'IHI'ft ~alnat 

Uoit.a<J Ct.a t .. not e a and Treaaur;y Mtee of lB90 - $ 1~,039,4)0 

Alloca ted t.o tbt StabUiaation fund 

Cald 1D "-nJ. JoWid ( qalntt. wbioh solei oert.1-

t1oates or oreclite haw 110t u J'llt bMD 1anecl) 

( a) 

(b) 

Bal. moe of ino~t raeul t1ng tra recluo-

t.iOD 1D the .. ie)lt. or tbe t:olcl dollar $ 

lD wr111D& btl.... • 
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1.6 7 

s.ut.or .,.,_ - 2 

1'be fnMV7 .u..p.. ol &Old 1D Uto lolleodnf ...,_, 

( a ) ror ... 1A iaclu\ly, FOI-S.OO or wt. ~ pweoo 

Deedilli , .w tor e:t Mleb ~ .,.., parc:bMe cold rr­
tbot 'l'rouu ry. 

( b ) l or the pw-pooo of - Ulli; Ulo illtoro&Uona.l bel­

of p~t.. 'lo Uta _.a tbo froouury Mlla llQl.d \o thll 

.. ~. or U.. f riparUt.o .tecot"d 814 \o their a\.abillu.\1• 

t'IIDda 1111<1 tiee&J. agllftciea. Ttlo Treuury &180 ..., Mil £014 

to !oroi(,Jl CO<ltral bonk• u~ ~caUoo IUlli aoar apocal 

cor.ai t.io.na. 

~eiU.cr Aaorlcao. DGr roroijllorw COli obt.it1 gold 1roa u.. 
rreL~\IJ'y for tb• purpo .. of hoard~, 

2. tor ·rrh or y. old ia trht Trytm wu prub'nst nya '"1' 

obt&ill!d 1)M t.bt ••1• or iptcn•tc-bttrin& oblis•Yon• or U. 
v O .. !I'!!!!!!!\ 1 

1bo 1'ro&aur)' ~ t or ~'Old with tho cu b u Mt. 1A the 

..eneral I'Uai , apocitically ... tor Uta Tnoullr7 ' • dopoait. .. _, 

nth the Joclonl "-"'- • • or . .. t .mc. 1'be __ , 1o DOnal17 

COIIIptoa&tod b7 tho depoait with tho Federal R.IIOrft UIIDk Of pl.d 

ce:-t.iticat.oo or gold oorl.U'1cato c:roclit.a iosuad qainot. the ,..u 
ther1 ae~:~a.irect. 

Up to Do-bor 22, 19.30, 1\ wu U.. ...UCIJ of the Trou1U7 \o 

1a.-~• t ? the ~ral i<aMI"ft s .. t told oort.111cat.os or GOld oorU­

flcat. cNdit.a at&inat :ba t\lll. ..tu. o! U1e told aoquirod, ODder 

thh orocadllra the purcb.aM of £Old bJ tbe Tre-.l"J <114 not iliToln 

ar.y i noNua 1A t.be Fadel'al debt either direct.l¥ or i lldinc\17. 

• bort.l¥ af\or Ou bor 22, 1936, boora"Nr , t.be Tro&eury O.par1D.all\ 

anoptod " <litfllftllt proceclun wt th napact. t.~ Oft SOld purchuoo, 

.oold purchaood ... pl_.! ill ea "1nacthe &Old" &eCOWit ead paid for 

'""" t.b4 a-ral cub bal_. or t.bo Trwuury wiU>out awe ot 

additi onal r.old cart.llica toa agai.llt \.he o .. £Old &eq'.11sH1?cls , 

tbia F OCOctare wu dopartocl rroa aneral U:!H, bowTer , bJ 

V1e 1uuanca of &old c:arli ticataa &~ &ioat pld rolaaMcl hao tile 

"ioact.ivo• eec:oun\ or 04&1oat. eoJ..cl aoqa.1re<i bllt. oot. ph=a cl 1n \.he 

"1nacu.,.• eeoount.. Tho 0 1nact.i ft0 accowa\ ... dlaoootialaad ill 

.lpril 1938, ucl at that. t.1Joa the 'b•-ZJ baud u .400 e illl•• 

1A cold eert.111cato c racll to \o \.he f oderal l!eMrYa b1111ka a,a1Aet. 

3/2l./J9 
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the gold 1'1'1••"" rrca U. •s-u,.. gold• ecc:oa~~t and t.b011 

itiCNUed lt. oub belmM ~ tbet ct. f laM u.et. t.!..u t.be 

1'reUIIJ'Y h.. roll-.! a pollq or iHUl.Jic aold owUficatea 

per!.od1~ tor add1\1aael cold aoqai.nd. Gold PQI'Ohaa .. are 

peDI.Ut.ed to aec late 1a t.be C..nl. p-s 1J1 "fU'7UI -.nmt. 

before aold eart1t1oatee are 1e&nl&d agaiJult u-. on Uarob 15, 

1939, tbera wae ill t.be a-raJ. l'llnd $548 aUlioo or fOld 

~ apiJiat wbicb gold eartU1oatea had 110t ;ret. be., 

iasued bat. wbioh had been paid tor 'IV cbeoko drawn on the 

TraU1D'7 aoeooart. 111 th t.IM l'eclerel. Paeerve l'aak of new York, 

), '!1!7 baa eo gab 110ld ec.a to t.be \ID1 ted !' t.t.ea 1JI the paat 

n ... :rean? 

Gill .._. iJJto t.IM \ID1t.ed <-t.t.ea ill aatt.~t of t.be 

bal.allce of' 1nternat.1onal ~te arlaing out or all t.NnaactiOM 

betolaan the Unit.ecs ~t.t.ee and all foreign C<nDtrlea. 'lbaaa 

1ntemat1ooa1 t.I"'ID..Iaot.1- iocl:ode exporte, illporte, ahippinJ 

Mrricea, to.rina• expen<lihree, capita.} 11-nta, illtereat ~­

-.h, ate. ~ tbe deaod tor dollar axc:haz!ge lnereaaaa oore 

rapidl,y thllll t.he nppq of dollar ·~ reoult.illg !J'CIII t.ha• 

traoeact.icoa, t.be prloa ot dollar axcballga on the rorai&n exc~ 

Nrkat. riaaa. It -.;r rlaa to a rata at. 1fbieb it bee.,.,.• pro"itabla 

tor bankare and deal.en, f'orail!ll and -rl4&11, to ebip gold to the 

l n1 ted State a, aell t.be gold to t.be 'l'rN&IU'T for dollare, and than 

Mll tbeee dollare oo t.be tore1~~n axcb&Qp ll&rkat., 

'!bere.fora, to -r t.ba q•.Ucn wbJ large MO!mh Of gold 

now to tbe Unit.ecs ~tat.ea 1t ie D&O&oe&ry only to arplain wb;r 

lln1tad !'tat.ea dollar axcb.ozlp 1a eo 1111eh in d.aoc!. 

A MA.., ot our ~ of' p&1MDt.a tor the last r.., ,..." 

raft&la at - t.bat. t.be araatl.T 1Dcraal!&d d.-ad tor dollar 

axcbaop 'llbicb baa t.alcn pl.aee dv1ftC the peat n ... """ 1& 1arn1l 
a eOD&!Q npoa ot tile 1mn tlq! or capital to tbt lla1ted State& ,,.., 

t"'N ,.,_.,lr. ot tbt lam ttfa!RJ?!?'• '" t"S" MJ!Mt• ~C8e ot the 

other catecorlea ot 1"- in ov 1Jltemat.1one1 t.r.lNct1anlo can 1M 

bald reapceei'bl.e tor t.IM Rbat&Dt1&1 Det IDOraaaa in tbe d-...1 

for dollar·~ dvi.Ds t.bia period. l n raot, tor -~ U:po!'o 

t.ant categorlu t.he 1!11 dm·wt tor dollar e,cet>qe d&cz ....... n 
1e tbt t1cJw or capital. to t.bi.a c-t17, particalarl,T baton 1938, 

1lpoD wbioh our at.\etioft ..n be hnl'ad 1t - are to w.alerataDd 

t.be chia.t ,..._ tor tbe l.up gold lDtloor. 

CB 
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1928 -sso aillion ouulow 193.& r 3a6 • Ullon ~ 
1929 -:n? • • 1935 fl,53? • • 
19)0 - ? 52 • • 19)6 fl,l.4l. • • 
19)1 -490 • • 19)? .;soo • • 
1932 -1<;2 • • 19.)8 .; 3iiJ • • 
19)) -3)6 • • 

The eapit.al 1nnow in the yean trcn 19JS through 193? • • 

Ut• .,ajor factor rupon&ibla for tl~e i;.nov, or j;OlC, !or it. 

"'~""t.d in total to :J ,soc r..illlon or a6 percent or tbe Yal~ 

of &Ol d aported durin[ t l'at r.eriocl . 

f he trade l t om cli<J not bec011:,e isporle.nt frcn, tha point. or 

Ti..,. of t,Old irnow• w.tU the lut. qu.~rter of 19)?. ! rOI:l 19)4 

to 193? tl>e exceu o:: ocr exror~ onr l..t:porl.$ aver~~~oed onl,J 

250 :Ullion a year. ( l ncl<ienteUy 1 1! sllYer aports were i n-

cluded b ou r mercMI'Id i .. illlportt, which 1s t he ;>roco:lare followed 

by e&n)' eountrtca l.r: t.l>e ,.orld , our excess or ax;>orls ever hpor ta 

""lll.d have IIIIOIUit.d t o 'r~ $80 silli c:l a )'ear in ~· ;>erioJ. ) 
In 1938, howner , t.he favorable trade ; &lance ( Ta,.tly iner t aaed and 

1!&S t.he d CIIIin ... t factor 1nducin£ the lar, e n"" O f (;Ole into the 

~nited : tatea. Tba uceaa o! exporta over JJoports totaled 

H , l34 alll1on - tbe larawat .. have bad in S~Yentaen ye..-. . 'l'b1a 

increaeecl •tavor abla" bal..,.., of tra:le, tot e t.l>er wit !> ot.her 1tc::-~, 

waa reaponaiola for the net inflow in that )'&&r or l . b billion of 

GOld. 

1hua i t. ia nident that bee., .. tnere .,... • larre :U>n ow of 

canit.al 1n reoent :yeara, .ad 1n 19)11 a l art e u eeaa of apcrta ar• 
l..tport.e. u .. l'G - • snat 1ncr> aae it. the oet - d for dollar 

u.ch8Jl8• 1 &tld becaUH of t.b1a laraw inereaee 1r. t he net der.>a~~d ror 

dOll.&nl tben 11U a large inflow Of (ole• l Mrefora 1 1r. Ute f i nal 

&!l&lyeia your qo .. uon• "lny h u eo auell ~ e .. e ir.to tile I!Di tecl 

~&tea?• reaucea iteel.r to tile qu .. tiona• "1011)1 did so •ell 91!?1\tl 

ce<a to tb1a eow>t&7 clur1Ae tbe put tiYe yeara?• ana. "ihy cl1.1 we 

haTe eo lerea a 1 !avoratle' tr..S. r>alanoe 1D 19)87• 

3/22/)9 
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ru.p.t or capit.al n- - of tho -viM ..-. 

eoonomc Nld pOl.Uieal. ntuau- haft bNn Ulr•ten.ct 
by daturbancM with which 1'* an dovbtl••• flllllliar. 

• (f ) t..tJ..T, f'aD4o -t to tJWo OCNDW)' by 8pOC\Il&tcJra 

in tho hope or apectaticm tho\ an uchallp profit will 

be poNiblo 1f Nld c..n tho ~a• or tbeir countriM 

bocOM depreeiated in t.er.. of tho dallar• 

0'nlOM U'O Ule C&UM8 whiob AOcOUDt for 110ot of tho 

caplt.al 1nfiowa. Iot theM capital 1nfiar8 10ITCil.d nn 
boTe resulted in lniCh la-p .- being dlle to the CD.1ted 

Statao wve it net for tho rtriul CMMUC111 of farei&n 

inn~ by AMricaDO. Ill_.... 1n the 1eare s-'1Gr to 

tbe dopreooian, Mllll8l foreip inTeotaenta by AMriuna 

of _.. than a b1ll1on dollan wwe .,_..,.,, ainoe 1931 

tbo mm•l - inTuted atro&d ban bNn ne&:l18ibl.aJ 

nor <10M 1 t appev tAn tbe llft1ted Stataa will &pprOUh 

in tbe - flltura the pre<Wpr ... i cm YOlUM or foreijp\ 

imeetMDt.• 

Sinoe tbe abon was written (sept.bor, 19:36), notbing baa 

oecurncl to altar ~ tbo tnNI of capital --nta ar 

tbe ~ far tAa. fl.th tbe •eepUoo or cee rrtns liiOfttb pcrlod, 

capi tal hu 0«1U:nuecl to now to the Onited statao in la-p To1UI!"A. 

!:Uring that nba ,.011th period, October 19)7 to .June 1938, there wu 

a net 2!Gf'1ow or ~t.no capit.al of our $1 b1111oa, but the 

fl01r na reTerM4 dur"ing the Fall of 19)8, .,d _.. than a b1ll1on 

or ahart.-teno capital baa ainee - to tba 1Jn1ted Statu. 

Capital will continue to noor into tbo United Stataa 1n larp 

MIOUnta ao l oD& u o 

(a } !be oppcrtu.UU" for aecure and profitable imut­

MDt 1n f~ oountriN aro not t-reat eno\1811 to a ttract 

AMr1can capit.al abroedJ 

(b) !be proepoct.a of eont1nued r eoOTcey here appear 

uUafact«y to f~oenJ 

(c) the pol.1t1eal. eituaU011 abro4ld x •1M dieturbedJ 

(d) 1here a pGNib111t;J or 1'\lrther d.8JlNCiatioa or 

- rore1cn CI&I'I'Oiloi ... 

3/21/39. 
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U.ther the tlCIII' ot oapltel iDto u.. Untec! ~tatee w1ll eon­

Un,. t.o take the tOft or iold or .tle\Mr it 11111 gl'8<tcoell.7 .. _ 

the tom ot good• IIDd • n:l•• re~r \be s old depende llpGD the 

rapidity llitb ft.ieb the •obant• or edjue~t. ot 1Dternat1011Al 

aCIC"""ta operat... I n .. ruer dnnA'n th1e adju~t prooea1 

operated tolerabl.T well IIDd llitb !'air ~ to t.ran.tora lntama­

ticoal l!lO ... IIIIntl! ot net baleu1 into -uta or gooca end 

eerrlc... 'nll• adjt.llt..>t prcoeu ,;el'ftd to keep gol d co-.-ta 

betweon CO!Intrlu relaU.,.l,y aal.l ill '1'01-. In Neent :r-are, 

bow ... r, this ...a.-ie baa operetad badl,y and b&lt.iJicl,y. 11-

o ... r, it haa bad to operata 'IIDder INdden aod 1use eapi ta.1 IIDd 

~rad• ahitt• wbieb ditfered !rca t bo .. or earlier deeedea not 

onl,y 1n macn1 tude bat 1D cbarecter. To pvt it eraphical.l.J, the 

oeeban11111 or adjuet.ent bee bad a bea'ller loed to ea"'7, the road 

bao been uph.Ul, and the illollne Ilea a :room rleeper. 

The reaeona IIDd natue or t bh cbange tald.llg plaoa 1n the 

etrectheneu or ~ eo-celled adj .aboent procea of 1n~ti.onal 

aeeounta are attare too teobnioal to warrant diacuaeing 1n tbie 

letter. sur nee to aq t.bat beeauae the n...,.l"OII8 obetaele• to 

rapid ldjutl:lent •till ~U 1n 'llrtaa.ll,y all ccnr~trlee 111 tb free 

ncban.gee an;y larc• 100-nt of capital to tile United r tetee 1n 

the near !'llture will dO'<Ibtle•• tal<e the rono larcel.T or an 1ntlow 

or gold. 

1he llicn1fica:noa or thill tact ae an explanatioa or the COD­

tinu!Jlg flow ot gold t o the Onited Statea cannot be •ptlel!bed too 

eti'OI1gl,y. Aa ~red llitb the deead .. prior to 1930, tbera are now 

ditrerent ralat1on8hipe betlnen international. co._.nh or upi ta.l 

and or I!Old, ebluls .. 1n dc.eeUo price lewla, trade cbmg .. , 

eeatreotico ed ~aion of credit, and elclgea 1n the '1'01- of 

bulineu aotl'llt7. Reali .. tlon or tbil! bade eoonaaie change h 

-•MJ7 to apprec:iate tile need tor treating preeent cl-.r probl.eld 

or .rold lllld eapi tal floors Q111ta ditrarentl,y than -... appropriate 

prior to 1929. ll_te,. experience of tho .. yeare, particularl,y 

in ita 1ntarn.etional upecta, does not autrtce tor eate guidance 

tor pre eent c!.a)' pollq. 

4. I • 1t t."' tbat go1d o•• b!ra in large MO!!!ltf b!eaU!f tbl 

I rtafllrr 1! mw a b' rner prlw t.h!.p other oowtdt• ror gold, 

and btO!U!!! 1t bgn cold at a N.;qd w1oe7 

Tbi• 11 a queltioo w t'requentl.T bear. 'latorta ata17 it 1e 

DOt wboll,y oleer jus\ 111bat 1• -t ld.eee tbe pbnea a "hi&ber price 

tor rold• wq be interpreted in -. qw.ite ditferent _,-., and tba 

•-r to eaoll or the t110 iuterpreteti onl! IIO'IIld be arrl.,.., at ~ 

'lv.ite dHferet~t 11De• or ree-il!c. 
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U the quut.1oc be iJIWpreted to .._ tbat &old - to the 
L'nitecl Statea 1n lArp -ta beea'IIH w pq a "hi4:ber prioe• 
tblll oUI.er -trUe do 1D ~ ot a """Y priot (i.e. 1 1n ~ 
o! c!ol.lan) thCI the an_. 1a de.t1Dital3 Ofto0 o !be tlnitad Stataa 
pq8 the - ;rica tar i0l41 al..l.ow1.q tfllr arbitrap &Del b •• 
port.t1on coata, that tUrT other -boT d-- no 110ra ucl ao 
l aNo ·~• do not pq ~ ~bar pri- tar gol d than doea l!n&luc! 
or ~ance or Belgiua or Inclia. 

TM price o! golcl that 1a Pft'Oittad to !IO't'e ~ 1n interna­

tional c:bamela ot trade 1a (&Del nat be) rtr~ tbe - tbe 
worlcl o.,... All l!ll&l ielwen who ..U. gold 1D L rxioa pta the -
ratarn 1n J>OWIIC'.a .,d ehUlinp tor 1\- rltll -u 'fariat1oae \o 

be expl.a1necl 1D a .-t - u he would get ....,.. he to .. .,4 the 
,...,. gold to N• York or \o A.Utent. or to Paria or to Ba.bq \o 

be aold. lli4lbt ,.., tar uampl.&, be would get about 148 abillinp 
tar an OIIDO& ot gold 1n the lr.Ddoa eold ..-kat. U he ebipe that 
=<>14 111d ..U. 1t to the llftitad Stataa, be pta S)S au oomca (laM 
1/4 or 1 ,...omt ) . When be co111'erta the dollAr proceada ot the 
aala or tbat otJ:Me ot e olA bad< into atarliJie and daolucta tbe 

expenaae ot ahipp:Ln:, be eat• aJ)p'QldaatelJ" the ••• amount ot 
aterling u he would hue obtainec1 Mol be aolcl the .JOl d at h ... -

IIUI8ly1 about 148 ahUlinga. In other wc:rcia, when a .foreii1'81" 
tranalatee tbe dollAJ'a be e•ta fl:oom the N1• ot hia gold back to 
hie own cunaney", be t1nda that the price of lQld 1a alJ:Ioat \he 

eana 1n ~. Parte, .&utent., or Jobaan .. bur&• ,,e pq dollAJ'a 
for lQld, li)le] 81!d pqa atarl.iJIC, Holhnc! pqa pil.d.ara, etc ., but 
wban eomareioa cr.. one 0'\IITCI&:J into anot.ber 1a uole at tba 

pren iling exchange rat .. ,.. f ind that an ounce of gold brinp 

appt"CCliaatal3 the - prioa 1n - OO\II'ltey .. 1n anou...r. 

I aq •"""'2P"te'T tbe - prioa. 'l'beJ'e are ali&bt ralau.,. 
Yariat1ona 1n tba price u be~ dit.ferant coantriea, 'fariat1ona 
which 1Drrital>lJ' reault tr<a cbaneae 1n tha auppl.T o.f a~d de&rx1 

ror t orai sn au:llance• AA:f cbanae, no ~~~&tter hDir allsht, 1n the 

relationahip ot the auppq ot tareisn a chanp to the d.,and will 
br ing about a cbange 1n the price tor. t oreign exchange. The 
fluctuation~~ ot exchanp ratea, togetlwr with t he nuctuationtl 1n 

the pri ce ot gold 1n t.ena ot r-1sn CUJ'Hilciea, J"AIIJ.t 1n tbe 
OCCIIJ"r«<oe of ralatin dille • c .. 1D the price ot £Old 1n ditf­
ant natioael ~ lllll'lteta .t.en cooaputad 1n t.u ot a aingla 
eurranq, but theaa ralat1'f8 'fariationa can O&C1l.J' onl7 rlt.h1n 

narrow lla:1 ta. 
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Senator ITAlJMr - 9 

'T'heae ellgbt ral.aUn 'f'8riaUone 1.n the prioe or &old u ~ 
varioue llllt'kate 'lllbi oh ub ~ble a pratit 1.n &hipping sold floolo 

one count.r:y to &DOtber would oonUA• ~thtrr .. oaid~oe 
f or ,:old, or ISO~Sll&bt 't'ariaUone in t.heti~, 
dollar-funo, ~ r ate., ate. , do gin dealera -.11 
pro!i te whAm eell.i.ng gol:cl 1.n one IIIU'Itet rather than another bQt 
t.~o" variatior .. operate u a<>ono; IIIU oountriea and at al1 lnalAo 
ot pri cea tor ,:oldJ they are not penliar to the United Stetee 

alone, nor to the $3S Jrl,ce for gold, E:u.ct.J,y the - condition 
pre"l&iled wt:en the price ol gold wu $2(), 67 an 01111ce and "'- o~ 
countriee had a fucd price ot QOldo It 1e the nonoal. -ben'• 
'IIIlich ~ ... al'R78 pronilecl and lOUet i.nertt&bly prnall eo lq u 
;old ia the i.nternational mediUII of exchange. 

To diepoea brie!l;r of another coanon mileoncaption. I t bu 
been 800!18ti.w>e ch1wec! that gold c- here beca\Uie t he United 

States pq11 a !uecl price tar <!old, whareae othao countnee bQ;r 

,;old et Yaeyi.ng pricee. 'l'llAI cera fact or fixity of the p:rioe of 
gold in teru ol aey &hen can•ICIJ bu lltUe to do with the IIOY&­

"""'t ot 1,10ld, For -ple, ~ do" not haYe a fixed prioe ot 
~ld, and yet her net import& at 1101c1 1.n s o.::-e of the put t n ;yoara 
• ero woater than CIIU'8e BelgiUIIl hu had a fixed price tor ;;old ! <11: 
two ;yeara, yet ber reported gold holdinp are no higher now than 

they were throe :rear• &iO• "OJ"&War, our ;:old price, eltboueb 
tixed in tenu of dollG'e, 1a not fUed 1.n tenu of other CID'I'&IlCiee • 
.:han, f or aa:a~1 an ~~ eella &Old to the llhitecl Statea, 
Ule nllllber of do~ he seta u;f be f ixed, but t ha &JIOWit ot 
sterling he gate, it be comerte the dollere into eterl:ing, i e not 
f ixed} it nuctuatoe wl. th &'t'fllrY dlen,. in the etarli11go-<!oller 
exchange rate. !be -..t in hia 0111> currency which an l!n.:lieln&n 
or a Plwlc~ r eoeiY&a 1111en be ...U. gold i e r.ot fued whether he 
sella hie f>Old in lielr York, LoadCIII or f'aoie, 

So t or in .,.,...... to th1e queaUon t he diec:uaeion hu been 

baaed on the 1nterpr.tat1on of t.ha pbrue • hiiJhar prioe• u uan1.D& 
a hi~;her -.ter7 prioe, It• hon't'or, the phrue 1e to be \D'Ider­
stood to ,..... - u i a doubtl•• intended by !l:&ll)' who put the 
question - a •hi~ price• in t.enu not of ~ but of .. ~ and 

•ern-. tiMn the c;u.eUoo bec0118e a quite d1ttorent CXI&o It 
a.>toul.d then be pl:rrued u tollon• •11 it not .... \ba\ l!O],d cooan 
to tht !blit.c~ stew 1n l&rn arao\Uita bec&!!!f ., A n !l!![f goesf.l 
and •11'!19J' tor • dql!; (or ita -tery equi't'elaot in !oreien 
currenciea thm doea !Ill otll![ countrz?• 
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~ etu~tor ;:ao>er - 10 

The -r \o t.h1a ~· tian 1a lliniaa •no• , t boue;h l aaa 
unquallJ'iedl¥ eo bee- .:lequ \e at..t ieU cal ..ia\a tor a ca\af ;,r-
1cal at ..... r are not ••ai.lable, 

I be purchasi r.IJ powr of the dollar 1n the Unite<! • ta \ae I n 

ten a of co ode can be """'Pared 111 t !> He purchui nG power 1n other 

coun trh s only •aT)' r outbly and only rlt.b respect t o t.boae r-a 
wtich lo ( or auily aigb\ ) ...,.,e tr<r. COI&Ilt.ry to caunt.ry. ~Uh 

r .. •ect to •aerrieea• CO'Iparison o r the purcba4J.r.a powr o f the 

dollar i n the llniteo - t a \ae an.:> ebnhera relat.a. cbia~ to 
: shipping servi ce• and t.be upandituJ'<'e by t ouris t. • 

•. ow it 1s utre::taly d1f!1cult to r cuure t he cU!!areooee 1n 
N rchasi :.f p<Mer of t old or c\ll'rency u between dif fel'Wit eowatriaa 

e•en ~it!. respect to such f;OOOa aoa ae · rlcee . f ortlmataly, t<~~r 

the PllJ'l'OIIBlt or the queation •• are aur:drdne, oo wch "\e&llll,.....nt 
i n naeaaaary. a re 1 t true t.hat an ounce of gol o had a ai£Olf i­

cantl;y hi t her purchuin~ i'O'far onr Amer ican i ot.nnati onall.y traded 

~*• t.t•an o.ar forel£0 s oode, 1nuU.Ct but dafWt.a BYidarJca would 

be r<rYUled 1n 011r t.ract. fi~. Our export excaae .,.,uld ba-t-a eo 
1ncreaaad e ince l9JJ that eit.har " would han d rained the outal da 

' rld of all i ts monetaT)' gold, or " -ud haYa fore«! ot her cOIID­
t r i ee to aJ o;>\ s trict exchanfe or iloport controle or much hichar 

t.arl.ff schedulea. Mo such deYelDpo~~ent.a ba-.e occurred. >orel liJl 

e~unt.riea atill ba.,. lar~;& I;Old boldint •J • &flY of t.be:t haTe not 

s1~-n1 riean~ beltbt.enad t.halr barrl an at ain• t u porta of t.ba 

.-or ld. 

Collrlncina arl~ca t hat. wa do not /'"¥ a hi cher pr i ce for aold 

tl.an do other couotriaa 1n terms of I,'Ooda and ean 1ees 1a con t&ioad 

in the record of our bal1r1oe of !ntarnat ior.al paycaeo ta on cu rant 

account. t o r ttl& yeara 1934 t.o l 9J? , i::cluaiva, the balance or 
,.,..,to with r e apact to tba pertinen t ~ty and saTYi ee H ..,. 

was in the &.Cf!1'8Aata .lll!favor abla by 111 ,200 llill1on, u far u the 
recorda ahow, Uo.tortunately, bowa.,.r, our 1nt.am a t1onal account., 

Ulou&h .. ore COOI!'let.a and rel1abla than t.boaa of other eow>trias, 
Are still subject to a auba t..nt i al ...,.IJin o! error. In each :rear 

t.llere baa been a .ubstantial "N s 1dual• it. ( i .a., unaccounted 

for ) which dur in<. tha four year• 1n question totaled approxiaat.aly 

, l-l/2 bWion <.tua the United ~ tatea. ~oce port ion of tbia fa• or­
abla balance •uat be all ocated to trade and M rrlc .. - hoe aucb 
i t 1a 11:.pou 1bl a to I<Daw. llut, STan it we allocated t.ba wh6le 

reaicblal it.. to cazocU ty and serrlca 1 t.aoa - ..tdch woul.d be an 

axv&Taeant allowance - t.bara would reault anl.y a -.all bala~~oa 
due tba united ~ t.atea for t.booa i t.u durinS t.ha t o.u- yeare iD 

qua Uon - ~ 111.Uian for the !our-year period. 
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s..tor tpe1" - n 

ru. -utatN t.oo ..u •- n1.au ... tot'- Mpitw:ta. 

u?Olftd 1n oar bahDoe of N u to ~11'7 ~ olai~~: ~t 
u-of r oldoaa'blv-llftaU..al toara, 

'n.N u little ba81a, theN!ON, tort'- eaoa*t.iaa that • 

o- of gold could !.a .-ra1 'blv .,n 1ood8 and Mntcoae ia U. 
\Ja1\ed State. than al.a•'ll»n rraa t'- ;rMra 1934 to 1917, illcl ll81,.., 

Or to pat 1 t. 1a ei.ep.l.ar -.I •n ACCn~Nta tame, tba Ullitad State. 

did aot achh,.. Uf1 eJIMSal c.-pat.i\1,.. a dO&i\o::p 1o l..ata.-ts.-1 
Ml'lcete u a_.._ of ita axtaftal -tezT poll.q, '!!loa 
cblqa 1..a tba r old nl• of u. clollar 1a 1m •relT a..lped ~ 

!!nitacl !'tatae to rap1ll Ua aarliar poaltiOD, In 19)8 t'- trade 

lit1ati0ft •l'PD•nd to cbace· a did a>par1.- a •'-rc iDcl uaa 
1A ov tzw1a bah-. ll:lparte, u po1Jitacl out earlier, exc1ded 

!.:sport a 1a 19l!J 'b,r - $800 a111 t OD m n tbaa 1a 19)7, Bllt .,-' 
of tbia iacruea _, '- attribded to 1111 c:baarad ralat-Smebtp 

or t.be clollar to ot'-r c-arr.nciaa beea- tba exparta excoaae aro .. 

traa a aharp clact-w ·aa 1a iJqlerte, -.I DOt trOD an i.r.cr 1 ae !.a ~, 

'l!oa ....,_,.aiCIIl 1a U. llaStad Stataa liON aJ'Icad and .. rliar tbaD !.a 

other c..,triae -•cl a '-Poftl'7 .:t.c.-.. 1n our parc:baqe r .... 
abroad greater tblft tba .s..ltan- dacnaae 1a our exporta. 
1'111e pp NJ '- a:a"peO\ad to Mft'GIW u ,_,..ry procaede, 

n. CDlT a.IM 1a 'llbicb 1 t .a,ilt be aid t.bat .. g1Te 80ft 

tor gold thlla oU.r -tn.aa i a tll&t 1a addition to $)5 an oanca 

.. al.ao gSw paaoa, Mnrl\7, p;JIIpaCta of hig'-r retumll 0 11 u .. et­
NIIt , encl batter epanla\ift oppoatiiadt.iaa, with t'- result tblt 

torei&ft capital '*'de n.,.. beN 1a Uoa ebapa of gold, I t h 
theN 'Nl•e t'-t CCID8\ituta t'- cbiat factor conducift to a 
n.,.. of gold to ~ UDStad l"tatae, 

5. R.,. wnaob !!19!"! gold clo 70! think • wUl n\1 

e- II'DCb 11W will ,et dell I h 12pCII the extant ancl cliract1CIIl 

of eh•pe 1a _. bah ot trade ed suno .. , 12pCII the oatpat 

ot new 1old, a 'IIPCIIl tba t !WWI ot capital lhtitti•nta • 

..,__ capltal ..,, te are eo -1 t1w to 1ntai'IIBt1oul 
politiaal ad --.ic ~ta.,.. ean CDlT b.uard a pen 

•• to u.tr nature t....S. At tbia _, 1t loake u U>oa~b "-
E~ 81\..Uoa will 1 S• eo ~bad u to poatpoM f« .... 

t1loa Uf1 .u.tanti.al repetrt.\iao of roret.ra belvue. It alae 

appean u \hooiP aar]T 11 a "'-• of -.iOM ' '<111 abroad Rill> 

u ~-a pld oetna. 1e extreeoal7 -.lllla]F. 
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u tor av bal.- • 1 t41\J IIICI Mniot 1'-• t.be t­
ot wr ..S t.be paopaoU. tor_. 117 t01'011'! not1- arc~ 

to .,..'-in oar apea\e ..a rat M Utr1 .. toarlot \.nftl 1.a 

I.UOPf IIDCI .&oi& - bo.a dt9tlopoo.aw -*'nc tor oddiUonal t oU 

tnnw>. ~ U. ot.hor hed, eooUA~ ot av NOcrftrJ hero '01ll 

ted to 1ncre- oar 1.aper\e IIICl w t.aea•uM IIMri .. touria\ 

tranl 1.a tho l"eo\orn baUpba'"Oo I bel1cft \be latter t.l'ttl4 '01ll 

ca1twi ,tl tho othn IIICl that oa a ll1t:r ..S Mn'ieo oc~t U. 

net ballllloo duo uo will be 1- 1n 1939 the 1t waa l .. t year, 

On tho other hli\d, capitol inn- will probob~ be l ora- eo that., 

oo Ulo -.tlelo, 1t 01ppoaro \bat in t.ho .u 1\l\vo u.o lliiJ.ted ~totee 

w1ll e<lfttia» to ~ gold , pomopo 1.a .. larp ...,1_ eo 1n _, 
,.....,... 

Current wor l d &Old procmc:Uoa ( OGtol.do U.. Unit.cl Stateo) -

•"""" to o?or - b1111ao d..U.. per ;year, l'be bUll of Ul1o 

n.-l71inod cold _, go oDl;y to a tw couat.riuo. lloot _,trice 

""" uUUao prect1e~ ·~ na1lebl o dollor or ! oro1,a ~P 

to purehue ilqlor\e or to meko tld<U.Uonol pa)llleato Oft ou.tot.n4111& 

! orai&D dobto. loliM!b eo \boy -u 111<o to acquire gold , 1114 aala 

: 77 

u tM)' IIOed u, U.O:r -'- to aequJ.ro odditioaal 1apar\t • ..., ...,.., 

:horeforo, 1\. io to be expected \bot uaW currut boa\Uitloo .,. 

intonaiYo pn par.c!Nit• tor ware eoaoo, and u:.tU tho warld -aio 

aitu&Uoa iaproYN, \be bulk ot t.bo n~Dod gold will be added 

to the ao~~ev.r:r ot.oeko ot oDl;y a ! ft _..,t,riu and tho !IDlt.cl Stotoo 

w1ll pt a aubatoDUal ebaro ot U. 

6, !by dotp • t t.he Tnyun atop !mJip« fi914? 

.& aiapla ._.,. ot s toppillc ~ld !tell _, " ' 1n to U.O lln1 t.cl Stotoo 

would be f or U.. Treuuzy to "-• to tho world that. we will no\ 

bu:r fiDT 110ro cold ! or tho t.imt being. llut, ouch a atop , talr.OD 

UDU&t.or~, -u haft u ....nrou ortocto on our •-CD¥· I\ 

would diol\lpt tbo !onipo ~goo 1111d ;:old b<llllca a&rAto li\d 

would .....,. eo011 c- ouo!l c:truUe dieturbec.o 1.a 1.atoraaUonal 

\.redo and pen in tho dCIII>oat.io ophoro au ooricu.~ to 1llpodo tbo 

reconry of b\a1nooo. 

Prot on\ rtlatlo> ohipo -c tho var1ouo load.lA& curronci oo 

would be 11poot.. Tbo doUo.r preb&bl:r wculd apprtc1ato f=eHa~ 

1n WJIU ot otbor loa41DI wrrone1et. .&t proeoot, ~ \bt d.aaall 

(
or clollar achaftp lncnutt, forei.Dler• neo4 onl.Y tbto1.a llOld~ 
oi~ b.u or ., tbo 1-= aariot.J, oh1p it .. ro IDii Ob\a1Jl 

.oll&ro 1.a ~·· ,.. co 1Aoroeoecl "-IDd for clallor •eb•p 
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relatift to tho~ 1a M t.o U , boweftr, Ulio &Oa.Da or 
...,..~ dol1ar ex--,o •n r-Nd, 4ollan woul.d riM 1JI 

nloo 1nde1'1nHel.:r in \erme o f other curroocioo. l!hUe U 

i .e inlposoiblo to ~ in .a.- 'llhot ratoo ot a.:hango would 

finallY ~~~>ergo, wo can bo oort.ain of at. lout. o.,. U>ina -
that oo counU'y wou.ld bene fit tr. U.. anwinl: intornat.ional 
liO:.Otory d.iaN.p UGDo 

~oro t.ho United ~tateo, a:oroo•or1 to declare a e011ploto 

ed>arfo en gold a pCIJ'U, 1t aiet>t deal a oorioua bloo to U.o Yal,. 
oC t,o d ao a a oceta%7 , .. u,.. ( :.Ueb act.ion C<D.itljl at. a period 

wl'AD thoro - J 1acuaa1oo of t llo pooeibWt.:y of wor ld .,...,.... 

abunuaneo o! told lliebt han ropercuaaiona 11hich wOI1ld d1ot.urb 

11-A public'• C'" f i.donco i n the Yaluo of ;,old. ) 'the l oedtoa 

t;Old produclne arwaa 'P'OUlcl bo hard h1 t and soc a ait,ht ~.., bo 

1n• o1Yed 1o a aajor oconcaic eriaia. 

A clOHlx rtlatetd auqatiCIJtba\ hy tr!ClUentlx btlp Nitd 
11• "Sbp,Jd not thl on. of ggld bt redpwlt I a not 915 ap 

OW'" Seo M * a mw for mlrtr Poaoibl7 t.lla aiaploat ~ to 

__,. tJiia quaUnn 1a to eye1ne \be COIJ..MqQ.eDCOO that would 

IDIUa hoa an 1ocro ... in tbo gol d acatont. of tho <Iollar ( or, to 

phraM it another ~ • rr- a docrouo 1o U>o monotar,y value o! 

gold) . 

A ndlact.ioo b7 CQIICftU in tho a onot.uT Yaluo of gold would 

probabq DOt bo u u J•Sto.a u a - plate Olllbargo. l t would 

:u.l. t. U>o o:n.t. ot pooaiblo deprooi.at.ioe or &old ( or approciat.i• 

or t.11a 4ollar in tor.o of toroiill C'UJWlciH) ...t tbo poJd>olocloal 

d1atub- caMd b7 \he cl>011£1t ~ DOt. bo ao potoDt • :rot it. 
would haw .U...a.ant.ape aoriou -&h to render rooort. to E7 

011ch uUoa aoat. v.iM. It tbo ndlact.ioe ~ 1D tho prioo of 

eold .. n aall, OIU' b'.-lo and aerrtco balance would not. bo IIUch 

atfoctod onr tho DOXt. :roar or eo • oor would 1.bo 1n!low of c:a,~i tal 

cou o . Clnco tho drop i n t.be price of t old • u r ea;ard.-1 b:r tho 

reat ot U>o world u da1'1D1ti n , t he subaequent otfoct on cap1 tal 

i.aporto would bo rlrtuall:r Dil. . CJur aocuriUea woul<l cont.~ 

to bo bou;:ht. for t ho .... rouona t • a t they are bou#t. now and 

dollar balancoo ou fordo> account would oleo continuo to 111-

eroaa. tor the .... roaoona tha~ they are inereu injJ """• !lil t. , 
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,.,.. a -u decl!M 1.a \lie Pl'i• of pld to be "p.rded b,r 

-rou d-oruc IIDd to" S. a-..~ lnd exchaftp lrpee1lla.­

tore u beilllll bu~ ~be J'Uo~ of a oer1.ae of drape, \lie renl. ~ 
Might .. u be t o aUNC\ 110ra, DOt I.e•, r-Ia to tbe Uld.t.ed 

f tatae, and to illtaui.t'T ~be illfiw or cold - the ,.1"1 ~billc 
it ia dellignad to eM*. ~peculaton 110'11ld l"Ub t o b'lr 
dollan and hold t bem here ill ant.1c1pet.ion or tbe n«n app~ 
elati on. 'lbua the eUect on capital ... ,.menta, both ~ 
tano and ahort-t.e..,, a tcbt 110" t.ben orr.n the atreot on 
tnde and r:arrtce it..aJ illat.ead or ptt1 11g laaa gold.,. wo'llld 
filld ourr a l'r .. pttit~~ aora. 

On the other !wad, •re the acnetan ..,.1..,. or gol.d to 
ba c:11t wi th ODe at.J'Oira nbetant~, and definite~ - BitT, 

tor al<U!pla, to $25 an O'GIIoe - tha affect would ba quit. 
di!fal"eftt rNa tbet doacribad a~. ~IICb a at.p aight 
reduce t he YOl- of gOld l<port.a usd pel'bape gi,. riM to 
an otttflQw of larae clb.ella1CIDBJ blat, the aconcdc aff ect. 
on o'C11' &CODGQ' or tbe cb&DI• ill the forwi&n n chusp ..u,. 
ot the dollar ""'llld be 11 t U. abort ot diaaatrowl. '\'be 

40 parcetlt berea• in the price of '-rican C111'1"enCiall 
to ! orllipn ~ o008t.1 tttt o a •• ,.,.. h&Ddicap upon our 
&"J))rta. O'Ql' export• pt.,y a role in tbe lewl or bulliDUII 

act.hit,r III'OCb in G~Cella or tbe ~tlld11a ili'OOl'P&d nd ao 
great an appreciation of our ~ in teraa or other Clll"NN­

ciae would be bo1md t o eurtll1l oar rxporte Mriou~. l n the 
past llix :aoatha \be dolhr baa &J'P"Ciat.d ill tame of otbllr 

leadl.ll!f CUJ't'eneiae b,r - S pareet and price ...,_ nta 
1n the ~r1C7118 COIIIItri .. ha,. 110t been eKh aa to orraat thia 
ccmpetit1 ... diaad~~ to u. The appreciation or tbe dol lar 
has not balln d'a.e to a cblallle i n the dollar price for sold blat 
rather to a depreciation of roroi&n CUJ't'enoi&a ill te ... or 
.110ld . You will not. that oar exporta duri!ll< J an ary 19)9 .,.,.. 
more tbul 11J pa!'OIIIlt l111a than they were ill January 1938. 
n t bOilgh 1 t ! a too aocn to .... luate t he t'Ull ldgniti eanoe at 
the daolllle, it 111 not unreaaonabla to aeiNIIII that the le• 
favorable pon tiOD of tbe dollar ill tara a or ot.ber CUI"rcle7 
(1.a., b.igber prioe• of t""i#l currenciee ill wma or gold) 
eontnbutecl to tbe drop 1JI exporta. 
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S.Utor . ...... -1, 
Oar 1 s nu eo Ule otMr a..d ..U, i u tbe n•t of 

a reduoU• 1a tbe pr1.oo for &el4 to .:as a -•, t.. 
) 0 po...-\ cb*sper. Oar "-Ue ~~ wwlcl \'- t.. 
u:poao<l \o croatq abarpollo<l o.po\it.ion 1n tbe A&orl­

a:a.rl<ot hall ror.1cn produoera bo~ ~- tho prlcoa 1n 
dallan ot illpona ~ bo 1••, IDd aloo boewM the 
n,..,._ od Yolo~ cblt.i" •01&14 ~\i~ute .-llor ;ontao-
U o:t . · 

~ord&D•r• -ul.d haYO a peatar odnntaeo 1n tbia 
u.rl<ot but untort.unatal,J .,.... \Ilia .....Ud t.. or duhiou 

nl.Do to u-. Tile llbili\7 of A8or1caa to bq poda, 

wba~ 18perb .., doo::oa\11 ~'Oo<ls, deponde oh1ofi7 .pea 
tho atata of buin ... ac\iYi\7 bore. I t b c:h1otl7 fw 
t.ll&t roaaon t.hat our Ulparta dUJ'i.De tho rocouion ot 19)8 
dropped w slaoot -bolt ud t.ll&t our illpona bopo to 
l.Dc:reuo 1D \be Fall ot 19)8 . lbu, t boup tho oharp 

approeioUcm o! t.ha clollaT ~ IUko r orei&J> e-1• cbo~ 
ill \Ilia ·~, oar iaporta llil;tl\ aotuall7 be 1•• ~ 
duri.Da \be pronou porioci ud iDa'-<1 of beoetitbg tho 

rea\ or t.be world w ~ bo a..tU!aj; world bua1n .. a aa 

•all aa our ..... 

olwSa:iA& hea PM\ apori eooo • • cooad IOK expect tbe 

prl- of d•••Uo • i11Uu ud aervi co• to ocno. eit.bw 

at._ • ~ wit.b ruticient npi41\7 to ldjuot 

qllickl7 enol r.ll7 to en.7 atM>eteoUal altaraUoo 1D an:h.,eo 

rate.. •or ~ Mntbe, po:n..pa for ,..,.., t.bo occa.1o 

pod Uon of 1arp ~ of .1earicen procllloca, iLclad< "& 

tarsera, ~ ho woraeJio<l and. thoro would bo widoopned 
1111-.plaJOQD\• 1'ho OOIII>i.Dod ottoct CXI OW' dootaaUc ICG"'"7 

ot a e11up drop 1n uporto ud of1Dcreaa1n& co-pet.1Uc .. 

\be claoeoUo II&J"ko\ ~d ho k~ f alt. ...... .. uc prlcoo 

~ boc1D w fall. 11a7 oorporati.ona ~ Nit• l oM 

of boai no .. Uld pro!ita. 111 tiLaa aucb u tho p-\ 

t boM shorl-naa altona - end by short--run - - Ire. 
a rw a ontu w ~,.._.-are ot par~ iapCirt.anoo. 

To 'llna.sh aaide, u -..,. p..- to do, tbooo ~ 

altona ., u. ., a • t.ll&\ 1a tho 1GII,lr1'U ~--
odj .ataonta will take pl- 1a to 1DMn t.bo 11D1\IIbl.e world 
1D wbich w li'ro ud the roll problna whioll OOI.thell\ 1&1 

troa dQ t.e dQ. 
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lloreover, ,.., ... w \o ...-.,. t he price ot £Old aac1 were i t. 

to realllt 1n en Clllt.fiow of ~:old there ie bO reuon t.o bel.inw 

!.bat t.lla COI&.nt.riaa who 110at. aeed 5:014 would t •t it. 0.. the eor>­

t.rary, "re eola. to lea 'I'& the llai t-.1 State& 1 t 'IIOU.ld pr obebq 

find a raatinc pl- 1n the '1'&17 cOUDtriaa otloaa wrrenciM 

woul<l for the ...,.,.nt appear coet &&CW'& . C.r~ no go1c1 

wollld !low to Latin /""erican countriea i n u:q &l&betant.ial aOUDt, 

nor wol&ld the J.ar .-t or the .J•l k&lll obtain aore gol d . The 

l a.a of gold by the IIIIi tac1 ~tate a would DOt correct. u.. M riela8 

ul.<.liltribu t.ion . l t would rather o~rata ODJ.:r to t.alca -.;r ·­

fr<a the Unit.ct < tat.ea whi.ch hu too 11111ch aDd to adc1 i t to the 

holdins a or other OOWitriea which l.iJ<niM have too aw:b. 

lbua wa are coc f ront..ct with t.he tact that t.hOI&(h .. abould 

lil<e to rece ive l aaa tol d allcl ....... to ~>•t ri.J or subet.antial 

"'ounto of the ~~,Qlc1 we alr .. dy have, t.here is , Wider Ule u:iat.-

1n£, cireu:>st&IICea, no acee' tar,le alternatin to t..'>e policy w 

~.ave been p.:rauinr . In the c ... ot all. the ;>ropoeala we ba'fa 

oU~:tined , ~e re~ hu al~ been .-oreo t han tho cl.iaeua. 

11~ beat wa:r to reduce our !,'014 i nflow on c<eUDOJity and ssrnce 

account is for ua to ha• e f\Jll reco'l'&l'T ao tl'.at our !aport& 

rlll r b e I!IOre r apidly than our ftX))Orts. • 

7 . ~at U!! to U! it t.bia l tr£1 t topk of [Ol d? l i thtre ar~r 

llkelih9od that u yill at. ao •eh or the ,.orld • ' colct that ., 

!ill •gt stuq• lith it? 

Gold per fol'llll ,_ IIOna tary f W\Ct.iortl . a rat ' it 08n'CD u 

a B;'&Cie baa a !or the aonet.aey systac. acondly, it eanee as 

the me<liua tor aett.lin4; int.arnaUonal balances. Tbeae are c1ia­

t.is•ct &ll4l aoparata .f\Jnct.icu·•· The ~rcaent nolO stoek of Ula 

t:llit.ad • tat.as 1a about , l s blllJ.on . The ques tion )IOU ask, ther e­

fore, 1a "b l.lS bllll.on or ,;old aore than enout b to accCI<\plieh 

t heM two tuneUona which ;;olc1 now per !OI'llll 1n ou.r econcmic 

•:rate.?" 

l t i a c1ou!>t.leaa true tl,.t n trave more !>Olc.t Ulan .. need 

~o pro•ida a apeola bu e f or OQJ' 110netary syat.a.. ·-ur lae ro­

ctuire that a 40 percent raaena L• !;!Old cer UN.cat.aa be bald 

&t;aif>at fecl.ral l<aaar'l'& notea L • oircula t ion ana a 3S percent 

reaer'fe 1n &old cart.iticatea or ~f\Jl " one:r AjaiJ>It depoeit.a 

of f ederal l .. HII''fe banka. TheM lepl reaen-a raquireo.en ta an 

bu .ct on the ua1.11pUoa that &olc1 raaer n raquinte8nta operate 

... a control or the ·~ or ....... or l)~t, .. a prot.aet.1oo 

agai nst excaaaift 1&11,. or nota& and oxpe.~.t .. or bar>k crac11t. 

At preaaot, boweftr, ~lcl aac1 ~told certifl.cate bolc1in r,a are ao 

f ar 1n ax-• of theM l.qal ,....u.i.....,n ta that tba7 oan ~ 

3/22/)9 

. { . 
.. 1 

Regraded Unclassified



Seuiool'l ..... -17 

be aaiAt to oooaUtat.e a prot.ae\ie -ca1Jltl\ 'Ddu upec.UO of 

CNJ' eurnnq .-l ereti\. le- haft -ch aold to pe.nd\ & 

-•• u.panale .t er..U.\ .-l ~ - at'-r p~~enq 
.u- for \he Oll\tlw of ,..u t.llat lll.p\ -!*IT_.., 
apene1e. l4pl n1 1 •• ~u do ao\ of t.biiNel.,. 
.,._.u;, pJ"'\M\ u -caiziR a lllldM upeaie ot Ule -I.e 
of PCIMT and tho IIOM\ar)' m\llont.1 .. _., be pnpared, ...... ...t 
11 U.. ocouiao ar1-, to ap~ eppropriau apploaantar7-
trol. Tb.ia 1a M peo1All.7 l1kel7 \o be true wben pld )!oldjnp 

are u ana\ aa tho)' - are. 

6\lt H 1a dMirable t.bat t.ho re.rna be aboft U.. •SaS 
reqDJ.rod b)' t.. 0 \berwi .. 1n a periocl ot buinooo I'WCOftr)' U.. 
U.t t.ationa ., \he n;>annon of cot .. ~~>d <lopo.oita •1e11 \lie 

0old r .. orn YQQ].d !apooo would operate to curb th8 riM ill bu-
1naN aciirlt)', or 011 outnow ot gold would tend to initiot.o a 
eontr.oUoa of oreciJ.\1 1.rraopec\1Ye of t.bo lof!iti&at.o .....a. of 
buau..tta. I t 1o oloar, Ulonf_, \bat. ocr.o axcoN ot &Qld 
abon th8 lop.l •Sas- 1a needed to protect our dacMlli ecOilaiq 
&(a1nOt. otfoc\o of foriodtou infiotr» and 011ttlon ot gold. I a 

""'"• t.c;a,.v, haYo sora told \he i.e nacaaoary to iniiUZ'O Ul1o 
•rotecUca. 

l bo oococd md s ore illlpcn'tM\t •-t.ar)' f'DncUon of gold 1a 
1 ta ..pl.oJIMD\ aa a .....,. of Mttlin& intemaUo"al balaacae 
aaq aaUona. Gold baa boon ued J.jr thlo purpooa fraa Usa 
tr...arial, -.1 ~ i<>•awaot.a .......... )'Ot fCIUDd ao ut.io­
! ac\ory aubaU w \.eJ aor 1a there u:r aill' that a aaUafactory 
SlbaUwto 11111 be found in tbe ~~ear tutu.n. 

Iaport.nt. -.1a1 COWit.rioa 'llbiah ~ llt.tlo w ao 
golcl oto.U haYo d1tf1C.UUaa in Mtt.l1.a& \hair intoli'D&tior.al 
~nt.o. n..,. haft to - to 1t. U\at. U>.air laporte ..a aporto 
aro :~ta.int.a1Aecl ill a oert.oin relaUor.abip to each oU..r. To 
ach1eYo U\at. ...t to liMp \heir foreij)D oxchanp rotaa traa 
nuctu.t.illc ..Udl)' \l:lo:r tl'aQUMitl)' ha•• to ma1n\a1n a\ric\ 
exchllll!O control& ao u t.o reatri ct. aorchandiH iaporta and 

tho a~n\ ot oap1\al. 
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sall -trt.a, *icb - Dot preol'lllled ~ poUUcal 

1!111 pnsu,_ -.tdenU- t~ bold''~~ taa.ir r.wnoas in tbe 

tom of foNigD a ""., .. a&Nte, - pt aL.c aore or leea 

.. u.raetortq wiUHN\ g old. l!IR tbey - do ao ODl;r 'becla-ua 

t.ba cM~Dt:rial! llhol'& ~ta• tbey bold •• raeane ueate do 

baft l&rp taoallte of COld I'IIMMOW&. 

•oma countrtae ( opeNting with ""17 little gold or f ora1gn 

c><ebanp aneta) ba,.,. been pointed w •• illutraUou or tba 

pbanOMDOft tbat COUDtriaa eaD e&rry OD !or.ign trade aDd eat.tla 

tntamat1onal t.raneaet1oaa wi tbout ra110rt t o gold, Uld tbat gold 

ie n p1dl.J' be.,..Uic obaolate a....n t or tb11! -tary rola. '!'bow 

.mo zu.Jce t bh clair c .. pl&tel.J' aiaraad t.ba ar.partanea of tbaea 

eountrtae. Tbua ""'7 ~ria• do in ~t ..ad and prtn cold 
oora and eaak it ~~:ora anxiouel.J', than do eoUDtriaa tbat - gold 

fred,y to eattla 'bal.aneaa of intarn.t1ow ~nta. It 1e tbeir 

inability to obtain gold wbieb rorwa t hea to adopt a tar 1a .. 

eatillfaetory alternatha .. etbocl of adjnating their balance of 

1ntamatianal pq-Mn\a, - -l,y, the adoption or ..trtet excbanp 

control, of elaar1.Dc ag-t•, or barter •~•, and tba 

1npoait10D of aa,.,.ra penalti .. again..t evadoo and all tba other 

bu!iinan and Uberty <Mst:royi.Dg proe..suree neeaeeaey to IIIAica 

tbe qetaa wonc. ThaN 1• no - tb1ag wbieb d•CIIl8tratae 

110re errecti ... l.J' tba .,pertortty of gol.d an a aaane tor eattlin« 

international balancaa than tlla e.,.rtanca of t ho" co'Untrt .. 

that ~~a ... triad t o ret a1ali rltboat it. 

" itboat eitber gold or uebanga controla, r<e'-«a rstaa 

would be ftJ'T u:urtabla . ~ ebanga in tba balanc. or ~ta 

WO'IIld ba,.,. to be taken eara of 't!7 intama ti onal horrorltlg or 

landil'l!! , or tba axc:banga rata• ....w! ba,. to eo... to tba point 

wb&N the -• t o be peid and the -• t o be raeei'ftd wra 

equ.tad. BlcaUM .. ba.,. ~t gold N ser.-11 we do not ha.,. 

to appq a'<e~e raetrtet10M, aDd broad ebllnrae in onr ~ 

or 1nte1'113tioa&l J1871MIR• e.m take place rl tbout 1nterrartng w1 tb 

U..e Atab1Ut.y or tba dollar u ebanga. 

, 11 tba.,. pointe ba.,. ~»en granted ~ ~cr.oe cr1t1ce, but 

tbq caintain that to tnltill both tbaee furtctions lii'DOb laM 

than •1s billion worth of gold would 0!\lftiee. 'Thera h eore 

r.artt to tbat eOI\tentice, ,.to tba future ot intamaUODal polH1cal 

and aeollOII.1.c ralat.1cmeb1pe i a ncb too uncertain to jnati17 

our taking tba &tepa wb.leb would ba neceeHry 1t ft wra d .. 

ten::iDad t o red- ov cold bold1.nge. 
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C.. !..llport...t taotor to bear 1A .S.S in ceMideriJlc 
oar gol d pollc;r 1a tbe Jlll7aboleeiM1 react1oe or the pabllo 
tc a ccot.imd"« lou of gol d. Sbol>1.cl a -tz:r be -s­
go:illg lou of gold ow r a COIUilderable period or tiM, theft 
ia 11kel7 to retmlt t.p&ind cont'iden~ in that 00Witl7'• 
eurrenc;r and 1n t.ba atabillt;r or ita -tary qet&:a Mlil!l 
r.rore 1 t hu tlChaU@t.ecl tbt gold it poa .. aeed W ex!l!se of 
legal or traditl.o!!!!l r!!trw requir!!>!ntt. 'lbU hAe haPI*'Ifd 
t.Uta and again t.hroll.!:bftt tbe world. X1t.hout greater abWtT 
tc foreca~t rutun polltical and eoo-'.c deftl~ta tball 

1s vouch•red 1181 it 1a upossiblt tc NT with cart&in\y tb&t 
w hew too l!Neh gold. lit can qy w1\b SO!Oit aeeunnoa, boooewr, 
tbat n hfft mough ~told t o a:oet all U\cely eonUnr.anc1,., and 
tbat n are in a •tra~C poeition to defend t.ba Bt&bill Iii' of 
our erodit. • truct ura and or t ha dollar against &117 <Iuick WJS&e 
in our Wt&mat.10Bal bal.anca o! ~te, Weludbg &117 lArge 
witlldrawal of fora~ capital.. 

The dqer that gold will no loaaer ba uaed aa a ,..di ... 

or Wt&rnational exchqt ill 110 .-tt ao not tc .,.r1t 
•er1oue oonll1darat1on. Other oo1111tr1u w1.ll eurel7 eontin~ 
to acoept gold 1n t.ba ~·tt~nt or ta'IOrabla belancae of 
pi.)llel\te , baC&UM gold 1a aa 1-"l''rtant to u- ae it ill to 
us. t:Qgland hu o.,.r $) bUU011 or cold. l'l"UCe hu alloost 
as =ehJ !lolland, M taerl.and, and !lol~1- and •NIT other 
eountr1ea hA~ 11hat are ror tball large holdingw of gold. 
l t i e in the i ntaraat ot tiles. countr1ae aa IIWih ae it 1e 

in our own 1ntaraet to coatinu.a tc ral7 on gold u an 
eeaant1al part of their 11101l8t&17 "¥•tea. ).'oraowr, w .... t 
not owrl<><* the tact that natiOM produci.ng nhat&ntial 
~uantit1aa or gold haw 1rport.ant wilted int&reett 1A the 
continuation or gold aa a -tary Mt&l. The rritiah a.pin 

alone producu about bal1' tbe WIIJ'ld ' e gold. ~ c011tntr1 .. 
tttat procluoe relatiwly lUll nounte o! gold 1'1nd that 
t hoee ... n a:noant.a are an iaportant source of national inCOM 

to t'-• 
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s. 1
•'\ " tnt 't'' f9nkaen m •"'ne tb'FM '' .., 

prgdMt.iu lru!re•\rin pi rUtpr M 1p D\yJp gel" \bl,t w 
biD M '"lor? 

The _.,\or -.n.- Mcurit.iu whiob ba~• bee re­
cenUJ acqv.J.nd. by r .. idellt.a or foreip -vi .. baa~ 
... eb 1•s U.. u gee~ nppoaed. lllu-1n.: \he put fou 
;rears \be t.otel ot De\ fonip parchaMe of Auriea -n­
u .. -nt.ed to oal;r $1.2 \>1111•, u folloqo 

19JS 
19)6 
19)? 
19)8 

$)17 a1l l tee 

601 • 
24S • 
49 • 

There -· ill eddiUon, u i .ocre&M 1n d1reet illqet.nw 
by !oreipwre u reported b)' \be C.part(1:.ent or C:O.....ree of 
about. l 7S .UUon durlne t.h11 period. Alt.o, et.her, tbe tot.a1 
DOQQt or illYee tl::ent..l b;, f orei&nere ill AllorlO&n .. curitiel or 
direoUJ 1n AurioiiD i ndustry clur1na \he put t our ;,ears bae 
bHD le .. tha --fif th of \he £Old Mnt bare during t.h­
;reare. 

TheM _., do not, of couraa, repreMnt. the t otal of 
f oreil}l c-..uel wbicb bae OON into the Uni \.eel ~t&tee. 
~rt--wna lWK>e <1111*1 bJ reei clent.a or tore.ip -vies in­
c,..&MCI bJ $1.8 billlc. Tbe bul.k or !.heM .. ,. d-md 
<iej)OS1t.a, wtdch c1o not canaUtiDt l ecqubitione of •"-
ill -rlcu indaetry aDi1 'llbioh do not earn .oy illt.er .. t. 

The eoqv1a1Uon of -rica MOUri tiu by foreip­
f'Ud tar 111\b pld repne«~te a \raneecUoo 'llhicb adllitt.edlJ" 
ia , 1lnc1V cdaUD& eil'claa'-'-• of dubiou.e llclv11Dt.8£e to 
tile Uai\ed State.. Yet., ti.,... U.. rel athely a1llor aportence 
of the probl• to date, w haft not bee ebla to~ 
ounelfte \bat arq of \he poeaibla r.....Uu which w h..-
eo tar ezet...,S au• p~M of autt1o1110\ benefit to \he 
naUonel _.-.y to ottaet \heir cliladnntqM. 
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On the other bud, 1t ahould. be point.a out thet 11 ford &D 

hol ders of ~eriea'l aeeu.ri t.iea llquid8te their holcUneo 1111d wi t.b­

dr• the ;>roceeda, either &old or goode (Mid .. rTicea) 1IOUl4 

oeoe88&rily be the raul.t.nt MdU. of withclraal, I t the •-'>1ca 

of tran•haion ...,,... sold, ita 1o .. , in now of our larp pld 

holdings could, of c ourse, be rvcard«i wH.b oqumia1ty. Ir tho 

~.edium o1' trL'lalie&i Ol'l ... re f')odo, either bocauoe of di rect. pur­

rh~t.!es w1 t h the oroeooda of tho fllMa or beea.uee of the operationa 

ol t.ne a..j ab>ient proe .. a, the reoultaot inereue to our e&porta 

at • t.i.• e .non there eJdsta a l arc e •ohn• ot ~ 1~ 
and other 1~1• re11011rcea would h ave faYOr vla e!foe1.o .., wr 

economy. 

'J e .ha t, •&f;1ooJ i f MJI ebqal '! be• l.tken s1 tb r e enect, tp t.be pild 

oftyatiwl C,bppl rl - . f gr ••• ru ., rtbam t.g the wtd •MM•n! 
or ore-19 ))7 

! be raald.iatribut.ion of the worlG 'a t.Old ia a renect.ion of 

the dlet11rbod .conamic s ituation tbrou.;hout the world and t.bo 

chaot ic interna tJ.onal polltJ.eal aituatlon. :>edietribution can 
ecr;e only with proB"• • toward tho oolut.ior. o f the buic ) robl.,. 

confron tin0 ~orld intamat.ional relatior.a . 

In ou r atudy or this ~atter w have uamined ll terally 

seoru of propoeala direc:t.a ~ ;>oesible actJ.on to redi a­

tribute the lior ld ' e gold , Tho lll«jor eonc:lu.don we han drnD 

is that &n,J measure 'Ohich wo.UU take the font of reat.rietioote 

on the now ot gold 1r.to thie country llould ha•e, at thia til!.e, 

ri.@trio:en t&l a!fect.a upoc our -""'Y· 
lihat diaaanntac•• may be associated with t.ha i olG inflow 

are fortunately only of llliJior :ca , nitudo, and sboul.d, ~>.oreovor, 

be attr1but.a to the taet.ore c.au.aing t.na t in now rather t han 

to t ho inflow it.Olf • t OI'Oipl """"rel\ip Of nMriCAll MCUr1~1ea 

~~. bow,...er, M l YO aa a 8'>ureo ot d.iat.urbonco t.o our aocurit;y 

ar~eta in Urea of atresaJ a.iaUarly with short--tent fore111' 

c a >1 tal aont bero. v o tho other lu!r•d, t ho third ! actor ree)ICIIl8iblo 

tor the gol<l 1n!low to the Uni toc1 .:, tst.e - our export ex.:.ea -

Joea yield a £&in. 

The lar1o iAflo• of •olo 1o recent ye&rS baa been a e a.Jcr 

factor i n l.n.!reaain,; ucoaa bank reur~... TheM ,.. .. o .. .So in 

aorne do&ree opera te to atidiulato an e xpansion of l oans by banks 

and to kfteO) the inter eat rata atruc:ture l owor - both developlllenta 
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belpillg aa.I!Oiha\ to ~ o lUeber leftl of buai- oct.hi\J. 

11-u.l-, t.be proopen ot -Uaaecl lorp intlowu of golAl 

1>u bHn • - of - co-ra • t.be per\ of tb- 1lho canoi.cW 
o larp YOlae of • • 171 ftMn.G U OC>llOUto&UJI& o pot«>Ual 
donpr of 1nn a u .. , tbool&b I do aot npnl \b1a probl• .. 

ona of i 'llllediato l.a~. 

Tho oal)' iJaed.iat.el;r c1Utwtl1tlg upoet of t.ba aald probt. 

ia Ula loaa of BOlAl b)' foreiJil OOWitrioao 'file COWlt.J'ioa loainll 

cold -.q ba ad...,...q ott~ b:r \be lo• and .... ot t.be 

adYarH ottaeto ~ 1apS..Ca indinot.l:r on ua. 'l'b.l.a ia to ba 

de plond, but t.ho foctora producing tbia aH.uatiae are atai"D81 
to ua Uld ba)'ond Old' can\rol, ecti.ng alone. 

•ith reapaot to t.ho auuaaUon that t.be !illitod Sto\aa retiii'D 

to t.be {lOld atanc:lard of pre-l9JJ , I r,ut. 11\at.e dotillitol7 t.be\ 

aueh a - woul.d ba bamhl to t.be Allarican people and of DO 

Yaluo to t.bo people of other COIIDtriea. In the f1rat place, a 
return to tile pre-19)) gold a'-"lard would aeon a retunl to t.ho 

' 20.o? aD -• prioo tor £Old. Tldto, in the abaonoo of ai.dlar 
ehe~soa 1tl t.be gold Yaluo ot ot.hor Ollrl'anciea, would repraaon\ 

a de rec1a\1on of opproJd.~tatol7 ?0 perc..,\ in all fors1en cur..­

c iee in to.._ of tho dollar. 

I t. ia obYiCII&O that. on i.Gcrooao in t.be coat. of tho dollar to 

the fore14J!er b;r 70 per-t and a door•- in t.ba coat. ot f orflip 

CIU"rencioa to t.ho Aaoric8ft iaportor b:r 1.{) poroont. WOill.c:l aerioual;y 

dian&pt. our toreip aDC1 d-at.ic u-ada. .'rico aoY-.nta ara DOt 

eo s-ral or ao rapid u to ad.)ut. acoa.caic ecodi tiona ~ 

t.o eh&ft4loa in ax...,,. rat.ea, lfld each aov_..t.a aa 1IOUl4 occv 

would take t.bo rona ot tall In& prieoa, part.>.cularl;y prieoa ot 

acrtcultural prodao\a ond r • 11atoriala. i'r'"" exporioneo wa know 

that aw:b privo 110•••t.a ba-.. cU.aast.rouo ettoot.a upoo incoolaa, 
o>rotit.a .nd t.be ~ of buainMa a.cU YitoJ. :lie ~t. ba pre­

cipUat.d in\o a do1lftoaioc r ivalling Ula 19J<>-JJ a;>erlaneo. 
rtere c8n ba no QuaaUon, t.borefore of roturnio(! to a gold 

dollar with t.be pr e-1933 content. 1t~a 1111awer t.o , u ation 6 aboYa 

cootoioe a tun cSUeuaoion or the roreaeeable e!fect.a 1dUcb ..oul.d 

r ... u.l\ .r- -:r aulletont.ial increue 1."\ the £Old eCIIlt.eot of Ula 

dollar. 

J/2:2/39 
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:__, U 'IIIIa\ _.. pnp 11 1 were a ...,~ aot to tM al4 

told Yall&e boa\ to a pr.-1933 ,.U atedard. wi\b toM pre_, 

eold coat.ea\ at 335.00 • -. ncb a atep -'A be -t• 
at thS.. ~\ilae. Ov pn-\ _,._.,. .,ate. dilten h-a Ule 

ure-1933 plcl at.ao<.lard 1D thJ'M reapaota oU..r thaD &al.tt 

cont.ant . rirat, our cn&r""'CI7 h •' CIOIIftrt.ibla in\o eolcl 

coin, -dl.T, U..ro are JOft~\ eon\rola - tbe .. ,._ 

,..,, of ,;old 1D mel ou\ ot the eoaat17, GMt \birdlT, tbeft 

11 execuU.,. authorit;y to cbaD~;e the £Olcl content ot tbe 

dollar. 

t.on .. rtibility ot cwrency wou.lcl, 1D rq opinion, haft 

no subat.aotial edY8DtqM. Virtuall7 eftey cOUDtey in tba 

world hN reco~ud \bia fact aDd baa withdr.., tbe priYi­

l e£D• t or in 110noal t iaea there h ao\bi.Q& to be p1Ded bT 
t.be r1et>t to oon.,.rt eurl'*lcy into plcl, wbereu at all 

t l.!loa con'I'U'tibWty baa t.he potential diaadYant&ila ot 
cu atin& a poaa1bl.a aourca of i nternal eold drai.D whieb 

""uld c:- iato plq at. t.be ft1"7 t.U:e "'- it. wooalcl be aoat. 
iDjurioua. lntemal llovcl1n& ot apecie reMrfta hN t.e., 
in t.he uperl .. c:e of 111117 c-tr1H1 one of the .oat. 
inportent re .... ta for tbe ...uen1n1 of c:urrenciea. 'fh.,..P 
tho proapect of aucb a cont.ia{ency in t.he VDJ.tecl Utatea 

- at thia U.. reot.e , it •oul4 ...... ..-u..leu alwa,y8 be 

a :-eib111t7 'lllldler a con'I'U'tible cur~ .,-.tea. liDr.­

Oftl", 1n t.be e.at that there ehcNJd c:JorNl.op an c.wifllil17 

aituaUoa callil\£ tor a turu- ob811.P in the told aont.eat 
of the dollar, tbe e:det.anc:e of print. sold boldJ.n&a 100Ulcl 

create u no CI8Sif'7 d1!t1cult.1.aa:. 

At preHilt the aovement ot eold out of the ooan\17 i a 

iD effect alll>jMt onlY to tM r .. trlction that it .at be 

tor the purpoee ot Mt~ int.emeUonal ~l oMe&. l.iold 

c:o••• tn.ly t., utial)' laptiut.e -rcial GMt tin8Dci al 

needa. Tbe preMn\ ~re ot control Oftr tbe ..,. •• at ot 

; old proTide a eet•euarc:l that. can inat.alltq be uaecl 1n tbe 

ccnt.1ac .. CI7 of ., 1at.ernat1onal crlah. 

Tba pwer to ~e \be plcl cootoa' 0 1 tbe dollar 

should be loc1pcl in an autborit.y wbich c&D1 1a cue ef 

-eit;y, ec\ nitUy ucl1D a acoer wbiob will ••••mae 

t.be diat.lrl>eDCM re..Ut.1ac trca 1117 ~· Th18 ~ 
abou.ld al'Q18 be CYaileble J ita e:dat.enoe - t.riboa tea to 
the uint-oe ot a table e.xobanp relatioaabipe , .e.ieb 

.,.Xe the ezeroiae ot the ~r -raoeael')'. 
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I\ S.. iapo"-t\ \ o rMli .. tba\ .._" ot a ilqleodiJIC 
cbqp iD the ftl• ot • OIU'IWMQ', or ... pablle diaca .. iCIIl 
'bJ r .. poneible otticiala tba\ -.b a ~ lllight be dda, 
would 1n tbaMlwa be noqh to ~ large tlon ct 
oapital either i nto tba COUDtry or oat ot tba eoantry, 
M)lending UpCIIl wbe\har \be prospect h tor an incrMM 1n 
tha ruua or tbe doll.a.r or ror a decraaae in tbe gold coo­
tent or tba dollar. Di.euniona 1n coad. t ta .. would be 
ad- notica +.., epaeulatorw that - h ac\i oD llllght 
take · plaoa. Tba. . :wre t ao\ that i t a1 bt take place would 
ba eutf'ieiellt t o lDduee the n ew or capital, bacaua 1t 
tba cb&Jire did no t actuall;r occur, tba apeculaUOD would 
ba,.. coat ODl7 tbe -.11 charge& attallding uo-~e 
tranaaction. I Ddeed , r~raeeio'D&l diacueioc would 
atimolata &peculators to angqa in acthitiea ot • eorl. 
wbich woald of u-.&1 ... • tend to toroa COI'l;:rese to tan 
t ba actioc llbich bad baen in C<~Ct.lplatioc, awn 1f an 
ih om .. rite end in tba abeallea ct the eit.ution created 
by Ule operaUODe ot tba &]l&C'Glatore, a nesatin deciaion 
would ha,.. bean in order. 1'ba li~uidation or foNi£11 
bold1D.<ra or IMriean capital mieht, under such oircrum­
ataneea, eaa1)7 be paWr!\11 eDOQRb to disrupt tba .. eurity 
exchange• and to introduce a chaotic dtuation i n m.ari<eta 
o.nd 1n buainaes pnenl]7. ~ iDee tba proapeot of de...Uua-­
tian would &riM ODl7 1111dar ciJ'emod.&DCee llbich "" die­
tur biD« 1n WIT -, t.ba o'll\tlcw or oapi tal 1fOUld sir P17 
Mlce bad ~· ., ..... 

It therefo re appaara de dNble that tba ixeeutbe 
ehollld haw tba pooov to altar tba sold CXU\tant or tba 
national euu e nq &1 t , 1n tba public i n tiN et, and rt t.h1n 
claar )7 preeeribed llml. \a, •• 1 t h in 1100et ot tba countriea 
1D \be 110rld, .., that 1t u - J'I&nCJ aituatioc ahoul.d 
~" ita exarc1M, it coul.d ba e q rciaad qu1ck)7, and 
without \be oaceaait:y of prior pabllc diacuaaion and ita 
conOOIId.tant 11n1.tat1oo to apeculati.,.. aeti rttiu. 

10. !l1d dewJ,ution or tba dollar in 1934 bne en 1lllta...,Nb1f 
e rrec t 011 opr 1m!or!!' 

IInder- 118\ ot cinnaatanoaa da.,.1ua~on ct • c:urr.ncy 
will inctuce an incre&M in i»porl.o and Wider a ditraret 
Mt of ctrcnaatancea 1 t ~ decre&M S.,po~• . De•luation 
or \be dollar in 1934 41d contr1buta to en iJicreae& 1D 
United f tataa tnporta. 
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1'bl ..-J.• ef AIMI':tNa ' r an. ..u:t.M, ill t.be MiD, 
with ot.eoUo baiM• eni'f1t;r. 11'-t baa:S.Moo 1a cooct 
1a \be Ua.1~ S.'-, CIV ~8ft llictlJ -- bui-
118 .. 1a bed, O'G' ~.,..law. '"' -ple, be .... 
1929 ....t 1932 ilrpert.e dropped Ira 14.400 .UUao \o 
$1, )00 aillion, a UCIII - et 80N \u. Wo-tbi*• 
•ptn 1n 1938, cor1q )..up~ to the N••lao 'llbhb prw­
'llalled thJ'o11(Ch aoet et \ba\ Je&r, - btpor\e dropped 
...,,. t.bu -tb:S.rd. On t.be o\ber buld, ttar1Jic \be ,...n 
et ,.~ - 1934, 19, 19)6 ... 19)7, ov ~ 
l'G- frca tM 1GW of u .S btlltao to OWl' $) · bUlla.. 

Increa•• o r deer liMa ill t.be to\81 ftl • of o -u,.• a 
blport.e ON da \e ebaot«M 1n pl'iMO 00 Wll U to ..... 
1a qu111t1\7. A 8barp dl'Gp 1A tM pl'iMO ef 1~ 
coetrod1t.1oo 'llb1cb ON -pati t.1w wi\b dcr.ee\1o prodDC\o 

bu eoooc.1e ~- wMeh on "1'7 d1o\a.rbiftc to 
t.be eomt 1"7 r.-1 'rille \be 1J: pclll"\o. A\ o U... ...., bull­
DON oeU'fl\y 1o doo.lin1.Jig, ea:r pot.Dt. -.-.. ot tlarthor 
prioo dM11118e ._. oalT to ~r o\111 tvtbor \be 

lowl of tJ.o1118•• oeU'fl\7 and to i.DorwaM -pl<l111ftt. 

Tba beet _,. to 1AcrMM ow 1Jiparh 18 to 1Acreuo 

ov na\10Dal. ~. "-1 .-.an 'llhiob •rw• to p...-to 
NWftl"7 1Dcreuoe ov iapo~ ODd -'!U'1111 .. allY .u'ClJ'e 

wtd.eh .. "". to 1.t- bai'1N•e adi 'flt.y operet.o• \e 
red-. ov i...,ort.e. 

Aa o ~ ot fallJ.q pl'iMe end CS.el.1D1Jic mui­
neae :lat.e.ll11'1od 1o- 1ilo wtd .. palld dopreciaUOD ot ot.ber 

~1 .. 1A 1931.-33, ... bcNPt len boohM ov D&t.i.al 
lAc- ao loY ~~ tbe lrM~ 1_,..., coe\ 
ot illpon.d ~oeclo. 'BWID ~ «Mpnci.di• et the dollu' 
Mde upen..t rood• •ro ••11 nw, the w pJoo-at. 1a 

tJ.oiMao oeU'ri.\7 'llb1eb toll-' dowlut.101l ao 0110 of 
tho hot.oro rollpollll1blo tar \be l'iM in 110\lollal 1DO-

aad \be -..q-t 1Acreuo 1A illlpo"•· llbot.ber or-' 
CS.PNOiaUao ot o ~ will lNd to 1Mr••ood or 
docreuod ~art.. CS.pallda ~ t.be c ODdiUOIIO wldtb 
pn 1 h .-b d<proclot.iao, IIDd apcm Cl\bar _,... 1lh1ell 

UOCIIlpiiiU u, u ... n u upea \ho reaeUao of oUier 

attee\od -t.rloo. 

3/22/39 
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u. ! ho in FPql,aM .m rrus• bax• tbt nonr gt alt.tripg SA• 
gald !al.ut ol tbtir eprrtpcila a;d rhat it t ht ml!'lt ot t.btt 
112!£? 

In bl$land the fr1 tieh Tr-•UW"J' !>.u the poorer t.o al t.r 
t.he et.erli.ne price of &"<>l d tllro~ 1 ta opera tiona in the golAI 
urket. There 1e no etatutoey raetr1ct1on on the e:rt..,t t.o 
which the 8J1. t i eh TNiuQJ')' can cbaJ18e the at erlln..; price or 
t,'Old . 

SJJ.il&rq, the .-, aneh TreaiOQJ')', tllrolJ6h the Mehania or 
ita ! crail.'ll ax~e and ,;olAI opera tions, can alter t.be !rene 
pt-1ea or col d withOilt. m:t etatutOJ'l' reatrlct.ion~. l n addition, 
t..>te CouneU o! lliniet.rs ie aut orbed t.o f1x ul.t.i.MtelT lv 
deer" the .,old content or tbe r -ane. Aa yet., u,.,. baYe 
not. dona eo. '!'he Cow>c:ll ot IIWetere, 1n other worde, can 
decide whetber or not U..re ehould be any etat.utor7 ~-old Yalue 
for tbeir currency and under e l 1st1ng law can f1x that Yalue 
at &II)' &IIIOUDt it n -hea. 

12. II Use ap;r ... , , to tht cont.tntion U!at tbt pogr 
to dnalut cpptra\tt to p;pdn'" the twil1g=r' • s.Qil f '"'Pct 
ao y to 411rfr hL~ tr• •k'pg 19101 and Wu1omtt in t.ht 
:1!11 ted stt\tt' 

A ! aotor that. 110ra then azrr other will inereaee the con­
tidllnCa o! buainee- in tile tv.t.ure ia t ho auuranca that 

buainaaa will 1aproYe1 a dnaloplt!l)t. contr1but.in.t sut at.an­
tiall,)' to that axpactat.ion would be the proel*=t ot a et.abla 
or axlerat.all riling price leY81. ::bat buainaeuen fear with 
reaard to tha dollar ie not t.llet the price lenl 1.n U.. United 

St.atae H;t r-.in et.abla or l iee but that t.ha price le'ral 
in t he United St.atae »7 ! all ( i . e., that the purchaeing poorw 
of tha dollar ~ riaa ) . 
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s-ator il..,_. - 2? 

f)ooa put erperlePCe we knoll t Ju;t f oll I Qj; pric.e r...,.e 

disastrous etf ecte upoa ~~ ecoca.ic r,yst... rbe national 
inc- docllnea, bueineu proi He d11appear, t he MC'.ITit,r 

of lome i s undenal.nod and t he lnel of buainus act1T1t1 
falls. If the bueinea.an could be a .. ured t bat price l enle 
will not fall •h&rP4' 1 he would han greater eon!idance tbat 
t.ud ne.e profi t.e and t he Telue ot i n-. .. ts.ant s -.ould be .ai»­

t.lined an<' conncr~ent~ be woulc! be .are wil.Unt; to ulr:a 
1DYU"-nto and 1o.... J.t no tiM in IIOdern bbtoey baYa 

lendera heeitat«< to lend c:Urilll.l tbea of stable or IIOderate~ 
rilin;r prices and at no t i:ta hae t h e.!.r desi re to le11d ~ 
cre&ftad during a period of aubetant1ally fallini price&. 
'The power to dnelue ahould thus oonotitu t e !or the bueine .. -
ll&n an added ueurance U!Rt price• will ooL be peJ"'I.ltt.ed to 
decline web or oharpl¥ in reeponao to a urked dopr!Oeiation 
or ! OTel -n curronciea. '!bia at' -·ed a esuranee o f dOJteat ie 

price eWUity should o;>era Le aa an encour~-ent to imee t­
aont. 

'l'ba pr .. ent at t itude ot tho owner of capi tu t onrde 
the proopectin T&lu.o of the dollar 11 on• of f ull c onfidence. 

'!'hie 1a borne out b7 t be ~·· or t he public t.o innet 
ir; lonl!'-t<l= fix c! int.oreat bond& a t al:o$t the lowest 
i n-.ereat rate in tba h1etor1 o! tbie or atlJI other countr7. 
The fact. thot people are willing to 1n-.eat bUUona at low 
rates ot intcreat, and run the rial< of depreciation of t he 
real. -.elue of tba bood8 "ib.ich woulC a ccOIIJ>I'IIY "111 eharp 
riea in tbe .,-.nerel price le~el , eu&~oaeu Ulat toe,)' have 
eont1d....:a 1D the wq 11bieh - nt• 110et; naael¥ • ~ their 

willi~ee to rial< U>eir eap.it.U. 

'l'he uaerUon t.bat the continuance of the r owar to e~ 
tho ;;old content or tho dollar i:eJ>"rates lecl< of contidenea 
and heei taUoo 1D the buineu worl<! is not, I Ul conTineed, 

baaed on ! ectul conai deraUone. f.ather, it cee:u to •• 1\ 

•- t..- an et'! CII't. to reeetablleh t.'le -.elidi t;r ol '"'""'~ 
tb..-iea that are Ul edepted to t he circwoatanC<~e PHYail-

irli 1D r.caat ;ye&ra. 

. ·-·2 
~-

Regraded Unclassified



:.93 

~ ..... --
.... \a'7 dUM? II ia ~ -U Mil., aiM &a· 11 

u.n •t.inl;( ede1de _. "~· n. etten et u-. ~ 
• 0'111' '-7 .,.to. ... -- ..... - ...n.e\ --- ...ru.. 1n the ~ ..U.. ._ 1B _, .._, OVHIMI7• 'lbl• Willate te 
Ule ~· ef tM ..u.r, Mll:iac tM r.. el ...,_ w..twa et 
tmc18 to \lie tlalW StaMe1 _.. • _.., 1 will. S.. ~ ~ 
t .e\el' 1D the .S.tuU• 11b1eb ct- • _, - fw nal c -
'lb• .,.._.. w poau•• b-. "- Afts..i•\ te Jlh'Mt. .., a.,. 
n111-\ •-liar .Ueet • _. 1 1 nU• .,-"-- n. WJ ;ww• 
.,..a\ef W tM Pi d'•\ • ~ C... II -- "-~ ia ... 
a .., u w be Jl ahl f- tw reMt't;r ... ~ tMa SMtMU!tr 
1n t~ae d..U. ••n u .- ia ~ iat.uu-1 n.u a1n,._ 
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..... Jir . ........ . 

u ... -- ,, ......... ·"·"- .. -•lteatt•ll ,., .. ct- .. tM .-u- ., 
alhMU .. tM '-'l- af tM OfflM ef tM 
0..\ .. Un at tM O.n • k tM etMr t H• 
..,.Sa\!-..._ tM •tMn•...w.t ta 
tile lursn'•"• llU, willa •rw '~ wlU 
'- low 'MfeN llf' N\va ,._ ._ lelalll • 
A,ftlll*l. 

If w• _.u .. " ,.,..... .. ,.., 1 
...u .......... " lf ,.. _,. wl....U ..u .. 
a\ll ............ , ....... u- w tl-
... •Un wl~ JR• I .. ll. UD k lliaft ....,._ 
......... ._ ... o. .... u .. hh• ,..., ..... 

ta ..... u-•'•· 

ftelblk ..... ....... 
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March 23, 1939 

For the secretary 

I understand that the President has recently indicated 

t o bot h Senator Brown of Michigan and Congressman Steagall 

of Alabama that i f the reorganization bill i s passed, he 

proposes to consolidate in a single agency all of the bank 

examinAtion tha t is done by Federal a gencies . I hope that 

before any such acti on is taken, t he President confers with 

you and that you confer with t he Office of the Comptroller 

of the Currency and the Federal Depos it Insurance Corpora-

tion . 

My excuse for addr ess i ng you directly about t his 

catter is t ha t the subject is one Wlth which I was concerned 

for you in my former positi on i n your office . 

~ay I give you in brief form some of the cons i derations 

which seem important to me at the pr esent time 1n the f ield 

of bank examination and supervision. 

The statement, seemingly pret t y generally accepted 

and, as a matter of fact, plaus i ble and logical on it s face , 

to the effect that there should be but a single Federal 
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agency examining banks is , in my opi n i on , based upon a 

fallacy . '.Ve have a dual banking system in thi s country 

and two kinds of banks--those that are chartered by the 

Federal Government (national banks) and those that a r e 

chartered by states (state banks). lf all banks were 

alike, I would agree that t here should be a single 

exco1ning agency . But as long as we have the two sys tems 

of banks , and I bel ieve there are vslues t o the dual 

system which should not be surrendered l i ghtly, it is 

logical t o have two examining agencies . Indeed , if all 

\'le re to be c ombined in one a gency, it would of necessity 

be made up of two divisions, one divis i on for the exam­

ln8tlon of national banks and one div1s1on for the exam-

1nat1on of s t ate banks . 

The fo r ty-eight state bank commissioners charte r, 

examine and supervise state-charte red bank~ • Similarly, 

the Comntrolle r of the Currency charter s , examines 

and supervises nat i onal banks . The Federal Deposit 

Insurance Cor poration can and does accept the exam-

:96 

ina tions made by the state bank commissioners and the 

Comptroller of the Currency . The FDI C can and does examine , 
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• hen deemed necessary , some state-c~Artered banks. The 

Federal Depoe it I nsurance Corporati on oan and s ometimes 

does make joint examinati ons with the Comptroller of the 

Cllrrenoy of national banks . 

Congress ca.nnot and certainly should not compel all 

banks to be nationally chartered. So long as there are 

special supervisors of state banks, there should be a 

special supervisor of national banks . 

Since las t October, the Of f ice of the Comptroller 

of the Currency and the Federal Deposit Insurance Corpo­

rat i on have functioned virtually as one a gency in the 

examinat ion and supervision of national banks and insured 

state non-member banks . There 18 complet e harmony of 

purpose , uniformity of action, and mutuel exchange of 

information wi thout physi cal unification . That is, I 

strongly beli eve , as it should be . 

The national banks woul d be unwilling to have exam­

ination by the Federal Deposit Insurance Corporati on 

~ubsti tuted for examination by the Comptroller of the 

Currency . The state banks would be unwi lling to be 

examined by an agency within the Treasury. 
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I think there should be not more than two Federal 

agencies examining banks . 

When the Federal Reserve Act was originally passed, 

t he examination of national banks was not transferred 

t o tne Federal Reserve System; on the contrary, it was 

providti'd that the state bank members of the Federal Re­

serve System should be examined by the Comptroller of 

the Currency . This was in fundamental recognition of 

the fact that the exa.mination of member banks having 

financial dealings with the Federal Re serve banks should 

be examined by an independent agency--independent of the• 

Federal Reserve System. Later, by virtue of a "states 

right" issue and upon the plea or the few state banks 

that became members t ha t t hey had been promised that they 

would not have to give up any or their state rights upon 

joining, and upon insistence t hat one of t hese rights 

to be examined by state authority rather than Federal , 

law was amended so that the state member banks could 

examined by t he Federal Reserve banks • 

Tha Federal Reserve Board, as a matter of t'act, doss 

examine member banks and the Federal Reserve banks 

:i.S8 
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have not been very act ive in such examinations. I think 

tbe Federal Depos it Insurance Cor porat ion should be given 

tbe authority of examining all insured state banks , both 

members of the Federal Reserve System and t hose that are 

not members of the Federal Reserve System, and that the 

examination of national banks should be left in the Office 

of the Comptroller of the Currency . 

Tho Federal Deposit Insurance Cor poration cannot 

close a state bank. It can only withdraw insurance . 

Turning over tho functions of the Comptroller of t h e 

Currency to the Federal Deposit Insurance Corporation 

·would give it much greater authority over national banks 

than it has over state banks. 

There are added reasons , which I shall not go into 

I.e thl.c zr.emornndum, why the examination of national banks 

should not be under the authority of either the Federnl 

Reserve J ys t em or the Federal Deposit Insurance Corpora­

tion . There are ot her reasons, which I shall not go 

into here, Wby it should be in the Treasury Department . 

Two reasons are most frequently assigned for the 

r emoval of the Office of the Comptroller of the currency 

from the Treasury Department • 
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One 1a that the Secretary of the Treasury , being 

the largest borrower 1n the market and being the largest 

creditor of the banks by virtue of the Government securi­

ties in the portfolios of the banks, is l i kely t o place 

the interests of the Government over those of the banks 

and force the banks to take Government securities beyond 

safe bounds (assuming that there are unsafe bounds ) . 

There are no indications that nat i onal banks are in a 

different pos i t i on so far as their holdings of Government 

bonds are concerned than are state banks . There is no 

evidence thnt the Secretary of the Treasury has forced 

either kind of banks to buy Government bonds. Moreover, 

it is a bsurd to talk about banks holding too great 

amounts of Government securities (except from the point 

of view that they use them as a haven of safety when they 

ought to be venturing more of their funds in col!lllercial 

loans) . 

The other argument used is that the Secretary of the 
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Treasury is a political officer and hie domination of tbe 

Office of the Comptroller of the Currency will be political . 

I do not believe that there is an:y greater possi b ility 
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of the secretary of the Treasucy being overly political 

than of the Comptroller of the Currency himself be ing 

overly political , or of the Chairman of the Beard of 

Governors of t he Federal Rese rve System b e ing overly 

political , or of the Chairman of the Federal Deposit In­

su rance Corporation, or of any other independent agency 

of the Governme nt b eing overly political . Removing the 

~ecretary o f the Tr easucy from membership in the Federal 

Reserve Sys t em did not take politic a ou t of the Board 

of Gove r nors o f the Federal Reserve System. I think the 

influence of the Secretaries of the Treasury whom I have 

known -- Mr. Mellon, Mr. Mills, and Mr. Morgenthau -­

ha• been helpful rather than otherwise to all of the 

banking agenc ies . 
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Ateer I testifi ed before yolll' C~ttee on Tue3day, 1 realized 

tbet tho proul em!l no wor e diucuesing ure only a part or a bt'Onde-r picture, 

r.nd thnt t~ mieht oerve your purposes bette~ it I made a stnt~ent daoling 

~r! url; with tho mol.n tvaue thet c'lntront s uv . 

Thoro iS 6ll ~nt1ni te variet:: or opinion as to bO'Y to brins 

, bOut ~ucovc1·y, but all shades or opin ion a.;r ou ou the moiu obj,ctive , 

oult•·rul octiv i ty ttat would ~esult In f ull cmp.loy:~ont ot labor and ... oulcl 

r lvo a\l .~.t.c!'iCatlS an opJIOrtun t t y t o "nl"n o docent llvoHbood. At ttlls 

:un~turo ·no ell 'l'ont to concentreta our o!'!'orts on acbleViflb tliis co:m110n 

otjoc tlvo 1111d over t h!' longo::.- pull we want to prevent tho rocurrenco of \ 

hoom~ t:nd <ioprosuious a nd of violent cbaMOJ in the nntionul incomo . 

Thora oro tho co , and I ll<ll18\'e ~bat tbey lnclu<!e some mom bars 

of t his COITJiitteo, r.ho believe that t!.e s enoral objective can be achievecl 

test b;· the iosuance or additional currency by tho Unitad 6tates Govern-

~ent, ~hothor i n the rona or si lver cortificat oo or United States notes. 

I of ncoroly utah th.nt t he problClll Tterc a!l ~iJlple ao that , because thet 

roculu not be u diUicult thins t o do. But uxperlonce convinces me that 

tho probl~ cannot bo solved in tbta ~nnor. Under our financial system 

and with tho habits or our poopl e, currency Is uood only to lllOkc minor 

'n~onta and ell thQ currency in oxcodB of day-to-dny ruquiremonta of tho 

.,, o,•lo finds its wa:; beck to tho ba.nlcS and iS rt.doposit O<l b7 them "ith 

.r.·. f o<it-rol R<:Borvo ba::J<S . In othor ·.;'OrdS, ro~undnut currency 1<ould not 

-~e, In ctrculotion. It would orl y ndd to tbo prur.cnt bug~ cxccs3 or 
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bOr~ rasorvcs and to existing demand depoo lt ~ without creating an oppor-

wntty ror th~ u.:e of either these resei-IUt: or these depos i t r . 

Thnt prosperity doen not depend upon t.he vol wno of currency 

1 
~·11dn1~ f r om the fnct teat we bed coneidare.bly less eurronc:r outside 

o: b:Jn~~ rlur\ng the entir e per iod of tho 1920' a -- Vlhon wo had r ensonnbl:r 

~~ •"llploymont and production - than wo bevo today. In 1929 currency 

outside or bllnka """ $3 ,500,000 ,000 and now l t 1a $5, 700 ,000,000. 

l n our modern ccono~ when we 3p~k of monc:r we mexn not only 

ool ns '>nd pepor mon~y , but elso deposits o.t t ho banks, and "e now have 

~04 

oor·: de posit s thou o.t llllY oth•r time in tho lli s ~ory of the country. Tho 

n"O\U\t or deposito subject to chock is $26 ,000 ,000,000 today, as comp:>.rod • • 
d t h t 2:> ,ooo,ooo,ooo nt the p eak or tho boom in 1929 o.nd $22 ,000 ,000,000 

In 1926 , <~hich ls generally considered c prouporou.> yor.r. 

Employment end nntlonll incomu depend not me~oly on tho volume 

o:• cono; in oxist~nce , but ru.co on tho uso tru.t is IIIQde o! this money. 

ro"-•y GO hn~e lar ge hol~inGS of idle depool ta and currency which, if put 

to u:c 'by tho o~<~~ers , -.ould employ all our workers c.ncl r.ould produce " 

nut1onel income t~dequate r or n reasonable degr ee of prosperity . 

The crucinl question , t herefore, l a how to !llllko the eT.18ting 

nbuuaont JIIOM;.t supply !'Unction more errootivoly. On this question there 

u1·~ \.WO oppo31 to schMls of thought. 1 belong to t he school that beHoves 

•hut evory possible encouragement sbould bo ~1ven to private investment 
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~ pr ivate enterprlee tor profitable eaployaont or the great surplus of 

lcilo funds, i dle men and idle re~OIIl'cec which we bllve in this country to­

dey . Howo.,er , I bol1eve tbet when private entorpriee iS Wlablo or un-

wll Ul13 to do eo, Oover11111ant sho\ll<l holp to put thia 1dlo money, some of 
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~~< ten •illione or unruuployed, nnd idlo 1'noUi tics to •·ork In non­

e:)lllo.t i~i·to , ooeielly and e couC'Ill.lcally ~.osl roblo public ac tivities , in­

el~lno tho building or roods , seto~la , hospital s , ut c . ~bio , or course, 

;~uld b<- dono oe cftlctently ns po3s1ble o.nd 1n a wey tbet will sttauloto 

nnd r.upplc."'ent priv3te oetivi t y . :!':'.cpettditureo for t hone pl.lrJlOSOS and ror 

ponsionu t or tho egod will inercnso t ho ortcct1vo d011141ltl for tho output or 

Industry a nd thus not only sustain exi s ting l nvostmonts b~t provide 

profito~lo outle ts ror inVeGtmon~ in no•• ontorpr!sc.. This Y/Ould incro::eo 

the urt lonal income nnd tho Fodcrn l r ovo•uo oud t buo ult\m:>t oly bri ng ubout 

u bo1~ncul budget, \'1b1cll v1.:. nll desire. 

To roy r.ticd, thi s >1ould be prac t 1nins r eel n.r.t i onal coonOCIY, f or 

: bolloTr, tbot th~ f~ilurc tO USO t~<HO fOCt~r& Uf production C~USCS 0 groat 

and irrov:trcl>lo woat c . 

When cur productive ccpaci t y 1& in oxccea or current d~d, 

no It is todcy , 1t ti'>OS not Jllllke son&e to me to ,,)C!)oct that o reduction 

In th~ demand originating from oovori'IIIIOUt nct1v1tios 18 go,1ng to lood the 

lllCY.c"o or ogriculturcl implements' tho rc.1lron<ls , tbo nutol!l(obilo mnu­

rccturer G, tho toxtilo industry or, ror t bot mftttor, any otbor industry, 

to enlnr Go plnnt cnpucity, incroncc production end thus turnisb e~~ploy­
c, nt . I r the bU'/iD3 po~er or oillior.s or pooplo on WPA roll3 or in public 

C?r~tructlon, or in =h1pyards end oirplono t actorios i& roduc~4, 1 tlo cot 
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see bolf wo can expect 110re bouaes to be built and 110re oopitel expenditure 

\o ttlke place. 

Another achool or t hought; however, beliovoe that busi ness con-

~~d~nco cannot bo restored until a balanced budset l d assurod through r o­

ouctlon or government expenditure, that continued deficits &rc holding 

t.c~ private lnvoataont, that govornmont employment ie daoorcliz!ng and 

~cstrucUve or the lllOrcl f!bro of our people, that the publl.o cxpondituroa 

arc waatotul &lid arc piling up a burden or debt wblch our cilUdrcn and 

Sl'andchlldrcn will b.e'fo to pay off. Senator ll'Jrd hos s t ated tlmt he bo­

l!oYcs that ror Q'fOr;' dollar t hO Govor!llliOOt borro>I'O and spcn6..s, pr!v:ltc 

cntorprl ao 1 e dot orred trom spending t"o . 

A slm1lnr viewpoi nt hns been oxproooe<l by the Uni tod St ates 

Choaber or Commerce, by stockholders r eplying to a questionnaire sent out 

b7 the N6tlonal Asa.,ciation of Manutecturer9, by the New Yorl: J tate llocnkors 

l.ssoc!a tlon , ond by tho American Institute or Stool Construction, repl·osont­

lng an 111portant oleaent in hea~ inclm~try . I t 18 not too ouch to say, in 

f<c~. that tbla appoars to be t h« prowlling point or 'fi<M ocong businosa 

men ond tho publiC generally, os r otlected by u recent Gollop poll, by 

lnnuoorublo r esolutions ot t~de assoclntlone , by bonkers' g1~ups. end.--

es I can t~stU'y rrom porsonnl 8lCporlonco -- by tbo ove i'Ithclm1ng ma jority 

ol' no .. a paper odi torialB. 

A grout major ity ot people oppoor to bol1ev c , therefore, thnt 

bu~!ncss confidence would be restored If tbo budget woro bclencod, end 

t hct tho spurt ot econoaic activity thot would r oault nould ~ecOIIJ'lleh 
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our common a !.a ot recoYery . It "ould appear that the majority or the 

busi ness loaders on whom would tall t bo t nsk or producing tho activity 

neceusery to recovery are eon•inced t hat the Covern11ent • s expen"itures 

cCIIJ)et e with and discourage prhate ln>'estmant In ox!Stlng and in new 

enterprise. :. mejo:'ity In both bouaea or Concross have indicated that 

the/ also bold tbla vic;,. Whlle I ""' convinced that sucb a policy or 

rctrcnc~~cnt under present conditions would buvo diuastrous results , we 

llvo In e damocrecy anti, therefor e, I bolicvo that the viewpoint or tho 

m jority should pro:aptly be mado orroctlve. 

Tho country 1~ entitled to a clear-cut and prompt determination 

or policy on th13 vital 1a3Ua. Uneorta1nty und hesitation do not con­

t ribute to rocovory. It Is Congress tha t dotcrmino~ the l'etos end tho 

ru:turc or our tnxcs; 1t Ia CoQGrcas also tW,t doteralnc~ the Sl:lOUDt or 

government money to be used tor ulfforont purposes. If bnlancing the 

budgot .:ill bring abou t racoYCt"/, then Consro~s eon Instantly do so by 

~educing oxpandlturos to tho l oYol or roceiptd. If, in additi on , tnxcs 

were to be revised and out aJ o further inducement tor private eoturpriso , 

government expenses could be re4uced still further to make up for the de­

cline In tax receipts. 

In order to ettect sufficient econ~ and reduce taxes, Congr£SS 

uoulu hove to r educe subatantielly J)roctlel1lly ell or the largo I t ems in 

:no budget . Not much oeon~ could be oN'cctod in tho rc,--ular eotobll~b­

•:.:nt3 or tho CoYol'DIIent, tthich In tho Oj!Gl'ogoto absorb only nbout one-tenth 
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or ~be not1onel budget. Such it IIIIlS as works rol1et !)rejects, CCC c811J)S, 

roedB and public ttorks ot all kinde, ve t er ana' benori ta, all tarm bener1 t 

puycents, nnd national defense, some or all or these would have to be 

draottcallY curtailed. 

This would not be my program, but it, 88 would appecr, it is 

tte procrtllll or the J'lllljority, tboy should 088\1110 tull responsibility tor 

It and put it into ettuct without doloy ond withoUt C(lllpromises tor the 

bcnefl t of OQY Spccit:l groups. 
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FOR DIIIEDIATE RELEASE, 
Thursday, I !arch 23, 1939. 

. 
Press Service 

No . 16-8) 

Secretary llorgenthau toda,y made public the following letter from 

Senator Robert F. \7agner, Chairman or the Bank1J1g and Currency eo. 

mittee of tho Senate, and his reply thereto: 

UNIT""r.D STATES SENATE 
Comm1 t tee on Banking and Currency 

llarch 1.4, 1939. 

~ dear llr. Sec.retary: 

v,y interest in our monetary pclicy as Chairman of the 

Senate Coczlittee on Banld~ and Currency has , of course, been 

intensified by the Colllnitteo •s present consideration of qy 

bill (S. 910) to extend certain ,,,ot.etary pcwers. I should like 

your holp in answering a number or questions which have arisen 

both before and dur~ our consideration of t he bill. 

I ask those questions with no critical intent, but solely 

with the hope of clarifying the whole subject . I roa11ze that 

t hey rolo.to to problems which arc somowhD.t complex and technical 

and that 111'\Y comprehensive answer may or necessity bo sOilX>what 

le~hy. llevortheless, I t eol that a satisfactory discussion of 

them would bs vory helpful to tho Congress and tho public and I 

would appreciate your going into some detail . 

Tho questions thet seem to me moet pertinent arc those: 

1 . Who owns the gold now in tho Treasury? 

2 • l!aw much of tho gold in tho Treasury has boon pul'­

chased with :t'unds obtD.incd from tho sal.c of intcrest-bsaring 

obligations of the govornmont? 

3. f/lv has so much gold come to too United StD.tes in 

tho past five years? 

4. Is i t true that gold COIIICS bore in largo amounts 

because tho Treasury 1G pa;y1ng n higror price thD.n other coun­

tries for gold and booo.uso it buya gold at e fixed pr1co? 

S. 11ow much 1110rc gold do you think we will got? 

Z09 
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6, ~ doosn tt t he Treasury stop buying gold? 

?. Of what usc to us is this largo stock of gold? 
1~ t horo any likol1hoocl that wo will got so much of tho 
world •s cold t hat we rill "get stuck" with it? 

8. Isn't it true that forcignors aro getting shsres 
of our productive industries and giving us in return gold 
thst we hsvo no usc for? 

9 . \'lhnt action, if any, should be taken with respect 
to tho gold situation? Should we , for oxomplo, return to the 
gold standard of pre-1933? 

10. Did devaluation of the dollar in 1934 have an un­
f avorable offcct on our imports? 

11, \1ho in En!;land and Franco has the power of altering 
the gold value of their currencies and what is t he extent of 
thst power? 

12. I s there any basis to t ho cont ention t hat the power 
t o dovaluo operates to undermine tho business I1WI ' s confidence 
so u to doter him from making lonns and invosbnonts i n t he 
United States? 

I believe that you can supply more satisfactoxy anstrors to 
thoso questions th3n anyone olse and I should therefore apprccicte 
your replying to them at your earliest convenience. 

Very sincerely yours , 

(Signed) Robert F. \'lagnor , 

Honorable Henry Uorgcnthau, Jr, , 
Secretary r1 the Tron.sury. 
i1~.shington, D. C, 
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llarch 22, 1939. 

IIY dear Scna tor: 

In your lcttor of llarch 14 you ask several important questions. 
These and si.l!l1lar questions, relat~ to gold ·and roroign exchange, 
have been askod so frequently that I wolcaoe this opportunity to , 
r.llSl<Cr them o.nd to make clear the policy or the Covornmont with 
respect to thcso matters . 

As ;vou sey, the questions raised involve t echnical matters which 
cannot be adcqunte1Y handled in a pago or two. However, I shall bo 
as brief as is possible with materia!s of such cO!IlJ)lox:ity, 

1 , i'ibo """" the eold now in the TreasWY? 

Titlo to all gold hold by the Treasury, n0l7 amounting to about 

~15 billion, is vested 1n tho United Ctatcs. 

A large part or this gold (!;.12,.336,858, 5.33 on l!arch 15, 1939) 
is held as security ror gold certificates (or credits payable in 
gold certillcates) issued to and held by the Federal Reserve banks 
pursuant to the Gold Rcsorvo Act. Such gold certillcates ~ be 
redeemed in such amounts of cold bullion (181 in the jud~nt of the 
Secretary of the Treasury, arc ncccosary to settlo international 
bcl.ances or to maintain the cqu:ll purchasing po-.zer or every kind 

of Un1 ted States currcr.cy, 

The remainder of tho gold held by tho Treasury is accounted for 

as follows: 

Gold Reserve - held pursuant to law as a reserve against 
United States notes and Treasury notes of 1890- ~ 156,0J9,4JO 

Allocated to the Stabilization FUn:l 1 , 800,000, 000 

Gold in Ocneral FUn:l (aeainst rhich gold ccrti­
ficntos or credits have not as yet been issuad) 

(a) 

(b) 

Bal::mce of increment resulting froll1 re­
duction in tho weight of tho gold dollar 
In Tl'Ork:ir€ balnncc 

$ 142,~,196 
547,899, 564 

The Trca~ury disposes of gold in tho following ways: 

(a) For usc in industry, profession or art, Ani! person 
nc~ gold ror ;m;y such purpose cc.n purclwlo gold 

trco tho Treasury . 
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(b) For the purpoeo of J~~eCting the internati onal balance 

of pa.ymonts . To this end tho Troasury sella gold to 

the members of the Tripartite Accord and to tbcir 

stabilization funds and fiscal agencies . Tho Treasury 

also ma,y sell gold to foreign central bll.llka upon aJ>­

plication and under special. conditions. 

Naither An:oricana nor foreignors can obtain gold from the 

Trcr.sury for tho purpose of hoarding. 

2. !low much of the gold in the Treasury was purchased with funds 

obtained ~m the sale of interest-bearing obligations of the 

Government? 

The Treasury pays tor gold with the cash assets in the Gen­

eral FUnd, specifically out of the Tr~nsury ' s dopooit account · 

with the Foderal Reserve Bani< of !lor. York. The account is nor­

mall¥ compensated by tho deposit w1 th the Federal Reserve Bank 

of gold cortificnteo or gold cert1f1cato crodi ts issued againat 

the gold then acquired. 

Up to teccclxlr 22, 1936, it r.M tho policy of the Troasury 

to issue to tho Federal Rosorvc Jan~ gold certificates or gold · 

certificate credits against the ~ value of the gold ccquired. 

Undor this procedure tho purchase of gold by the Treasury did not 

invol ve any increase in tho Federal debt either directly or in­

directly. Shortly aftor DccCtlbcr 2:'!, 1936, howevor, tho Treaoury 

~partmcnt adopted a different procedure with rcspoct to new gold 

purchases. Gold purchased lias plnccd in an "inactive gold" account 

and paid for from tho gonOTal cash balance of tho TrcaBury without 

issue of additional gold certificates againat tho ,new gold acqui­

sitions. 

This procedure •11111 departed from several t:l.rx:s , hotlcvor, by 

tho issuance of gold certificates against gold released from the 

"inactive• account or against gold acquired but not placed in tho 

"incctivc" account . Tho "inactive" account was diacontinucd in 

AprU 1938, e.nJ at that time tho TrcaGury issued lll,400 mUlions 

in gold certificate credits to tho ?odoral Reserve banks c.gainat 
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the gold released frOID the •tnact1Te gold" account and thua 

illcreaaed ita cash balaDce b7 that IIIIOUDt. Sillce that tU.e tha 

Treasury baa followed a policy of iaaulft« gold certificates 

periodie&llT for e.&'litional gold acquired. Gold purch&aea are 

pe.nait ted t o accUIIUl&te in the Gener&l Fund ill var7iD« &IIOUiltl 

before gold certitice.tes e.re i .. ued e.ge.inst them. On ll&rch 15, 

1939, there w&a in the General Fund $548 million ot gold 

fAU'ehaaea e.ge.inst which gold certific&tea had not yet been 

issued but which had been paid tor b7 cheelca drawn on the 

Treasury account with the Federal Reserve Bank of New York. 

3. ]hy has DO much gold gome to the United Statea in tho past 

f ive nars7 

Gold comes into the Uni t ed Stat os in aettlemont of the 

balance of international paymonh arieing out of all tranooct icne 

betweon the United Statsa e.rul &ll foreign countries. Thoae 

internAtional trnneac t iona include exporta , imports , shipping 

servicoa , tourieta ' expenditures , capital movemen ts , i ntnr Ast ~ 

aents , ote . lhen the deooand for dollar exc~e increases 1110re 

rapi~ thnn tho aupply of oclhr exchnnge roaul ting fro• those 

transacti~na , t he price of dollnr exchan~e on the for eign exchnnso 

market risca . I t ~ rise to n rat o e.t which it bococoa profitable 

for banke r s and dealer s , foreign and AmericGD to ohip gold to the 

United St~toa, sell th~ gold to the Treasury f or dollars , and then 

sell these dolhra on the foreign exehllnge market. 

Therefore , to answer tho question why large amount• of gold 

flow to t ho United Statea it ia neceaso.ry onl7 to explain whT · 

Unitod Statea dollar exch.o.n&O 11 so IIUch in decand. 

4 ourvcy of our balance cf pa.ymonta fer the last fo" yeara 

r eve.Ua at once tho.t the greatly increased doaand for dollar 

oxch&nge which bna t oken plnco during the paa t five yeara is lar«ell 

~ ctnaeguenco cf th' huge flo~ of cnpitol t c the United Stntea And• 

ptrt roetn\l.Y. ot the large •tnvorable" trade balance. }lone ot tbe 

other ca-tegories of items in our internntiennl transectiona CGD be 

held responsible for the aubstantial net increase in the d.....nd 

tor dollar exehaD«e durinc thia period. In teet, tor several "-1"'"" 

tent categories the 1!!1 de:oand for dollar exch&D«e decroaaed. It 

1a tho flow of co.pital t e thio country, particularly bo!ora 1938, 

upon which eur attention BUst be fccuaod if toe are tc undonto.nd 

tho chief r ona en tor the large gold inflow • 
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'lhe !ollo111ng figur es shtu the ccnt rnat ba~.men the lar ge 
recorded 1nfl c ll of cApit a l i~ t ho p~at ftvo yP~s o.~d pcr­
oiotont and l n r ce cutf1ou cf cnpi t n l in t ho y cnrs prcc edi nh : 

1928 
1929 
1930 
1931 
1932 
1933 

-850 mill icn outflo11 
- 217 . " • 
- 752 II II 

- 490 11 11 

- 192 " " 
- 336 " • 

1934 
1935 
1936 
1937 
1938 

+ 386 mil11t n i nflow 
11,537 " " 
1 1 , 141 " .. 
1 BOO " " + 369 • • 

Tho c:>pitnl infl 0\7 in the )l'cnra f r r n 1935 thrcw;l> 1937 \71\S 
tho c:>jtr faetrr respcnsiblo fer tho i1.flc" cf ,;cl~. fer it 
N:ltuntod it• tctal tt $3 , 500 nillirn ~r 86 pe1·cout cf the v.'\lue 

cf cold Ulpcrt~d duri"6 thnt pcricd . 

'!'he trade i tcm did nrt ' erne il!lpcrt.'\llt frcm tho print cf 
view Cf rcld iuflC\7S Ul'ltil t..u lus t ou:>r t~r cf 1937. Fron 1934 
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tc 1937 tho oxceas c f cur oxpcrta ~vcr imprrta nvcr~~od rnly 
$250 r.~illicn "year. ( Inc i~.ent'lll:r , if silver i npcr ts uore in­
cluded 11• cur norchandiso i,., ·,c r tu , l7h1ch is t he prcc cdurc fc llc\70d 
by mo.ny ccunt ri en in tho wcr1u , rur exeoan tf exper ts over i npcrta 
r~culd hl\vo Nll<unt cd t c onl;r $00 nil lie :> n :•c:>r i n this period, ) 
ln 1933 , hc'.lever , t.'le favorabl o tro.do bnlonce .;ront ly increMed 1111d 
'"'" tho dtoino.nt f=t< r ind..,cing tho brgo f l nt cf t,cl d int c the 
Uu1ted Stntos . '!'he e:-:ceu cf experts cvor il'lprrts tctnlcd 
$1,1:;4 oillicn - thr lnrc·' St v~ h'lvo h:>d in seventeen yc;,r s . '!'hie 
1ncrt''l.~~d "favor able" bl'lln!"l<":C , f trn.de . to..;ether vith l thl~r 1 too a. 
v<>s rl apo:nibl c fe r the net !nflc" in that ;·e:>r of $1. 6 billirn of 

gt ld. 

'!'hua it is evident t!:o.t bcc'\use t h re """ a l:u-g<~ inflc'll cf 
c"pi tnl in r e cent ::evs, nnd in 1938 n l l\r Ge exc ess c f P.xpcrta f'Ver 
inports , th~rc uns n g r on t lr.crc:>a~ In tho ne t dc""nd for dollnr 
~xcho.ngn ; and bcciUlse c f t:tis lnrr,o !ncrrnsc i n the no t den<U\d fe r 
doll~tra t her e '" '·• n l o.rgc !nfl~IJ rf !l'ld. Thorefcrc , in t~ t'lnnl 
Mnl;o<li s ;ltur ()UPs ti< n : "'llhY h.'\s er cruch cold c~nc i ::t< t.">n United 
St o:>toa? " reduc es itself tc tho qur.ticna: "'Th:t di~ ac nuch Mpitnl 
ccno t c t his c ountry durin~; tho p~~ot five ; •enr s ? " and "llhy di~ 110 

hnvo nr l or,;El n ' f nvr r nblc ' t rndo bolr.neo in 19381" 
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The 1\ll&Wer to t he first of then t wo queeUona, together 1d th 
a description of t he k inds of capitol coming here , was given in 
"OmO dot sil in ~ letter to Senator Vandenberg of September 22, 
1936, a copy of which is enclosed for your convenience. 

In Section 3 of that letter t ho causes of capi t al imports 
into tho United Sta toe are sot forth as follows: 

•(a) Capital withdraiVn from abro&d by American owners 
bocauao of tho groator security or tho moro attractive 
fiold for lmreatiiiCnt offered the capit:>J. nt homo. Tho 
r eturn of' tboao funds to tho Unitad Statea - cuch of 
which lett tho country in 1930-31-32 -- is , of course , 
an indication of tho r elative atr cneth of our recover y 
and of tho p revailing conf' idonco in tho futuro of' 
Al.1e>rican industry and American financial ina titutione. 

•(b) Funds sont to this country by foroignor a 11 00 liko­
wlso f elt tbnt A:torican securities offered a ClOre 

attrectivc or moro aocur c invootmcnt opportunity than 
did lnvostmcntG nvallablo to thom olsewbore . 

11 (c) Repurchase by for ei gners of some of tho fo r eign 
aocuritios which Americans bnd 'Purcbosod during the 
post-war dccndo end wore now gl• d to got rid of even 
at low pricos . Tbia wns pr.rticularl;y true of tho 
aocuri tics of cortr.in countr ioa where nominal high 
oxchcngo r ntos woro coupled with davicos nhoroby tho 
nAtionnls of tho so countries YIOro encour"l!Od to r o­
pntr1nte thoso securities a t on oxchango p r ofit to 
thocaolvcs, or v.!lo ro mrJ ntan""neo of debt sorvteo waa 
provided for only inter~lly but not for foroign holdora. 

•(d) Need croc.tod by increasing foreign trc.do !'or 
lnro;or worki"l! dollnr balnncoa to bo kept in Amoricen 
bMka by foreign banks end traders . our internAtional 
trtldo during 1934 ond 1935 incrcnacd by ono-tbird over 
tho two yenrs previous. It 1a to be cxpoctod that this 
groetor volueo of foreign t r ndo tranSACtion• would cnll 

for l~r o;or working doll:-r bc.lcncoa. 

•(o) r oar prevailing in somo countries nbr oad o f con­
fiscrtion of property o r of lou throue;h infl~>tion of 
thai r local currencies lod duri"l! this pe r iod to n 
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fliGht of cq>itnl f r om sooo of tho countries whoso 
oconooic md politicel si t•'-'ltbna hr<Vo boon thrce.tonod 
by dieturbr.ncos with •ihich you arc doubtless fMiliar . 

"(f) Lnstly , funds sent to thia country by spocul n tor s 
in tho hope o r eJCpoctntion that nn exchange profit will 
bo y>oaoi ble if ani when the curroncioa of thei r count r ies 
become depr ocie.tcd in terms of tho dollu. 

11Thoso oro tho C""-SOS which account for ooat of the 
ccpitol inflows. Yet those c:<q>Hol !.nflowa would not 
have rosul ted in such l...rgu a Wile boi 1'01: duo to tho United 
Stc.t os wore it not for tho virtucl coaution of foreign 
invoot:oenta b:r At>cricMS· 11horene in the )'ears prior to 
the dowossion, annunl foroi~n invoat::~onts by Aocrictms 
of ccro than n billion dolln-s "oro co01:10n, einco 1931 
tho nnnunl SUOlS invested c.br oed hr.vo boon negligible: 
nor doos it appear thnt t ho U"i t od Strtos will P.pproe.ch 
in tho ncar futuro tho prodoprosaion volume of foreign 
invoatnont . tl 

::16 

Sinco tho c.bo•1e we.s writt<':1 (Sopto~:~bor , 1936) , nothi ng hns 
occurred to e.lt~r substentinlly tho trend of enpitnl covcoents or 
tho r oo.aons for th01:1. With tho exception of one nin&-co:tth period, 
cnp1t~~ hno continued to no·.1 to the United St"tcs in large vollltlO• 
Durin« thl>.t nino- cont h period, Octobor , 1937, to Ju:>c , 1938 , thoro " '" 
o not !!.!!lflow of shor t-tem cnp! tol of ovor $1 billion, but t ho 
flov ""' r ever sed durine; tho :l'nll of 1938, and core than a billion 
of ehort-te r::> cepi t:-l has sinco co:JO to tho United States. 

Copitol will continuo to flc 1 int o tho United States in l~~c 
ocounta so lone oa: 

(o) The oppor tuni tics for accur o o.nd c r ofl table invest­
cent in fo r eiGn countri es o.r o not g r oet cn~gh to attr~ct 
AnoricM ccpi tnl o:t-rt!ld; 

(b) Tho prospects of continued r ocovor:r her o nppcnr 
snt1Sfnctory to for ot;;nors; 

(c) Tho poli ticc~ situation nbrond r ocnins dis turbed; 

(d) There i s possibi lity of further doprocintion of 
eouc toroigt currencios. 
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lfhetl:er t he flow of cop1tal into the Un1tod States will co~>o 
tinue to tekc t he for= of gold or whcthor 1t will gradiU'.ll.y aee=o 
tho Cere of (>'Code end sol"Vi cos rather than sold doponda upon tho 
r opidity with which the cocbanhtl of e.dJuetuonte of intcrnat1one.l. 
accou.->ts operates. In earlier docados this adjuo t cent p rocess 
operated t olerably well end with fair speed to trnnoforc inter~ 
t1onal ::.ovoconta of not be.l.nncoa into covaconte of goods and 
services. This o.djustcent proceaa served to keep gold covotJenta 
botwem countries r elatively 11:11\ll in voluno , In r ocont ycera , 
hor.over , this cochanlso has oporntcd badly and haltingly. 1/oro>­
ovo.r , 1t has had to opernte under fudden and lorge capitol ond 
trc.de shl!te which differed !roc tl:~se of onrUor decades not 
only in ccgnltudo but in chnracter. To put 1t ~r~hically, tho 
oocheniso of odjustcent has hnd a henv1er load to cnrey, the rend 
has been uphill , ond the incline he.a grown steopor. 

The r eo.eone and nature of thie change tekin;t plnce in the 
cffoctiveneas of the so-called adJuatcent procau of internnti onal 
accounts t'.re :::nttors too technice.l. to warrant dlacuaaing in this 
letter. Suffice to say that becaus e the nucorous obstacles to 
rapid adjuetoont still prevail in virtually e.l.l countries with free 
exchanges any lorge oovecent of capi tol to tho United States in • 
the nerr futuro will doubtless toke the foro l~rgoly of an inflow 
of gold. 

The significance of this ! oct as on explanation of the con­
tinui.ne; flow o t gold to t ho United Stntes connot be C:JPha&i zed too 
strongly. J.a eoape.red with the decades p r ior to 1930, there are DOW 

different r olnt i onshlps between intor nationo.l covocenta of copi tal 
and of gold , chQl'l#,;OB in docoetlc price levels , trade changes , 
contraction and expansion of credit , and chan&ea in the voluoo of 
business nctivity. Renl1zation of this basic oconocic chonse is 
necessary to opprociate tho need for treating present dny probleoe 
of gold md capi tnl flows quite d.ifforentl7 thon we.e appropriote 
prior to 1929. llonetaey experience of those 7eara, particularl7 
in its inter rAtional nspecte, doea not suffice for oafe guidance 
for pr eaont dny policy. 

4, Is it true thnt gold eooos 1,!2,re in largo e.counte beceuse the 
Tr easury 1a p!l;(iry; a hi;;her pr ice then other count ries for f;'Old, 
nnd becnuse it buys gold at a flxod price? 

This 1e a quostion we frequently hoar. Unfortunl\tcly it 1e 
not wholly cleor just what 1a ::>Gnnt since t he phrote a •hl.::;hor p rieo 

for ~ld" ClOY be interpreted in tno quite different •a.v•• end t ho 
answer to onch of tho two interpretations would bo nrrived nt throUGh 

quite difforont linos of reeoonins . 
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lt the ~ueation b-. i nterpr e t ed to mean tr~t ~ld cone• to the 
Uni ted Stntc a in lnrgA amounts bccauod wo ~ n "higher price• 
ths n otbor countr ieo do in t e noa ~f n o~noy price (i.e., in tP-rcs 
•f dollnr o) th en t h e nns~tAr ia d efinit ely "no•. The United Ste t~a 
psyo the eM1e price f->r e~ld, allol'ltng fnr nrbi tra go and tran3-
portntlon cooto, that any ~ther c ountry docs -- ~ more nnd no 
l ooo. We d~ not pay any highAr pricea f or gold than doen Engl and 
or France or aolflum or India. 

Tho p rieR of gold tha t lo porcltted tr movo free ly in inte rna­
tional cbannolo of t r ade is (and must be) vlrtuelly tho aame tho 
• or l d ov er . An Er4tllshl:la.'l who nella g• ld in L<lndnn get• the """'" 
return In pound a and 3hillings f or 1 t -- wl th acall va riations t o 
be explained In a cocent - 8 3 h e would got woro h• t o aend t he 
a110~ &"ld to :rew Yo rk or to klot erdN:I or to Paria .-r to B""'bay t & 
b• nol d. Rlgnt no10, f or exacple , ho would , e t about 148 ohillings 
for an ounca of gold in lone L<lndon gold 01\rkut . If he ships t hat 
gold nnd o~lla it to tne Uni t ed Statea, h~ ge to $35 an ?unca ( l~ss 
l/ 4 ~r 1 p~rcont) . ~ncn he conve r ta tho dollar proc o~a of tne 
•~lu o f that ounce ~r g?ld back into •torling and deducts t ne 
expMod& of onipping , h e gets appro:d cat oly t ho a~r.~o acount of 
otorllng oa hn would neve ?b t aincd hnd ho sold t ho gold at hooe 
ruvnoly, 11bout 148 ohillinga. In ~thor word o . ~then n forolgncr 
trnnolnt oo tho dollaro ho got o from tho Mlo nf nio gold bru:k t " 
n lo o"n curr••ncy , h·• finds t hat tho price o ~ gold i s a lcoat t ne 
Ollr.lO In London , Pa r io , h:ist erdao , "r Johannooburg. We pay dollar s 
lor gold , England pti,Yo sterling, Holland psyo guilde rs , etc., but 
•h• n converol~n froo ~ne curre ncy i nto en• thor la c...to "t the 
prevailing oxchnngo r ate s ~a find th~t ~ ounc e nf g?ld bringa 
a.pprox \cntol.y thd naoc p r i c e in "'.,& e,unt.ry no tn e.n"thor. 

I aey npproxicats Lv t h e aace price . Thor~ aro 3light r elatlvA 
vnri ~t l ~na In tho price as between different c~untri ea, vnriatio~s 
lrh ich inovit ably r e 3ult from chango • in the oupply of and decvor.d 
for for ei gn .. xcl:a nge . Any change, M matter h?w alight , in ti:.o 
r~lnt t ~noh ip ?f tho supply nf fc r oign exchange to th~ decand will 
bring ab"'ut a change i n the p r i c e f or !?re ign exchange . Tho 
f luctuot lono of ~xchang~ ra t ea , togethe r with tho fluctuations in 
tho pr! c n of gold i n t~rco of foreign curroncl oo, rc nul t in t ne 
~ecurronco of rolnt iv~ diff~rcncco in the pr\ce of gold in differ ­
•nt national monoy carkoto when c~putod in t ormo of n a lngl o 
curr~ncy , but the a.- r e lative vario.t iona can ~eour 110ly within 
r.Ar rn" Hmito . 

: 18 
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!bese alight r e lative VAriations in the price of gold as among 

v•r ious ~rketa which ~· poooible a profit in shipping gold f r'm 

one country t~ an~thor w~uld continu~ whnther we paid $10 an "W!c e 

for gold, .r $50, or $60. Slight vari&tlcno in t.he d<'llar- ster ling, 

dollar-franc, d~llar-guilder rates, etc. , do give dralera omall 
profit~ wr.on aelhng g.-ld in >no auket ratner than another but 

thozo varintlNJG operate ao ......,ng all countrico and At all levelo 

of pr1cca f -r gold: tMy arc no t poculiur t'> the Un1t11d States 

alone, nor t o tno $35 price f or gold. ExActly tho 3am~ nondit.on 

prcva1lod 11h~n tho price ef gold was $20.67 an nu.'lco lllld. when "thor 
countries had a fixed price of gold. It io the normal mochanism 

welch l:a3 alway a prevailr.d and 013 t inevitably prevail ao lon;: as 

tl"ld io tho international medium of exchange. 

':'o d13pnc'l bri., fly nf au<>ti>c r o~l!'.mon miaconcoptinn . It hao 

boon •nmetimoo claimed tr~t gold comoa h~ro b ecauoo the United 

Stat e• pays e. fixed pric e for gold, whorono &thor countrioa buy 

g•ld at varying pricco. Th~ mor e fact of fixity of tho price ~f 

&old io tcrmo ~ f any ~ivun currency ta• little to d~ with tho movo­
~:~ent of ;:nld. r~r &xao:plo , England dooo nnt ha• e a fixod price of 

gold , and ye t her net import• of gold in nom of the paot few y'>&ro 

were greate r than r urn. »elgium r~n had a fixed price fer gnld f or 

two yearn , yet her r eportod g~ld holdinga arc no higher now than 
t~ey were tnree year n Ago . Moreover, our gold priM, o.lthough 
fixed 1n t~rma nf drllarn , io nnt fixed in termo of ~tter curr enoieo . 

lbon, for rxamplo , an £n6liorJD>n ~ell• gold tn the United Statea, 

tl:e nlll:lber <'f d"llar3 h~ get> cay be fixed, but ti'~ a!VIWlt of 
otorlin;: r.c go to, if he convert:> t.he dt>llaro into ote rl1og, h nrt 

fixed ; it fluctuates with overy chango in the sterling-dollar 
uchange rnt..,. The amow>t in hi> nwn currency which an »>glishman 

or a Frenchnnn r ec•ivon when ho nell• gold i s nnt fixed whethe r he 

oello hi3 gold in !lew York, London or Pnria. 

So far 1n anawer t o thio queatton the diocusoion baa been 

baaed on the intorprotat.on o f tte phraoo "higher price• a• rcaning 
a higher mnnAtary price. If, however , tho phra:>e ia t.., bounder­

otot d tn mee.n -- aa 1:> doubtloos intoncled by JrAny who put the 
qu~otion -- e. "higher price" in tormo n<>t of mcnoy but of gMd> e.nd 
cervice~, thun tle ouoa ~1 ~n becoac~ a qu1te d1ffercnt one . It 
ahould then be rr~~ed ~3 f ollo-3: •ra ~\not tru~ tbat gnld co~~ 
~o the Unitedjtate~ in l"rJ!:O amcuntn becauoe. ]IC~i.v_g__'!ll:e &<>Oda 
and ~~i.c.C!,?_ f e r a doilAi-(,r it.:; ~onetary "C\Ulvalont. in fore1gn 

currencieo) ~n- -~".!'_~ .an;r_ r:t.hcx:_ .c.~.~ry.l" 
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~n onswl'r t r t his quca ticn is 11kc-.>1so "nc •, thcu~ l es s un<'UI'l1-

fiodly oc bcenusc 1\dequato atath tical ~nta fr:r n cat ccc r icnl :uw.zrr 

nrc nrt a vail'lb lo . 

T!lo purchaain;: pc·.zcr r f t.'10 doll'U' in t he United St'\t~s in 

trrns < f 0rcd• can b <• ec mpnr od 111 th i tn pur ch'\sint; pr:mr in c t.'lnr 

ceuntr i •'s rnly v~r·· r cw;hly and e nly ·.1i t h r oapoc t tc t l:< sr .;<c-do 

11hich do (cr oosU:; ni(;ht) nrve fre-e ccuntcy tc ccuntr7 . ':71th 

r\lS!Jt!Ct t c 11 tH~rvicos" cr c pn.riscn c f t hA purchns1J~fi p('.tcr (f the 

dcllnr in t he Vni t ed Statca and olst'l?!'!ore r elntea chiefl.v to 

ship ,il\1 s ervices nnd tl:e rxpendi turoa by t cur ists. 

Nr·~ it 1a extr ccel:r difficult tc ce:tsure t:1e dif~eroncos in 

pur e.'! 'lsi .g pc1:cr e t ,;ot ld e r currency no bet:>een differ ent cruntrios 

even uith r cspPct tc auch e;ccds nnd sel'vices . Fcrtunr1tol;·, for 

the purpcsos c.f t~o (')Ues tiru 'tie nre eXMinin ,~, 1u such net~oauronont 

1s necesur~·. 'Ycr o it truo tl'-"t an cur.ce ef t."Cld !\:1~ n si,;nifi­

cnn tly !11.;.':\er purchaa in<; pc .te r ever Anor i cnn intenv•Ucr.o.ll;r trnded 

,,, cds t hrul ever ftr o1;;n 11"«ts, i o.dir ect but dnfidte ovidcnco wcul d 

be r cve'\led i:1 cur trndc Nr.urcs . Our OXJX rt execs• "" ul4 hwo ao 

inc rcnsod sinco 1933 t!l:-tt eithe r 11e 11culd h.wo drnined t he C'Ut si4e 

wcrld rf '\ll its ncnotary i:< ln, cr ,-,8 ·1tu1d hwe forced c•ther ccun­

tries tc ndcpt strict exchnlll:e cr 1npcrt ccntrols <r rruch hi.;her 

t nriff ochedul~a . Ne such d evelopccnta h.'\ve recurred. F~reign 

countr ios otill hnvo h r r;o I(Cl d hc l dino{s : r~aey rf t heo h.we net 

s1(lllificantl;r hoi;:h t cmed thei r bnrric r a n.f<'.iM t 1npc rts r f tbe 

wcrld, 

Ccnvi,.cin,; 8\'i~ence that 11e de net ~· n hi;;.or price fer .~r ld 

t han de ether ctur.tr iee in t erns ef ~cds ond •orvicea is ccntdnod 

in t.>oe r ecord c f cur bnlnncc cf int~rn,ticna1 ~.,ente en current 

:>.cctunt. For the :rl\rs 19:>4 t c 193? , inclusive , t ho b111'1nce of 

pa;rnenta ,;1 th re,.Jl('c t tc t ho per tinent ccnnc~itv nM s <'rvico it~n• 

'"~~~• in the ,'\r,~e,;lltc l!!!fnvrrnbl o b•• $1 , 200 nill1rn, n o fllr ns t ho 

rect~rds uhr·.1 .. Unfcrtun~tel.\· , hc:"''ovcr, rur i ntrrMti< n.a.l nccruntn, 

thcu~ :'lOre ccr.plct o nnd roli~blo ~~~ these cf ~~~Pr ccuntriee , 

nro s till subjnct t c n s ubstnntilll o"tr,~in rf error . In e'\Ch ye'\r 

ther e h·>s been n subatnntinl "res1dunl" iter.~ (i.e. , untu:c.r.wltcd 

for ) 11hich cluri•.,: t!'!e fcur year a in quos tic n t c t.'llod npprc xirult el;r 

$1-1/2 billi cn due t ho United Stnt es . Sene p<'rtirn cf thio fnvcr­

abl o balance nus t be alloc'\tod tc t r ade nnd se•vicos -- hc11 nuch 

1t is inpcs~iblo t~ k:ne\1, Bllt , oven if ue n llccn_tcd tho 11~.clc 

roeidunl i tor.~ t~ ccnncdi t :r nnd sorvico 1 t e..,s -- "r.ich wuld be nn 

extr:>.v'\t').nt o.ll,11anco -- thoro wcul d result r nly 11 nnall bnhnco 

~uo the United s t atoo fer the so Hens durinr. the frur ;·ears in 

ques titn -- $400 nillkn f~r t!:o fcur-;rc.v poriod, 
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This ecnotitut~a teo snall a eun relative tc tho nn~itudos 

i~:volvod in cur bnl.-.neo rf ~'l:lente tc justi!)• t he elain thr>t 

nn ouMo cf P.t'lc\ enn bu.;' oore horo thAn ele011here . 

Z21 

'!'hero 1s 11 t tle basis, thereft r e , fer the ccntonticn t hl\t nn 

tunce cf ,~cld etuld in ;:eneral buy nora ;:ccd• anc\ services in the 

United States thi\J\ olsa"oJhere fr<o tho yeare 1934 t <' 1937, illClus hoe, 

Or tc put it in sinpler and nora nccurate terr.s , tho Uni t ed s~~tes 

did not achieve 1\ny special en•pot1t1ve a~vnntc.,~o in iuternnti<nal 

oarkota 0.0 " cc uooqueneo cf ito oxt~rll{ll ncnotnr:r pt lic;r . Tho 

chQ!l?.B in the r,o lc\ v:>l ue <'f the dcll:~r in 1933 noroly hel pec\ the 

United St:ltes tc re;>;ain ita enrl1 rr.pcsit1cn. In 1938 tho trad.e 

situaticn appoarod tc chllll(;e. 'l'e did e xperience a sharp increMe 

in our tr:1 <e balance. Experts , na pc il'Jtoc\ cut odrlier, excoodod 

iopcrh in 1938 b:r soro $800 ,-.1111on nor e thnn in 1937, :But oost 

of this incrense cannct be attr ibuted t o r>n3 chnnr,ed re!Ationahip 

of the dollar tc e t her currencies bccnuse tho exports excess arose 

fro~ n sharp decrease in inpcrts , Nld not frc n an incre~se in exports . 

The reconnicn in the United States nore nnrked an<\ earlier thM in 

other countrio)s caused a ter:pe rnr~· docreo.so in cur purch:<sea 'frcn 

~brc:Ld l(r'A'l.tcr th:m the e1nul tan.,cus dPcrc:\sc in cur expe-rts . 

This ~;np c<>;,· bo expected tc turn" ns · r eccvcry prccoods. 

'lbo Cl".l)' sons<' in vhieh it oi/!ll t be ar.id t!\1\t "e ~iva nero 

for goli t.'lnn ether ecuntries is thnt in n<\di ticc te $35 M ounce 

11e ahc r,ive pcore , ~ecurity, prcapoc t s or h1ghRr r e turns en invest­

oent , Md bettor ~pceulntive cppertunitie•, with tho r bsult tl·~ t 

foroir.n e'>pital funll.n fl"" here in the shnpe cf 1:01~ . It is 

these v~lu~s tt.l\t constitute the chi~f fnctcr ccnc\ucive tc 11 

flo" of -;olt to the United States : 

5. Hew guch r.1cre eold ~c vcu thi!Jk >te \Jill get? 

Rolf ouch 11e will r,ot c\epends upcn tho extent anc'. directirn 

cf ehnnr,os in cur balnnco cf trade and service~. upon the output 

cf neu ;~old , and upcn the trend cf capital novenonts. 

Since c!l'Oitol oovenents are at sensitive tc inter:mt1cnnl 

P<litieo.l and- eernocic dovelopnents , cne eM tnly hl\znrd 11 1~eu 

as tc thoir futur o trend. At t hie noncnt 1t leeks 11s thn\lllh the 

Eurooean si tuaticu will reo11in so disturbed ns to postpone for sc.ne 

tioe. any aubstentinl ropatriotion tf forei;.n balnneas . It also 

nppenra ns tt.ough enrl,y resunption of Anerien..'l l endin?. nbrtad such 

as wculc\ cause a ;;ole\ outflo•1 is ox trenoly unlikely. 
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As tor our balance on col:llllOdi ty and service i tcms, the roar 
of wnr r.nd tho proparation for wnr by foreign nations arc likoly 
to sustnin our exports nnd reduce lunorican tourist travel in 
Europe nne! Allin - both devel opments making tor o.dditional gold 
inflor:s . On tho other ho.nd, continuance or our recovery horo 
will tend to increase our im:x>rts and to increase Amorican tourist 
travel 1n tho Woo torn hornisphoro . I bollcvo ths lat tor t r end will 
outweigh tho othor and that on commodity nnd service nccount tho 
not balance duo us will be less in 1939 than it was lnst year, 
On tho other hand, capital inflOTIS •dll probably bo lArge so that, 
on the whclo, it appears that in tho ncar future tho l!nitcd !;tates 
will continuo to got gold, perhaps in as largo vollll:IO ns in recent 
years. 

CUrrent world gold production (outside tho United States) now 
=nts to over ono billion dollars per year . Tho bul.k or this 
r.ewly-oinod gold cnn go only to a f<m co\Ultriea . ltoot countries 
now utilize practically every available dollar of foreign exchange 
to purchase imports or to ll'.akc additional p~l!llents on outstanding 
foreign debts . tluch as thoy VIOuld liko to ncquirc gold, nnd much · 
as they nood it , they wo.nt t o acquir e r.dditionnl imports even ll'.Oro, 
nereforo, it is to bo expected that until current hostilities and 
ir.tcnsivo propnredness for wars conso , nnd until tho world economic 
situation lr.lprovcs , the bulk of the newly-mined gold will bo added 
to tho r10netnry stocks or only a few countries end tho United States 
rtll got a substc.ntial r.hare of it, 

6, Iilli• dncsn •t tho Tronsury stop !?!;ring cold? 

A slr.lplo wcy of stopping gold fl'Om coming into tho United States 
110111<! be for tho Treasury to 2nr1ounco to tho world that we will not 
buy any III(>~C gold f<>r tho titte boing. But, such e step, taken \Uli-
latornlly, ""uld havo disastrous effects on cur ccon~. It would 
disrupt tho f oreign exchanges and gold bullion r.14Tkots and would 
vc~; soon c~uso such dra3tic disturbar.ces in international trade 
Mel oven in tho domestic sphere as seriously to irtpode tho recovery 
of buoinoss . 

Present rolntio~ships among ~;e various loading currencies 
~-ould bo up3ot . Tho dollar probably would npprecia.to :1I.1r.l0diately 
ln tclT.\8 of other loading currencies. .At present, when tho demand 
for dollnr oxchango i:lcrcases , foreigners need cnly obtain gold 
(oitbo•· at hor.lO or on the London oarkot) , ship it horo and obtain 
dollus in exchange, Thus c.n incrci!Scd dciiWld for dollar exchange 
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r nlntivo t< the supply is r.~et . If , however, this neo.ns of 
scc,lrin•~ dollnr exch~c '.lere rencvcd, doll nrs wruld rise in 
v:<luo Indefinitely In t crl'ls of othor ourroneloa . '.'lhilc it 
IG lnpcasiblo tc knew in advo.nce 11hnt ro.toa rf oxchan;;o ucul d 
flnnll:l ei'!Orr~" • 110 can be certa in of a t l oRO t eno thlnr, -­
thnt no country :TCuld benefit frrro tho onauino, 1nt ernat1r.nal 
nrnotnry disruptlcn. 

'!'nrc tho United St ates , corecvor , t o deol.o.ro n cr•nplotc 
onb:u-1;c c:1 :;oU lr.~ports , it night doal a &t>rlcus bl cl7 tc t!1e value 
of ;;c ld no a ocnetary nediun. (Such octlrn crn1ng nt a p<'rlod 
u!:on th~>re vas diseussicn of tho pcss1b11H•· c f 11orld cvor­
nbunl\nneo cf .~ld ol11>t h:l.ve r ep<'rcuaalc na uhlch m-uld disturb 
the public ' s ccnfldence In th~ value or gold . ) The l ead ing 
~ld producln;; areas muld be hnrd hit nnd erne ni,;ht even be 
Involved in o r.~ajc r eecnroic e rlsia. 

A closely r olatod oue~tirn that hoa frequently been asked 
1£ : "Shculd nc t tho price cf gol d be r educed? Io not $35 an 
cuneo teo high o. price for gold7 11 Pouibly the alnpl~st nay to 
~nswer this question is t G excJ'line the conaoquencss th'lt 11culd 
ensue frco o.n lner enne in t he r,old e cu t ont <>f the dollar (or , to 
phr:\ae It nuo thor ""-'' , f r c n n docreoae In tha ncnatl\r!' val ue of 
o:tld} , 

A. redueticn by Congress In t he ocnotnr:v vnlue cf ;;old "ould 
prcbo.bl;,· not be as co.l.anitcus o.s a ccnplete onbnrp,c . It vnul d 
llolt the extent cf poRs ibla depreolntlcn cf geld (cr appr eciat ion 
•! the dollnr In terr.s c f fc r eir,n eurronclea) and the psycholc,11eol 
dlaturb~o c~uscd by the ~~• wculd net bo as potent, yet it 
o'uld hove disndvan~1es soricus cncu.jh t c render resrrt tr any 
such ~tlcn ncot unvise. If the reduc t lcn oo ' e In the price of 
;old uore aco.ll , cur trnde o.nd service balance uculd nc t be nuch 

1\ffectud ever the n ext yenr r r sc , ncr 11ruld tbe inilc:t cf capital 
eeo.so . Once tho drcp in t~.e pr ice c f l;<' l d 'liM r~·7.1l'ded b> the 
r oot of tbc \lc r ld ns definitive , t!1o subsequent effec t en capitnl 
lnporta would be virtunlly nil. Our atcur i ti es 11Culd continue 
to bo bcu~ t fer t he sane r onsf'll& thnt they 1\r e bcu(;h t ncu nnd 
de llAr bnlaneea c n f creir,n accru n t would alec continuo tc in­
creMe fc1· tho so.no reasons t ho. t they or o l nereaolnt: new. But , 
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uero a annll decline in the price c t ;:old t c bo r u.;r.rdod b;1 
n\ltlorcun dcoMtic and fc·r oi1';1• inveat,rs nnd oxehnnr.o spoeulo.­
tcra as be11\t1 but tho first cf B aeries cf drcpo , the r oault 
oi t7>t l'loll bo tr e>t trnet :;c r a , net leau, fUnds t< tho Unitod 
St,.ton , and t~ intonsif:r tho in!lo11 tf .-;old- tt.c very thinr, 

it is dosi.,.,P.d t< chock. Sp< cul ntc.rs wculd rush t c buy 
dollnr a an~. hold then here in o.ntic1p".ticn c f t~c n oxt n, pro­
eintion. '!hus t.'lc effect en c.'\pital mcvo:'lonts, beth l we­
t c m nnd s."l.ert.-tem, n i 1;ht 'c ro t hnn offset tho effect rn 
trndo a:1d service itens; 1nsto"d c:t /IOttinr; loss (;Old "e rl<'Uld 
find cursolvca ;;ettill(; ner o. 

On t >1e t t ht·r ha.:ld, ,;cro the ncnotar • value cf ,"C ld t c 
bo cut uit~. tn<> atr cko substantlnll;·, ond drfin\tl'll' - ""'' • 
fe r o~"nulo, tc 525 nn cuncn - the: off oct vculd ~o nu1 to 
~ifforont fr< n t.'lt\t doscr ibl'd nbcvo . Sue!\ a step !"i ;$tt 
r odu~o t '1o vc lune <f (.t' l~. inpe1·ts Md perhaps r,i"o r ise to 
nn cutflr~r cf lar~ dincnsic ~ s : but. tho oct'nrnic effects 
C'n r.ur ccn~c ny c f the c"l'\.D.ra in tho fr ro if:Ql oxeho.nr:c vnluo 
cf t h•l M ll•tr "culd be little sl'.crt c f disastrous . Tho 
40 porr:ont i1 ·c ro~ao in t "'-e pr ice r f At"'oricnn currcuci l

1

S 
tc · fcroi t')\oru -.rcul d crns~i tuto n oovor o ha.ncUcr.tp uncn our 
~x!x.rts . Our n:qxrts plii~Cf a r clo in tho level c f businoss 
1.\ctlvit .. nucr. itt excoss rf tho n!>t':l'·itudos invclved nntt sc 
;:r•o.t t.\11 np

1
>r • ebticu c:f r.ur curre'lcy in t erns t f ether curren­

ciea \lculd be bcund tc curt'\il cur cxpc r ts sericusly. In tho 
p"st six '"uths t he doll'U' lu>8 npprocinto~. in terns tf ot her 
lo"\dill.t~ currcuc i es by sc!"\o 5 prreont n.nc' price ~cvor-:ents 
1r. the vo.ricus ccuntries hove ut t boon such ns tc rffset L~ia 
ccnpetitive disaoiv:mtt\lle t< us. T'lo e.pprrcinticn rf the dollar 
hna net been <'.ue t c a chD..'l·"() 1n tho drll!ll' price f~r ;;ol d but 
r~t~\or tc n. 1..c prec1o.ticn cf rcroi11l currencies i::1 t cms cf 
ilt>l-\. Ycu ,.;n n~to t.'lt.\t cur experts durin,~ J:>nutU';; 1939 ·~ore 
nc ro thnn 40 percent less L'lm the:r nore in JllllUar;r 1938 • 
Alt!ltu ;h 1t is tct seen t t ovnlunte t ho fUll si,..,Uficnnce rf 
t he t\eclinn, it is net unrot\uc.n.t\bl o t ' e.ssuno t:>nt V.o l oss 
fwcl'nble pc. siti~n cf t ho dcllnr in t orna tf cthc·r currenc:r 
( L o . , !:i P,hor pr ices tf f o,·oi,;n curroncins in t <1ma cf ;;c:. l d) 
ccntribut od tc t~e drep in experts . 
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Our ir.ports on t ho other hPnd would, in tho ovont of 
a reduction in tho prico of .;;old to $25 en ounce , be 
:;o per cont chenper . Our do=estic producers would then be 
exposed to .:;rontly sho.rponed coopoti tion in tho Aoorican 
o.o.r~<ot fron foreign producers both because tho prices in 
?.ollr.rs of 1~orts "auld be less, nnd olso bect-.uae tho 
nunorous o.d valoroo duties would constitute &Mllor pro to<>­
tion . 

J'oroignors would hnve o. g r eater o.dva.'ltogo in this 
n<>rkot but unfortu.'lQ.toly ovon thi a woul~ be of dubious 
veluo to the::l . Tho a b1lit7 of Acor1cMs to bu_v I;!Oods , 
uhetoo1• ir.lports or dooest1c r,ooda , depends chiefly upon 
tho str.t o of businoas e.cti vi ty horo , It is chiefly for 
that roo.oon that our ir.:ports durin;; tho r ecession of 1938 
dropped to nl r.:os t ono-half md th o.t our icpor ts boeon to 
incrctlSO in tl:e Fnll o f 1938 . Thua , thout:h tbo sharp 
aporcci~tion of tho dollnr would ueko forci,;n goode cheaper 
in this country, our 1r.tpo rts oieht octually be len tho.n 
durinr; the or eviouo por1od P.nd inator.W of bcnof1tint; the 
r est of tho worl e we would be hurti"6 world buainooa c.s 
nell na our own. 

J ud..: il'lll fro:.> pnst oxporicnco we could not OXXIOCt the 
pr i C<la ot do::;estic oo:Jaoditics end aorvices to :ovc either 
at ho:c or abroad with sufficient r~idity to edjuat 
quickly c.nd fully to MY substnJitinl alter ation in exchange 
r o.tos. For onny ::.ontha , per haps for yenrs, tho econocic 
position of largo .:;roups of Aooricllt'l p roducers , including 
fnr:..ora, v:ould be woreonod nnd thoro would bo widoaproad 
uno:.Iployuent . Tho cor..bined effect on <>ur doncaUc OC<lllDilY 
of n ohnrp drop in exports w.d of lncrcms1n,; oocpotl Uo:> In 

the do~•oat1c unrkct would bo keenly felt. Do::oatic prices 
r1ould bo,;1n to f cll. lln.'lY corporntloos flould suffer loss 
of bus1noos tmd profits. I n t1: .. eo such "" tho present 
those short-run effects - and by short-run wo conn fr oa 
c. few ::onths to sovor nl yo'lt's - nrc of pnr:~r.:>unt i r..-port Mco. 
To bruah ns1do, c.s ao:-.c rre pr or.o to <!a, thoso abort-run 
effects on the e r ound t~~t in t~o lo~~run ~nropriate 
edjust=onto will tnkO ploco i s to !;nero the unatoblo world 
in r.hich wo 11 vo ond tho reP~ pr obla' a t1hich confront us 

fron d<·y to dey. 
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Our ir.po r t s on tho other hnnd would , in tho ovont of 
a reduction in tho prico of gold to $25 en ounce , be 

30 per eont cheopor. Our do:.:estie producers would thon bo 
e,;poscd to .:;rc"tl:y shnrponod coopeti tion in tho ADoricen 
cc .. t-ket fron forei.;;n n roducors both bocause the pricoa in 
<'.~llr.rs of icpor ts would be loss , nnd olso becr.uae the 
n=croua nd vnlor eo duties v;ou ld constitute s011llor pro too­
t ion. 

F'>roi~;nors would ho·;e n ~;: rcator adva.'ltl!6o 1 n this 
oorkct but unfortu.'ll.\tol:y even t his woul<! be of dubious 
veluo to tho;:,, Tho nbilit:y of Acoricons to bu,v ~ode , 

"llcthcr icports or doooatic r.ooda, depends chiofly upon 
tho otr.to of business e.ctivi t y hero . It is chiotly for 
thnt roe.son that our i r:ports durin.:; tho recession of 1938 
dropped to nloost ono-half md thnt our icyorts boeon to 
i ncr onao i n tho Fnll of 1938. 'l'hua, tho~h the sharp 
cpprcciation of tho dollnr ;rould uoko forei;;n good a ohecycr 
in thi s countr y , our i•1p0rts oieht actually be lese than 
durinr; tho pr evious poriod and instot>.d of bcncfi tint; tho 
r est of tho wor ld wo would be hurt1116 worl d bueinou e.s 
\7cll na our own. 

J ud.;:il'll: fro;.> pnat o;,pcrionco ve could not eXI)Oct tho 
prices of clo=estic oo::ttl<><l1ties end aorvices to ::ovc either 
at ho~ or abroad with aufficicnt r~idity to ndjuat 
quickly end fully to any aubstMtinl. alteration in exchongo 
r a t oe, For onny ~1ontho , por h!XJ>s for yonr s , tho oconoo1c 
position o f lnrgo .:.roup a of AcoricM producers , 1nclud1~ 
fnr:..ora , r.ould bo woraonod and thoro Ttould be widoaproad 
U.'lo:.:ploycont . Tho oor..blned offoct on ~ur doJ>O atlc oco::ocy 
of ~. ehnrp drop in exports a:od of lncrot>oio.:; OODpOtl tio:> in 
tho dooootlc oorkat would bo keenly felt , Do~oatlc prices 
11ould bc,;in to fdl . llr.ny cor ]X)rtltiono "culd auffor loss 

o f buoinceo r.nd profits. In ti: .. os auch "" t ho prosont 
these short-run offocta - and by short-run wo r:oM fr oo 
c fc>~ ::onths to sovor lll yo"ll"s - r.ro of P".r=unt i cyor tc.'lco. 
'l'o brush aaldo , cs so:::o :-ro p r o.:o to lo, thcso short-run 
cffoeta on tho e r ound thnt in tt.o lo"!,>~run apcropriato 
~Just~onta vtll tnkc plcco is to i;noro tho unatnblo world 
in v:hich wo 11 vo nnd tho ror~ problora which confront us 

froo d:-y to dey. 
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llor oovor, wor e 'llC to roduco t ho pric:o o f .;ol d Pnd ~>'ere it 
t o r oeul t i n ~.n out flo" of .:;old t horo 1a no ron110 n to believe 
ttot~t tho countries Ylho coat need :old woul d e at it , on the c~n­
trr:.ry, woro .;old to lonve tho 11ni t ed Stnt oe it Y:auld probebly 
f ind n r ootinc plnco in tho ver y c~untrioa whos o curr onc:ios 
would fo r tho oor.ont oppenr ~:o st secure . Oor t lli nly no gol d 
would n ow to Latin Ar.lerico.n c:ountriou in nn,v substantial onount , 
nor .,ould t ho i'nr ltnst o r t ho ot:.lkMs obtr i n co re f.:cld . Tho 
l ose of "old by tho United St~ toe would not correct the corioue 
oal dlstribution . It would r " t hnr opor o.t o only to talco nwoy eo:1o 
!ron t ho Uni t ed Stntos whi ch hns t oo !:lllch ond t o add 1t to tho 
holclii\~B o f ot her c:>untriee which likcwlae have t oo :-~ueh • . 

Thue \O'C u r o c-;d'r ent ed wi t h tho f nct t hl\t t hou.c;}l wo should 
llko t o r eceive less !Ol d end oven t o c ot rid of tubstontial 
eoount a of t he ;~ld r.a nl rcad;v ht>.vc , t horo is , unde r t he exist­
i!ld ci r cu:JstXtcon , no a ccep t abl e o.ltornntlvo t o the policy " o 
ho.va boon pursuir.,<;. Ir, tl-.e cnao of nll t t.o p roposals we !lave 
oxx.llned , t he r o.:ody hns nlm\Ys be.m wor ao t han the disea se , 
The boat woy t o reduce our gold infl ow on conc.odi ty nnd service 
ccc:ount 18 f or us to have full r oco,·o•·:t so t hd our i :.:ports 
'1111 r ho :·oro r"t'i~.ly t h:m our OJC'9Crto. 

7, Of tthl\t usc tl) ""i s this l/\1'1\0 a t ock of ; ol d7 Is thor o fJ.nY 

likelihOod t hc .t r. o •.till. §\<t oo :Juc:h o f t ho flcrl d Is f;Old tt..:-.t 110 
rtlll '' ··ut stuck" VJlth i t? 

Ool~ perforce t~>o ;:<;>nct P.ry f W'lc:t iona. PI r at, it sorvos na 
n onocio b~ao f or t ho ~onot~ry ayatoo . Soc:or.dl7 , I t serve s ns 
t ho . O<!iw for sott u,._~ i nt e r national bo.lencoa. These nrc dl&­
tl:let nnd aoor.rnte functicna. 'l'ho 'li'Otc:tt ,;old stock c f t ho 
Uni ted St '\t ea is ~bout $15 bil lion. Tllo question rou e.sk , thor<>­
foru, ia "Ia $15 billi on of , ;old ~Olro than cncu.; h to accocplla." 
t hcoa t v:c fu:1ctions ..-hich .;oU ~" por for o a in our c c:O!lo::U c: 
eyeto~·.T n 

It 1e ~oubtlc o s true t hc.t we hn~ tlC rc ·ol d thCtn r:c need 
t o :>r ovido a specie bsso fe r our :.:ooo t r r y s;ro t OD . Ou:- l n"s r<>­
quh·o t h.'\t n 40 ,or cen t r ooc rvo i n t;old eortitica t e e bo hold 
~..: : inst Fodc1•;,l Rosorvo m t os i n c:i rculn t ion me!. ll 35 per cent 
r oeorvo in .ol<:. cortlficnt os or lnllful tJoncy o ;;~.i:1st deposits 
of YodorCil Rocorvo ~>~nks. r ;,o sn l c('l'l " u cr vo r oqui rc:;or.ts nro 
br aot! oa t ho r.s su::."''')tion t~t ;-oltl r oeurv..) r onu1ro:.nnts opornto 
nc n control of t !U. volu::.c of -oona of 'P'\'"I.Ocnt, e.a n protection 
n '\!nat oxcc:s si'I'C isouc of :>ot oa ,.~ OX!>"Jloion c f bc-nk credit . 
At i"'OCI'nt , hov. vor, .:;o l d r.nd .;ol~ c:ol'tlfi cnt o bold i."tGS nro so 
ft".r i n oxc:ou of t ilnse l <>;el r oqul r Ot:ont a t hrt teey c:M h..,-dly 
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be G'\ld t o c < n s tituto a pro tect1~n ~ninot undue ox·o:msi on of 
o•• r curr~ncy rmd cr~dit . 'Te now h:lvo onour.:h r,o1d t o permi t "" 
enormous ~xpnnsion of c r rdi t nnd eur roncy t.'vnn nf tc r ;;onerous 
nllo.?:.utco for the ou tflo11 of e;o1d th:.t mip)lt ncc oel!l'""Y suc h tUl 
oxp?.nsic.n . Lc!'i'\1 r Morvo r oquir cmenta de ne t tf t hemselves 
noceas :u-1ly pr r t ect us "~"'lust an undue cxp.')nsicn tf ti'lc vc lw:~e 
cf mo.tO'' !'nd the mcnctary o.uthrriti~a mu~t be pro!).~red, .,h~n Md 
lf' tho rcC"\sinJ -:lZisos , tc "\!)i)l.y apyrcpri"l.t e su.-~}lenrntn.r:r con­
trol. Thir. I!> r s p.-c i ally l1k<'ll' tc bo true .1hcn geld hc·l•Un,~s 
~ .. ·u1 .;t"(l'~t =-.5 they nc'il nr c . 

~t It is cesir:>b1n thnt tho ro.H rv~a be a0¢vc the cil'icum 
ro~u1rcd b" 1"'·' · Othrr .. •1sc inn !)C"l'ht\ c: buttin,.s:: r ·""ccvor! tho 
l1mit~t1lnU c:1 th•· !'A-o'\n$1c2' c! •ttNl ·U"c' tlc-oosits :.•hich tho 
geld r•":Jf\rve '.ltUlct irn~<:s• '/cul~ c .x·rnto tc cUrb th~ ri 'lc in bus­
in~ .. '\•:t!vit·· , c r '1.1\ cu tfle: cf 1,'C'ld ,;culd tntd t~ initio.te n 
ccntr"ct!.c n c f c r .... di t , !rrns~rtiVC' cf tho logi t i J!'I'1.te n("!e,\s of 
b\t!i1nc·ss . ~t is c l e .. \l' , t h 1.'11'0fCl''"• thnt tuno cxccsl cf gol d 
nbcve th~.· l..:r.~l minil'l'!wn is nCJo.:ted. tr prr t cc t tur <trr.hlStic ("!eo:omy 
nJ;n!n.t ofi'ccts c f f <rtuit cus illl'10>7B nnd cutflol19 ~f P,Cld. 'ilc 
ncn , hCI~VJJr , hnvc mere t;e l :l thnn iR ncccs:.tnr;· t f' i nsur e thi s 

vrr te~ tic"· 

':"he &\!C(:tl :lltd ::~cro i::tncrt.."U\t mcnc t nr;1 functicn c f i~olt\ is 
1to o:'\• l<:rnt.l• t as a. ooo.;ls c.f set t liu.-; 1nt.orn.~t.ic-n .. "ll b:'llnnccs 
MCl!'t r."\t.h 1.s . Ge l d has bt"~r. uoed frr this pu.r:J""~O f rrm tico 
lnno."'\<.rinl, nud Mef'err- gc-:e:-nncnta hrwe ns :rot f~"un1. nc s3t1s­
I'"~etc;ry aubsti tute: ncr is theri" nn.v a1,;n th.."lt a s!'ttisfnctcr; 
substitute o;lll bn fcund in thu ncnr fu tu r o. 

lop< rt:u1t ec.!JDerci nl enwtrif'ls ·.,hi ct. cnrr·· l! ttl e <.r LC 
tlCld • tccks h:tvn d i fficulti oo 11. scttli:l.: their h.tQrn;,tic:"'l 
1AI)"r.Onto. ?he:: !'l·we tt oee tc. 1 t thl\t tl:cir l.npcrto nnd expc rta 
firo i':\ni:.t~iJ,cd i n :-.. cor t:tin reln.tic \IOhiV tc Ol'l.Ch < t.~f'r. To 
11e'1iovo that nn<! t~ koc·> t~oir foro11~1 o>:c::-tl'.ll(;e , . .,t~o frco 
fl•Jctuatil.!; d 1dl ' ' thoy. fr•~uont1~ hnvo tc r.~i»tain s tri ct 
exchnngc ccntrcls s r :\s t c rc1tr ic t norchllndieo 1r.pcr ts :m d 
thu M( voncn t c.f capi tn1 . 
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Small countries , which are not precluded by political 
and prestige considerations from holding t heir reserves in 
tte fom of foreign exchange aosets 1 can get along r.10r c or 
less satisfactorily without geld. But t hey con do so only 
because the oountries whose currencies t hey hold M reserve 
assets do have large aoounts of gold reserves . 

Somo count r i<lS (operating vrith very lit tle gol d or f orel.gn 
exchange assets) have been pointed to as illustrnti<>ns of tho 
phcnoi'IOnon that countries can carry on foreign trade and settle 
international t r ansactions r.itl ut resort to gold, and tliat gold 
is rapidly bccocing obsolete even for this oonotary role . Those 
who Mke this claim completely r.lisrcnd the cxpcricnoc of those 
countrjec. The~c very countr ies do in fact need and prize gold 
mor e lll!d seck it r.toro anxi ousl:• 1 t han do countries that usc gold 
freely to settle bali!Jlcos of international pa;rnonts . It is thoir 
inabili t:-- to obtain gold 11hich forces tho:~ to adopt a far less 
satisfnctor.r alternative ncthc · of adjusting their bclance of 
internnti<>nal p;zynont:J 1 - nar;cly, tho ado?tion of strict exchange 
control , of cl er:ring ~.grceucnts , of bart<.r schGmos , end t he ~ 
positi<n of severo penalties against evasi on nnd all the other 
businC'so Md liberty destroyinc prnccdurcs nccosscr.r to mnko t ho 
systc'1 work . There is no on<. thi!IE' which doronstrntes rr.or c ef­
fectively the sup~riority of rold c.s c. r.:cans for settling in­
ternational balmccs than the c::poriencc of th<'ae countries 
that hrvo tried to got alonG rrithout i t . 

Without either (!Old or cxchnncc controls , oxchllrl{te rates 
would bo very unstable . s.n..v cht:.ncc i n the balrncc of P<~ym.onts 
muld 1\nve to be tnkcn cere of by intcrncticnal bcrr01v'..ng or 
lend in&, or the exchange rates r.ould ilcve to !:!0\'C to the point 
r.hcre tho suns to be o:-id n:K' tho str..s to be received r.crc 
cqu~:tcd . Cecau.sc I.-e hcvc ::tbundrnt cold reserveD •. -c do r.ot 
have to apply c;:cho.nce rc strictl.cns , c:.nd broad clmngcs in rur 
balnnco o!' international pa.vr.1cnts con ttlY.c plnce vr1 thout in­

terfering v;ith the stabilit;r of the dollar cxchml(lo. 

All ti'.csc points have been grontcd by sorlC critics, but 
they ndntdn that to fulfill · · th these functions r:ueh l ess 
than "J.5 billion ;mrth of gold would suffice. There is sacc 
I'..Cr it to thnt contention, yet tho future of internntio~ 
politicnl and oconooic rcl nt ionshipa is ~ch tno uncer ta1n 
to justifY our t cl<ing tho st eps ~thich ;:ould be necessary if 
;,-c were <!ctcrr;incd to reduce our gold hol dings • 
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One i cportrult f".Ctrr tr be.v in oilld in ecnsi ,.&r it.g 

cur ~ld p< licy 1u the !>S:rchcltglcal. r eaeticn cf t !l., 'Xblle 
tc 3 ecntinuiQb le ss cf gel~. Shcul~ n cr untry be ~dcr-
{;( in,; les s c f b<)l tl rv e r "ccn~idor~ble :>eric:! cf tine Cler c 

iG likul'/ tc r osul t imp:1ir ed crnfidence . in th"\ t ccun~~· a 

curronc:· ru!~ in th~> stnbilit:• cf its ocr.ctv:r s:nte:l .!£!!<; 
~rro it fi.'l.s ox:ul\:etcd t~,. i!C:ld i t ocssesse4 1:1 fW:ess c: 
le.;:\l e,.r t rt\di tic ;.n.l reser ve rgguir,.:;:ents . This l:.3.s ~!)_..c.nod 

tlno nud "·~in t hrcujlcut t he vcrld. Yit::cut .;re">ter <Uoi! lt)" 

tr f'orcc~,s t futuro lX lit ie.:t.l nnd ec< ncoie dcvelo~ent~ t!:nn 

is vouchsafed us , it is i!!lpceslble tc S"V' ·~l th e;,rt-.int:;r th..">t 
\10 h wo tct cuch r..c l d . 7e c nn au:r with S ' ne :\s J'IJ.r.n:lce , hc .... eve r , 

t!mt ';70 ho.ve enl u.7t •:te ld tr r:1oot nll 1 1kel:f ccnt!n ;e.::cios , ll!ld 

t~'>t .:e .:lr e ill " etrtn;; pcsltlcn tc de:'er.d t !u! st:U>ilit;' c! 

cur eredi t structure ="- cf t.':e dcllnr :>.:-dnst ano ~:;ick cl'.ll!l(;e 

in c.ur 1ntvrn.nt1t n-'\l balance cr po\Tte!!ts , incl\!._~ :~ 0~ l..c.r;;o 
m t hir:>·.;al. t f fc rolr,n cnpltnl. 

Tho ~3!\<;er t hnt (;cln \7111 nc lo:,;er be usnd ns a :tedi"" 

c.f intvr-nntic n:'\1 oxchnnce is or r t.;nrte as nc t tc ne=i t 
s~rlcus ccns i"'<'r">tlc:.. Ot.'"wr ccuntries ::ill Rrel:· cc:ot!.rxe 
tc o.cce])t ;;c l d 1:: tho scttlt'!lent < f fn,.cr,.l>le btir.nc<s c f 

~"\·nonts , because r;cltl is no:~ inpcrt:u:t t< ~= a-; it io;; tc 
us . ::n,-lru1<! han rvor $3 bill len cf ,;t'ld . ?M.nee """' :11.-:cat 
ns r:ruch; r.:cllnnd , S\11tzo!"l'1nrl , and Bclgiun 'Ul"* n..-ut: .. c ~er 
ccuntrles h::w<> ·.<h">t -u·e fer then lnr,;e hrl:llr.-;a c: ,;teld. 
It te in t.!":.c 1: tort'"i t <f t~oae cruntries ns c-;e.":. '"';S it is 

in cur c-.. "D. i nt<..reat tc ccnti:rue tr rel.7 c 11 :;cl~ 1.s tUl 

esst''l.tl:tl ~..rt cf t.'loi r ..,cnnt1.r· ~-'St·e:=. l!f" :-ecv~'r , -;c I:"J.S~ 

net cnrlcck t 'lo fo.ct t.'lnt no.tlcns prc.ct-~ci'L~ su1u~ti:ll 

qU"U\tl ti e s r f ~14'\ }nye ir.!)C.rtnnt vestei lntcrPsts i:l. t.!':o 

ccntit:uatln l c f ,-;o ld ns :> ntt•o tnr; cet:>l . ~e Eri tis:. 'F.l':p i r e 

ale no 1>r< duces nbcut half t.':o \10tld' s hOld. Even cn:..ntr ioa 

thnt prc.~uce r elatively soall ancunts cf F-cld fl~~ t:-~t 
t.'lcno s""l:lll .n:::cunta ore .:1:1 i apcrt.nnt scl:..%'ee c ~ tUtic&Ol i:".C004 

tc t.'lon. 

• 
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8, I an 1t it true the.t foreigners nre getting shares of our 
productive industries and givin[> ua in return gold thnt we 
ht:Je no use fort 

Tho l!lllount of Alllericm> securi tioa which htrTo bean r o>­
contly acquired by residents of fo>·oi~ countries has been 
m:.eh loaa than 1a generally &\lplloaed. During tho .,BBt four 
yolll.·a tho total of not fo>·oir,n purchaaca or .Amoricnn aocuri­
tio a amounted to only $1.2 billion, aa followa: 

1935 
1936 
1937 
1938 

$:!1. 7 mlliona 
601 • 
ZQ5 • 

49 • 

Thoro was, in :·.<l di tion, an inc r onao in direct investocnta 
by foroi,o;nors ns r iJ!>ortod by t he Doft\rte.unt of Colll:!lcrce of 
nbout $175 million during this period. Altogether , tho total 
amount of invoatmont s by for~ignera in Amoricon aocuriti oa or 
directly in Amorlcnn industry durin~; tho !'Q&t four year& hns 
boon looa thnn on<>-fifth of t ho ,;;old eont horo during those 
yct'.ra . 

Thoao eucs do not , Of course , roproacnt tho total of 
foroigJ> c :"<Dit<ll which hr.s come into tho Uni t od Stctos. 
Short-torm funds ownod by r oaidonta of for oit;n countries i~>­
cronaod by $1. 8 billion. Tho bulk of theao wor o dccend 
dopo aita, 'llhich do not conati tu t o acqu1a1 tiona of shares 
in koerican industey end which do not earn aey interest. 

Tho acquisition of Acoricnn accuritioa by foreigners 
paid for w1 th t old r epr esent a n transaction witich adllittodly 
ia , unde r o:rlat106 ci r cucet rncea, of dubious advent:~Se to 
tho Un1tod Stetoa. Yet , given tho r olntivoly minor importance 
of tho p robloo t o dato, wo hnvo not boon nblo to convince 
ouroolvoe t hat aey of tho poaoiblo rae10dioa which wo have 
eo for oxanincd gnvo prociso of oufticiant boncfit t o t he 
nntionnl oconaQ1 to offset their diaadvantoaoa . 
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On the othe r hAnd, it shruld be P'intod cut that if foreign 
holders c t Amerienn soeuri tioa liquidate their hcldinr,s nnt\ uith­
drnw the pr ceeoda, either gold cr ~ode (ru1d services) uculd 
nocoesMily bo the reaul t<>nt oedi= c:f >1i thdr11:nl, If the Yehicle 

cf tr:wsoissic n vere o;cld, ita l ou, in • "lftw rt c:ur L"\rgo cc-ld 
hC'ldings cculd, of ccurs.,, be ref,"U'dod 71th oquo.nio.it;r, It the 
l'!ediun tf trnnsniaa1Nl \7ere t:')Oda , either bocnuoo <f d1roct P\11'­

cht\soo \71 th tho prC'ceeds c f t ho tunda c:r becnuoe r f tho oporntiC'na 
of tho ndju • t nent prC'cese, the r~aultant incronao te cur e~rta 

nt n tit:~o >1hon thoro exists a hr'!e voluno cr unenplC'~·od hbcr 
and e ther idle r c ecuree s vru~ 1 have fnv(\rablo effects ru1 our occnc!:JY'. 

9. !h~ t nctirn. if nay. shculd bo tnke~ vith r~apaet tr tho celd 
•itunti<n? Shculd 11o , for ox!IQl)l!l. return tc the trld atllnd11rd 
cf nre-19:13? 

The r.alcUstributi<n cf tho vc:rld's (':Old 1a "reflectlcn ef 
the disturbed eccncoic si tunticn thrc:uguut the -world nnd the 
clu>ctlc intornntirn.'\l pc·liticnl a1tuat1cn. Rediatr1but1cn can 
ccne ~nl:r ·~ith prc..;ress tc,:u-d the solutl<n rf the basic problcna 

confrcntin,; ncrld internaticnal relaticns . 

In cur stucl/r cf this cn~tor 17e have exan1nod litornlly 
accroa cf prqxu.-.la d.1rcctod tcllllJ'd& possible octicn to redia­
tribute t~c uorl d 1 a geld . Tne onJor cLnclusion -wo have dr~>Rn 
is th."\t :wy o cnsuro "Which v culd t..'\lce tho fern cf r estrictions 
en tho flL:> cf (IOld into t hi s cruntry 7culd ht\ve , nt t h.1a tiDo , 

dotrit:~ent<>l offecto upcn our ocont~. 

llhnt d1sndvnnto..;eo nn,y bo nosociat ed "i th the gold i llflo" 
are fortun.«tcl ,, cnl.!· cf ninc.r 1:18(;Jli tude , and ahcuU., oorocvor , 

bo .-.ttr1buted tc t ho factors coua1ng tb:lt inflw r ather thnn 
t o tho 1 nflc~> itself. Fcroi.-,:1 o·.mership ct Ar,eriC"-'1 socur1t1ea 
nn,y, hC7tovor, serve ns a scuree cf distur bnneo tc cur aocur1ty 
nnrkots i n t1ooa of a tress: s1t:~1lnrly ui th ahtrt-tcro foreign 
cnpitnl sent hero . On the ~ thor hand, t..~o third f~ctcr r oepcnaiblo 

f~r tho go l d inflo~ tc tho United St~tee -- cur expert oxcoaa -­

dooa ~1old a gn1n . 

'Ihe L" r go inflc:" of gel ' 1n recent ;.enro has been a nnJor 
fnctor in i ncronsing excess bnnlc reservPs. 'l'bcac r escrvu de in 
sene do~:I"oc cpcrnto tc: s t1nulnto nn oxpans1en cf loMs b;r bMka 
and t o koop t!'to interest r a to atructure louor - both dovolo}Xlonts 

• 
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helpizl!; so=•hat to prcmote a higher level of business activity. 
l'onothclcss, the prospect of continuoo largo intlows cr cold 
has been a cause of some concern on the ~ or those ..me, consider 
a largo volune of oxooss reserves as constitut ing a potentiel 
danl'tcr of inflation, though I do not r egard this problcn as ono 
'J'f i.fl:·tOdiate ir.lport. 

Tho e>nly inncdio.tely disturbing espcct cf the gold probler.~ 
is tho. loss of geld by foroif:n ccuntrics. Tic countries los~ 
gold ro.·:.v be adtrcrsoly effected by the loss r.rd sonc of the 
adverse offccts 1'10Uld ir.lpingo indirectly on us . This is to be 
deplored , but tho fnctors producing this situation are e:ctorrull. 
to us end beyond our e~ntrol, aetinc alone . 

With respect to the suggestion that the Unitcd States re­
turn to tl'C cold stc.ndnrd of prc-19)3, I nust ststo dcfini toly 
that such n movo •·rould be Mrotul to the Ar.xlriean people 2.11d of \ 
no vr.luo tc the pooplo of other countries. In tho first plr.eo , 
a return to tr.e pro-1933 gold standard •muld rnonn n return to 
tho $20. 67 an <'uneo price for gold. This , in tho nbsoncc of 
siJllilar changes in the ccl.d v.-~uo of other currencies , would 
r epresent ~. depMcinti<'n of <lpproxir.atdy 70 percent in all 
f oreign currencies in tcn:>.s nt the dollar. 

It is obvious that M i neronso in the cost cf the dollnr 
t o tho foreigner by 70 percent rnd c decrcnso in the cost of 
foroi~:n currencies tc tl'.o Anor icnn ir:lporter by 4{) percent would 

sori<'usly disrupt our foreign and doocstic trcdc . Price r.>OVC­

:1Cnts arc not s ::> gcnernl or sc r ::pi<i l'.D t •. 1\tjust cccru:::lie ccn­
dit lons quickly to ChrJl&CS in oxe~e rates, nnd such ~cocnts 
ns rrculti occur would tnke the f~m cf filling prices, pnrtieulnrly 
prices of ~ricult\ll"el product-s nne\ rnu ~tcriP.ls . Froc experience 
wo know thnt such price novon:nts hl-.vo dioi!Stro\\S effects upon in­

cooos , profits end the level of business cctivity. v:c mip;ht be 
precipitated into n doprcssi~n rivnlline tho 1930-33 ~ricnco. 
Thoro em be no question, therefore , of .roturninr to n eo1d do1-
lu r.ith the pro-1933 content. Tho nns-r.cr to question 6 above 
cr ntninD a full diocussion of the forcscccblc effects lthich would 
rosult fr<n:~ ;my substnntial increase in the cold c~ntcnt of tho 

dollar . 
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Even if what were proposed 1'10ro a return not to t oo old 
gold vnluo but to n pro-1933 gold standnrd with the present 
gold content of :335, 00 an ounce, such a step TrouJ.d be unwise 
at this time, OUr presen·t monotPry system differs from tho 
pro-1933 gold standard in throe roepoctc other thM gol d 
content, First, our currency is not convertible into gold 
coin, socondly, thoro arc govcrnmont controls over the Jrovo­
mont of gold in and out of the country, nnd thirdly, there 
is oxocutivo authority to chango tho gold content of tho 
<!ollo.r, 

Convortibili ty of currene;· would, in "'Y opinion, he.vc 
no substcntinl advantages . Virtllllll,y every country in the 
1r0rld hrs recognized this feet and h.'UJ 'llittdrmm tho privi­
lege , For in normcl. tines there is nothing to be gnir.OO by 
the right to com·ert currency i.'>to gold, .:rorecs at all 
times convcrtibili ty has the pot , ntinJ dier.dvantaee of 
croati~ c possible sourco of internal gold drcin which 
v10uld como into play nt tl:e very time when it r10uJ.d be :nost 
injurioua. Intcrn.'ll honrdiru: of spccio reserves has been, 
in tho experience of nanv countries, ono of tho most im­
portnnt r onsons for tho 1/Cakoning of currencies, Though 
tho prospect of such a conti ngc:>cy j.n tho United States 
socn\3 at tl'is tir.c ro!f.oto, it :.ould navortholcss nlwnys be 
a possiblli ty un<!.;>r a convertible currcnc:-; system. JOOreovor, 
in tho ov~nt trot toore should develop M or.>C'rgency situ­
ation calling !or a f'urth<.r ch.:lngc in tho gold content of 
tho dollr.r, the existence of private gold holdings TtOuld 
create unnecessary difficultic·. 

At present the J:>OVCCCnt of gold out of tho country is 
1n effect subject onl;r to tho restriction that it r-JSt be 
for tho purpose of settling int· :-nntionnl b.'llanees. Gold 
moves freely to satisfY lcgitimnto comlf~reiol nnd financial 
needs , Tho present power{' o! eor.trol over tho oovcmcnt of 
gold provide a safeguard that r:rn i nstnntly be used in the 
contingency of an international crisis. 

Tho por10r to change tl>.e gold content of t he dollar 
should be lodeed in an authorit;r which can, in case of 
nocoseity, act sl'liftly and in n J:II\J\I\Or vthich Trill mini­
mize tho disturbcnccs r esulting !rom IVflf change. This 
powor ahould altrnys be available; its oxistonco contri?"tes 
to t he naintenance of stable exchange relationships, which 
r.lllko tho exorcise of the pov:er unnecessary . 

234 

Regraded Unclassified



-24-

I t ia icportMt to r oe.lho thr.t rucora of nn i cponding 
chcngo in the 'r.'.luo ot a currency, or my public diecussion 
by r eoponaible o f ficials that such r. chan&e d ,l;h t be !lade, 
"ould in the::aelvos bo enough to induce lArgll flo"" of 
ccpitol either into tho country o r out of the country, 
depending upon whothor the prospect i a for an incroaae 1n 

tho vllluo of tho dollAr or for a docrense in t ho ~ld con­
t ent of the dollar . Diacussiona in coc::dtteoa would bo 
ndvonco n~t1ce to opoculntora that auch action oight 
talco placo. Tho oore f~t that it Di;;ht take plnco would 
be sufficient t o induce t he now ot cq>i tal, bocause 1f 

tho chnn{;e did nQ t nct ually occur , t ho speculotion would 
hove coot only tho aoe.ll chargee attending nn:v oxchane,e 
transactio~. Indood, Congr ossionnl discussi on would 
stit:uln te speculators to ongnsa in r.ctivi tiea of a acrt 
"hich llould of theuaelves tend to force Congroea to tcke 
t he r~tion which hod been in conte~~lntion , ovon if on 
ita own cerits nnd in the absence o f tho a1 tuation c r e<.ted 
by t ho oper a tions of the &JlOculntora , a nagntivo decision 
r1ould hnv o boon in orilor . The liquidation of foreign 
holdi!lb& o f Aoericnn Ct~Pitol nir,ht , undor such ci rCUJ:lstC!\coo , 
cosily be powerful enough to dhru'Ot the security exc!Jan<;eB 
end t o intr oduce a chaotic situr.tion in :~srketa and in 
buainoao g c."!orally , Since the p roap oct of devnluation vould 

e.riao Onll' UJldcr cir=stances "b.ich 10cre disturbing in nn:v 
CP.so , tho outnow of cepitel ..-ould aicply Mko bed things 

ttorao. 

It t horeforo npponra desi r nblo that t ho :Execut ive should 
havo tho po.,er to nlt or the ,;old content of t ho nationcl cur­
r ency unit , in t ho public i:1t cr ost , nnd within clanrly pr&­
ecribed l1a1ta, na 1t 1a in aoat of tho c ountrioo in the world , 
so thnt i t nn o::~ergonc;r situntion ohould require i t a oxe rciao, 
it could bo oxercilod quickly, and w1 thout t ho nccossi ty of 
pr ior public discussion and i t s concooitant invi t ation to 

spoculntive activities. 

10 , Did dov:!luntion of the doll.r in 1934 bon en untevorc])lo 

effect on our 1cportof 

Under ono so t of cirell-">&taneoa devaluat ion of n currency 
<1ill induce nn inoronao in icporto and under a different sot 
of ci rouoatonces 1t tillY decrenao ioporta. Devaluation of tho 
dollor in 1934 did contribut e t o an incr e<>so in United Stnt oo 

icporto, 
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Tho voluo of ADerican icporta vnrioa, in the ~in, 
with dor.1oat1c business nctivity, When buainoaa ia good 
i n tho Uni t od Stntos, our icporh l'.re high; whon buai­
noaa ia bo.d , our icporta aro lo11. r or oxo.cple , botwoon 
1929 nnd 1932 i cports dropped froo $4,400 ::>1ll1on to 
$1 , :300 oillion, a deeronao of ;.oro thllll tr.o-thirda . 
~oin in 1938, owl "« lar601Y t o tho r ocouion which pre­
vrilod t hrough cost cf t~t ;:ear , our iJ:lporta dropped 
uor o tlnn ono- t hird, On t ho othor hNid. , during the yean 
of r ocovoey - 1934, 1935, 1936 Md 1937, our icporh rose 
froo t ho low of $1. 3 billion to over $3 billion. Increaeoa 
or docroaaoa in tl·.o totol value o f n country ' • icports sre duo 
t o ch(Vlf:oa in 9ri ees as well na t o clwlgoa in quentity. J. 
abnrp drop in t ho p~icos of ioport od coODOditioa wbich ~re 
cocpotitivo with do;cstic produota baa ocononic r oporcuesiona 
rll>.ich nro very di sturbing t o tho country r ocoiviJ18 tho i oporta, 
At n tioe when bW>i :1osn activity 11 deelininc, , ony potent s0ureo 
ot turthor p rico declines sorvoe only t o loTtor still furthor 
tho level of business activity nnd to ineroeao unonploynent, 

Tho boat wey to increase our i:1port a 1a to increase our 
national incor.e , J.:ny ooeauro \>ldeh aorvoa t o p r orote r ecovoey 
i ncroaooa our i ::lPOrts nnd contrnri"!ao ~ r-.caaure which acrvoa 
t o roduco buainon oct ivi t ;y oporo t oa t o r oduco our i cports, 

J.a a eoncoqucnco of foll1~ pricoa n nd doeHning buaineaa 
int onoitiod b;y tho 111deaproad doprocintion o f other curreneiea 
i n 1931- 33, wo bought leas becnuao our notional incooe wns leaa 
notwi t hatMding t he greatly lower ed coat or icpc:rted eoods. 
l:von thout;h <\oprociation of tho dollnr :lt\c!O iaoerted (;OOda 

t10ro o:ponah·o, tho icprovenent in buaino aa nctivit;y " hich 
followed devolu:.tion waa ono of tho !~.ctora roopo~.aible for tho 
rho in nntior:3l i ncooe and tho conaoquont incronao in icporta, 
Jhothor o r no t doprociation of n currency will l end to ineroaood 
or dooroosod i oporta depends upon tho coneitiona which ~ecode 
ouch doprucintion, end upon otlJCr nonauroa l1h1 ch nccocp!ll;y it , 
na woll ae upon tho rolnction of other otfootod countrioo, 
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11. Who in Englru1d and France lulve the IX!'I!er of nltering the 
sold vnlue of their currencies t.nd Ylhat is t he extent of that 
~? 

In Engl~.nd t he British Treasury hu the poYter to cl. ter 
the sterl~ price of gold through its oporntions i n the gold 
mnrkot , There is no statutory r estriction on the extent to 
which the British Treasury ccn change tho sterling price of 
gold , 

SiJUle.rly, the French Trer:sury, through the mect-~nism of 
its foreign exch.:!Jlte and gold o,x:rations, can Ill ter tr.e !'ranc 
price of gold without any stntutory rectr i ctions , · In ~~dition, 
the Counc!! of llin!sters is cuthorized to fiJC ultiJMU>l.y by 
decree the gold co1;1tent of the !'rMc . As ;ret , they nove not 
done SO, '!'he Council Of J'inistr:-n, in other >lOrds , Cl!n decide 
v1hothor or not t here shoule be 1.-:ry stc.tutory gold vnlue for 
their currency and under existin{; l c.w c~n fix thct value at 
row M\Ount i t wishes . 

12. Is there qny !>Mis to the contention that t ho power 
to dovnluo o~rat,v3 t o undcrmim thO businessn.m 's confidence 
ao as to <lt tor hio !'rom mnkil'lG ) oc.ns C.."ld i nvestllcnts in t he 
Unitoci Stnt os? 

A !ector that oorc thnn r1\( other mll i ncrease the con­
fidence or t.usinessccn in the Iuh.rc i s tho cssurcnce that 
business will irmrovo; a c!cvcl,,omcnt contributing cubst.ln­
ticl.ly to that .,_:.q,.,ctation T.Ould. be the prospect of a stab~c 
or moderately rising price level. l;l:nt bucinessr.:cn f ecr m th 
rcg~.rd to tho dollar ~s not thct tho price level in the U~ ted 
States '"'-" rarn.".in stable or rl~c but that t ho price level m 
too United Stat os ~ fcll (i. c ., thllt the purchasing pcmer 
of tho dollnr lllll.Y riso) • 

£.37 
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rrom past experience we lcnow that falling prices have 
diaaatroue effects upon our economic ayetem. Tbe national 
inco<llO declines, bu.siness p rof i ts diaao'>ear, the security 
of loans 1e undermined and t he leve l of business activity 
fells , If t he businessmen could be aaaured tbtlt p rice levels 
will not fall sharply, he would have greater confidence that 
buainoae Profits end the value of invoetmenta would be me.in­
tained all~ consequently he would bo more w1ll1ng to 108ko 
iliV~ etconte end lo~ns. At no time in modern history hsvo 
lcndor s hoei tetcd to lend during ticoe of atable or moderately 
rhine pricea end &t no ti'!lO has their doalro to lend i~ 
croaand during a period of suba•antially falling '>rices. 
'l'hO poncr to dovalue SWuld thUG COI'Oit1tuto for the busincs.­
CM an added assur~.nc'> thEt pri coa will no t bo permi tted to 
decline much or """~ly ir. res'>onao to a .,'ll'kod depreciation 
of foreign ;urrcnc- Ps. This a:ldod cuu:M:o of dot'lestic 
prico atab111ty should ope r nto as Pn nncourl'gCCicnt to in.vcat­
mcnt . 

Tho nr ooont at.titudo of tho o"nor of Cf1P itPl towards 
tho J)l'O&Ot'ct i ve v ;;oJ.uo of tho d~llro· is Qno of full conf idence. 
Thio in borne out ty ~ho on.;;or.t~oa of tho public to invest 
in lone.-torm fi:cd int~r~et bo .t~• r t r l.noe t tno lor10ot 
intor ou t rc~o i n t l1o a19tory of t his or any other country. 
Tho f :>.ct th t t people nr o v:ill1J1C to invoat billions a t low 
r e.toa of ir.tor ost , r.nd run tLe risk of dopr.:ciution of tho 
real v r l uc of the bonds lllich would nccocp~ a.ny sharp 
rho in tho general prico level, aucgoeta t hot they bevo 
contidonco in t he wcy v.hlch counts ClOst ; nruool)', by thoir 
l>illin.,ncas to risk ti>eir ccpitr~ . 

'rho nssnr tion t hd tho co ntinUI'nCe of th3 po" r r to clwtt;o 
tho cold ccut ont o~ t he dollr r gonor 'ltca lnck of confidence 
o.nd hoaitatt~n ~n tee busin)s8 world ic not, I co con>ineed, 
braod on fl'ctu'\1 co n&icorrtiona . Re.thor, 1t seems to me, it 
etous from an offort to r oeatoblish t ho velidit)' of .onctary 
thoorios t h!>.t arc ill r.do.pted to tho cir cumstances J>rcvcll­
ing in rocont years. 
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Wonotftl7 diaturbancea in tho world tod.AT eriao !r-;;o cauaoa 
nlooat entirely ou taido our control. Tho o!!oct of thoso diaturboncoa 
on our r.tonatftl7 ayeteo bna boon such aa to r o!lect grantor confidonco 
in tho Al:lorienn dollar tbnn in n~ othor curroney. 'l'bl.a triruto to 
tho aoundnoaa of the dollar, taking tho foro of hU&a trm1sfora ~! 
funds to tho United Ste.toa, crentea an unblllanco which ia t ho only 
!c.ctor in the aituation which givoa ua ~ cnuao !or roN. ccncorn. 
Tho powora wo po aaoaa b..-,vo boon au!!ieiont to provont ~ sig­
ni!icent dru;lnging affect on CNr docoatic ayetco. The ronotnry po<~nro 
«rnntod to tho President by th'l Congr oaa bnTO been OlJ!lloyod in auch 
n wcy aa to be powerful forcoa fo r atnbilit:r mtbo r tb:l.n instcbilit:r 
in tho docoatic oconoa:r m d in tho i nternntionel fiold cliko. 

Sincor oly, 

(SL;nod) II!:NRY !.IORG111T!WI, JR., 

Socrotnry of tho Tr oosury. 

Honorable Robert L. Wngnor, 

United Stetos Senate. 
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oper at.or: 

;r.tJr: 
George 
~arr1eon : 

r.:.:Jr : 

H: 

~.Jr: 

~ = 

":.:Jr: 

!': 

H!:Jr : 

"' · 
::::J r: 

~ . 

~-.. Jr: 

il : 

ru ·Jr : 

!i : 

::: 

!-r..:Jr: 

Governor Harrison. Go ahead. 

Hello , George . 

Hello , Henry. 

How are you? 

!.!arch 2-l, 19~9 
11:55 8.111. 

First rate, thank you. I hope you are. 

?retty well . 

~aen are you going ott t. ~111orrow? 

Tomorrow evening , fi ve ~r six o ' clock . 

240 

I s ee. \Vell , Henry , ! don't know qui te how to bring 
t his up . I tell y~u , when I was in your office l a s t 
t1oe , I saw a blue car d ther e which asked, •ooee it 
contribute to Recovery? " 

Yeah. 

And I know you ' re interested ln lt -- we al l ar e. 

Right o. 

And tor a period of pretty near ly two years ..•. . 

Yeah. 

I've been-- on behalf of lilY d irect~re -- conducting 
a correspondence with Uarriner. 

Yes . 
Giving our views of what we thought from time to time 
should have been done. 

Yes . 
And only t en days ago we s ent our l ast docWllent down. 

Yes . 
And I don't know-- I don ' t think they go much beyond 
h i s of fice, !rankly. 

Well , I don't tnow because I've never seen one. 
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No you -- I don't t hink you ~ave, because we've been 
try ing to preserve the amenities, I haven't sent them 
to anybody except to him. But I thought that it you 
were interested and would ask me whether we bad any­
thing • .•.•. 

I-- I ask you now. It you •• • • 

I'd like to eend the whole works down to you so t pat 
you might perhaps take t hem and read them at your 
lei sure . 

I' d love to have you do it. 

Well, may I just -- you understand, t or t he record -­
just consider t hat you 've asked me tor ... . 

I am asking you now. 

All right. Well, tha t's first r~te, and t hen I'll 
send them down to you so t hat you will get them 
t omorrow. 

Right o . ' 
I better addr ess t hem j ust to the Treasury personally? 

It you wi l l send t hem tor the att ention ot Mrs. Klotz, 
I ' ll get them. 

All right. 

Yeah. 

All right. well I ' ll do t hat t oday then . 

Thank you, George . 

First r ate. 

Good bye. 
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Oper at or: Go ahead. 

Z42 
Karch 23, 1939. 
12:00 noon . 

?.JJJr: He llo. 
Alan T. 
Go l de borough : Ur. Secretary •.... 

1-f!,!Jr: 

G: 

G: 

it:Jr: 

0 : 

;err: 

c: 

:-:.::Jr: 

G: 

:-r Jr : 

0 : 

Yes, Ur. Goldsborough. 

The President asked me t o get in t ouch with you and 
see if you kne~ of any r eason why it woul d be better 
f or me not to be sworn in right away. 

I don ' t know of any r eason . 

Uh-huh. 

I mean, there's .•••.. 

He was speaking of possi ble legislation. I -- I got 
in touch with him yesterday and told him that I was 
tenta tively plann ing to be sworn in ae Judge on April 
the 5th, and he r equested me to get 1n touch with 
.11.nd Mr. Steaga ll both, •.... 

\¥ell. ..•• 

And see if t her e wae anything that you knew of tha t 
would probably come up that -- where my assistance 
would be needed. 

Well, I appreciate the courtesy of your a&k106 me, but 
I have nothing in mind , Ur. Goldsbor ough. 

I see . All right, thAnk you so ouch, llr. Secretary. 

Wish you success. 

Thank you very much. Good bye. 
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Operator: 

::J.!Jr: 

~ : 

HJtJr: 
:ienry 
1/all!lce: 

?C!J r: 

:U.'Jr: 

P.::Jr: 

1'1 : 

'-:!J r : 

.. . 
~::Jr: 

W: 

~ . .. . 

Hello. 

Seoretary Wallace. 

Thank you. 

Go ahead . 

He llo, Henry. 

Hello , r.enry . 

Good eveni ng. 

l.tarch 23, 1939. 
5:04 p.m. 
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I just thought I'd report on the pr ogress on -- a fter 
passing on to Frank Sayre be suggested that -- he 
felt it necessar y tor h \m t o reportto Secretary Welle s 
~ho is hie immed i a te superior in charge. Secret ary 
Welles went. over t o see the ?r esi dent and t hey ' ve got 
the matter nel d up until Secretary Hul l r eturns on 
Fr iday mor ning . 

I s ee . Well . ...• 

The ot her news i s t hat Jesse Jones has definitely 
weakened . 

I see . 

And I' ve been tslk1n6 with Senator Smit h about going 
along with t ae Oscar Johnson pr oposal, which I des ­
cribed t o the ~resident over t he ~hone, and which he •. 

Yeah. Well, it doesn ' t sound . .. •. 

The Pres ident said it wa s not satisfac t or y t o him . 

It doe sn't sound so good , doss it? 

But I haven ' t t a lked to Jesse s ince -- well, Jesse 
r eport ed that to me and then I've gotten it from other 
quarters. 

Yeah. 
I thought I beet not t alk with him. I baven ' t t alked 
with him at all since I 've seen you. 
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Well , don ' t you t hi nk t hat wi t h Cordell ~ull get t i ng 
back t hat .... . 

I t hink 1t's going t o clear t he air . 

Yeah. 

llow on the other s i de J osh Lee called up end said t hat 
there was a cons i derab le group up t here that would go 
absolutely down the line on thi s . 

Uh- huh . 

I h&~ n ' t made any overture to Josh myself. 

Yea . 

ue'd j ust gotten it from my ~reeentetton u~ t here t~n 
deye or so ago . 

Yeah . 

And fr;>to wha t he ' d r ead in t he papers , a nn he sai d t hat 
the r.toment the AdminietrRtion would come out >~ 1tll a 
c le~or-cut ;:>ropoeal, VlhY he thought we v;;mld ·oe 1n good 
shape . 

I s ee . .. /ell , t het ' e what I t r.lnk. And . .. . 

I t alked -- SPr kl ey called up to say t aP t he ' d gotten 
t his Russell -- ~r t hi s Ge~r0e r esol ution post poned 
until next week pr ovided I ' d agree we r~uldn't export 
any cot ton 1n t he ceantice with a subs idy . ~ell , ! 
t old hi •. we c ouldn 1 t very likely be ex;nrt. in!' any 
cotton with a eubs1dy over the ~eekend . 

And -- eo B~kley is -- agr eed t o c~ll a meet i ng of 
~orne of t he "key " peopl e and I ' ll g:> U]) , I suppo se 
maybe Tuesday , on such a matter , wi t he definite 
pro~o sal , assumi ng in t he meantime t ha t the Pres ident 
hes cleared it. 

Good. Well. . ... 

I Jus t th>ught I' ~ better l e t you know how mattPre st 
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'l'hankl , R IDI'7. 

I think it'e ooa~n& -- reall7, mJ hunch i e t hat it'e 
Juet o~m1ng along t1ne . 

You and I -- you on your Cotton Plan, and I baY~ 1117 
Tax Plan-- we're both whistling. 

We're both what? 

Wh16tl1ng. 

Yes. 

I hope ••• . . 

We ' re wh1stl1ng and I hope not 1D the dark . 

Well, me -- you and me both. 

All right. Good luok. 

Thank you. 

Good bye. 

Regraded Unclassified



246 
R£ TIJ. REVISION TO AID BUSINESS llarch 23, 1939 . 

11: 05 a .m. 
Present: 

a .~ . Jr: 

Cl ausen: 

H.:J.Jr: 

vlEUSen : 

Hunes : 

u •vonnor : 

llr. 
llr . 
1-:r. 
.llr . 
Llr . 
fir . 
Mr . 
L!r . 
Air. 
!.l.r . 
Llr. 

tianes 
Tarleau 
J ohn J. 0 1Connor, Washington D C 
Blaine F. ~oore, Washington,'u . "c . · 
~llsworth C. Alvord, Washington, D. C. 
Fred H. '-'la usen, lloricon, Wisconsin 
Haymond 11. berry, Uetroit , Llichigan 
Fred R. Fairchild, New ua ven ~onnecticut 
H. b . ~·ernald, New ~ork, H . L 
Robert Lassiter, ~horlotte North varolina 
Roy C. Osgood, ~hicago, Iliinois 

~r . nanes end I are glod to see you over here and 
I understand you people have a few suggestions bnd 
we ' r e more than pleased t o listen. So if you ~ould 
tell me Just whet you have, what you think will be 
uelpful, why, I'm sure that it would be helprul to 
me . 

V1e11, 1>1r . tiecretary, we h&ve come i n E. cooperative 
frame of mind ••• • 

Good . 

• •• and appr eciate the opportunity of coming here 
to discuss a matter which is a ll-important. bod 
we nave assumed, we have a right to assume, our 
ob Jectives are the same; and we want to deal with 
t he thing realistically as we know bow, with the 
appreciation of r evenue needs and a lso the important 
idea tbb t .. e 1 ve got t o develop b uslness to produce 
revenue . ::.o from that basis we would like very much 
t o discuss t bese matters w1 tb you and your Department, 
uoping there might be some common grounc of agreement. 

Bave you anything beyond the suggestions that I 
talked over and have seen, that Mr. o• Connor left 
with us? ~s there anything in addition to this 
memor andum? 

~es , ~r. nanes , a s a result of our confer ence we 
have written ~ page or more on each one of t hose 
tax deterrent points f r om number 11 on, and that 
will b e a vailable for conference, as you suggested 
to Wr . Tarlebu, this afternoon. • bey are largely 
t echnical phases of the Revenue Act. 
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lbe first ten subJects are the major subjects, 
and on tbat we bave not prepared any memorand1.1111 , 
hoping the opportunity would offer for a confer ence 
between a sub-committee - .~r . Alvord, chairman, 
who is here in Rashington - and Wr. canes from 
time to time; in other words, the policy being one 
of not saying this thing is t he one most important 
and this thing is less important, but trying to see 
it from the Treasury's point of view. 

~aybe Wr. Alvord can •••• 

We'll be delighted to discuss those things at any 
tillle you' re Willing to discuss those with us. But 
in t. he meantime I unders t end »r. 4arleau is going to 
take up with you tod~ all of these technical ques­
tions. 

:ies, sir . 

I'd like just for the record, so that we all may 
know wha t t11ese eleven points were - just run 
hastily t hrough them. 

Xou•re suggesting that we look over "the structure 
of the corpora te incorne t ux, particularly discrimina­
tions att aching to non-distribution of profits, rela­
tive size of e arnings, and different ~/pes of business 

"2 . I~bility to carry net operating losses f orwar d 
f or a rea sonable number of years . 

"J. '.Lhe capital gain and loss pr ovisions tcorporate 
and individU£1) With s pecial reference t o r a t e 
structure, limitati ons on deductions of losses and 
upon abili ty to ca rry losses forward . 

"4· aeight of individual surtaxes . 

"5 · ~spital stock and related excess profits t axes , 
particularl y in their present form. 

"6 . Treatment of intercorporate dividends. 

"7 . Treatment 
stockholders ." 
normtil taxes . 

of oividends in the hands of 
•here you're referring to the 

Regraded Unclassified



o• ... onnor: 

Banes: 

O•Connor: 

Hanes : 

o •-:onnor : 

ii!ines : 

248 
-3-

•a. Practical diffi culties under some or the 
excise t axes .• 

Now, have you got some specific suggestions? 'lle•ve 
been w~rking on the excise t axes pretty carefully . 
If you ve got some speci fic suggesti ons, give them 
to "r. Tarleau. If you've got any we haven ' t got, 
we'd like to hear about them. 

"9 . ~he level of federa l e state and gift t axes , 
their complexities, inadequate exemptions and wide­
spread effects upon investments and upon going 
businesses .• 

Now, we &sk you ther e the s&me question . What 
suggestions ha ve you got on tha t? 

"10 . Denial of option to file consolidated r eturns . 

11 11 . Recent l imitations on foreign tax credits, 
including d eni~l of suitable credit f or t axes paid 
a t the source, treatment of t ax-exempt interest and 
int ercorpor a te dividends in computing t ax credit, 
and treatment of credit f or t axes pai d in 1 blocked 
currency' countries. n 

And 12 - if you might Just menti on 12 . 

12 is: •Taxa t i on of ' income' arising from purchase 
by a corporation of its oNO bonds a t a discount." 

Xes. 

Now, t he r ema inder of these things are pr etty 
much technical . You've got some 20- JO-odd s ug­
gestions here, and from tha t pol nt on t hey ' re 
gr actically all technical questions which Ur. 
tarleau a nd the staff can wor k out with you and 
get the benefit of your suggestions on those. 

We have an amplifying memorandum ready for the 
conference this afternoon on those points, and 
some of those break up into three or four sub-
heads . 

a s I understand it, the f irst tNelve things are 
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A
th
1

ingds you a re vitally interested in and want Mr . 
vor and me at some future time to discuss . 

That ' s right, - before the time we go to the 
Congress . 

i'lell, I have a pretty clear understanding of all 
the suggestions that you have made here and I 
don't know t llat it 1 s necessary t o discu~s any of 
those things at the present time, unless you had 
soceth.i ng you wanted t o take up specifically witn 
us. Ha ve you, ~r . ~lvord, any? 

I don't believe *e have anything of ~ specific 
na ture North discussing this morning, With respect 
t o t he items set f orth in the memorandum. " e 
naturally are very much interes t ed in attempting 
to a ssist the Treasury in pr oving that t ax r evision 
uoesn 1t necessarily mean decreasing revenues. 

"e noticed in the papers tha t - we assumed that the 
pa pers are probably no mo ce accurate in this reon••~ t! 
than they a re i n many o thers - that there seems 
t o be one test 'Ni th r espect t o tax r evision, even 
though it i s d irected t owa rd recovery; that is that 
the existing revenues mus t not be diminished. And 
our general feeling - we 'd like very much to ass ist 
you; I i magine this also is the ·~reesury reeling -
would like to assist in getting the conclusion tha t 
t ax revision d oesn 1 t necess11r1ly mean decrease in 
revenues, and· we reel ~uite s trongly that a s ound 
revision of the cnanges in t hose portions of the 
nevenue bill which r eally do act as bUs iness deter­
rents will as a matter of f 8ct increase revenues 
r a ther t han decrease them . 

ilell, a ll the proof tha t we can g et on tha t parti­
cular point woula be very nelpful . Tha t's sometimes 
a very difficult thing to prove . I think probably 
all of us have convictions along that line . I think 
everybody in the Treasury has some conviction on that 
same subject; but it is a difficult thing to prove . 

Now, after al l, we 've got t o make estimates and we 've 
got t o deal in figures, nnd there is the place where 
maybe you could be extremely helpful to us , if you 
could pr ove some of thll t: mor e revenue by e ncoursginc 
business enterprise. It we can Just ge t bold of proof 
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o f t ha t f act, it would be v e ry helpful . 

Well, ! migh t s t art out, olr , Secre t a r y , by s aying 
tha t I a gr ee llholeheartedl y with the sta teme nt in 
the r ecent budget t ha t i t is utter l y impossi ble t o 
make uccurat e e s t ima t es eight een months a heaJ . t 
t hink eve i";body ag r ees t o t ha t - unless we ha ppen 
t o ha ve stable economi c conditions . I don' t t hink 
a ny of us a r e sufficiently f a r-s i ghted to b e a ble 
t o pr edic t t he s wings of e con omi c t r ends , whe t h er 
they &O up or down - th1. t i s , t he ext ent of the 
swing . ile .tnow ;:; bout .1'hic h w1.y t hey 1 r e going a nd 
can make toe best ad jus tme n t s possible, 

o o t hat t bout t .·u~ fir s t ,10int th;. t it seems to oe · 
mi ght .ve l l b e made i s tbe t, i f i t is i mpos s i bl e t o 
e s t ima t e with r easo ru. ble accuracy some e ighteen or 
sixteen months sheaJ, spe aking now of the f i sca l 
yea r l94v , wita r e s pect t o r e venues under the e xi st­
ing l aw, t hen i t s eems t o me as t hough t he e s timates 
t ha t h · ve been made a r e n ' t necessarily sound , abso­
lutely r e lia b l e , and tha t t he cha nges ough t to be 
made w1 th t he appr...ci a t ! IJn t tw t exis t i ng e s t 1ma t e s 
a r e fle x i bl e ; c.nd i f t he econtHaic trend wnich •v&s 
predic t ed , "h i c h a s l' r ct.u the b1.1dge t wEs u p t o 
• ui t e a considerr ble e xt en t over 19J8 - if .ve con 
i nc r ease th&t ir~nd by l egisl1.tion, ~ t leas t r emove 
m&ny -:> f toe br t:kes so t nu t t be trend i t s elf wi l l 
g~in m;,aentu:n , .l thin.-< .1·e could easi ly ma e up wha t 
m.>r e o r less a r bitr a ry e s t illa t es would n'o.t i ndi ca te 
ml&ht be a l o s s . 

'Ne l l , I tbi nA toe Tr eli:IUr y e s tima t o.s ;;e r t some~na t 
..:ouser va ti ve . J. do tn in.< tney "'ere: cor.s erva t i ve . 

I t oin.t tney we r e . 

3 ut I ' d r a the r be i n e r ror .Jn th<t s i d e t han on the 
o the r s i d e . 

I ag r ee wno l e nea r t euly ; you ' r e no t t o be c .>nd emned 
f or be ing c onservative . 

lio t f o r q uot a t i on, or course, but do ~ou cere to s~y 9 a ny t hing .,bout the pr ospe c t s of e st1m~tes f o r tne J 
fisc~l yea r - I meen b bSeJ on s uch e vidence a s nes 
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come in in the March 15 returns? Our calculations 
would show that your e stimates for r evenue f or 1939 
were conservative; in other words , your r evenues 
f or .... 

In some cases can't tell what the taxes - the 
t axes on income will be up; I mean the actual 
r evenues will b e up - but we can' t tell what will 
happen in the m.i scellaneous and the other ones . 
But the way we sit arouna here and work day and 
night on 111lat lie do wltll 25J million dollars •orth 
of r evenue - Mr . ~arvin Jones comes out ~o says 
lle will increase tile benefits to agriculture to two 
bill i on aolla rs; end we spend so much time over 200 
mill i on dollars . "ith £ f lip of the finger somebody 
Ni ll pass a bill s pending 50J aillion dollars more . 

hnd it isn ' t j ust - I think th~ t for tile moment - I 
mean 1 think t oo much em,Jhasis is being put on the 
t ax program and no t enough ~n the appropriation bills 
as they go t hrough, because over nigllt somebody may \ 
pass something increasing expenditures by half a 
billion dollar s . l•nd her e 

Xou can't fi nd l eeway of a couple hundred million. 

.. ell , it 's less than tha t . I mean !lr . ~lvord and 
our people eight st ay up a ll night a rguing over a 
certa in t ax - might be 10 or 15 milli on dollars -
and be ·~rried about tneir professional standing 
if t hey miss it by 15 mi lli on doll&rs on one f or m of 
t ax. t.na as I S8)' , on the other hand, with c flip 
of a n&nd somebody incr eases it by 500 million. 

->o the only c onc lus i on tha t I draw is, I think we1 ll 
do tile best that we can and 1f ;;e miss it by 5 or 10 
percent it ' s no tragedy. lhat ' s rill&t I mean . It's 
no tragedy if we miss it by 5 or 10 percent one way 
or t ile other, beca use where your base is not stable -
it isn 't like taking something where you've got a 
stable base t o figure on - you Just don ' t ,mow wllllt 
your volume of business is going to be. 

So I r m not worried 11' you or l.lr . ~arle&u or somebody 
else make an honest e stimB te and then we miss it 
either way 5 or 1.) percent . uell, wba t the bell? 

I quite agree 'iritb you. 7hat 1 s very true, »r. 
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t3ecretary . 

I mean you can ' t do i t , that ' s all . 

And if you can say, "Go Lheod ," on a possible leeway 
of a f ew hundred million, it might be the means 
a ctually of s aving some of tnose expenditures a s 
f or insta nce, r el ief or some other direction 

1
because 

the program has caught on, income is increas~d and by 
the same t oken employment increased, ~nd the need f or 
some types of e xpenditure decreased . 

~till t alAing about t axes anJ not talking about the 
parti=ular ~nes, I tbi~~ you people would be interes t ed 
taa t - I Obd a press conferonce ~a I sai d it, but 
I ' d like t ~ S E.Y it again ilo~re , t.s to what progress 
Ne ' r e ma.ting . r;~", ! per sonally feel t ila t .fe are 
.a:;kin& ;Jrogress jus t us r apidl y a s we can under a 
uemo~ r .. tic fora of government. 1 mean you can't -
it ' s the price you have to pvy, and I t ake i t we 
all pay it cheerful l y, f or t he f act tha t Ne have \ 
this kind of a gover~nent. 

But certa inly in ~11 the mee tings th~ t Mr. Hbnes 
and I a ttended progr es3 v:us made . There ' s no throw­
ing do~n of any one pr ogr am, because ther e i sn' t any 
ont: pr ogram . 

•he situation on the Hill i s tnis, tna t until they 
have "ocial "'ecur 1 ty out of tne >~oay , tile ;·lays und 
..le&ns CollllDlttee can ' t nea r a nything else, ana I don't 
.mow no" much l onger tney 111 be uolding hearings on 
Social Security . Until t hn t 1 s out of the ~tay , you 
can't get a t ax pr ogr am . ~hairman uoughton i s tll, 
ana I suppose t hey 1 r t. going t o wr.i t until he comes 
back . ~o it ' s r. matter of two or three weeks . 

>•nd nobody is wt.i ting on llnybody else, everybody 
is uttending t o his business; i n the meantime there 
i s this t a l king back a nd f orth. "nd 1 t 1 s Just like 
thls Social Secul'l ty pr ogr am; I got e notice yes terdt~y 
l hua to g o up on the Rtll tomorrow and t he Adminis­
trution baa to muke up its mind where Ne stood on 
the increase i n t 8xes and on the rt:s~rve tuna; and 
.•e ll!!u to take & position and I 1 m going up tomorrow 
uml explain 1 t. o~ell now, i f Wr. lian"s snd I had t o 
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go up Monday a nd t estify on the t ax bill , we'd 
have to make up our tnlnds where Ne were snd ~1e 
could make up our minJ s bnd we could go up s till 
with smiling f aces . .but .ve ' ve got two or t h r ee 
.veeks, and ~s you people know, in ,/ashing t on 'll'hen 
yvu ' vc g~t t wo o r three we~ks y ou C<..n d o an a wful 
l ·)t ol' taLdng and nors~- tra.J ing, und t he colwnni~ Ls 
n:: ve got t o ma Ke a living . :.o - .1. .,ues t ion 

1'ht:. t 1 s 'N<l<> t t ney SLid tni .:~ mo r ning • 

I -..uestion some.ti".le!l .. n :. t .<in" of e living t a ey 
!Dli<e , but still they 1 vl. got t o :~i<e on e . 

<>.> if ,,e a.a .1 to go up :.bnJt.y, w~ ' d be ret.dy &nd 
.. t coul"' go ~nc.&.u . .cut you ,>l!ople will h>.ve to see 
~ .ot of t a l o<ing, b~ct~e- I mean it's some tn1ng 
tnu t ev.,.rycocty ls 1ntere3t eu ln; b.lt t:e ' re not 
aistu.rbe-.~ . 

:.n;i I hope ,;hat ,,·e ..to t..;mo rrow on t. e l:iill on 
Social .>ecurity .vill b e encouragi ng , ~nd I thin>< 
it wi ll be, .. t l.eus t to snow you Lhe uppro~cch which 
we ' re go ing to use; a nu tne one on the t axes .vill 
be similc.r . 1 .ne an ;le don 1 t expect to go up a nd 
ttlll ..:ongress , 11Tnis is the Tret>sury ;) rogr&m. " We 
never na ve, y u u .tno.v. J. don ' t think &ny •.. - .vell, 
~r . ~ills a i d once, d lan ' t ne? 

.\ell, even tnen he q w.Ufle<l it. 

He uid it onc e , anJ iolr . 0:-rnPr took g:-ea t !)leasure 
in tnro.vinl' 1 t do.m . I oet.n 1 t 1 s been the 'I re&s ury 
~roceaure to go Uj) :.n J be .._u es tl.:>nea "nu ~ut the 
~t:..t'f E.t their disp.>s:.l , but not to go up .. ith a 
fixed progrs m. I ' m right, tm I not? 

Yes . 

" e ' re gol ng up , :.nu .v~ ' ve got i a etcs , but ve 're not 
going to say , "This ls the Tre&sur y pr ogram; t ak e 
it E.nd like it." Th&t .-ould be sill?' · •·ny,·tay , 
"here is a pr ovision wnich s~ys the •reasury -
tiecretary shoul dn't r ecommend . 

But nothln6 0 ,s u"p,>ened except Just gooa old gossi,J 
Lna dirt c.round n6Snington. 

• 
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1he thing is still on the track . 

I want you gentlemen to know it . • herefore it ' s 
worth studying . I •m tickled to death taa t Ur, 
lianes i s doing this work with you, because it ' s 
a selling job and I ' m delighted to have your 
cooper ati on and it will be most helpful . 

Cun we add one comment a bout taxes? rayroll t axes 
are not in t hat memorend~~, and your r efer ence t o 
toe oocial oecurity measure bri~s it to mind . "e'd 
like an opportunity, al t hough i t s no t pertinent 
t o t he Reve.nue bill, t o present so:ne special 
memor anda on the pay roll t ax s ituation. ••e 're 
fi nding s ome v ery interesting figures and some ver y 
strange effects f rom t nose payroll taxes . 

uo t t o move t.wful f ast. 

I kno1v we probably cnn ' t ca.tch it in the House, but 
there may be some op~ortunity in the Senate . 

I mean if you want t o c atch me . But 

vh yes . Nell , it ' s obvious- if I mifht jus t 
illustrate the principl e - t hut th er e s an 
omazing number of s i t uations Nher e the ne t income 
f or business, say , runs one percent of gross sales . 
All r ight. uabor charges run 50 percent of gross 
expense . !let income would r un r oughly one ;lercent 
of gross .· low taen, a t nx increase of one per cent 
on payroll is a 50 percent i ncrea se so far as income 
tax is concerned - 1 me~n if you ' d t htnk of it in 
tha t sense . 

In otncr words, the wei ght and imptc t of t ne payr oll 
t axes, en d then to be added t o that - another t ax, 
r eally - it ' s not ca l lea a t&x- whicb we have to 
consid~r : workmen' s compensa tion, wi th these board 
awar ds on a r elief basis running from .350 to 5 00 
million a y ear . ~dd tha t t o payroll t axes , ond 
this country has had to find the means of financing 
out of business - payroll t exes, workmen' s compensa­
tion these other t axes - an enormous increase in 
toe i as t few year s , for federal and state purposes. 
•nicb argues the point that one ought to be pr etty 
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conservative, pr obabl y, a bout - a nd t here wi ll 
be a r eacti on on l abor, the ef f ect ·Rill come on 
labor in time - one ought t o be pr etty c onserva­
tive about proposing increases - looking a t 
bus i ness r ecover y , r mean - in payroll t axes . 

ls it f a i r t o say in g eneral t hat t he Chamber 
will t ake a position ngni ns t t he i ncrease , a s 
pr ovided in t he l aw, t o one and u hal f percent 
each? 

I t hink so, Kr . dunes . I think we 've got an 
oNf ul l ot t o di gest yet, a good many adjus tments 
t o be made . Let us say ther e ar e a lot of em­
ploytrs t hat ar e for t he ~ocial ~ecurity pr ogram 
who w~ula •a~e tha t position : ~on' t move i t t oo 
f 11st . ·•here ar e some of them who · sno·R their 
willingness to go on a n<1 s t1md the burden anyway. 
I can mention some off-hand who a r e vol unta rily 
aoing mor e t han t he b~sic pr ogr11m . 

Your opinion would to be delay t he pr ogr am for 
an incr ea se of one- half a percent t o some la t er 
da te . 

Yes . ~nd it delays your empl oyer . 

Now, just tne s ame way, t ake the io, JJO i ncome; 
t~e , af t er e xempt ions , $4, 000, so as t o nave no 
s ur tax ; t ake t ne 4 percent nor m&l t ax : $16J . All 
right, you put in a one pe rcent ol ti age on the to­
t al and t ha t will be one percent of toe • 6 , 000, 
be ~bJ . Or you t ake one percen• on yJ , JOJ . There 
is • JO . ~elate tha t i JJ to his alreaay • l oJ and 
t hil¥ 0f i• as coming out of t ha t same income and 
you 've got an appr eciable i ncr ease i n t ax. 

Now by t he sume t oken, i f t he income i s less t han 
+4, 0JJ or i 6 , 000, the gr ea t er the increa se; b ut if 
he is sti ll a Feaer a l - 1f ne'ss t 1ll an income t ax 
pay er , that t h i ng is still ther e . 

! 113 5 t alking with olo t t Wall, Vice Pr esi dent Of the 
~merican Federa tion of ~abor . de says ther e are 
many in the l a bor crowd t ha t a r en 't t oo eager t o 
nave this t.cUng pusheu t oo f LSt . " ome want benefi ts 
paio ea r l ier, t hi ngs liKe t ha t - disabi lity . But a 
l ot of t hem a re pr et t y s ober about it. 
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I 1 ve Just been in teres ted in follo\fing the neari ng 
up ther e . l notice that most of the business people 
tha t have appeared up there - none of them have 
suggest ed a delay in the inc rease in t he tax. 
Swope , for i nstance - 1 was interested in Swope ' s •• • 

~olitically populur . They 've been a f r a i d to come 
out and express their minds too frankly on i t. '·1-
t hough ,\e 1 ve mane ::. f ormal r~port recommending a 
delay . 

You tal~ by and large tney 'u recocmend no increase 
o t tn1s time . 

l know tna t. nnd of course Nt ,,on1 t go to the 
~!strict, but you see even t he report of the 
local hdministrator - you reao his annual r eport, 
Mr . 4arleau, where ne is in effect saying the same 
thing for t he Uistrict. 

lo'or the District? 

Yes . ln other words, t he fund is accumulvting in \. 
the District much f ::.ster thvn - it ' s built t oo high 
for J.Jis t rict 1\eeds - much f Hster than a ny possible 
vutgo . 

Dut we didn't put th&t i n vur memorandun, ~bout 
tJilYroll t &xes ; Ne ' r e perfectly conscious of it . 

Be interested in uuving ttu.t later if you' re "i lllng 
t o give it . 

Now, as for a s I ' m concerned, • understand where 
we 're going; be happy to meet with ~r . nlvord at 
his convenience . Yr . ~urleau will do the same thing 
.vi th the staff. 
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Mll«lRAAmml tJPOJ f.U ImDUIImi 
to Bll'ifinss tllOI.Iilss 

In accozodaoce with t he requeat t.hat va ezdMYOr aa full7 aa 

poulble to Identity tu deterrents to bua1Deae procreaa, t bare are llated 

a INIIber of eubJeoie, 

It 1a Wlderatood that It vaa not I n oontsplaUon ~t ve ID-

41cate the INbJeoh upon vblob u.Jor eollpbaall lll.ght be placed, nor aubadt 

at tbl, t1• aucseationa aa to aethoda of t reatment of "D!1 ot the eubJeoh 

lhted. 

!he lla t of aubJeoh, t haratore, II DOt to be oonaldered a. ar-

rqed In order of ralai1Te illpor~e. nor in conelderaUon of the feaa1-

b1llty of edopi1JII helpM 110d1f1cat1ona 1n nery lnat&DOo. JllrtheriiCil'e, 

we heTe DOt included ...vloua tazatlon aubJeoh coDCernllll ..,1ch there are 

COIIJ)lalnt e but vhlob 1n ~1r nature are len directlY related to bua1neaa 

recoury, nor "D!1 deterranta tbat aq e:det 111 pandlag Co111reaa1onal billa 

attact1111 tuea, 

We are prepared to IUIIoD apeclal •ntlon ot the de-.rrlnl aftech 

ot p&}'1'oll taaea, but Wlderat&lld U ia dnired at thla \1118 to confillll t he 

llat to wch aubJech aa the 11100118 1 utah aa!. ezcha tun, 
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Specifi c 

1. Structure of tbe corporate incolllfl t ax: :particular)¥ dhcr1m1nat1ono 

nttncbing to non-distribution of protito, relative abe of earni nce , 

am differont t:rpea of buoinoae. 

2. Innb111t:y to 01\l'r:y net operating louoa forward for A roaoonable nUIDber 

of yoa.re. 

!be capitol cll1n Olld loae prortslone (corporntc am lndirtdunl) vit.b 

special roforonce to rnto structure, limitation& on deduction• of loeoee 

om upon abllit:y to carr:r louoo farvard. 

Boi«ht of indirtdunl wrtuca. 

CApital etook 1111d r elatod oxooes profite tD.Xe e, :partlculnr]¥ i n their 

present fom. 

'hentment of inter corporAte dirtdende. 

'l'rentoont 6f divldando 1a tile honda of atockboldera . 

Prnct1cal d1ff1cult1ee under ool08 of tbo OXC1ICI tnxea. 

'l'be level of feder oi eatAto and gift taxee, their <>OJIPlG%1 tlea, inade­

quate exoapilona and vidoop'aod Gffech upon lnveataeJih au1 upon CPinc 

buaineaaoa. 

Denial 6f option to filo oonoolldated returna . 

258 

Regraded Unclassified



- 3 -

u. Recent l1aUatlo~~a Oil fore1p \ax credl h, lllolu41Jlc 4n1al ot nit able 

ered.lt tor t.z.1 p>.14 at tile -oe, treatlleat ot '-.-pt llltere1t 

and lnieroorporote dhl40111a 1n OOiqllltlQI tax ored.lt, all4 treataent ot 

crodlt tor tazaa paid 1n 1bloeked. currenOJ" oount.rlea, 

'l'oxatlon ot 0 lnoo•• oriel,.; tl'oa purcla1e 'b7 o corporation ot lh o'llll 

bondo ot a d11oo~. 

frent•mt ot 101111 ariaille from wor\hlen aoouri tleo. 

trenttiDnt ot lmentorloa tor l nCOJ:IO tax purpo1ee, part1cular17 tllo 

reatri otlon1 placed on tbe 0la1t-ln, t1r1t-out• principle. 

Uneertaintiea ott achille to tranotereea' 11abl11 tioo, particular)¥ tbe 

survi.Tol of federal tu llena e&eJ.n1t property in tbe hando of bona 

fid e purobel81'1 ( aee ••«• u. s. n . Rooentleld, Dhtrlct Court for 

laotern Diatriot of Mlch1pll) . 

Uneortn1nt1e1 u to tax liability i n connection '14th ocrporate reor­

ganicatlon1, including ea.plicntlona arloln& troa tbl Reailar deciaion. 

Uncertai nty na to tbo proper Taluotion of lor&e bloekl ot at.os for 

income, ootote, lllld &1ft tax purpo101o 

U110ortalnt1ea attecbln& to •ctlon 113: tbl provia1one ot subaectlon (n), 

a.tfeot1Jl& baala ot properlJ', aod of suba.atlon (b) , atfectille allOiflml 

for dopreolo\lon, 

lailure to uolude 1aa4 (or I.Jlterea\ .,tll'e1n) uaed 1n Uede or buaiDtll 

troa dof1n1\1on ot capital aa11\a. 
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20. aecopltion of hable cain arhl!ac f:roa o-ellation at 1D4ebte4nu1 

b7 an lneohent debtor 1! \M rewl.t lo to produDe eoh811C7• 

21. Proviaiono of aoetion 820 that operat e to the dlaachmtace of ~·· 

22. Narrovne u of present earned-incoJDB credit . 

23. lzclusion of red.eapUon of preferred atock t:roa the capital pine 

provisions. 

24. ltfeeta of peraonal boldl!ac co~DpC~UJ pro'flaione, 1Dolu41n& treat.ent of 

cepi tal p.ina. 

25. lecogni tion of cain or lou on for ecloaure or volunt1r7 IUl'render of 

property. 

26. Fal.lure to perait tbe declaration of de!lcienc;r dividend a to oftaet 

detlclencioa 1n the undhtributed. pro!ih tu on 19:36 en!. 1937 ineoaea. 

27. SUrvival of federal tu lieu for au ,. .... after dheherce 1D bank­

ruptcy. 

28. 'l'he trootment of irreacrtoblo 1.11proveaente b;r leeaee 01 tozable lncoae 

to leaaor botcre d1apoait1on of propert7. 

29. latobU.m.nt of new boah on lou aalea betvec partiea to wboa loll .. 

ora disallowed UDder aeotion :iM(b). 

30. lnilure to parait the de4uot1oo of all ordinar7 aa! OIIOIIIU7 upeneea 

paid cr incurred 1n the trucable TB4Z 1D p-odul:: tlon of \o.mblo lnooae • 

O'f., tboucb not lll'hizll !rca trede or W.ineaa. 
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31. Impoeit1on of at811p tu on tr1111afer of eecur1ilea to or fro• noa1n .. a: 

attachment of 1ndetWte and unoerta1n 11&b111Uea upon triiDifer acenh. 

Detr111e111tal etfech ot tbe pca1on true t ueDdllct adopted 1n the Rennue 

.Act ot 1938. 

L&dc of aen4atory roquir..ent that Co,..1adonor talce caaea throucb courh 

vbon bo doee DOt acquiesce 1n 1'1111DS ot Board ot fax .lppoale. 

Lack of pronl1on tbat vaiver of atntute of 11111tat1ona ehoul4 aleo 

extolld t1M tor f111ns cla1• tor rofuzd, 
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OeMral 262 

!here uoa •taz dehrr•ta• which fall under the headi~~~t of c-oral 

policy in contrut to apeoifl o provieione of the Revenue Act. 

In thh ceneral catt'p;r lllliJ be DOted: 

'1'he tllreat, arhl~~~t 7N'Z' atter :rear, ot new am eddi­

tlonc.l t&zea and wb•tantlal obancee ln tbe ro.tea CZid pro­

vialoDI of old tc:Let: 

!'he UllneCeuar;r OO!Iplexl t:r ot illpor~t prorlaione of 

the revenue lm.a; 

Tbe frequent lnolualon of prov1alo118 or ro.toa not 

pricri)Jr deal.&n04 to produce r on nuos, p!\rtlculu)Jr t boao 

clec.r)Jr pun.iti-.e in effect: 

The fo.Uure ot the t<a law, ln doteralnl~ to.xAble lncoao, 

to contora D)I!'O cloao)Jr to true lncomo OO!IpUted in aceordc.nco 

>11th acoept ed account in« practic ea. 

Sbilul)', there 11 e. category of •t~U: deterrent.• arid~ from c.d­

cinit trntive policies aal prc.oticea which are not clenr)Jr compelled ncr cle...-

11 pomltted b:r provlaloa. ot lCIIf. 

While the lntctlon 11 to lialt thh miiiiOl'andWII to identltlcatlon 

ot deterrent& which arhe in the apecitlc atatutor:r prorltiono, it would , • ., 

to be 011 oalulon not to call au .. uon to the deterrl~~~t etfech ot adaialatr.­

t h-e pol1c1ea all4 pracUoee which: 

Place unneoeaear:r burden• ot proof upon t&ll}la7er•: 

Unduly favor the covei!'II<IOnt, 

'l'heae t~ppaar to axlat partlcular)Jr 1n conneoUon w1 th .nch •ttara 

no depreciation, depletion, doteralDAtion ae to :rear lo1101 uoe lnGarred aal 

un4ue reluctama to ll'•t r.tuade, but alec uhe 1n other eltuatiou IOhloh per­

:>lt ot o4alnhV.Uva dlacra\lon or which adclt of aora liberal lntarprata\lon 
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Present: 

llr. Chen 

Jlaroh 23, 1939 
• p . ... 

.llr. Lochhead 

H.ll ,Jr: Hello, .llr. Chen! 

Kr· Chen: Hello , .llr. Secr etary! 

H.ll .Jr: How are you? 

Mr. Chen: I am pretty well. I waa eorry not to 
have seen you the other evening at the Ambauador' e. 
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H.ll,Jr: 1 waa aorry, but I waa with the Preddent. 

Mr. Chen: 1 know you were engaged. 

H.ll,~ : .llr. Chen, 1 wanted to volunteer a eug-
geation, w oh 11&7 not be worth anything, but in reading • 
the ator1ea that oome in -- our own etor1ea that oome in, 
the big queation over there aeema to· be one ot tranapo:r-
tation and I don't get the teel1ng that they are Mlting 
wch progreea. I aa d1aoouraged. llow 1 don ' t - - 1t 1 

• 

easy enough tor ae to sit here in Washington, 10,000 or 
12,000 aile• away or more , and aalte euggeatione. 

But I wondered it ooaing trom me and going through 
both you and the Aabaeaador - - 1 want you to t hink 1t 
over -- I don't like to JD&lte auggeationa to him, but you 
and I oan talk aa buaineesmen -- ot getting the auggeat1on , 
1t y ou t hought well ot 1t, to the Gene!'&l111iao who baa 
aent meeaagee to me that 1 think they ought t o get, poa­
a1bly, a ooam1aa1on, a mixed ooamiaaion, a.nd give thea 
the whole problem ot tranaportat1on and -- I can say th1a 
to you -- take 1t out ot the reala ot pol1tioe. 

llr. Chen: Yea. 

H.ll,Jr: And give th1a ooraaiuion a Ch1nue maJority 
and a 1111nority ot J:ngl1ah and r renoh and pou1bly -- 117 
t hought waa -- to engage aoae veey 111Portant Aller1oan •• 
general manager. 

Mr. OhtD: Yea. 
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Hll,Jr: You eeel An American ae General Manager 
who would be the dict ator ot traneporta, ion. 

Mr. Ohfn: Yea. 

HK,Jr: 8o he could ear, we will put all the 
truoke into one pool • •• • • , 

Mr. Chen: Yea. 

G.64 

HK ,Jr: •••• but m7 Job ie to clear t he goode and 
the ArrA:T oan have so 1111oh, and oo111J1111roe can have so •uoh, 
but everything ie pooled together and there won't be th1e 
i dea ot having Mr. Soong having a private traneportation 
oo!liPany . •out the window! 1 ae we ~· He Just oan1 t 
have it. He can't be blocki ng the roade; can't have 
gasoline; thie is a Government proposition. Truoke, 
railroads, everything ie pooled. 

onsl 
Mr• Chen: Do :you mean to have two oommissione or 

HK ,Jr: One. 

Mr. Chen: Just tor the Highway? 

lO'.Jr: !lo. 

Mr. Chen: Including Haiphong and Rangoon. 

Hll.Jr: Everrthing. 

lilr, Chen: Haiphong 111 under rrench and Br1t1ah. 

Hll , Jr: I ltnow, but where :you receive 1 t. 

Mr. Chen: Reoe1ve from the border. 

HM,Jr: !lo; I am talking about 1ne1de of China. 

Mr o~: Mr. Secretary, I am alwara glad to have 
somebody to tnk this problem tor ue so tbat we have a 
qu1olter improvement because sooner we s olve tranaportat1~ 
problem the better tor China. Probabl1ng beginning ne 
month :y ~u wlll bear more about d1tt1oult1ee ot tranaporta-
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t1on becauae we are bu7lng 125,000,000 worth of goode 
and I want Cblneae people to get f ull uee of that ao 
transportation can gl•e eimllar benefit. So we ha•e 
got f ew probl .. e. Piret: •oat of theaa roads are 
pro•incial roade , under ao11e sort of aem1-independent 
management; eo .. prortncial road tax too. So aome­
timee the Central Go• er-nt cannot ba•e full contr ol 
of it. 

llll ,Jr: Of the roadet 

!r. Chen: Yea, becauee it1 a different organir.a-
t1on. 

JDI,Jr: But t he)' can beTa control eo that t he)' 
can aay a private 1ndl•idual oan' t have a t rucking com­
pany. 

Mr. Cben: Yea. Thle 18 t he point I a m com1ng 
to. Second ia queatlon of III&Jiagement; bow to control 
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the prl•ate 110tor bua coq:>aniea. And, then , I have 
brought a up with •, here, t o ehow some of these blgh- • 
way a. Red llnea are highways. You take Yunnan, thle 
is not a pro.tnoe of Central Gc•ernment. Iwangei ie 
aleo under prortncial go•erlllllent lll&n&gement . Tbie la 
proJected rallw&71i not finiehed. 

Hll.Jr: !be blue? 

Mr. Cben: 'fhe blue. Under conetruction. Not 
qu i te finlahed. So we ban ao aany b1gbwqa. The con-
trol of tl:lat la rather dlrlded at the present t i me, eo 
a coiRDileelon o~eed, probably , o f u • eral technical 
expert 1 , not one .an • • • • • 

Rll.Jr: I aa Just making the euggeetion beoauee 
I oan see t he stuff ian1 t mo•ing. 

Mr. Cben: Yea. Yee. 

!Dl Jr: You bu7 the stuff here or other placee 
and JOU Gke the dooke at Haiphong - - they are loaded 
up with so,ooo to eo,ooo t one of goode. You come with 
the etutf )'CJQ ba7 here. You put it here , or at Rangoon , 
and t he)' won't 80•e :1 t. You are better organ1r.ed on 
the bU)'ing tban on tbe traneportation end. 
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tons. 
11r. Chen: Rangoon end , oan onl.Y IIOTe about 200 

HJI . Jr: But the.Y lteep unloading etutt there • 

.llr. Chen: AccUIIIUl.ate etutt there. 

HJI,Jr: They ought to stop shipping. I tbinlt 
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I am correot -- there i1 not one place, one oentral 
briJ.n that ear• Haiphong, II&XiiiWII the.Y can handl1, 10,000 
tons a month; until we get those doolti cleared we won't 
take any more goods there; we will send them somewhere 
else. But there ie no sen1e. The.Y haTe trucks there 
which had been 10 lo~ there that when they tried to 
start them up, the batter1el were gone: couldn't 1tart 
to driTe them awq. And I hate t o see .... 

Kr. Chen: Ye1, eir. 

HM,Jr: • • •• waete. 

Mr. Chtn: Yes. 

HM.Jr: And I t h inlt rou baTe done a beautiful Job 
at this end, but there - - tor in1tabce, I don't know; 
I t hinlt I aentioned thie before -- wb.Y don't they .ate 
arrangement• to ~end up the Irrawadc!.Y R1nr by boatl 
They oan go up all the war from Rangoon to 
but I under1tand no arrangenrenta haTe been made about 
boat e. 

!lr Chen: I understand the.Y are malting arrange­
menta to l ora oompany, half Britleh, half Chineee , to 
get ateamer• to go there. 

HK.Jr: I ltnow • 

.llr. OhtRI This comm1111on will be compo1ed ot 
Brit1sh~reno and Amer1oan• and Chlneet? h that the 
wayT 

BlliJr: 
in contro 

A aixed oo.mie1ion, with Chine••• of oouree, 

Kr• CbfDI Yel• Yea. 

HJI.Jr: And then -.:~ thought wae the emplo)'1ng of 
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an American aa a.neral Manager. 

Mr. Qhen: Yu. 1'llat1 a the W&:l the7 did to 
control thia road , to get it out of the Ministry of 
Communicationa , ao the7 have aotual oontrol. Unless 
they haTe aotual oontrol , i~ is not useful. 

£.£7 

HK,Jr: What I am thinking of, the7 ought to 
haTe a otual control and report direct to the Generalh­
li80 and no one permitted, until th1a il better, to rua 

priTate oompanie1 for profit . 

~· Cben: I haTe to aend oable together with 
Aaba11a~r to Generalilei80. 

HM,Jr: If you think well of it. 

Kr. Ch§n: Because he will be Tery glad to receiTe 
auch a me1sage because it is helpful. 

HK,Jr: Do rou think it will be helpf ul? 

Mr. Chen: Sure. 
companiel •••• 

Because t here are aome priTate 

HK,Jr: I understand. 

Kr. Che: ••• and t here ia t he a111t&r7 tranlpor-
tat1on. We ~Te bought large quantity of trucks. 'l'h11 
1a entirely separate. 'l'h11 will be i n charge of Dr. 
Buolt. 

HM,Jr: Ie that what it i1 going to be? 

Kr. Cb~n: !bat' e unknown. We wrote Dr. Buolt 
few days agot he is aTa1lable to Join the Yoo1h1ng 
Oo111pany to take oharge of thia 1,000 trucll:e for the trane-
Portation of wood oil. 

JDl Jr: !here 1a 10 much. Juat as long a~ there 
are priTa~e companiel and the J.rny and then there s your 
company -- I mean, there will be a quution of shortage 
of gasoline. Who' e going t o get the galolinel 

Kr. Chen: Yea. 

IUl.Jr: Who' 1 going to get right of roadef 
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~ Chen: The reaaon t or the r ooabiJ13 CoJ~C~anJ 
to have he 1,000 truclte 1a beoauu I want to 1181te aura 
ot traneportation. It commiaaion fun ctions 111te thia 
I am willing to tranefer theee 1,000 truclta to the co.; 
m1saion because if I give to other people I am not aure 
about delivery of wood oi l . 

!Ul.Jr: Do you th1nlt DIY euggeetion 1e a good onef 

Kr. Chen: I th1nlt it 1a very good one, beoautt 
th1a wa)', getting unified control . 

HM,Jr: Tbat 1 e it. 

llr. Chen: At friendly euggeetion, who 1a taking 
lt1nd intereet in our welfare. 

lUl,Jr: That's right. 

Mr. Chen: In other worde, it'• above our home 
politios . 

lUl,Jr: That's right. 
want to eay it. 

You have go t it . I didn't 

Mr. Qhen: There are three companiea there, aome 
private compan1ee, and General own 
t ransportation company for tranaportat ion of aaBUnltion, 
and then t here' e Kiniater of Communioatione, which ie 
very weak and feeble. 

But I will send this idea over of collllll181ion , llixed 
commieeion, probably conposed of t our Alnerioane and, eay, 
five Chineae; one mechanical engineer who oan underatand 
th1e truolt buainese. 

lUl,Jr: You would I!IAite 1t Chineae and Amer1can7 

~· Ohen: Chineae-American, beoauae, as I under­
atand i~ i~s to be reeponaible tor tranaportat1on f r om 
the border of Rangoon, of Burma ,road, to Haiphong, of 
China. 

lUl.Jr: That ' • right. 

Kr• Chen: 8o we will Juat make it Ch1neae-AIIerioan. 
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HJI.Jr: fhat' e ri8ht. But lilT thought 1a the 

Cblneee and tour other Kat1onale, All A.er1cua 
80 

.uch the better because we have no eeltiah intere~te. 

J!r, Chen: fhat would ebpl1ty it . 

HJI,Jf And put enryth1ng in a pool eo they oan 

1110ve th1a e utt, 

J!r, Chen: lfe are abort ot technical expert. 1fe 

are short of man to help organize, 'rhh euggeeUon ie 

Juet anawer our very purpose we are trying to do. 

HJifJr: It you think well of it, aDd only it you 

think wei ot it, You do7 

J!r, Chen: I do. 

HX,Jr: And you can aend it to the Generallui110 

aa IQ' euggeetion, but you have the i dea. 

Mr. Chen: I will send 1t together wi tb IQ' A.­

baseador. 

HX.Jr: Yea, I think eo. Yea. I didn't want 

to say 1\ to him tor tear he might t hink what bua1neu 

1a that of Morgenthau, trying t o tell ua bow to run 

our Tranaportation Department, but I can eay lt to you 

becauee you are a bueineae man , not a dlplo-t. 

Kr. Chen: He always will ooneider your idea. 

HK,Jr: I think it ia deaperately needed. 

ltr. Ch§n: I want to report to you progreee I 

have ..ade !new Yorlt. We have now 7500 tone ot wood 

oU 1n Hew York and, ot courae, part ot that ie on road 

but which ie practically ln Hew Yorlt, becauee all'ead7 

lett Hanltow. Up to date we have purchased t9,000,0CO 

worth ot "-eric an goode , truolte, gaeollne. CJaaoline 

will be, oontraot will be tlniehed next weelt , balt ot 

which ie ! axaa-•nd part to Standard Oil. 

IIX 1
Jr: Let ae interrupt you. Jlr, Moffett 

telephoned and aald 1 1fe have bean won1ng with tbe 

Ch1neee on truolte and oll purohaeee, etc. 1 I aa not 

going to ~ that to you. Be wante ., to eay t o yo• 
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that you ehould uee other than American ahip1 but I 
will not • (Full text of the menage 1e a tta~hed.) 

Mr. Chen: But we will do be1t we can on account 
of delivery. 

HM,Jr: If you can't get enough ship1, we will 
go over to the Maritime Commiseion and tell them to put 
some ships on the route. 

Mr. Chen: Could tney do that? 

Hll,Jr: Sure! Sure! 
route to go to Rangoon. 

We could put ships on the 

Mr. L9ohheadl Que1tion would be tankers. 

HM,Jr: Well, I know; but before I am going to 
say to give it to anr other than the United State1, w1 

will certainly put it up to the Maritime Comm1eeion to 
put ships en route from wherever it ie, Houston or Loa 
Angelee or wherever they are getting the oil , and ship 
it direct to Rangoon. 

Mr. Chen: Some of thil is American ehipe but 
British registry. Take some of the Standard Oil, Ameri­
can owned but British registry. 

HM ,Jr: I would have it under the American flag. 
You see , they don't want to pay their taxes. When you 
get ready, you talk to ue a nd we will go over to the 
Kariti= e Cosmieeion and find out what's the trouble. 

Mr. Chen: I am ready, because we conclude con­
tract next week. 

(At this point, HH,Jr placed a phone oall for 
Admiral Land of the Nar1time Commieeion.) 

Mr. Chen: We bave some other ordere for copper, 
z1no, tools, road equipment, blanket• -- two million 
pieces of blankets . I wieh to thank you, Mr. Secre­
tary, for the aseietanos given to 1118 and t~e me!Dbere 
of the company by Captain Collins and that • been very 
helpful. 

HM .Jr: He'• been helpful? 

• 

Regraded Unclassified



Kr. Chtn: Yea; Yer.y. 

HK.Jr: That1 a fine. 

Wfi. Chen: You know, we haYe a JB1111on dollar law 
euit in ew York. Have you heard about that? 

HK,Jr: No. 

(At this point, HK
1Jr spoke to Admiral Land'• 

secretar.r 1n Admiral Land a ab.enc e. CopJ of their 
conversation 1a attached.) 

HKtJr: I am glad you came in and when I come 
back, in wo weeks, I would like to aee you again. 

Kr. Chen: Yea. 

HK Jr: But certainly ;you want to talk to the 
Maritime ~omm1saion and you can talk rates to them and 
tell them th1e 111 a buaineee proposition and do they 
want the busineae. 

Wr. Chen: Yea; I will do that. 
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HK,Jr: But if you like that suggestion of mine .. • 

Kr• Chen: Yea, I do. 

oOo-oOo 

• 
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To : 

From: 

Secretary Morgenthau 

Mrs. Klotz 

Karch 221 1939. 

Yr. James Mof fat telephoned and gave me the 
following messf18e: 

We have been working with the Chinese on trucks 
and oil purchases and, naturally, it provides that they must 
buy American oil and American trucks, etc ., and in trying 
to work it out naturall y the que5tion of shipping came up. 

I t is very difficult, i f we are goi.ng to expedite 
delivery of the oil, to find American ships that go across 
the Pacific. It would be very helpful if the Secretary 
could say to the Chinese that every effort should be made 
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to use American steamers but if it is going to materially 
increase the cost and delay delivery that it would be agreeable 
to use foreign ships. Al so tell them that we will do everything 
we can to use the maximum amount of American ships 1f they are 
not prohibitive in their charges, because we do not want to 
burden the Chinese With that expense . 
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f!).lJr: Hello. 

March 2~ . 1Q~9 . 
4:22 p.m. 
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Operator: Admiral Land is attending the Rivers and Harbor• 
Convention and they don ' t expect him baok today. 

i!l!Jr: Oh. 

0: Hie secretary ie t here. 

ii!!Jr: All right.. 

0 : Right. 

ffi.:Jr : Hello. 

J : Go ahead. 

~r: Hello. 

Secretary: Yes, sir. 

Hl!Jr: Th1e is Llr. Morgenthau. 

S: 

l:'.:.:Jr: 

S: 

~:.:Jr : 

S: 

Hl!Jr: 

S: 

HMJr: 

S: 

Hl:Jr: 

S: 

Yes, sir. I know you this time. 

Who is t.hie? 
This is t.he Admiral's secretary tha t I contused with 
Ur. Uclntyre before. 

(Laughter) Now, I have Yr. X. P. Chen here ot the 
Chinese Government who are gol..ng to have a lot or 
mercbandl..ee t o eh1P to the United States •••. 

Yes. 

To Indo- China and to Buru. 

Yee. 

And they - - particularly oil. 

Yea. 
And the question or -- coaee up ot shipping 1t under 
the Ameri can tlag. 
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:.;.:Jr: 

S: 

5 : . 

tr:Jr : 

s : 

;.r::Jr : 

5 : 

il:_Jr: 

S: 

::. :Jr: 

• • 

;.:::.rr: 

S: 

S: 

S: 

~:Jr: 
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And t hey are going to begin in a week or ten daye and 
I told t hem before t hey give it to f~reign r egietry 
shi ps I wanted t o give AOmir al Land e chance t o see 
whether we could -- can't get the business. 

Yes, s ir. 

Now , could :rou give Ur. Chen an appointment for t o­
morrow to see Admiral Land? 

Is t hB t C- H- A- N-N-0-N? 

C- H-E-N. 

C- H- E- N? 

K. p . 

Al l right. Yes, I cen. I am sure he ' ll be glad to 
meet hi m and then he'll want hi m t o t alk t o our 
Director of Oper ations in Traffic . 

Yeah , but tell the Admiral to t eke e l ittle interest 
in it himself . 

I wi l l . He . .... 

Becaus e I'm interested in 1t myeelf . 

He - - he'll do ... . 

• 

And I' d like to get the business, and I just don't want 
t hem t o turn it over t o somebody. 

That ' s r1.ght • 

Please . 
Wel l , now wha t would suit hie conveni ence b~tter, in 
t he morning or tomorr ow afternoon , do you t nink? 

Tomorrow ~orning. 

Tomorrow morning? 

Plea se . 

At a quart er to t en? 

A quarter of ten. 
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5: 

IGJr: 

S: 
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Uh- huh. 

And ••••• 

Ni ne r orty- rive , because ther e'e a Board meeting at 
ten o ' clock . 

Fi ne . 

Al l right, we'll look ror him. 

Now t hat's the llar1time Commiee1on? 

Room 4842. 

4842? 

Yee , sir. 

Thank you eo much. 

Yes , s i r . 
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''"-'-" If \1111 ,.., ts•tJ _,_ ot -· ftall w..SI 

~~a ..... ..., Uft .. l at ... it ll lat ..... ll n- fll11 

Mnl .. 

Regraded Unclassified
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uuatrl••• 

!be OtllMM enor-11\ •Jf•\• fw ~lloUo _. 

ta'IGro'tlo .... uere\1• of \liP dfer "J tu trleft•~ tn•n­

Mnto oll4 ,.41tlM• Ia ·~ h MoU low tllo o..u.~ lo 

Jl'lttlnt t.rwvl la tllle flrot let-• tllo ut-•t 1t •• •• 

!ft~ w.Ml\4 -a. U oloar tMt tllie 1e .. , a 'tMlo hr Ml'plalq. 

a.u of •=·' Wereet • tlleM lMM u o'tftt U,"roo, ooo.co 
to Janlo• nn..-, _, h n~ ..UYOloat to tile 

oao•••111•• ....... ••• •ua •Nl• •• .-• .- t 11,1co,ooo. oo 
1a ;.,.u loe nn._, .._. .. • tbe ClllMM ao.,.mMet r oeolgto 

ot e'tout a~ of ouot- ooUMU• =•• -•r d1q \o ~ot .. , 

31~ of ••lt tor wllloll tho 4ollMt1oa data 1• ot111 uaa'lollo'tl•• 

'nlo Oonr-at .._.,_. •••• ao\ Nloto tiM "''""ol to tllo 

ahro of tlalo - ..,.._. It to ~lU .. h ~ ,.. 

PIUl bU d•ot•U• f/1 00'1_1_ rl&llto la \IM ..engl .. .,. ... 

'ftlo ella laoM ,., .. ., 1 

~Oblattoa1 Jar ... aa, liMe 

Regraded Unclassified



219 

Tot Mr•• nob 

fr<Dt Clllot wu-

J'or ~· iat-Uoa ot ~ Socnt&17 
WO attull OfiVT of ~ ot ~· Tidh 
ot ~ nac ., qa.. ~ Qreat Brltata, 
tll8 Pr .. 14eat ot •toanpa a4 paft)', ~ 
Cl'OIIIl Priuo Ul4 C- Priuou ot •GZWaT, 
t he Croma Pr18oo Ul4 C1'Cml PriDcM• at 
De••m aa4 Icolu4, Ul4 ~· PriM IIUJUner 
ot Irolaal.. 

-

• 

• 

.. 

• 

Regraded Unclassified



... ptpt'Mtl." ''"!'! 1p •• 

n.srr f1l ftiiDI WUJJW • am AID ~ OP 

~---a -
cr• 

) 
l 1.&41•• 1n w.1 , ... 
l 

Lord ln w.tuas w ,. n.c 

280 . 

ra.rl or A1rlle Lord ~rla1Jl to ~ -­

Aot111& Priftte ~ \o .... 

IIMioal Ott1oer 

11r. o, r. ~ alllet !TeN U&laGil ott1oer 

'"Llea--.. Qe1 • 
'ftlot& JN)Ie,.._J.p 

C(C - .. ·-~ a. L 0. Allel ..... tll, a.a • ..... , to u. a. 
••••••••• 

.,._, ftl.eu 

.,._, ..tu 

.,.., deteo\1- lllod;T .-aU) 

-ro .nq •' ,be 111.1a a- 1t poelllble. 

Regraded Unclassified



s , . n • 
!lie a.aetu7 .r ........ -· JIIU, •• a ... 117 tM t•llwl• 

ott1otal8, will ....... - -
0 •= ...... , a...,. h1la .. 

nl- ._ 0.. u4-.. • Uoelr antw.lla tile Vll.ltet statea1 

(t) 'lbi'M Suftoe • ....._. (lrlUah) 

Ill'. OeoiP ,., a.-lla, 'ltol <ldet ot l'ro'-1 

(?) Sl.r S.zt>en -..1er, c>ne.ltu lllalner 

'ftle •Jor Ooaezoal u4 ...,. Adldftl. u~ t o the 11J11 
u IUlttar)- 11M Bnal. u•a 

Mr. IUo'-1 1. Jlolln-'1:, Clliet, Dhte1on ot Current IntomaUoa 

Ill'. Robert c. ~. <lliet Speo1el Aeent 

A441t1oaal Speolal Asenta 

I.S.tt. 
9::!0 p.a. 'ltol JI07al t?a1Jl ..n- at Dapra hlla, •• Torlt, Dftr 

'he n.u .. 1>7 the -1-as ...-tttea. '!be SeoratarT ot 

!!\ate wlU pre-t the .U.J'II ot tile ...-1 t- to the I1Ac 

u4 q,.ea, r-«tately theJ'IIatMr tile t107U p&rtJ ao4 tile 

wlec.lll& .-t.ttea wtU board tile tn.la. Plain olotl:looa (tl 

ft a 1. zw e 

the a.oreur,. ot State u4 the BrUt• J P n'r to the 

P~Mtt.~~t'• ~s- 11oaa at Vlll• ._,s-,...,. tlleJ 

Regraded Unclassified



'dll 'lie ... 'W - f •t II' .. a.. I I oalt. tile DJI& 

'dll JU It Ill• -- '- - .......... •t .... Ia 1 :ural.t 

ul tile ._...._. wlU pno 1 -. --. ... of-. aMtU• 

'1M n• ._c._, ... a.. au-

'11111 Gllhf J'utl• ........... . 

tile tiJinlatr _. .... a..,u t 

'1M a.__,.~ .. ~ -· ............ 
tile s.ar.'-!7 of War all4 .... 'lootr1116 

tile At'-7 Oneal 

tile Po~er Oneal U>t .... l'atl•J 

tile S.O...\al'J of tile • .,. ut .... -...em 

'1M IIHn'-17 ot \lilt Iawrlor ant 111'8. I olate 

tile lleoft\U7 of Acrloultllft ut .... lllllaoe 

.,... Seon'-17 ot a-­

tile Seon1U)" ot ~ 

'IIIII 'IIIIMr IIHn\arJ ot ftaw •• lin. 'IIU.• 

s.awr_..,.. Pi.._ 

tile catot ot ftatt 

tile ~ot ot ~ o,.au-

.,... 0 ,., ot - ~ 0.,. 

tile llftU* P _._ wl11 ,..._, te * Da& ul Q1IMa 

I.atr , .... , .. u. 

282 

Regraded Unclassified



,... • ta. •• r fll ..._ Ahta. , , _. lftlaA. 

wlUI t...U .wta. 11a aU ta.w 1IIUl w alloat 100 pea '• 

40 .w.n- ... 10 lldtta. te w ,..a.t..s t o , ._ lt1a& _. 

QlaM1a 1A t .. ~ .... 

OllaN or BDaor oldata the natlaa 

l'ho~pb.en. Jlo bi'Odean 

lllaben ot tllo :reeept1011 ~-- a4 ot tbe ~ 

9111k .W enter tllolr au'-bU.e 111l1l• tile Presia.t _. 

lira. aoo•ftlt c4 the ltiD& an4 ~D are reoe1'11ac -. 

boDOl'l Bll4 tlla pbotas:r'llpbel'lo 

ADtoelob1lo ~uiOD to tbe 11b1k ROQSO , w1tllll111\u7 

oaoort. JI'Ull 4l'lu. 

12:lll p.a. Arrlft at the 11b1k llaaM 

Dlpl-Uo clrela 1A :rut 110aa tor tlla Clllo!s or Dl plc.aUc 

111u1- aJI4 tbelr wiwe. !be llritlell /.llb&eeedor as Dean or 

\be Dlpl-Uo OD:pe wiul proent tbe Clllote ot 111••1cm aD4 

tbeir wiWI to \be IJ-. ... QIIHa• 

(t) l :l!l p.a. 8lall l••Maa at till alt. BaaM. 

z:.:~ p.a. .. .. ,.s. r .. tbe PNU (lbl:ret l 

3:15 p .a. Y11U to \!II Nt_.., ot \!II C5pltol -.:re tbe DJIC .,., Q.uooJI 

' 'OO p.a. OU .. a JU'T at Jll'tUA Dlbatll)'• J'~ ...... 

• :15 p.a. s-w OQltol ... ntull to lblta JIGall ,,, 

e:oo p.a. !lilt a.. •« ~ un" ., ta. art.ua at • 
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Regraded Unclassified



r 

.... 
8:00 .... ...... ll"L-.• d .. -- .... 11111-- ..... 

.. upU• •U~ ...... Be Dill ... ~ 1llU : t• at 

tt. 'lllalta ... tw-- Jdpt. 

!r!fsr. z.. I 
10:411 a.a. !1111 Iift« •• -.. 1ll1l *"" tt. llb1ta llouM ror the BrlUa 

.. 'ball.,.. 
u :oo •·•· 'ftw nac ... -.. arrift at the BrUlllll llllhuiiJ ..,. .. u..,. 

will noelft N~pre-tau .... or a .-her or Brlthll-.tarlou 

orpahaUau bo.lll411lg tlla BrlUall Legion, the BrlUM 

Chulber or c-roe end the pna1dent or the !!nglh h Spaettnc 

Vllioe. 

ll:30 a .a. 'ftw l:l~~g u4 QIIMa will 1 .. .,. tiLe BrU1ah l!ll'balley (tor tile 

llbite BouM or tile 11a81ll.ngtCIII .. .,. Yard depending upon wlletller 

12:00 II 

t~-~ ,. u.s.s. ~. 

'!be JaA& ..& QaMa 1l1ll arriw at U.. .. .,. l'arcl aec a 111-4 lly 

\Mb ...... LaaebaOII 1l1ll .......... 011 ~ 4v1Jic \be all 

\o *'-''f-. !!>& I:1Jii; will lay a -u. at We~'• 

\OIIb at ._. 'fHIIOIIo la\aftl to WubiJI&tOII w1ll lie 111 auto­

.olllla with a nc.p at tba ~ or tbe 1hllaiOB 811141A>r, 

ArU~ c..t.ry. A. -th will b8 laid 111 tbe UIIC at tbe 

"-~~· llftM (?) 

4:30 p.a. taro~ tea at tala 11111ta Boua. 

8:11) p... ~F a\ title Br1U* ... _,. J'lall .-lac ...... 

ll:OO , ... !lie Dill at_.. Wllll 1aaw tiLe !lll'ltl* 8ll!aMJ ror tbdoe 

SM'lOII aaa 4 ata4 111 \balr .Uta a4 .tarloaa a1Mao 

ll:liO p.a. 'lila Dill •• _.. wtU aaUalD tor ... ToiL 

• 

Regraded Unclassified



•• "·,., M 

fte ~ u.s. wlU _._ .. ~ ........ z..,. la 

tha .a! ... 

9: 40 .... 'ftle UIIC •4 QIIMa aa4 other -bere ot tbe JIG)'a.l put;r d1l 

lHw Re4 Bulk naUcm b;r eu~-U• ea4 pzaau5 ~ J'on 

10:00 •••• 'ftle JtOJW.l par\J wUJ. 111111 lrl< OD bov4 a 4U~i"')'&J' rz.c. 1M 

1dlaJ't •~ :ron Banooelc ftJid praauo •Hh 1111ftl •-" ., 1M 

baT ~o ~- Ba~wr:r. CU~~ eaO t op hate . 

285 

11:00 • ·•· 'ftle Cloftl'DOJ' ot .. Tort< uo u.a llll7or or t he c1 '7 or ... Yarll: 

will wl- Ula UJ1C ftJid ~a 11110 ot her .-ben or the llO)'al 

pu\;r a~ tlw BaUery. (?) o.~u (?I 

ll : JO •••• !be Jlo;ral pany wUl. leaft tile JlaUary by aut...,b1le and 

e..t ~ UOU. SUN\, U..O. aft'IMia ... Yarl< 01'7 ~ \be 

!'ft-.._ at 11r10co ..o u.. lklft• BarOlJI& Pa2'l<lla7 ~ ua ... 

Yorl< 11arU'a Pa1ro 

1.1::18 p.a. Aft'iw ... Yarll: 11oJ'lO's :ra1r. V1e1h t o h1r - dq...-1'11 allll 

tile uatwt Stat .. retaral bulldlll&• 

1:00 p,a, LwaoiiMa ott.J'IM b;r the uatteO State& CollidNlOII&l'll ill tile 

re..ral bldl41Jico 

2:00 P·•• 'f1alta to 8J'1Uala , Cana01an aaO Iriall .allllta. tile~ ... 

~ will reae1w repruentaUwe ot \be lriU* C •t:r 

u4 oaz,e.e c-1\\M 1A t1w BriUall panu-. 

Regraded Unclassified



-9-

llaD ,... t11a ...,.,_ ...., ' rw - J1U ,._ cw WI 1a a.lwnttJ- (!) 

9la U.. ~ 7 at ........... It 11lU llalt t'll2' a Yin 

_ ... ,... Clt'Fo 

4100 P••• Antw Oltllllllt. 'OidWNttF (!) 

4130 p... t.w Ool1111bla U111wn1t7 (!) 

Drlw b)' ov na tM ..Ue&l Olllter to ~ Putt 

(f 1 ' ' 00 p.a. Am w ~~)tit r.ft. 

286 

Regraded Unclassified



CClCID'mlrl'DIIIIIltl*IL' _. ... 

..... 1,. 1111 

tile PI 1Urd - -·· ..a 111,-N& ea I w aa4 paft)' (U u 
-'yet IIIIMa .... ...,. wUl M 1a tile,.,_,) ldU Lft'f.w d ... Orl.Mu 

Clll the 80ftl1IIC ot • tun. !!Ill l'&ft7 wU1 • ..- '' '" pier ... 

PJoellelra\ 3 - wUl M ca-W Ill tblo llllp 'IIJ u offlolal ot tblo JMprft­

_, ot MaW CD4 tM J>V'7 wU1 tiles be eaeorW '' tile boWl ......., 

~11h will baft llaea _.. t• tM ratU. paft)'. 

S1Aor tba pan)' wU1 IIOt be qpacrW to urift at WUb.lJ!CMa -'11 

1111 nnb. tba7 wU1 ~~~ 1a ... Or:a..u ~mtU tba eftii1JI& ot lllo' '~ 

to arr1w at 11110 •••• .Udaa will Joill t.baa at R1~. 

ftla toUow1118 raoepUOD o-"t-. wUb tba Prea1dant an4 liN. 

Roo•ftlt• will be la '1111 Prea1dant•a Reorpt1ca noca at the 11a~on 

StrUOD t o snrt '" J>V"r. 

!!Ill 1'1oa Pree1.,at aD4 Jlrl. OUsN' 
!be Clalet 1\&1\ioa a4 Jlrl. ,...,... 
!be 9aoJwtu7 ot sw.w w4 ~~r~. 1t111 
,_ as r .-r ..a .... --n c 
!be , 'nw ot tM cuun aD4 ~lr "'"' 
S..\ora4 ..... ft .... 
.. ,.._""'" -· ..... , JLOl41 
!be VMolr a..atar)' ot Mate aD4 liN. llrUaa 
!be Clalrt ot Matt 
fta Clalrt ot lln&l Opeldl-
!ba 0 ,,., ot \lle llu'lM oorpe 
!!Ill Matt ot tM 11101ft41111D J.ap\10& 

287 

Regraded Unclassified



Aftel' pa I toU.. 

.,. .. ,,OM]. .... 

.,. a1llte ot tlla Clllul ot .... 
c ••• 
~ 
PICIIOIIioa to -.At. .... 
Dl~tlo 01ftlo at -.At. 111uo 
r.J.l.J' T &'M' • 

('.t'l.- I'Nel._, ot a-... at -.... t. a-. 1IU1 .. 
\he oal7 - 1a ,. paft)' ., wUl .,.... u.. •·P'I-
- ~· tlla -- ...... , . 

li:OO p.a. 

4:30 p.a. 

!!:1!! p.a. 

8:00 p.a. 

U:OO o.a. 

PR:arssaur 

JP- aa. !p D 

(1'e1RaU,. UlJic Ntanl ot JIICIUIIC'MID MlJUIIWZ' 
to~) 

Rotllftl to ArliqtGD- -UI 

Rotwa to 'lblto Bauo 

288 

• 

Regraded Unclassified
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on. er- ,...._ _. a.-.,.._ fll ... .., 1ll11 anw a\ ... 'ftlft 

liD tlul - ... ot Apftl. .., ,.. 4 ...... ..u natt). 

'!lie IIDJa1 ,...,. w1U be _, .................. u .. by • NJft-

-\a\lft ot tlw ~' ot hate ... a un.4 to \M •l' at-Afteft& 

IID\alo 

'!lie ero. 1'r1.- w1U ..- a a a...., oaU oa t:hc ...,_ ot ... 'ftlft 

be- '-lw ... - o'olook oa \M lftL 

At 91:10 a.a. April 18, Ula ao,.l. paft)' (ot - )•lllll boaft U. 

o.s,s. , .,._at Pier __ , ... Toft OU7, eD4 pzaan4 to~ • 

..,. tbll)' lllloul4 arriw at 61:!0 p.a •• IUI4 \bMioa so by .otor oan to 

llrde Paft. TM)' w1U l ta at ~ Pull: •\ll 9a :10-10 a.a. April :10 • 

.._ tbll)' w1U ~or to ... Toft, 'l'1a •at Polllt ror Cllapal 11114 l.ullobaCIII 

witb t1u1 Sllpel'b:tiDI ' ot u.a Jllll...,. •na z. • • • earl.T -"' artar 

11111o»e, 'lila lllaln. ot Jlaawas 11u raquiiMd \Jia\ 'lae7 arriw at tile 

oa lla7 1, ... w111 ..uaew tlla 11aa cten Pa'r1lloa 111 tile en.-. 

'!lie paft)' w1U lMW tw: tlla lilA Ooaat by raU tlla co '• ot- I, 

l!alr ' 

• .U.O • .-.n- Altae uA u. Clllct ot Povtanl, 

Regraded Unclassified



.... lf, 1111 

nan c. 1111D acJDL •• ._ ,... 1 , , ,.,,,8 
AlfD CliiOIIII PIU • a DCIIID ar , • • 

MID IC!It .. 

C&p1a1A 00-UII'Iilrr lalla 'f. F. ,_. ) , rt l'laia 

Cap\a1Jl Ll•wlli'-•t Pldllp c • ...U'-*) Ula 11 o-. 

1!IIJII w1U lie t- __ ... , ....... tile paft7 

(I at iiJ'M I'Utl) • 

290 

'!be a- Pl'f..- of ~ wU1 urlW d r- -..ld, CIUt ., -

.l,prU 6 u4 W.aU tbe ,., ' Qat& Iataaau-1. I ; aid \S.. at - ,_ 

C1-, Mlr1 .. & ,_ of \M ~ .. lltatN ( - ., ..... 1\s-P)') n 

C1'0*D ~to nat'~ at ~~PM l'Uk, •ra tbq wllllftlw • AprU 

:10 a!Qat 6 p ... , l.MW... Jlq 1 at lD p.a. 

Oil J11iF I \MJ' w1U WS•te tbl DD111h Plftll• It \be ... Tout 

1'1orl4.. !'aU. 

All s.at-.1 ..a .atno1al W-alt \o ~ W bNa IICIIII"'''e4 

tor JlliF a-e. 

Regraded Unclassified



.. • 

- ,., .... ~ ............ , ..... - .U'-7 ... llnal 

.u ... , 

tot~ •nell• ... •· !nr'rz• 
L\ , Ool-1 IINud ..,_, U.8.A. 

o , .. ,. nue L ~. v.a ... 
... Torts 

L\,Ool.-.J. W, O. ONM, V.8.A. 

o , .. ~ ~. 1111u., v.a ... 

Aoo ; af ' • 

• 
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OCIW-'11' •111.1•11.1 -11811'-·· 

..., 6. 

u. w111 be •t u4 _...._. '1:17 u dtolal ~ tiM Dopa"-' ~ 

':~ p.a. Aftift at ....... to p to a&te ...,_ wUia •••' IS ,_ u. Jl1a1ftJ7 ot ,...,._ Aml1n 

Slall. ~ ~,._ at t.a.. steu-­
PNaiden'• Rw•P'l• Roc. 

e:oo p.a. Mate m r 

11:00 •·•• IAeft Whlto Baaa. 
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WASHI NGTON 

lluoh 2), 19)9 

Bonoreble Henry Jlorgenthau,1r. 
Seore\ary or the 'l'reulllT 
Treeeury Depe.rtaent 
Waeh.ington, D. c. 

1n readin& this. 

Very a1naerel.7 roura, 

Regraded Unclassified
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T 
0~ 

SPIICUL D'OIIr 110, 
. , ... p.#22) ltrloo.p..r . Medoo Cai"Ch 17. 19)9 

Sub:tlth4 btl 'fb"'!i!!e B, Looket11 Cc!elrerot!l AUacho 

nA .uR t:.UL 

A 11~ o~ t~ an mtlltouca at tho ... ect t o prot-

• rhl.Da 4-.1 ~.,. 4ollar aoluooa•• Durt.Da t he ~an to~a or t l•• U;J• 

\he 4~ ~r 4oUar exoll.ulce haa abowa a oonUnucue !A_.., A\ t~ 

oloee ot ~ Oil 'llarob 17\ho , t he P\II'Ohuo ot dollan 11::4 not .,... ... 

t be po!At c ... i t w e &idea w•-.1 oonoel'll t o otr1e1ale ot the 11u1t 

ot llo:Uoo. .. ot 'IIU'ob 141111., \ be l3oDlt ot llexioo had a ahb1l1uUOII 

tWid ot 7 01001000 4ollaro wblob 1t 1nt01114e t o Wto to ma!Atdn U e aet.Uie 

ruorn 4v1111 the uen tin or eb .oat ba , 1'11• 7 0100 0000 dollar 

-hl ddea• n allllb&UOD t'lm4 l:aa liMa oreahd aince onol>er 1, 19)8 bJ 

OJ OOaa dollar \Nftlaa ... ...SO Oil $be ilexi- ...aot with p OIOio 0. 

t.:aroh 16th., .-. llult ot ilaioo we "'!Wre4 t o t.ell 750000 ..,,.. 40Uare 

t bu 111 ~ oe \ blot 4q, Ia other .,1'4•1 tho 4-d t or 40llare 1114 

rooob .. tho poW &en the Bu.t 1e l>ei.JI3 re<~ll1re4 t o a.U •re 4ollare 

. ·-
JNdiiC the --\101111 ort1ol ala ot ·,he 110111t ot llnioo 

tci4q 414 ..,. •xP"•• _, poJ"tloular oonoen O'tW the s-.41ote n•• 
lD t he 4oUU' 4...So ftt1 th.Y 414 4h}ll.q --.14-hle -- OUI' 

\ho out- 0~ tho petrol- a_,.ietlou u4 tho poN1hle atteot v.poa 

the_....,. .... ~. rau .. 1a \he ...,un1-· !be o tttdal• 

o1 tho s...n•&• ..u __. tur eoul4 ~ with _, cae- 1111litll 

Regraded Unclassified



0 
0 • y 

.. IIIUL lllkMW'IPGIIr IDe 
....... 122) 
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._. M tek• 'llr ~ ou 1 a talN, tli-.!Yee, 'ftt nat ,~ 

tu.oial ••• ..U 110t nUll .., aweH - OIIio OJ' 41~ts. 
PH•- "- \lla Ooh: It ot tlt.a Ualh4 ftlltee, !be omoon 

of t he 1u1t •* .. u.. UJ'IIft 'l1llln1oa •• t o 'lbfthiiJ' ol' ..,. 

PHeld-' Jlooowal.t hall oppoy .. \lle polate 'lblth Ill', tilbl>o:s wu 

ell .. u hlo hula ot u-a-. !b., 1014 tlle -•n t o u.t 
'l_..ioa -u ~e ot lftd uolnaea t o t b• 1a an.,.tns .. .,... 
ooUJ'IIe to paow, I latOJ'HO. r- no 'l"""'I OD t hat tt thll .._ 

ot uo .. oolca bll4 beft oppoy .. '117 1f~ ottl olal. e ot tbll 11u11t 

ot Jlutoo woUU ... atv • toll 11H 111 IIIICOU•Uou u a muob m H 

eeJ'loQ ...... to• f'aloo, 

fbo "!"-• l iYC f OJ' tho 11lONU 1111 d-.Dd for dolloH OHI 

Ill A 1J0W1111 bollot tllat tllo oU • • tlaUoce will ~ ~a~•-•hl• 

(2) PoUUoal. aphUoa 111 r- ot YaJ'lo• PJ"''ldcUol -dl«ohe, 

()) II~~NUlllc ,.Uo --- ud p1111.U•t 1ou or OUAUd-'u ... 

poUUoal. putlM oppoeod to t ho pn••• Mi111111tftUOD, (4)0to 

owtolii'T OYOJ' tile -t111aUoa of t he 11lYV p'lllnblleo poUq Old 

U l tho DIMd .... \~lot t ho J'o40J'ol Oon-t 111 I III'Opill& the 001'1101'0 

111 0 1'401' to .... ih ~·· 
1111lo tho _...,. oltaUoa bu llOt rn ~ eel'ioua, It 

11 'lwlh wt .. at \!let tllo tetaq 11 .nn .. ~. wit~~ • OOI'h1a 

MoUoa ol \be pUUe b II 1DI _ _.., 0.. -.atlll" nat .. tMt 

a YG7 .. ..., .... tol' dolloft - M1ll .... 'lir pat...S..al. 

JOltUotaa ... "" 1a ,..stt• to ..,. .._ ,...., ... ot t~~o ou 

u ....... . 
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ldiiAI. .... lll.al • ., • 

... .... I22J 

~ " ......... , .. 11111111 ot ................ u • 

ta r s' • ltftia ._ .... ..._ 19"• l eo 110t lieU en \hat 1t 

-'A ... Ur & • ..,. -·· ftoa wltJinl -.1~- ..... I SW 

u haY• "- ,.... 11r a 11 v u4 ot11e1t _.rt .. , 1a othu wo ... , 

• ..,_ ,...._ "*' tu ,_ wo'lllt 'StoWt~ ••• tale 111M et 

Mnteo to •=Mtet~ UaU taa• ale ot tonto ....... ..,. to tM 

u a p:rollellle -- lit' •• ot tale ottl olal• or tile a.a1t ot ln&w. 

ao, u 1e ..u to .__ 1a alJI4 \hat -- rennou- pi'Oh"J~ 

will lie plUM .,_ tuelp •• b•p la oa•• tile -"UJ .-t• lo 

41'1•• too ..... 

To• will -· a4rtMt lit' all' ..U OJ' tal...,_ ao aluull•e la 

(llpltl ~· n. Looltnt 
o-...elal .t.Uaalle 

- - ~vJao:iSI 
I JU:!<Ul~ '(~T 

er.ei '~ 'W" 

,., .uohl•ta 
~~e110U -
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~. ClliM, *"Ia u , 1M. 

T!:le 1-onor.l>l e 

'ftM ..een~ ot _.M \e 1 

Tluh~ 

£97 

1 baft t be boner t o eub12lt tbo roUow1na roport or 

II Vlp u.4e bT toe b y no\or 0&1' Oftr tbe XWliiQil·ilur.u 

-l~T 1'Z'O:Il Xunnrmtu k 'i'a.l l tu t or t M pur,oeo or u ­

cortoin1Ac \bo pro•n~ con4H;on or t ile road, t be extent 

to Wbioli lt l a DOW belJlc U884 tor tba \I'~Uon ot 

a UltarT a u;;>plleo, &:>4 ;>roOJ"u beill( aeclo 111 ooDIJUUCUD« 

tbo 'l\u!n11A-liunla Ra.UWCIT wlllo~ piU'ftl lela the ~ o 

(ll'eo. t. pan or t be '11'&7. 

m JWL.aT! 

1 l.ett Tunnsntu nt. 9 •111 a , m, on Marob ltl o.ncl 111'1'1'"' 

a t Tf\111111C ltl ldl.caewrs 4latant ot. 4 1.1:0 >' •'"• '!'be rlr•t 

70 kUcawh1'8 ~ \hie ,...,.. 1• Sa 1*'1' ....UUoll au 18 

111 v pnt. DIM ot repaiJ'. 111o t o \1114n l on or \ be roocl u 
tQ IIII aM wUl Uallatoei)'SM wnlu• \ be \OP 4reN1Jia U 

ropl'UI - lA tm CIIN'P bo--.n 1.utwla &1111 .tpi.Dil&IIC 

- .u ........ - llelA& MQ8\i'laet8f &114 \lilt ..... -

111M 

• 
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wire w1'snd Sa pln••• .~'Job I,plzlcl.a .. \ o ~ \Ill 

1'0114 wu 111 r.u eoDUU. wtt.ll \M ~ u t !le WN'-a 

d .. fll \lie pua 80111& l ri\o '1'ft71111Co Durs.~,a \ be &117 4()0 

WOJbU enp fVS4 Oil the ftiiA -. ~ lie~ lt1~ 

•wr U ! a lllll 180 tbere wn ~ e\llftna Qd •PPftd· 

=t~\elJ' t.en -u br1c~CM unter Mll8tru\1on Moea.S.ta\ t.ac 

t.bo - ot 'b)"-'pa .... a.D4 lllloft .. ....,... 'l'o U'Mlcn flit \be 

.-t.t.en\ 'l'raupona\1on eo:.pa~ ~II& ~\1oM \oftrU 

~ .. ,. pune4 4~ \b8 4q. !b. l'lwla ... Bara 

ilaU WIIT pnnll.U t.lle ~J' ftl"J' e~lJ' u ta:r u Ja-

t e.ac &114 WNbft u. ---' 111 k 1Ubc 1IIP \be osna.-

won tor t.lle l"CCa4~ 11J.G11C ~ \be aat.U. tint.-. 

la I8AIIT pl•"• t.ba u..-t~~r -"'IL h pn.o\leallJ' -.letet 

an4 t.~ o~ion or br14pn oou.l4 bo OG% r-ot a\ aq 

t.lM. !ben .,. ...U t:I'INP' or wol'llen 111 ~1\0 Lureus­
l piJ:I&l&.Dt COI'II' t.eet.taa t boe a" r\b tor-\10"1 t or t.IM 

richt.-ot-r, al14 enebnor• wro ob .. l"YM 8\IZ'ftJ'i,na t1w 

roo4bo4o J1o wort 011 tboe raU"-7 111 tbe Tn\11U115 pl ain 

- • ob..,..,.4, but 1 ,... btOIWM t bU a l arp at.att ot 

nu.,. ~erao""al ... ~1.-4 ., \'~. 

Oil )luoll 11 a\ 8 a.:. 1 l et\ 'l'aii)'Wia ror l'gnnellJ'l 

l U lrU-t•rn u.-.nt., tab 1 n .alle4 at 1 1~ ., • .._ 

"'llor\ lJ' atter lesYilas 'l'ft1V •II 1 • - upon elx VIIOU 'beloii&-

1AC t o t.!ie Goat.-.n 'l'Joann;pon at.1on CaapanJ' oarrr1JI4 u-a 
ot .atOll' t'\lltl ~ tboe ""'"• ~or MWral bourn U 

wu ta;po .. l bl.e t o paaa t he• vuolta an4 1\ !!Aft M tm 

op~\J' te o'IIHZ'ft \.b8 • • •r 111 ftioh t.boe.r .,. l'VIl• 

'l'boey :sd nta1aa4 a oon~~taa\ apeet ot R:>PI'Oxlaat.elT 80 ldl.o­

•t.~ra u hclllr on4 n -.uoe4 t.o be oper a\84 111 a Mtlot ... 

toJ7 eennr. •u. -"1\J.onal u =tre -...,..s ~ 8&1'17'­

iac ~ ot .ot.or r.l Wft ol:Ml"'N4 tbat U:lo J:Mh 

MS 
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'"* MI'I'I.M t'r. U M 11 C... et N -s.ean sellou 

oapao1\y. llle '"'*- -.n obanM aa \!Ia\ 411.1 br lJis CIIIIJ• 

\1o M t roa '--• Appl'oxiM\oJ.:T 1800 WOI'Iren w zoo oowate4 

wol'k1 11C on ~M ~ -n.. I'OM boW.& ~ cua4 YUA­

DM1 - • 1a lliiOb bo\MI' oall41U aa thQ \ha\ \l'&ftroo4 oa 

t ile .PI'M'i<I'W d.q. 

Oa IAuoll 18 1 Up&l'\o4 trooa lCnMeiiiJlat 811SG a o&o 

an4 &1'1'1~ o\ 'l'alitu o\ U 1SO P olio 'l'ha 1'064 waa ex• 

M041nslT s oo4 on tnio ot.rot.oho '1M labo:rera ons •.,t 

1n n pdria& tM r oad nu.bore4 apJII'OXlaa\ olT 1 , 0110 0 On 

\ .• to part or t bo roa4 ~ u,aolta wn oOWltot oU'1'71Ja& 

IIW11U ou t roa Bur.a ano l6 \1'\&olta Oo.n'J'ina 4rwu or co\01' 

tuol t o t bo w o\, At ldl.CD6t.el' :1110 t.ha oarUlwor lc OA t o 

Ywwun~ 14d1Wil.Y -.. aaain obeonwC whOre tho r &ilftT 

l ou n o t ho 110~r rond an4 t.IU'no oout b t.owtll'Go loli tu. 

A.\ Il.ai akwau t.IIO .>uma hl iJIWu7 tur.a.a to t bo west • • 

•boi'O balll/l DO oa tbtaotol"J' aooOl!I:IOC!aU o.a.a a t U. lakW&n 

l \lll'l*l DOI't.h and opent t ho 111Ght e t 1'u.Utu, ~out l& 

k1.10MI.o n cUot&u.to 'iihlla at. Talitu l Yidte4 t ba • ­

pwl or t.:.. hM'atan& .-oUt.ioal cou._ whiob will ill 

t ho 1'\ltur. bo l ooa ted ill th1o oi tT. 

, .. , urn.ina \1111 MXt. ~a:r • \Oak oeouioa t rtai t. t oo 

s oraoo bolGw ,...i a.Jr:wan ..m.ro t.bore h ll!l oxu lloet water­

~ oi t.o oa the outlot to t.llo al i tu l ake . · h l a l olco 

i o approx1Bat.ol y :IG ail.oo l oag by el x a ile• wiclo oud l a 

OWT011114e4 liT lllllll' a ount.al..no , lG or whiob oro r oport.ocl 

to be OYOr 1•,000 root hi!ll• l was t nor o c111ri na t.be 4rT 

. ... on but tbo t low ot wat.ar trOll tho l ake wao oOGOlte=ble. 

:iw'i.Aa Lbo raJ.nT .. aooll ~ t l ow llllOt. bo oueh II'O~ter . 

-t - p1.aM t he &Ora- DAr~ &oe t o o &ar U.. onr whioh 

1\ t o I)OUl llle ~ otollo ,. oOAOt oa\ tlow t.bo 7'"Z' eoul4 

clo~U..oo bo -lllt41Jie4 liT tho oo!l.Otr~o\ioa or a -u -Regraded Unclassified
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~ aM .,•••• • tAU JftJeM. Menbu u lun­

r. •r '- tlle --- - a.,- ~rl«pa ell-..• IIMu -

av.eU•• It will 4ollliU.. nq'llin a~&eh lolllllr \o 

hll4 '111'1 .... aM ftlftn. oa \be ftUwy \lwa \o ~l.e\e 

\llo o"rt!lwol'lr, ._ U....ten 1\ s.a \oeUnM \!In \ be ~ 

wl\11 wnlell lbe ~'It 1e 'llleba •~~~~ 1a ne v1\or1on 

that t'- n U woy will \oe OO!II~\M a\ an allJ'l J' 4ato, 

AT1al1oa Oehool a \ l unQAATlt• 

A\ l " I!!!Pyi 1 Tie1\e4 \lla l'rlaary H hool ot t.!!O 

C.nu-.1 - .tnlon •..Silerr.r 1Ma\e4 at. tbat. J?lOH, 'fbe 

tlal.t a\ '-11 la a~llKtolJ' 1,800 'liO toi'P 1022& ra4 

800 Mtoft w.ldo, Tbu'e aru ol4bt, pl.aDoa on \ be r1ol40 

&114 tile aaMU • t u ap~\elT aoo. r ou:r AMrhao 

lnaU'IIo\on on naUo11114 at. lUM1111:1'1• 'Jbey 1a1'ox-.M • 

th.d t beJ' won jut t h a eolo-tl)"l N; tile oedata and 

tb&t at\er eilt weka tl'll1ll1Da lU OA4eU bad 1'1011111 aol o 

ouoooaatul.l)'. Allout :56 wN .._,h., o\1\~ 1n 1.1111 W t 1n 

a4cllt1on t o \ booM Y.lo - QOt peJ'IIittie4 t o eolo. '4b.e 
t i.el• 1a awah Wo -u t or 00 pl.lll»a, b-, aDA a 

.Piil't or t ile eob.ool Will bo aoft4 \o ~ 1lbue tbeN 

ie a t1al4 a ppodii&Ml.J' t bo - alae u tile r ial4 at 

Y~ ~ oiiJMtioa \o tl» utoblhllaant ot a 

tl71AS oohool at. '1'0111'11'1 1o bol4111S IC t :;• • t \el' t or \118 

preMnt. 1 lii1AI 1 tto~ t.hat t here ...0.1 a tlal4 1n \he 

to\llltrJ' o ot:on 41U&AM tro:1 lunno¢ wll1oll we \1804 1n 

oon-Uon wl\h t.bl tra1:n.ii:IG ttt t!lat plu• an6 u a I'Pt'cl68 
1n \M _, ., aa air raU. tta. •• uJ.ou or .U. t1oU 

- e\&M4 \o be a ppr:lx1aat.lJ' 800 'by toO • '-"• 

eM !Mlr 
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Dear Henry : 

fEDERAL RESERVE BANK 

OF' NawYoRK 

303 

!larch 23, 1939. 

When you talked with me on the telephone this morning , 

you asked whether I,would not send you any material, which we mi ght 

have, r elat i ng t o the broad question of economic recovery. As I 
\ 

told you t hen, our views on this all-importan t question are best 

su~1ari zed and documented in a ser ies or l et ters and memoranda 

r.hich we have written over t ile past year and a half and sent t o 

Chairman eccles . In view of your reques t, I am sending you a copy 

oC thi s correspondence, t ogether wi t h t he supporting memoranda. 

You may not agree with some of our thoughts or proposals , 

bu t at l east the mat erial which I am s ending you represents a 

most earnest effort, on our part, t o diagnose t he pr oblem and t o 

outline what ha s s eemed to us, in all the cir cumstances, to be the 

~ost effecti ve and a ppropria te way of a t tacking i t from t ime t o t ime . 

If, after you have had an opportuni~ to read t his corre­

spondence and t he accompanying documents , you would l ike to t alk t o 

me, I would be glad to suit my convenience t o yours. 

Hon . Henry Morgenthau, 
Secret ary of the Treasury, 
t r easury Department, 
<. ashington, 0. C. 

~nc . 

1~ 

ked copy of my recent annual re-
I am also sending you a mar some interesting mater ial on 
port, which, I think, pr esents 
this same general subject. Regraded Unclassified



FEDERAL RESERVE BANK OF N EW YO RK 

llaoo ~be Pr .. J.c!onte1 eo.lo'l"e1lo~ two ...,.; .. .,., •• brto 'liMa I 1YiJII 

a 1004 daal ot tlarther thoUJ1bt to till quoau ... 4l.cC111aNd a t till c.t­

rlth tha loud, ooooeniq the t.pt.t .. u.,.. ot U.. recent ~..Uf.M Sa u. 

NWrl t1u ,.. rltote AB4 the h .. dn.atic 'bllt eorked r eoeuion 1a ~~. ., 

u aoci.atee 1t.11d I Ia" d.leouseod tbee• pNIIJ.- rlth our 41raotora uod • 1t.ll 

otbare ...s, ta t.b. Ucllt or &11 the ca-st"" 1 • • .. oea t'-a, tiara -

to be - etepe wldola aicht .. ,. be talc• r oarta ia cbat...cl .. to ~ 

u u aot1Yiv aa4 ~her te --.. \.~' rs ..,. 

Perba011 ao osa ... • 1 ~btra .lnt1cluco whetber the cnarreat 

IOOilO:alc ro .... too ~ aot be eeriou ~u!Ga. It te 1'10t - • NU7 

to n:cOWit tho ... ..n.. 0 ra 1A t. a1 tu~t1oa, or wblc!l ,..,.. .... 

na:r.al:r, tbo t at 6 t 1Jia " '- tbe 

Ula 'blllf.Mu • .,.nd!n& wblcb el>culcl t4 '<• its ;>lac• b 

at l aaot par\!T IIJ.oae4. fbi trauitioa tr011 public a;>aD410.0C to pr i vet~> tl""'d-

1llt, !o I'Yid.,.tl,y not ba ·tiC .rtaoW<I -tbJ.:r. I t biAk ,. aro all .,ru d tha t 

..,ro ro...eno..t l~JMW'.laa 11 aot a r .. elbla Wo:f out. Tllo ..,n..-t. ...,¢ t ba 

PIOplo han aot tbdr r .... e .,.Uot -t1aue4 dotioit n-ot.~. II!Me4, 1D 

thia ateoe.,llen ... at tld.e •tea• ot roocrrar;r, it 11 altecatber clealiU'Ill wllot\Mar 

It -.14 won~· nora lila r-UT beoD m ..... the\ MM4 -toot 

co.a""'ut .. -1\J.ol a.llllt !lad till .... ~~ot ral~Mteat. I• M4 .S.ti ol \a ~ 
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.:. ·•04 ''"' J , . •• ... ~ ..... , .. 
L a4 •• .....__ --.. ,a-..,..,., *1111 ,_._. ... _. u Jll.•'-7 of prin\e111u 11., t!la\ 

.-4• \0 be .._. u4 ~ u ~~ of -., .....U.bl.e, A ~ 11u "­

_.,, t or tllit _, ot prha \e ~pea41Jic 1a liM •• luau · tbu ta ltll, ... 

nee tbo\lah t llit lilt quaner 8q be r alatbeq ,._, tM 1'll1l. :rear l NT w111 

'"" llz'lor prba\e 11*'"111 t.Ma liM, Jut Jua\- the aaell!ur7 - w 
be par\1.7 •"" ... 

......_,u.. whl.ah n Mn r-i nd hoa o\Mre ....a Q1d w 1111n ~ 

eoh ea ••••• .. , u to allitt aiclrt be "-• to ••otl-\e llulaa• aetbl\7, 8q 

be ola.,1t1 .. -.Mr three ,....U lleedlqiJ (1) tllit 1•aral a-..,._. 1e dlall 

lllltill" 1a 1~1 (1) ttpee1t1o 'llu.11M11 probl .... , .... (I ) pn\1- et 

llllt !JI.,a tlauotac, iealMiq tuatioa~ .... eral ore41t pollq, 

(1) l aa INH l do ut u laa t bt t act t b&t t llit bu.eiae" 

- 1v 11 Jut aoa _..., lit he "'1'7 11.114 that 'lllnl rna 
l u biJicW.. llllat.nv -u OJ' w 1ed1aa\e t bt aw.J'IIIaU ot \lilt 

1da1aiavaU oa -raia& \lilt llui.Maa "" ta .. • &114 \0 alarlt7 1\1 

a'bJHUna 11 '- ftla\1 \e 11 11 l lkeq \0 be 11 artecti'n u IIOH 

~1t1a uU. ... ,_ .. 11- llitd\&lt about ::aaklalloo& \en plaDa ~ 

blotu11 1t teal.• 1\ do .. aot II:8Dw wlilat tbt rul.u ot \lilt I&H &J'I 101DI '- "-• 

It lllae1aaaa "" p1 , ., tan~aer alila&d 1t. -ad reod1l7 be a,.plo:rial 110H 

JIOOplt oacl clie..,.liq Luav pqrolla. To a IJ'a&t ez\ellt t bl.a 11 a P"'"'-

ot c.,.nal aw..-.. n. ....-t adloe ot \bit ~ at Clo\'enooft 1e ...-.1111 

~111 re<{' 111,.._\1 18 proriJ1a lilalpll&laOt Ml eq OJ' ... l.&J't~ MIIP " at 
,.._ '-' 

1\a taolllai&al attot\1 wt •n u aa 1a41aat1oa ot _._.,aacl''ll aacl • _,__ 

au.,. att itlallo, 

( I ) 0. \M _. epeeUU lUUIHI ,..n.a aacl •re qaal.t1a _,. 

• lt.l.ah op·1!• _,. 1le *lllllfiW aa4 _,, l \ ~ .... tllit t.-z t11'1U 
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-·- .... luriaer •• IMlee, ll.oWY. 
dl•ll .,... ••' Jl1 .. ,., - (•) "''"'•• (') JGUe awtuu, (•) 
~ ... (., .~ ~ .. !d•'•· file ,n.UeJ. •• _ ... 
ter ..,. lllaal., b a•ll'lll;r •*•'-'• a d 111 tM o~ tiel.U' -u~, 

u.tre 1e ,..,.,.W • M l.arp liP hW .... tv \lla r~u 1 t. or obNJee 

.. t plat ead eqaipMa\, • .,., .. Mfen.l aiateuaee, ud -.vvua e1 

plaat t or new or olwa.,_,. preduUa, 

(a) I bultate to aka a;e:r -t• a~t llulldS., ~~ 7W ,....._ 

aol! aow t blt thld .. tbftoolclllT, llaT bl4 boped t.llat 111-... ..un• 
Ia bolld''IC th11 ,...,. ....U ~ tba ela1at &14 1a balpS., u Cl'tW tM v..tUa 

ptr1od rro. •"•,_t te print. e!)lll41ac, lat a bDpat\ll. bec1a1al _. 11..,._ 

rupt.cl 'b7 I rap14 laOH&M 1a 'ia114S., OOIU (beth ..... a;nd •tarlale) .. 

latt.rl7 b7 tbe a-n.l -..rta11t;r u-...,I'IC dacllue In t.11e IIGU'i• 
Mtbta, I do aot bDn q;r apaa1t1o ~~~~~~· u to offer oa t hia polat ....,._. 

tbo11 wblob 70\1 ban tieft~Md troa t , but IDT .-r;r wwld bD 

la-pl•te wit.IMNt the a-nl a t1 tllat t a tUl.cl, 1o whiob aeWal 

outpot ll etUl et l.eea\ 10 ,.r •t QT rauooable aonMl upee\aq, 

11 0110 In wblob .. b ~b) te ~ •4•. Tl.JM b, or ooaraa, wortfar 

nth ua, tar tM ••nee• ~r boua!.JJI 1a atea4117 1aor .. al'IC, ead r~~~te 
a;re rhS.,, \bN&ll "U.tl.:r taq are .ull ut ~b -..b te offer dlqWto 

tndu.._t for wt!dl'IC •torFha, It a;r 'be t hat - reoeui .. lll loJJ!oi!'IC 

at tbla tile nu ban baa balptlal u tar aa ooate are OODIIriiM, for put 

Qpert.,. - to Sadl•te that ... b a rapid l'll8o-4IP of ooatl u oo.....,... 11 

t ho t1rat ball of thh :reez .... •t F""• fti"T r1&1d la tM taN at fallUc 

Io tM- at tM atWtlu u4 \1M ...u.roa.s., tMacll tbe _,._ 

I'OtaeUal 4_.,. 11 prM&!IlT ll•• ..-. u. w t!"'.,, ., .... , .. ..u ~ -
IPJ"c-Lly .,.tlleed, Ia ~ - ft ue ia~W'Mdt II .. ~~- 7W _.., tNt 

are ,.,......... tlr aaallt-u• ..,. .....,u.. all ,...,.,..., a.l.e)l ..W 

,.._,.U .. a ~ Mail t. ..... MJ1 I '-
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--~ .... , .. UIIT 

(~) U ia _, - .t .. , u I n&W at \lilt Jeiat _,_ wUII tM 

...,.. • o.••• u, u.t. ,.., •• ...,. Me\ .,.n:.tv ,_ • ettent .. ._ 

t~.ato ~ ot past .u .. t- 111 la t.M .-.ue •UU't" 11.u. rn. .,_ 

Ml\ w-ua " t.n a\le W •Mala U.t \lilt •UllUoe, ,...r ......,ua 

.,.ue to llo're eMoat ••llt • •Uil pro-\ Jll'lhtiac •JIUiv. laiatmmw 
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'lbo purpose o r thie -rendum is to eat rorth in broad outline the kind 

ot pJ'06rem which aeeme beat adaptad tor deal.IJl8 with the current economl.c recession . 

Je basin w1 th a reterence to what bae hapPened because it 1a difficult otherwise to 

gat a tair perspective or tba problem, 

The greet depression reaobed a double bot tom in tbe middle ot 1932 and 

February-l-arch 1933. Until the tall or 1934, tbe recovery w&B very erratic, hom 

tttn until September, 1936, there waa a strong and vboloeome UIY.fard ~ant, ee 1e 

perhaps beat i ndicated by the tact that production and employment rose COIIQI8l'8U vely 

much and CO!DIIodi ty prices comparatively little, hom September, 1936, to llaroh, 

193?, there was evidence that tbe recovery bad entered upon an unwholesome phase, 

for t his period """ marked by s rapid rise or pricea both hero end abroad, There 

•ere evidences or an incipient boom such aa wage-price spirals, torward buytns, 

lnn ntory accumulation, and tba li.Jco. Labor diaputea undoubtedly intensified t heae 

The period Just described marked tbe peak ot the recovery. Tho Board 'a 

Index reached 121 in December and 118 in llarch. Since Ierch tbe stock market bu 

receded , while business remained on a plataau un til Ausus t. Since Ausuat there hae 

boon a succession ot violent breaks in the stock marlcot comparable in ranaa, 1t not 

In volw. , with the brealco in 1929. Tho decline troa leat Ierch to the lowe at point 

roached has been 40 to 110 per cent . 'lbo decline since AujiUat hae been 

some rocoaaion in buaineaa , the Board's index or production tallins trom 118 in 

to 111 in September and to an estimated 108 in Oct ober. 

tba t the receaaiell1 hae o.- to an and • 

Tbere 1a no current 

llhereaa two or tbrM -the aao, we _.. oona1derins the poaaib111tr ot a 

receaa1Cll1 thia tall, w are now raced with the definite tact that 1t 1a 

• 
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ll!lller n.y. tll&t eo• recesaicm lli&bt be neceseery alld desirable tor aelllll'anoe ot 
continuance or tbe recOYel')' llOY-D\ tollowiiiS tbe exce .. as or l ast winter alld 
aprlll8 was toreseen at tbat tillle , but probeb4' no one foresaw tbat it 'IIQl].d be ac­
cOJqJaJiied b:y eo great and violent e. d ocline 1n securities. 4a llllltters now ate.nd , 
probably no one ce.n ae.:y w1 tb entire cODtidance wbatber we aro recl.Dg a llll.nor or a 
major depress i on . 

It 1a belptul, aa bearing upon this que~ion and also upon tbe question 
ot vllat sort or recovery progrua is now needed, to compere our present situation 
vitb that toUowl.Dg tbe d ownturn in 1929, 'l'bere are l.mporte.nt differences between 
tlul two periods whicb, it takeJl by themselves, would point to notb1ng mare serious 
thaD a minor depression. 'l'bese ditterencoa relato ohiot4' to l) durable goocla 
2) speculat ion 3) banking. .U regards durable good.s, there 1a a otrildns clit­
terence in ravor or tbe preaant. Our needs tor hoWl ing, public utili t:y equipment, 
railroad equipment, e.nd industria.l plant equipment , ere all undoubtedly greater than 
In 1929. J.s regards speculation, there 1e now notbing COI!Iparable to the great 
YOl\l:lWI or speculative cr ecli t in tbe security .. rkets 8ll4 i n r eal estate , end to 
these should be allded tbe ditteronce in our roreign investment position. In benld.ng, 
• large nlllllber or our weaker benke bave disappeared, we beve no" federal deposit 
Insurance , and tbere 111, perbaps , a changed attitude 1D bank exm:dnation. On tboue 
cajor grounds tbere is a strong presumption tbet we cannot now have a depression 
like the last . 

• 
'l'bere are, bowever , sane other clitrorences between tbs two po.riods whicb, 

tbey ere wbol4' new 1n our experience , greatly contuse UJ.Y at tempt 
torecaet . One 1a tbe monetary s ituation. We beve goaa tbrougb tbe longest 

in our hiatol')' witb oontim•ln& axt~ eaee o~ ar:>noy. lk'oed.ly speald.n&, 
e policy ot 1110netary ease ciUm~ be counted ~&pon a a • correctin tor 

<~•J~re,ss ion 88 it uaed t o be, tboucb this doea not 11108.11 tbat there lll8Y not be rooe 
et'rective 1110netary aotico as we proceed. Probab4' an even moro UQportant Regraded Unclassified
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dl ttere~ce is the tact tbet we b&n had a public apend1na program ot large propol'­

tlona , ~hich has been financed by SOTernment borrowlna. 4 third ditterence is the 

prosont relation batwoan gonrnmont and buainoaa. We bavs been having 0 combined 

NCOYct'1 and retorm program tor which thore ia no precedent in buainosa cycle 
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!Ustory. We do not know how compet1ble they ere under cond i tions or buaineaa reces­

sion , or .-hot adjustments "ill or can be mde. .Perhaps thi s is the largeet question 

ot the three . 

There appear to be two main lines ot procedure t or a govermoen t policy 

des!gnod to hold the r ecession t o a minimum IU)d hasten a resumption or recovery. 

One Is a l'<lncwal or the policy ot largo budgetary doticita. Tbe otllor 1a to on-

cour-.;o J)ri vato in ftstm.:~nt by ondcavor~Jl3 to rcmovo spccitic obstacles, whilo adher­

ing to the announced policy or budget balancina. In our Judl!l'l8nt, in the present 

clroutlstancea , tho latter policy otters much the hotter proapoct or sustained aucceas . 

The most recent budgetary estimates, when adjus ted tor transr ors to trust 

accou.~ts and similar itelll8 not repreaent1Jl3 actual out-payments to tbe coODmity , 

illol lcute e.n approximate balance or revenue and expend! ture t or tbe tiscal yoor 1938. 

lt th~ administration adberea t o this ~dget, and get s the revenue there estimated, 

t~ero vill be a decrease in the net income creating eXPBnditure or t he Go'fernmont 

In this f iscal year ot some t wo and a half to throe billi(\n dollars . 411.,..1ng tor 

the secondary effects u pon community spending, it seems consorvntive to eatimnto 

thnt the notional income will be reduced by t an per cent eoll;)ared with what it would 

be I t the bUdgetary deficit were continued upon the seals ot the tiscal year l9S? . 

'Ke muot thus face the raot that if this change occurs in a yoar when ,private buei ­

octlvi ty has loat its recoTery momentua, a business recession ot considerable 

tude night not be avoidable except upon one or tbe other or tbe two h)'pothoees 

either the unbalanced budget policy must bo rcSUIOOd or"" altormUvo 

pr'oJu,oo.m design~d to encournga buainoss aponding sutticiontly to fill tho SliP must 
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In our Jud4!:1Dent, the time has OOIIIAI to ettect the transition rran public 

dot lci ts to prints i nvestment . '1be tranaition might well have been omootber bs4 

11 been s tarted sooner . It now the price ot trans! tion 11118t be some minor recea­

alon ot business, it se- the better course to pay thet price. .1 minor receaaion 

aner the l on@lllat period ot recovery 1n our history, and particularly artor the 

excesses or lest winter , i a not by 1tselt to be regarded as a major e conanic 

calamity ; and it should, it wisely handled, lay the ground work for a re~tlon 

of recovery upon a more normal , eelr-sustaining basis. 

There appear t o be s erious objecti ons, under present c1rcumstencea to a 

recovery policy based upon a renewal or the budgetary d e r1c1 t s . It would l nvohe 

ao abrupt change or the administration's recently announced and rei terated policy, 

.. hicb ;,ould shake contidencs much more now than it the ennouncelll8nts had not been 

~~~ada . It would come at a t ime when the bank.s , attar a l one period ot government ' 

secur1 ty buying, have tor more than a year been ehow1Jl6 increas1Jl6 resistanoa end 

have r educed thalr holdiJl6s substantially. 1be compl a i nt Is even now be ing lllllde 

that sales ot goverJllll8nt aecuritiea by banks to priva te investor s have beon s baorb­

log Investment tunds which would otherwise be availabl e tor pr i vate capi t al loauea, 

and t hat t hi s , in pert at leaat , 1a wbat is wrong with tho new issues market. .ls 

yot , thi s ori~icism Is probably exaggerated, but it govsr!U:l8nt borrowing wore reoumed 

on a substantial seale there would in all probability develop a dtrt1cul ty or thle 

kiod . 

.l turther ditriculty would arise i n interest rates . 'lbe policy during 

the r ecovery was progressively to looer interest rates i n order to oncouraga f i rst 

r efunding and t hen n• capital issues and mortgage tinancing . fut there appear to 

bo lllllito ot ti.me and magnitude upon this prooeu. Wo b&ve round that atter a pro­

loll3ed r1ao ot government security prices, ancl. when bank bcldiDGS ot governlllflnte 

had become larao, the banU dovelopod a desire t o eoll governments t hough under no 

real reaerve pressure t o do ao, in order to protect profits or arold lo-a. lor 
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this reaoon, probably, llan7 banks b&Ye appeared more inc::llned to adjust poaltlona 

thrOugh their long-torm &aHta the throueh the abort- term money mal'ltat , Under tbeee 

conditions, the etructure of 1nterost rate a boco1110e 1ncreaaing1y unstable . Bu ulte 

which might bavo beon achieved wbon bank holdinse of sovarnmont secur1t 1ee were 

~lor, end wbon those securities had bed a loaaor riao in price, bacamo 1ncreaeing­

ly difficult to achieve or me.intein. J.ny earioua eat-back in the goYernment market , 

tbe poesibUity of which IIOilld became progreeeheli p eeter as new issuee were 

ortered, then tends t o dry up both refunding and new· capital issues. Tbere have 

been indicat iona thie year that we are approaching tbat kind ot I.Dpasae. 

II 

We have dwelt at some length upon the problema of deficit financing 

beoauso we regard it as essential to recognize that the poli cy ot budget balancing 

in this year ot business uncertainty ddes create a definite and substantial r educ­

t ion in tbe nat ional income which calla tor a positive rec~very program, but that 

this program oueht not, under present circumatencea, t o take t be tonn ot a pro loop-

tlon or the budgetary detici ts . 

There 1a, ot course, the poaaible view that beceuse ot large latent 

dl!l:ltlDd tor housing, utility, railroad, and plant equi pment, comperatlve absence 

or speculative exceaaes , and better banking conditions than in the last depression, 

business recession will find comparatively little to teed upon and , after a short 

period, business will turn up again, as has happened many times betore . ITa cannot, 

however ' afford to rely entirely on this course ot events. Virtually al l such 

earl ier experiences were accompanied by a change ot monetary conditions, whereas 

tbia tt .. money 1a easy and has been tor a long tU.. lurtharmore, tOl'lllllr exper­

Iences have not included tha 1Jiportent n• factors now presented by tha lJud&et ary 

problGlll and by the t ailure of ~nt and bUalneaa to f i nd a C011Z10D &round on 

•bleb to attack tba problea. '.lbe tact t hat lldveree t aotora pre110nt 1n the pewt 
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are not now present ottere the real. bub tor bope tbet e conetructin prosr• ot 

1pecltlc adjustments ~oul4 now ebooHd; it .:>uld not justify, bow nr, a t a1lure 

10 try to set up such a prosr•· 

Dlrin« the recent reCOYetT the •ill spbuia wu upon increaeillg 00_.­

l•coce In the axpectetiOD thet the OOI18\8Mr d-.nd thus created 1IOU1.d lead to in­

creased Investment ill plant and equipment tor the production and distribution ot 

goocls to meet that d~d. 4t the present juncture, it eeema probable that we 

could make better beadw~ by a reversal ot this &JIIPbosis, and i t is ot tund-ntal 

u.portancs to recognize that the policy ot budget balancing can be baaed onlJ ~ 

lhla assumption . 

Tbe lc1nd or progra11 here euggested sboll.ld include , -... think, e.- kind ot 

general statement poMibly in the torm ot a mes886e b)' the Pr-esident to Congress, 

glvln& indication ot awareness of the current economic ei tuation, claritying 

objoctlvee, and encourag.ing a spirit or cooperative attack upon the forces making 

tor depraea1on. It seems to us that this could be done entirely consistently with 

all Mjor retorm objecthes, and that i t is essentlal t o the att aim:>ent ot the 

cajor objective of a better standard ot liviD& tor the m ole population , which can 

Only be achieved by a tuJ.ler use ot the nation' s tactorf or production. 

The problem in ita strictly economic aapaots suggests prtmarily a prograa 

ot study, and where feasible, ot definite ... asuree designed to r_,ve specitio 

obstacles to private innstment. '!he tollooring outline broadly inclicetee tbe 

obJectives we ban 1n llind. 

1 . Removal ot obstacles to investment in tour main tielde 

a) Utilitiee 
b) lbuaing 
o) RailrOads 
d ) Oeneral plant and equis-nt 

2. a-oval of po .. ible datecta 1n tax system 

a) tbllatribUted prot Ue tax 
b 1 c.pi t al saillll t ax 
o) Social Mcurit)' t aPe? 

• 
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3. Removal ot poeeible detecte 111 tinancial •cb1nery 

a) StocJt arket 
b) Hew c~ital iuuea IIW"ket 
c} &1ldill8 finance 

Tbe enumeration ot iteme doee not indicate necessarily tbat we think 

socu action should or oould be taken with reepect to each !tom. Still less dooe 

It moan that we teel CCIIIPOtent t o indicate, in cvery cue, "hat spoeittc aotioll8 

might beat be taken. lbt we do reel that definite poeaibUitioa or halptul action 

llo within the aroa indicated. 
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'l'lu> basic conaideration, as baa beon earlier statod, Ia tbat in the a in 

rtalds ot In vestment, the possibilities an4 tho nood tor expansion appear sufficient­

ly real to give promise or substantial reaponee . In the caS<4 or resident ial hous-

Ing alone , which eince the war hes shown a range or tram $5 billion 1n 192:1 to 

$250 mil lion in 1933, and In which the annual expend! ture hes now ruled tar below 

the statistical average tor eight years, there Is room tor e~sion or suttlolent 

magnitude to replace the gap resulting trom removal or the budgetary detlett. Past 

expe~lence seems to indicate that such a rapid run-up ot costs as occurred in tbe 

:trst balt ot this year does not prove very rigid in tho race ot11llll ng decand. 

l'bether by subsidy, further llllprov-nta 1n rtnanoo, guaranteed annual wages tor 

bu ilding l abor, or by other de~ces, a substantial housing movsment could be 

generated are (IUeations requiring caratul technical atud:y, but over a period thla 

appeare to be the moat prom1sill8 tiold tor rocovexy measures. 

A more Immediate point ot attack upon the continuance of recession ia 

the ut1lit1ee. Here the need tor e(IUipm&nt, thoU6h leas In masnitude than in tbe 

case ot housing, Is more clearly deti..-4 and more pressing, and could probably be 

lliDre prompt ly releaeed. Whatever 1a to be the tinel outcoao ot present differences 

between the admlnletration and tbe utilities, 801118 means should be found , possibl1 

t hrough reaumptton or the President ' • Power Conference, to solve t~ extat1118 state 

or rear and unoertai nt:y, an4 to enable thl• induotrr to play 1 ta tull part 
111 
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rerlvlng inclustrial activity. 

A8 regards the railroads, it may be that no aubattllltlal equipment buying 

till occur untU a suff icient increase or trettic ia brouaht about through expe.n­

sloo ot other industries, but there are in addition the probl&lllll or buzden~ debt 

structure and advancing WQ88 costa, tlla question how tar the latter CIUl be coapon­

uted tor through rate adjustment, or what other measures or adjustment IIIIIY bo . 

reaalble. 

A8 to inclustrial plant and equipment, it !loa boon estimated by 

llr. 'l'erborgh or the Board' a stett tllet in voatmont in tills field in the current 

ye:u i• over tllreo billion .Sollars, or roughly oqwll to 1928; but in conaidorlng 

tile OUtlOOk for fUture years 0 allowance 1111st be IDIId8 tor the long dur.ation ot 

the depression , the increase or population, ancS the develop;:>ent or new teclleique. 

~rise ot wages is in itself a powerful stimulus to technological advance, it 

tile latter is given reasonable encouragement . 

There is now widespread complaint that our tax system, especially the un­

distributed profits tax in it• proaent tol'lll, threatens seriously both to naken 

l nltlat1 va and to 1Jn:pair corporate savings, "hicb in the peat llas been a cajor 

sou ree ot new investment, There 1a also complaint t bet the capital gaino tax, In 

Ita present torm, accentuates tbo instabil ity ot tho stock ~ket. A thorough 

review ot these taxes - and I understand the Treasury ia making such a review -

1t0uld be a constructive atop, not only tor Its direct results in t ax reYiaion, but 

e.lao because ot its ravorable erteet upon buaineaa sentiment. 

The financial itama ot the program, thOugh cSeaarYlng turther ca.retul 

are probably secondary to those already diaouaaed in their poasibilltioa 

or provlcSing 1mned1a tely ettoctive encouragement to revival. The tbinnose or tbc 

stock market, its great diaordarllnees, and the great extant ot the decline, excoecS­

ot any previou.e year except 1929, 11a3 woll 108811 tbet the regulations neod 

~ - ... ,. be true or the capital lasuea markst , 

• 
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I!IOU&h tho deol1no of the lltoclt arltet and tho uncertotntT u to th& tutuN of 

bualncss con41t1ons wood appear to be the •Jor «q~lona.t1on of the dl'J'in& up ot 

now tasuoe . Un4oubtodl.y tbe bast way to etrongthen the capt tnl markets woW.d bo 

lbrouP tho dovolopmont ot some such progr0111 for onoourag1ng 1nvoatmont as 1s boro 

auggosttd. 

As rogQrda monatary policy, there 1e porbope no occos1on for dato1led 

cocn® t st thle ttmo, boyond tho auggoat1on that at the next mooting of tho Opon 

161rkot Coamltt oa 1t would seoma dnl.rablo to SI.IMOJ' tho mjor policies 1n tbo light 

ot tho currant oconOIDl.c situation. 

Fodorol Roaorvo Bwlk of Now York, 
tlovambor 3, 1937. 
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FEDERAL IUSERVE BANK OF NEW YORK 

Dtar Cbai J'll&ll l e cloll 

I ha'YO reooi'Yed and want to thek JOU t or J OUr l etter ot 

JoYeaber 1~ in r oplJ to •J l etter on the probloas preeented b7 tho 

pruent buliness ai tuatton. 

I •• clad that in 1enera1 our Yi e•• a1roe with JOur OWD 

eooclu1iona abou t the baaio probl eaa Which need to bo dealt with. 

I realise, howeyor, that •e do ditter eoaewhat ae to the beat 

aetbod ot t.aediato attack. !rue, 

tng to the principle ot a balanced 

too slow in t illinc tho 1ap ce 

unt 1a contribution. fho 

IQ' sind, howoyor, ia -~lV 

not renew and accent 

•Pandinc will supplant 

be •~e rilk tn attek-

pr int& apondi .nl 1a 

iatnution ot the IOYern­

ediatelJ ra1ead 1n 

to &o•e~ent spandinl ai1ht 

t he ttae whan priTete 

Is not the que1tion 

reellJ Whoth~r obatacl ee to priTate ependin& will be coura&eouelJ 

•o4 qu1eklf enouah r.-o•td t o Jueti~ runn1n1 t he ri1k to whioh 

Jou ratert loao t•pora1"7 roeouton, e'Yon adai ttinl that 1 t ai1bt 

be anaro tor tho ttao bailll, •i1ht 1n t bo lone riJil pro•• to be 

the ob .. por prioo to par. At l oaat it •••• to ua ~t it 1& 

·~·t p-"co ·~e rtaka i neYitably tn•ol'Yed 
~ e eea&a1"7 to woliD a,.iDat ~- r~ "' 

ln AD abandoaaoat ot \ho adatniatratton'• attitude about the bud1ot 
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•!~Co' ... . .... ~ . •• ICIIIl. llarriAv I. leoloe, 

I • eolollq a ........ whio!a, 111 111r lut letter, 1 

aa14 that •• were wol'tl:lq OD OODOU'alDc tho t1~~a~~c1111 ot ~.u .. 1 

1pe41Jla. It U7 be that 1oae or tbe euu .. t10111 l'ltur" to &1'0 

11ot, t or 0110 roaeon or another, polli'blo or attaU.et at tho -••• 

It thou1ht1 bowoTor, that 1t •11bt be helpful in our etudf ot war• 
and soma ot roop01l1111 tho oapi tal aarltot 1t •• udo a oarotlll 1114 

tllorou1b IUrTtiJ' ot tho t1nane1al aach1nory u •• ••• 1 t, 111d tba . 

tttpl wb1cb, at loaet, Jboul4 be eone1dtrtd a• a ao1111 ot ukinl 

1 t 1'\111 aoro • oo th17. 

Porbape, 1t Will be poeotblo aoro tull7 to 41eeuee thoeo 

aatttre at our •••tint ot tho open aa ltot ooaaittoo to be hold tht 

1Ptll4111f 11 roeorto4 to at~ ot aYo1d1DI a cont1Duat1on ot 

tht roc .. l1on1 &I I IIUOil 1 i t 11 illportlllt, in arQ' OTODt1 

to do all that we prop 17 , •• ooo11 u •• 01111 to ruon -• 

ot tho apparent 11a1tat1o or obetaoloe t o a tree flow ot printo 

1DY .. taant, 

Bon, larr1nor 1. &oolo11 
Chairam Boal'4 ot Oo't'OI'DOI'I 
ot tho Jo4oral leiOrTO 17•t•, 

1aah1JIItOD, D. c. 
lbo, 

vorr trulr r our•, 

( •1t~~od) Ooor1• L. Rarr11on 

Ooor10 L. Barrleoe, 
Pr .. 14et. 
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rt now appear• to be ae~ :reoop1ae4 that a larger Tolume of bu.ai••• 

opelldllll! ia needed to uoi d a .. r toua bu.aineaa reoeaai on. hpendituraa of buaiaeaa 

tor construotion, ~~~aohinery , and all tho .. ~ it- of equi pnent which make it 

posa!ble tor a f actory, a hotel , a public utility, a gae station , or any other fol'll 

ot business to eell f1n1ebed goode or aniou, teke up norlllally a large part of tbe 

oo1ll!t ry's total produotion of goods , and nol'lllallY tiQPlor a large part ot the oount17'1 

oorkers. Orer a period of ,..are the rapid growth in tbe standard ot 11T1Jls ill t be 

O:Uted Statee hea rested on large on:penditurea by bueineaa in acrappills old plant 

~ uchl nery aud building nn aud more atfioient plaut ; in constantly f inding nn 

product• or eentcee to produce, and new wa;ye to produce old produot e or aeniou a t 

cheaper prices. It 1a thie process wbioh he.e ~~~ade poeaible a continued incraa .. in 

real 11!1ges . 

O&pital expenditures have , h owever, been eubjeot to wi de tluctuat1ona . 

Durilll! the late 20a bueineae was making Tary large and in eome eases exoesain pur­

chases or plant and aquiJDent , but in reoent )'Ml'• axaotlY the oppos1 t e hae been 

t rue; t he •ount of bueineee apending bae not bean adequate to nllintain plant in 

good condition or to oarry bue1neae into new tia.lde. 'lhe proeua or r eaeareh, ex­

peri.J::ent, and i11Tent1on hae beell going forward st"dUy, but tbe result& at reNeroh 

llave n~t been tully QPlo1ted to se.t111ty hUIIIe.D need• and c<lltorta. .lt tbia tillle 

Ilion the vol ume or gOTel'Z1111811t apendiDS baa bHn declining rep i dly' there ie both need 

and opportunity tor an ino:reaeed volume of buein••• apending 'lllioh will reetore plant 

and equipnent to ettio1enor, :reaoh out into new tielda in ord.r to produce new sood• 

or servlcee to "t1~y h..-n need , and .0 old sood• or Hl'Tioea JDDre widely nail­

able through cheaper prodllot1o11. 

'lhe extat .. ee at the pre .. nt tiM or a lara• need t ar bue1De .. .pending 1a 

by t be eatt.atea of the 88Tilll• ot bua.~•• .. tarprt Ha prepared u e part ot 

estiat .. ot nat1~ ._ a4e by the •ttonal aareau ot :lcOnaic Bl..uoll• 

Regraded Unclassified



I 

'1!1tll6 ttguree tor the :y.-ra 1919 tbro• 193ll va u tollo.a: 

!fat S&T1!!1• ot ll.la1p .. • lllt arprt-• 

1n K1ll1ana at Dollar. 

1919 
1920 
1921 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 
1931 
1932 
1933 
1934 
1935 

6 , 706 
3,722 
2 , 1506 

663 
2,427 
2,161 
.3 , 355 
4 ,777 
2,031 
2,810 
2,109 

- 1,656 
- 5,8ll6 
- 8,7lll 
- 7,779 
- 3,3!14 
- 1 , 607 

Fran 1919 through 1929 business wae making large eavinga each year. Large 

amount s or earning& were baing retained in the business and in part were being re-

investe<l i n plant and equipnent . other fun<! a were being obtained tr(ID the eala at 

secur i ties in the market end used tor a ei.milar purpaee. Bet!inning with 1930, 

h<>Tevor, bueineee eutfered huge loaeea 1n capital. 'Iheee losses took the tom ot 

the <leatruotion or obeoleecence or equipment, loaaee through reorganization, a.nd 

revaluat ion or aeeeta, and through out- peymante tor diYidends and intareat in exoeu 

or earn 1nse. 

324 

~ile the tiguree shown above are, or course , aCIDIIwll&t rough, they 1ndioata 

t he large ~ or mone:y involved in business capital operations, the large inoraaaaa 

in OllPital neoeesar:y to lll8inta1n 8 r ising liYing standard, end the great r eduction 

in capital in periode like the r ecent depreesion. 'lhey indicate a need tor • la1'C8 

emount ot bueine .. epend1118 to reetore buaineea oa.pital aaoete to a point ware they 

•1lllllin1ater to h~ naada more ettectiY&lY• 

Speoit1c obstacle• to buainau apendiD& in the tielda or building, utili-

• railroado , an4 general m&DUfactur1118 and ain1118 h&Ye been reYiewed 111 

ll.lreau ot SoonCIIIIic Be search, Bulletin 66, September 27, 1937 • 
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llr· Jl,t.rrtson'a letter to OO.eroor llloolea ot BoYellber :5 a114 a -.ozoandua ot October 

29 by 11r. llilllaa. It ia the JIUll)Oee ot thie ~I& to exam1ne the .. ohuia 

tor the tinanoin& ot busine81 -»endin&, eepeo1aUy nth a view to diaconrill& 

lbotber thare are in thie area obetaolea 'llb1Cb are etand1ng i.n the way ot a more 

o4equate l'olume ot buel.neee apendiJl8. 

lor business generally there appear to be tour aouroea or tunda tor u-

pendlturo tor plant , equipnent , and other capital usee: 

(1) hietin& cash balances , 

{2) CUrrent eanunga, 

(3) '.!be new iaauea market, 

(4) Bank credit. 

1bea<~ will be diacueaed brietly 1n ordar . 

(l) Exiating caah balances. 1h1le no complete tlrurea are available the 

following table wh ich i s caop1le4 by the Standard Statistioa Company tram the mid­

year balance aheeta or 140 large industrial concerns is a rollj!)l indication ot 

chanaea in the aggregate eaah poa1 t ion or industry. 

Midyear Midyear Wid year ~ Change 

1929 1936 1937 1936 to 1937 

ta,069 ,000 ,000 t l ,074,000 ,000 t l,427 ,000,000 • 32.0 

575,000,000 484.000.000 590.000 ,ooo • 21.7 

693,000 ,000 876,000,000 763 ,000,000 - 12.9 

OJr. Liab1l1t1ea 402 • 000 ,ooo 572,000,000 776,000,000 • 3~. 6 

'lbe cash poeit 1011 or these 1nduetr1ea is large, but b.aa been reduced """""­

It 1a 1ntereat1111 to note that an increaae or t459,000,000 1n 

i n1'entor1es and recehablee appeara to have been t1nanoe4 by t he rollowiD& abangea: 

a&duotion in caah 
Increase in current l1abil1Uee (meetly bank loans) 
Balance, preeumably trao oepital iaeuea aDd earn1D&8 

t ll3,000 ,000 
204 ,000 ,000 
14.1!,000,000 

'lhla eompartaon auueate that cila oeah balenoea are ...rtioiant to tinanoe - in­

ereaee in bue1neaa activity they will heve to be eupp1emanted tor any oonaidereble 

Olt)>&na1on precraa. In ID&D)' oaeea , eepeo1ally emong -ller oonoerna , oalb balanoea 

quite 1na4equate to t1-e ~1on. Regraded Unclassified



It ahou.ld 'be added &lao that t he wilU'II" .. I ot e 'buainela oonoeru to 

,pel)l! tbe uah wb ioh 1t hu dependa in part OD the pro~ of rebuildiJlS i te oub 

w aneea onr a period thro\18b the retent1011 of earning• or thro\18b aale or add1t10D-

a1 cepital stock. 

(2) CUrrent earn1!!6a• Current llmiae• have in the past been a major 

source or bue1neaa capital1 It has been the preotioa of American buai0.ea to plow 

back Into t he buaina sa a aubatantial part ot each yaar 'e ae.rnitsga. '!hie ia 11-

lu.atreted by t ha r ollOwing table taken rl'Cllll an unpublished study ot 2,J.3 laad!D& 

lllduatr !al concarna by the Standard Statiat1oa Oc:apany. It ahowa that in tba 

fVled rrom 1922 to 1929 thaaa concerns ware retUni ng fl'Cllll on&-third to more than 

tal! or the i r net i nccma. Per than particular concarna t he total II:IIO\Illt eo ro-

tained In t haaa a i 8)1t yaara ..,. over ts,ooo,ooo,ooo. '!heae retUned aarn!D&a 

served the double purpoae r1.rat , cit enabl1Dg thaae companies to continua to pay 

dividends throu8)1 the dapreaeion despite 8111811 ae.m!nga or deficits , and second , ot 

provldiog tunda tor upendon, for the introduction or new machinery , for the de­

n loPtant of new products, aJ>4.-1D general tor the ui1l1zat ion or the producte or 

research t o aatiaty h...-n need . '!heee large concerns probabl;y abow a ICOra favor-

able picture than the generality or buainaee OOn<l8 rD8 o 

DIS.PmmCII <F PR<l'l'l'S - 2lS CQfcmt9 

(ll1lllona ot Dollar a) 

Nat 71ud Nat .Preferred OclaDOn Da1,attar 

Prot i t (hargee In- DiT14anda D1Tida.nda D1T14nda 

1 ,163. 6 156.4 1 ,007.2 160. 1 ~.5 ' 21 . 6 

1,~9.6 163.3 1,276.3 166. 3 SM,O 11'6. 0 

1 ,441,5 163, 7 1,277. 8 170.3 588, 5 519.0 
175. 0 693.8 832, 8 

1,861,2 159. 6 1 , 701. 6 
173. 1 885,8 807.5 

2,019.15 153. 1 1 ,866 • • 
161.4 1,007. 9 421 . 15 

1, ~63,3 172.5 1 , 590.8 
1415.9 l .lOS.e , IMS,O 

2,867.0 169, 6 2 ,097.4 1,009 •• 2 ,480. '1 148.4 1,122.9 
2 ,652, 9 172,1 }49, 9 1,273,3 9,3 
1 , 601.2 168. 7 1 ,432.15 

140.7 1,016. 3 4 633. 8 
6815. 9 161. 7 523.2 d 612.3 
864, 5 149.3 w .a 109. 15 618.0 

8]., 9 517. 9 4 56.3 
676. 9 ].33,4 543.5 96,5 806. 9 99.2 611. 2 
940,3 133.4 3M,5 1,801.5 102.9 704.~ 

1,311.1 1.10.6 
169. 9 1 ,15'.0 tol.:S 

1 ,M&.9 l.ll.7 1,773 .. 

• 
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It we were to ..Sd to t beM retained earni.Dp ot leadiJI& induatrial. conceru 

s!Jlllar !lgures tor otber illduatrial. eoape&liee , tfor tbe ut1Ut1ea ud tar tbe rail­

ra.<~s , 1 t U clear tllat the reault would be a allbatant1al aum available in earliel:' 

)'ll&ta ror busineae apeii41J18, tbe pneral size of wbteb waa sbolm by the t a ble 011 

pa811' 2, In addition the ...,unta eat aeide tor depreciation, depletion , etc , , are 

.. allable out or gross earnings tor maintenance or new equipment . 

T\lrD1118 to tbe present si tuation, substantial s tillS are now greduallJ< be ­

e""l lli available trtlll these aourcea , One important question which arises , hoorevar, 

! o tho effect of t he undistributed proCits tax ~on the utilization " f theee tunda 

tor Increased employment . A coarpuiaoa between the 1935 and 1936 figures In the 

preceding table s hows that where as net illc001a of t hese corporations increaaed by 

$5?3,000 ,0QO between the two years , only $57 ,000,000 of these added earn1118a was 

retained for utilization in the business . It is reasonable to aesume that t bia 

reflec ts in a001e measure the effect of the undietributed profits t ax whieb becaoe 

ertenL!ve in 1936. 

'!'be principal objections which ban been raised trcm time to t i.mB to the 

profits tax are: 

(a) Tllat 1t peMUua and IUJ<es IDOI'e vulnerable the ccmpany In weal< post-

l ion wh!cb Ia 1n debt or baa inadequate reserve funds , 

(b) 'l'be t it abuts ott t he nat ural mean• of growth t or the concern wbicb 

!o too small or unseasoned t o so to t he cap! tel market tor funds , 

(c) '!'bat it makes tor business instability by rorclng l arge dlsburaementa 

dividends 8~ years , wltb resultlll8 ,...u disbursements in other years , becauaa 

!ness concern.s are not able to set aside earnings to be disbursed a a di vidends 

tor capital l.mprov-n ta ln lean years, It maJ<ea extr-ly difficult the Dlllin-

ot a reaaonal>ly stable 41Yiden4 or capital e xpenditure policy , auch as baa 

followed by tbe ~lean Telephone end Telesraph Co, , tor example . 

4 turtber and dttrerent objeotlon _,. l>e raised t hat in tba present altus­

tax ..tea nry expenain tun4a eet aside trca earn1118S to be uaed t or 
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eapl~al purposes in mU::iq anUable .to the people the ·reaulta of l'tlsearch an4 in­

ttotlon, tor l1rt1n& -vl.,_nt • and the standard or 11•1118· MocUtlcation ot the 

1u ror tbe benoti t o r weak concel'Jie or eoncerna 1n debt, or -u concerns unable 

10 go to the money market , while 1t would be generally holpM, would not llllet this 

paint at Issue. To 11111et this point it wo\114 be necessary to mocUty the tax to enable 

concerns to retain without penalty tUDda needed tor sound capit.a1 uaea inYolYiq 

•ddHional employment . 

The und1atr1bute4 prot 1ta t ax was 4ealgne4 in pert to prevent exceasive 

. 
... IJ~P and exeeaai•e bui ld ing or plant capacity by 1nduatr1a1 eoneer'113 auch u -:1 

ha•e occurred during the prosperity or the 1920.. without d!acuseing whether the 

tax was adapted to conditione or business at that tim9, the question may be raised 

whe ther It fits the present s ituation when there !a no ev idence of OYar-!avoatment, 

but on the contrary, when tnvea tmant bas been greatlY depleted during the period or 

depression. It may be adapted to a period or o•er-investaw~nt, but not sui t able tor 

• period of under- investment, aucb as the present. 

One aUSPated method tor dealing witb tbla situation is to exempt tr0111 

tho tox funds actually spent tor plant or equipment over aQIM apecU'ied period. rn 

any such plan it would be well to recognize that the willingness of concerns to 

•pend '1111 depen4 In part on their prospec t OYer a parlod of years for making good 

out or earn lJ18e depletion o f cap! tal. such a plan t o be e ttect!n promptly ·eho\lld 

to apply to lV37 eal"ninga. 

{3) The oaw tsauoa market . rn add! t ion to current earn.11188 the maJor 

or new fUDda tor buainaaa entarprtea baa been prOY!ded in tbe peat by the 

new issues market . Thi s market used to pr<rY1de in tbe 208 aometblng l!lce 

!160 ,000 ,000 
11 

month tor 'lhet might be called productive corporeta uses u dis­

tingu ished trca rotun41n8 or ttnancial taauea or one sort or another . in addi tion 

to about $100,JOO,OOO a JDODtb tor capi tal uae b7 states and c1ttoa. ,. (!g..-ea for 

total productiYe i aauea a1'tl shown in tba accompenyin& diagr- It ie en lntereettns 

coinCidence tbat thia ecsreeate ..CUDt ia abOUt the - U the -t contribute4 to 

cat1ona1 inca. 117 u.e .,..en.ent 111 recent :rev• tbrousl> i ta oat deficit. Regraded Unclassified
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Duri ug the .PG"i od ot the 4epreae101l the n• ta .... market wu, ot cour .. , 

practtc&lly cloeed ac~ C-1'&1 41atur~ ill the M CIU'itiea arnta. art 

IJI c~e pest three yaare there hu b- .,.. gre.4ua.l r8Y1Ta.l ot t hb market aoCCIIq)&Jiy­

IAs easy money oondlt 101la. Moat of the iaauaa, ~ar, have bMn tor ratundlug 

rather tbtlll for naw money. 'Die IIIIOUilt ot new IIOn&J, or what uy be ealle4 produc­

u va issuoa , bega.n to show aCIIDII increaee 4uriq the paet year, reach iDS, aa the at­

tacbod di llp'run ehowa, an ll't'erage ot about tllO,ooo,ooo to t loo,ooo,ooo a 10011th, but 

at the present ti.mll the market 1a pre.ct ioall7 oloae4 except tor relatinly mort 

ten: bonde or notea of the highest grade. 

'lbe reop81llJI6 ot the capital market tor new 110nay depanda on a reaovery 

IJI t he general aeeuritiu mark8t, partly becauee the preaent yield be.aie on all 

eecuritiea exeopt the hi8J>eat grede 1a now eo high that new culpital 1a too expenal••• 

011d Partly because under preaent oondit1ona in the general aeouritiea market it . 

would not be poaaible to aell eubatantla.l amount& of new aecur1t1ea. It t a parttcu-

oona14erable part ot the ne• capital lb1cb buaineaa uaea tor 

plant construct ion &Dd the lllte ehould talc& the tom ot equity ttnanc1ug to &Told "" 

o.erbal&llce4 debt structure. It 1a , therefore, deairable tor any cona1dereble 

Pl'08l'81l ot new capital iuuu that tbere be a recovery ot the equity lll81'1tet ae well 

as t he bond ID&rket. For any reopanlJI6 of the new iasuea market 1 t 1a neceaaary to 

COM14er the vartou. tactora upon which greater etabilltJ in the security •rtete 

(a) 'Die general bua11l8aa outloolt. In tba main t he aeourity IIIIU'Itata are 

now r etlectiug general peae1a1.,. aa to the buaineaa outlOOk, and particularly the 

.,.,tloclt tor tbe rai lroada, the ut111tiaa, and bu.Udiug conatruotton. Specitlo 

action wh i eb 'IICUld 1Jiriprcwa the situation in any ot theM tlelda would be moat &t-

in reopaniJ16 the oapitalmarltat. 

(b) .an1l.ab111tY ot 1'1!!14•• In Tl• ot tba thinneu and 'JUlnereb1litJ 

the market , queatiOil ID8J be ra1eed u to the TO~ ot twlda potantiallJ ••U.abla 
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tor ecployment in aeouriti .. il1Yolv iDg risk. ~ tar aa 1DatitutioD&l buyers are 

concerned , i oauranoe OCIIIpelliaa are tar and a way the Ohiet reliance ot the bond 

:uu t, a.nd t .ha voliiiDD or their purcbaaea 1a steady and incraaei~~g. 'lhay aro 1n­

croas1r,a thoir security holdi~~ga at the rat e ot about tl,500,000 ,000 a year . largely 

botda or high rat in&. SaviDge banks , ordinarily eteocy buyers, are now leea active 

pW"ehllsars t han tormerly becauoe ot a slower growth ot deposits . Both or these 

types or inatitutione, bowtrrar , &re strictly 11m1ted in the types ot their imast-

cents , and ba·u recently be~n mora then usually consex;rative both as to types and 

&:!IOUDts ot purcbasea because or lack' or oontidanoa in security price lavale and 

other uncertainties. 

'lha coiiD8rcial banks are ordinarily tbe most errat ic buyer a ot bond a. 

it one ti.me they are heavy buyers, at another, heavy sellers, reflecting the changes 

in th~ business demand rO'l' tunde , in their reaervo positions, and in the outlook tor 

bond prices. Sinco July, 1936, they have beon sellers. 

It should be added that some instituti~nal buyers, like collego endolment~ 

and some truat tunda 'lb ieh uaed t~ confine their purcbaaea to banda , havo ln recent 

yoars , under w!ult they oonsidarod tho throat ot inflation, purchased substantial 

blocks Of COillllOD atook. 

Possibly the greatest change in recent years has been 1n the statue or 

lndlv iduala with large income a who are perhaps t he large at boldera ot CO<I:IOI1 atock. 

i t the preaant t 1ma the total volume or i ncomes ot $10,000 or over , aa reported 1n 

the Fedaral stnt1stioa ot Inoome, ia aboul halt what 1t waa ill the ciddle or late 

20s , For 1936 1t may be estimated t hat tbia total 1a in the neighborhood or 

$:i,OOO,ooo,ooo, 'lbareea 1n 1926 and 1927 it wee 1n the neJ.all.borhood ot tw,ooo ,ooo.~ 

!he Fedaral to:.< on theae in-• now averegee 15 par oent, ~ with 7 or 8 per 

cont 1n the 20e. '!hue, sal.J.er amounts ot i nCOII>t are currently available tar 1n­

veat..,nt in the IIIIU'I<at . ' houeh the ~ ot mar•• listed bCl8 1ncraaead ,_ 40 par 

cent 1n the peat ten :rau-• 
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pertlJ' bec&uM ot hleb 1D4i'fi4ual lllll'tuea u4 the oapttal &t.1na tu, t. perbapa 

oae ~&~betalltial ~n tor cr-ter Mnaiii'fen .. a ot the equity ~~&rat to other ill• 

tluccea. · 

(c) Capital pw tu. 1he capital &dna tax 11 cited repeahdl)' by 

tbose in charge ot the IIIA!UI&-nt ot lar&e pri·nte tunda u prevent1111 the u .. ot 

tho .. tunda in enterpriee or .. our1tiea repreeent1D& enterprhe, and it 1a aanerally 

"-11•Ted that a moditio&Uon ot thia tax would tend to inoreaae the eount ot tunde 

lfailable tor entarpr1M and would tend to h8Ye a stab1liz1D& intluenoe in tha 

sscurit1ea market by proTidiD& a l&raer 'fOl\11118 ot beyin& llben the merat na low, 'end 

.. uill& when the market ...,. h:lall. !!hera ia alae •~ reason to balien that the 

:.turn to the aonrament wollld not b e materially reduced because there would be 1110re 

activity and leas 8'fo1danoe with a lower tax, 

(d) Beetr1ot1ona on •tnaidera:• SeCtion 16 ot the Seouritiea lttohanae 

.let .mich placu reatriot iona on tradin& in oecur.itiea by direct ora and otticera aD4 

principal stockholder• has bMn 118ntioned by man,y people as a reaaon my they th_. 

salvos would not bUT the atoolca in 'Obich they th...,.al'fea were interested. Ill ad-

dition to not 'lf&lltin& to tie th-elvaa up tor aix montha, they do not want to incur 

tbs notoriety tarol'fed in the publication ot their names and apeo i al 1nqu1riea ot 

one aort or another. 'Die s. 1:. c, baa the power by rulae and raii'Jlationa .to e~t 

any tronaeot1on or tranaaot1ona IIIlich it mey oonaider as not OOII!Pl'ahended within the 

IIUrpOae or thia aubHOUan 'IIIIich waa •preventln& the untair uM ot 1ntcnmat1ca. • 

'!be s. J: • ..(), thua h .. power to &in a little 1110re le- tor thia claaa ot stool<-

(e) Market rpationa. '!he detailed 1'tii\UAt10o.a by the 8oerd ot 

raapeot to -.raina and ot the s. J:, 0. nth reapeot to other J)b&Ma 

or lllarket praotioe, are · trequentl.J mentioned u oauaea ot irritation and illpediMnh 

to the tluic1ity u4 atab111ty ot the .clr:n. J. N't'i aion ot thaM ~tioo.a in 

Regraded Unclassified



ll 

tM direct i on or liberelization would probabl)- ban no •Jor •tract on tbe cenerel 

situation , but 110Uld .U. tor • IIIOZ'e ~bly opc-aUnc tinanolalmecbania ...s 

lessen the cauaea or irritation and pesablic. J. n\lllbar or llatailed euaceationa 

.,. to chance• in the resuJ.ationa ot tbe Board or Cclfarnora nre containell in tbia 

bank's let t er or S.ptebar 24, 193?. 'lha Board ' s action in raT!sing ita margin 

333 

requl recants baa a.lraall)' proud belptuJ. , not a!Jiipl)- tor ita direct artaot but tor 

Its indicatioD ot an attitude or tlexib1lity, undaratanding, and cooperation. 'lhe 

Board Is undaratood to be oonsi4ar1ng the iaauanoa at an early date of reviaell 

llegul.stion T. 'Ih.e axhting regulation, and aleo the dratt or the propoeod provision 

sent with the Boarll •e latter or .Tu1y 28 1 193?, inolulla many provieione IIIIich havo 

been or would be irritating to the market, and in salle instances provieiona with 

lf.lieh tull canpliance 1a 41tricult. Many or the provisions ot thP resulaticn llb i cb 

are objectionable !rom the point or v,iew ot the security markets ar• or releti•el,y 

-11 importance eo tar ea the control or crod1t 1s concernod. Ennta wh1cb baY& 

tranopired since the preparation or this bank ' s letter of September 24 acpbaeize 

turther the 4ea1rability or a reconaideration or all pbaeea or th• regulation with 

6 View t o determining llbether the ree\llh tO be 8cbieY84 !reiD the point Of Ti&W ot 

the control or the use or credit , llbich ie the Board'• prilllar)' responsibility, are 

SUffi cient to ortaet t he dirticultica whicb thoy croato in tho market . 

(4 ) !xpanaion or bank credit . J. certain amount or buaineao opanding 

1: fi&ncad by bank credit. both d1roctly in the form or oOIIJI>trcial loeno, and 

b directly in the rona ot bank purcl\uea of securities througb the opan mertet . 

l'~l'OII&h the loan cbannel a oonaidareble amount ot tun4a baa laUarly been tlowin& 

into busineaa uee , but largely tor current operat ions rather t han tor capital 

aro n .. lled now. 

Bank inveatmenta u 1nd1oate4 earlier b..,e been de croadng and tb1a 

baa bed · - r.U 1ntluanoe OD the bond marlatt . To tbe extent tbia ia 

due to unoena1nt:r u to the t uture ot interest rawa it ia n~t unuiiU&l at t b ia 
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stli• of t he bua.lneaa oycla, when o~ial d.-JI4 tor tunda baalna to be taU, 

and t he onlY aound reua\U'elloa ia t he ~"dual etab1lizaUon ot yielda at a IOOIDellbat 

h!g)ler level than that ot a year ago, a...t to the extent thet back aalea ot bcnda 

:aY reflect ohaJ18ea in the lr reaene poeition the 'llb.ole queeUon or monetary policy 

Is reised• 'jhat goea beyond the acope or thia -rendi.D, 

ca.CLDSra.s 

l t Buoineaa ap~ndtns ottera et present tbe moat oftective 

method or avoiding asvare buaineaa recession. 

2 . Plmda tor buaineaa apendtns CCIIII8 trcm tour sources , 

1 , Qaab on hand 

2. Current earntnsa 

3 , New Ollpital iasuea 

4, Bank credit . 

3 , Bueineea ooncerna hold larger caeh balances but not 

large enough tor a l.orge oapital program. '1111~ 

neaa to apand oaab dapenda on abilit y to roc~up, 

4 , The preaant tax an undiatributed protita panalizea . the 

uae ot current earn1118• tor capital axpeoditure , 

s. To malte tunda more rreeJ.¥ uail.oble ror buaineos through 

the capital market the tollowins propoaals abould be 

conaideracU 

a. Speoiti O act ion to relisn dittlcultlaa 

in the railroada, utilitiea, and 

bu1ldill8o 

b , Jl..,iaion or capital aatna tax , 

0
, llloditloaUon ot rutr ict iona on buyins 

ot aeouritiaa by • inai4ara.• 

• 
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S o .. C. nculaUOUo 

1D'f .. tMIIh would re.lee the quut1on ot monetuy 

polioy u attecti D& bank re.-.ee, a wbject beyond 

the aoope ot thie pa~. 

?eclarel ~aer .. Bank of New Yol'k 
!IOVIII!bor 17, 1937. 

Qlort broll8ht up to date aa ot April, 1938. 

' 
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Dear Ch#lniiOII !cclea: 

FEDERAL RESERVE BANK 

Ol" Nl!w YoRK 

336 

November 17, 1g37. 

In IllY letter of November 3rd, concerning tbe present bualness and credit 

si tuation , I referred , ~ng other things , to the Importance which should be at­

uebed to an Improvement in the poeition of the railroads , and I stressed the help 

s~b Improvement would Siva to a larse erea of tha securities market, which 1a now 

JOOst depressed, and on which sevinga banks, carmercial bllDka and insurance ccnpaniee 

are greatly dependent. What is true of railroad securities , of course, Ia true in 

sooe desree of practically ell kinde of corporate securities round in bank and 

other investment portfolios, 

When the decline in the securities markets reached serious proportions, 

• • made a quick survey to detarmine the effect of drastically reduced pricao upon 

the position of the most vulnerable member banks in Ibis district. It bas occurred 

to""' that you and the Board will be Interested In the reeulu of thio suney. It 

••• made as of October 15th, and as, in the assragete, there has not been much net 

change in security prices since that date, the survey results still give an ap­

proximate pictura of the position of the banks Included in tha study. Tbaae wore 

the banka having security portfolios equal to or In excess of 4~ or net eound 

capital as ahown by tba most recent examination reports. 

There were 173 euoh member be.nll:a out of a total of 777 member bankS In 

the district . '!!lese 173 inatltutlona held, In the aasregete and at book value, 

$1,,11,842,000 united ste tea GoTernment aecurltlea; $;)43,74&,000 otha~ bonds , and 

$28,215 ,000 atocka . .&pplyiD8 to their 1nd1T1dual boldinga tba percentage oheni!OS 

In the most appropriate u a1UI>le eecurity price indices, between t he reapectin 

examination datea (runn1D8 back, on tba ..,.,rase, perhaps tlva montbe) and October 
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15th, we were able to get aa. idea ot the ahi.nlk&p tu tile quoted market •e.lue ot 

lbe!r securl ty portfolios aDA ot the affect or this abrlnkege upon the apparent 

capi tal poal ttou ot each 1natltuUOD. lata& ted 1u tllla way their egrepte hold­

Ings showed a decline ot tl&,290,000 in lllll'ket •slue of Ul>lted stetea Qo'fer.-nt 

securltlea , and of $65,24.0,000 in market -.elue ot other honda 811d atoclca , .A. awa­

ury of the f1ndiD.81J in 1ucU-.1dual b8Dke abolra the tollow1D8 changes 111 the ratio 

or net sound capt tel to depoal t liebllltlea: 

~um~er of bauka in group (!D-.eatmento in 
exceas of·~ ot net aound cepltsl) •••..•••••.••••..•• l?3 

Banks whose ratio of capital to dopoalto was 
below 1~ before decline in aecurl ty prices •.•.•••••.•• 48 

Banke whoae ratio of capital to depoa lto was 
below 1~ attar decline lu security pr1cee ••••.•.•••••• l4l 

Banta wboae ratio of cap! tal to depoalto was 
below ~before decline in security prices •••••.••••• • 2 

Banlta whoss ratio of capt tal to depoe ita waa 

belav ~ after decline in aecuri ty prices ............. 22 

~o aspects of this situation are of direct concern to us, the position 

ot our """"ber banks and the reaction• of that poai tlon upoo tbo capital or new 

luues marta t: 

1. we eatt.ate that tho capital poaition of all or the tnotitu-

tiona included in our atud7 could be restored , eo that tbe 

ratio of tbe1r net aound capital to depoalt liabilltloo would 

be 1~, e1 ther by the brin&lll$ in of new capital or by reco-.­

eriea in arket -.eJ.uee of aecur1t1es , in tbe amount of 

t2S,l600 000o 
we do not beUeve that prt-.ate capt tal In aut-

tlelent ..aunts could now be round tor tn-.eetment in the stock 
we 

ot such banks' nor would "" urge aeekin& 1 t at this t!llle . 

understand tbat the JleOODStruct1CI1 Finance Corporation Ia -kiD$ 

no new commitments tor loans or investments in the preferred 

6.atorat10D of a .are appropriate capital 
a1:ock of banks· ,_ 

t t-. ~--"· tbarefora , - to reat lai'Pl1 
structure or _., 

i 
the -.alua of their aaaate, which in turn 

"PPD a raooYar)' n 

• 
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ObaizaD !col es • U/17/37 

4epoDdl upon tbe a~l tt 
.._.. e rClll ot tile PHitDt recealiDD i D blll1• 

oeea aod a lleooYen 111 IICNrity prioee, 

2, !!leee banke an DOt ill a poei tioD, DOl' probably iD tho .-cod 

' 
t o pl~ tile ouat~ ~t or be.nke 111 .. _1 i to 

- P 118 tlll&~~ce 

bueioeae tbrou.gb tbe 11ew bsues -·ke• 
~ • t Tho 4ata aasembled 

tor these banks 1114icato, u do other ballkt~~g data , that IIIIIU' 

banka hava telldod to COIIOo11trate f:botr security IDYeawate 

Ill CUi t od States GovornmoDt aocuritlee , and \hat thoro ~ 

boeD acme 4is1ncl1DatioD to purohae e pri vate corporate iasua
1

, 

Tbere are varioue reasOIIS tor this telldeDcy, but in sCDO pert 

it is due to the axperieDce or the banks during t bo deproasiOII 

years , when m&DY banks sacrificed or wore led by noceselty or 

by a¢moD1tion or euparYi sory authorities to sacr ifice corporate 

secur1 ties on o declinillg market, an.d t hus to t h: losses whi ch 

subeequeDt recoveries ID the market val ues or their securitisa 

would have erased. Tbe errec t or tbe tendency upon the main­

tenaDce or a healthy cepital market Is obvi ous . 

ConsideratioD or botb or these aspects or the problem leads ue t o tbe 

tha t this is a time tor the adoptioD or a r eaaoDablo ODd liberal attitude 

by bank ouporvteory authorities. Ill all tho eireUIDStaDcos, it aesu to us tbot 

the supervis ory authoritiee could take t he poeitioD, ID oxamtni og security port­

fOli os or belike, that DO eborgoor ta will be required because or market rluct uatloDS 

In prl cse or aeeart Uoa which are pqiQg tbetr lllt ereat regularlY, and with r eapoct 

to wblch ultimate p~Dt or pr1Dcipal , iD a ccord&Dco wltb tbe tel'IU or tbe eeouri­

tles , is r easona bly assured . FUrthenDOre, 1t se- to ue, tbe:r should try to avoid 

proclp1tat1Qg widespread ltquidatloD or other securities at t1111s when aellill8 by 

banks Will not oDly rix 1o1aea tor tbe belike coDcerood , but will aleo rurthe r de ­

press a leak marat, ODd thlll UDf&YOrab!y attect t be poaiUOD Of all belike, CUleea 

•OC>e aucb r on.ula 1e ..Sopted, or UDJ.eu tbere it a aubetaDtial aD4 prCIIpt recaoor;r 
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,.. ~Jcclee, ll/17/37 

In carket pricea or Mcur1U•, n are Ulteq to be raced with a ael'iu or exaina­

u on report a Which place bet are ua paper capt \al d1tt1cul tiea, which D&ither we nor 

t~ banks will he able to cornet, &D4 the axietence ot which _, force or encourap 

turt ber Uqu14at1on ot eecur1 \lea &D4 tlwe further 111p84a the roopeDiDC ot the 

private capital me.rk~t . 

Ron . Marr1Der s. Ecelee, 
Chairman, Board ot OOYernor• 

ot the Federal Roeeroo Syetem, 
ilaahington , D. o . 

7111 thtully youre, 

(aipe4) George L. Harrlaoo 

George L. &arrieon, 
· president. 

\ 
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FEDERAL RES ERVE B ANK 

0 1" NEW Y O RK 

Last Novamber I sent you two letters with supplementary memoranda aetttng 

forth our v iewa about the depression and poaaible reconry programs. Since that 

the directors and otfioera or the bank have had I!I8JlY further dioouaaions ot 

problllll&. We thi nk it may now help to clarity our own ldeao, and be ot 

sa:e poaaible aoaiatanoe to the Board or Governors, to review: the course or events 

durlne the paot six 1110ntha an4 to COIII:Iflnt on the recOTery efforts wblob ban been 

mado and the problema still before us, 

'lbe decline or the Board ' a 1n4ex or production by about thirty per cent 

between last August and December was probably unprecedented , tor so ebort a period. 

then the index hae fallen only moderetel:r , the figures being 117 tor Auguot , 

for December, and 77 tor April. 'lbe marked tall i n security prlcoo 'lblch ac-

340 

the great decline In production came to an on4 1n Novenber and waa rollowd 

several months by a sldelriao mmement , &.It in March atook prlceo broke tbro\18h 

l ow point. 'lbla renfte4 tall w:aa varioualy interpreted. It was 

'rooal)lY due In part to a growing realization that there would be no upturn or 

this spring. By the advocat .. of a new: apeading program i t was interprete4 

conr irmation or their rears that without aueh a program the decline or production 

employment would be rea.-d. By t he advoce.teo or a polic:r or reppiiiOCh-t 

governm.nt an4 buain&u, it we 1ntarprete4 u the r&8ult of a growing 
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coo•iction in the buaineee -·Dlty that DO e~~ch ooopere.tion could be upected , 

Ckl .April 14 the Praaident announced hie r eOOTery ~ consisting or a 

increase i ll exceaa reeen .. by reducing raeene requir«Mnta &D4 destariliz­

lliS the gold held in tho 1Daotive accOUDt; loaDs to industry by the Jleaonetruct ion 

OODtinuation ot wort relief expendi tures at t he current 

level; and a renewed and enl.arged program or public worts, '!he policy ot balanc­

Ing the budget , which had been announced a year previously and repeated last 

was definitely abandoned, 

It 1a difficult to meaaure what the inlllediate response hns been to the 

ot this program or to estimate lbat its later effects will be . 1r<lll 

low point Ot March :n, there has beon 8 rocOYery in CO!llliOn stocks Of about 20 

cent, and this baa boen acaCIDp8l1iad by a rise 1n prices ot lO<"sr grads bond a , 

""ll na pricee of gOYernment and other high-srade aecuriti~s core directly sub-

• 
to oonetary intluenoes. att a day-to-<lay analys ia would a~ec to suegeat that 

or the rise may have been in response to e.enta not related t<' the ~r.onete.ry 

s_.nding program, Ch the other hand , the announcement of the program 'IJ!AY hen 

same general etfeot by creating a mild 1ntlat ione.ry expectati~n tor the more 

tuture. 'Ihe behaYior ot COIICO<lity prioee has been 11111oh less encourastns• 

havo not &bared in the reoOYery ot security prices but have establ iahed new lows 

the depreaaion. 

A» I pointed out in my let ter last November, our view has been that 

eubst&Dtlal. rea.on.e ror hoping that this depression need not he a repeti­

'Iha banlr.ins situation i a stronger , tbougll in need or oon-

ive traat....,t ae reprda b8Dt ena1nat1ona aDd the capital posi tion ot banta 

linea lb ich bot h we and the Board hue ta•ored. 'Dlare O\ll;bt not to be a 
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r<~t ltlOn of tho credit collapae &nd the boardiJl8 IIIl ich were tba main eauaea ot 

the detlatioll8l'Y dobaole or 1931- 33; and it 1e intareeti118 to note that the index 

o! production is now clown to about the point rrcm IIIlich that collapse clraggecl i t to 

s.elllower levels. 'lhe speculative condition in the security markets 1a aJ.ao DJcb 

better than in 1929. Probably moat important or all , the outlook ror potonUel 

need and dc.mand for some kinds of cluro.ble goocla , provided it can be mado otrectivo 
• • 

t;pt61'1 to be greater than in 1929, :ror these r easons we continue to believe that , 

"'c though , as now seems very probable , there may be some rurtber contraction or 

ean.ing months , a recovery movement could be begun tram rou;;hly the 

level it proper measures are taken, 

'lhe first queetion , therefore , is how etrective t h o President •a progrea 

Is likely t o be and how soon the errects will ooour. On the purely monetory pert a , 

I shall reserve further comment until lnter . As t o t he lending and spending 

one important question 1a llbetl:er the figures announoecl, aeuO£at!ng aver 

f4,eoo,ooo ,ooo including the R. p, c. program already authorizocl, may not create an 

lUidue expectAtion, not only in the country but also 1n Washington, as to the wnount 

atL=ulation wbieh can be given to the econOQy by these measures. Bow raat can 

ettect i ve? l!ot7 IIliich money , tor example , wi ll actually be 

these. channels in the next year? ~ the $1, 500,000 ,000 

authori>••d to be loaned by the Reconstruction Finance Corporation, some authoritieo 

the actual loena made in the next year J1B1f not ecount to core t han 

"""' •<JIXJ ,OOO to t 500,000,000; and Jud611!6 by peat el<pOrienoe , t he public works 

, despi te the new device or non- intereat loans, mey not , w1 til in the next 

, absorb over t 500,ooo,ooo or tile increaaecl authorization. 

'!here 1e tbua a real possibility that the lllllOWlt ot atimulet1on toward 

ree<IVOl,. providecl by this program during t he next twelve montils !:lAY not ho very 

It is , at oouraa , very probable t hat with t ho continuance of depression the 

• 
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Olt~ loclaa ' 
1o4at would beca. turthv UDbalaDoed, beJ'ODd thNe - . by the further iaoreaee 

It reliet' oxpeaditurea and the cleoline at rtWenue. &t tbe decline d reYe-

JUl occur mainly nut year rather tb&JI ill the pre-at yev. jnd c0110ernill& relief' 

u;pondlt\IJ'ea , the question -:r be re1Md 11bethv tbey are not lllll1lllJ a reeponee to 

upreaslon , rialng only aa depreaeion 4eepen.e 8114 IIIIPloJMDt .doolwa, 811d ""1Dc 

thua more aa a brake upon the rorou making tor turther contraction or national in­

=• than ae a poeit iva u;p&Jiaiva force. 

The occurrence or th1e new depression hae t hrown eignitieant 11ght upon 

the use or tiacal policy ae a CGDP8DJO.tory mechanie. One leuon, wbicb aooorde 

olth eiJ)erlenca 1n the 110Htery tield, t hough preeeating atcb more dittlcu.lty , Ia 

tbs !.Joportaooa or proper tlaing. 'lhe tapering or budgetary deti c!ts ahoul d have 

besuo aoooor than it did, ae wa araued 1n the IDiliDOr&Jido eoat to the Board 1n the 

3\l!ilter or 19~6, and 1t abould have occurred more gradually. '!he poymaat or the 

bonus In 1936 i s , ot couree, tha sort or occurrence wbich upsets all technical 

calculation , though It doN abow tbe ditticultiea ot operating this kind at policy 

In a dr.ocraoy; but quite apvt trCID the boDWI, there Ia the elftnitlcant tact that 

eubn ential r eduction or axpaadituree wao undertaken until the spring ot 1~? , 

the boom wee already over . .Raliance was plaood almost entirely upon tho In-

or revenue . '!hen tbara 1e tho rurther ocmplioat loa that tbe eocial ooourity 

, -.hlcb quito clearly bad been d<Nieod without ratarence to their relation to 

CCQpaQlla tory tiacal policy, haVe been pemitted to operate i n the new depreaeloa 

• ~:>ej or datlat :!.oDDrJ' torce . At the present junctura, we race a new timiD& 

!cull!! ia that the new apan41n& program cannot act teat enough to provide an 

correat1vo tor 4epraN1oa. 

Qne fUrther iJiportant leaiOD tr.., thia D .. depreaaion ia that flacal 

can be aullltiad by the ballavlor ot prices and wagea , aDd t hat indeed i t tend a 

lnh uity, ualnc cdaqua•e _.,.eat1Vs etepe are taken , tb& price and coat -•-

.. 'baret ora wal- the l'l'Oa14eat • e propoael tor • thQr0<18h 
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1tudy or monopoly praot 1oea aD4 tedeootea i n 1nduatry, but think it ought olear:cy 

to i nclude equally a atu4y of atailar tendenoiea in orpn1aed labor . '.ftle ri .. of 

""u and ~rices in theM eeotora of our eoo~ ill the nntar and aprhiS of 

19:16-37 S4HICI8 to us a •Jor oauae of this depreasion . 

lor reaaolllJ such as thsae, t he d1tt1cult1es of t1Dt1116 c:hant;es in pol!CT 

and or ach1ev1116 results with suttioient prcmptnesa , the erteots upon coats aDd 

pri ces, the 11.Dtitat1ona iJQpoaed by the political prooeaeea of a demooraoy, and the 

l!Jo1tat1ona illlposed by the arrecta or deficit tillano1116 upon the illtereat rete 

structure and upon the character aD4 ecmpoait1Cil or bani< aaaets t t> 'IIIlich we I.Arfe 

referred in our pr.,..ious -rallda, we are !nereaaingl,y inclilled to bel!.,..e tbat 

too ClUch reliance ought not to be place<! upon ccmpenaatory tiaoal policy aa the 

single or main corrective ror depression. 

It therefore appesra to ua , and this waa tho chief poillt or my ea.rlier 

letters , that the Jain probl• 1a still that or tilldill6 the means or provid1116 "''"'e 

di rect encourag~~Dent to private enterpriae aDd hrfe1Jtlll8nt , ill part throU8h apec1f1c 

""•ourea , and in part by creatill6 an atmoiJ))hare mora conducive to buaineaa confi­

dence. Indee<l , whatuar may be the merits or the 11.Dtitations of the program an­

nounced by the Presi.dant laat month , I think it 1a illoreaaingly recognize<! t hat it 

ltUat be aupple~~~ante<l by, aDd must ill large 1118asura be dependent tor its IJUoceaa u))QI, 

• program Wb1ob 1J1ll further encourage private initiative and ecq>lo)'lll8nt • 

Some prosreaa baa au.&dy been made. 'Die ..,.1141118nh t o the Jl'e<larel 

lloua1116 A.ot appear to have had a IIIOdcatal.T helpfUl etteot on r esidential OOMtruo­

tton , 'llb ich may be illcreeeed later on under ..,... tuorabla econaoic condit lone. 'Die 

lax r8'f ia1one , 88 t 1nall,y agreed upon ill Cougreaa, will, we thin..'<, hATe a salutary, 

~~~ probab:cy not .., ~tat a, etreot upon bueilleaa and hrf<oat"""'t , pe.rtl,y be­

ca\Uie or tho a.&tUM or the r.-.iaiOne th~Y88 aJ14 partly ~use thiiJ ...pre-t 8 
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11111toimlY em,phuiud ae neoeeMl')' to Ue poper tunot1on1~~g. 

'Die ~eident'e oall u»oD ..U IIU't• ot the o~ty to coope:r.te tor re­

~ery , his recogDition that web ooopera:tica ie .... DUal to the auocau or the 

.,.. program, tile «14•-• 11b1cb han •~ appeared that tllare are illportant torou 

Ill botb sovex-nt and bueiDeu eeeltiDg to prcaota a batter UDdaretan41J16 or IIIUtual 

probl...a , and finally the 1ndioat1one that a ~ •Y be found to clarity the re­

lations batflen publlo and priTate industry 1n the utility tield are aU, it .. .,.. 

to me , encouragi~~g sipe that thia ltind ot solution 1• now bei"€ 80\18ht . In oon­

noetlon with the utility probl .. , it 110\lld - taportant that care be talten that 

lhe eolution bel.JI6 aoupt 1e not nullified by P. W • .1., grants t o mwrlcipalitiu 

under tbe new apendinc ~ 

'Diere 1e no need to attempt a ro:nllal outline or n recovery program or thia 

nature . Ita el-nta, I balina, are now tair1Y generally known and agrsed UPOn. 

'l!loae already mentioned and acDe othere ware referred to in lilY let tara lut 

NOYe::bar. '!hare 1a at ill needed, I t hinlt, ac.. illlportant rev is ion ot our tax 

•Yalelll, lnclud~ the plao~ ot social eeour1ty tuea on a pey-as-you-go bu1e, 

reduction or the schedule ot surtax rates on in<l(Dee, and the rsoYal ot tax ex­

flt!ption on gonr.-nt eeouritie~ u baa already bean reo-nded by the President. 

'l!leao rev1a1one n repr4 ae ot more tuDdamental IJQportanoe than those already made, 

'!here 1a need to:r e clearer and more equitable dateminatian or the re­

IJ>Ona lb111Ues 11bich &oulcl be illpoeecl, upon labor u well ee MM-nt , in col­

lect Iva bargelniD&• '!hare 1e a1eo e grue queat1an wbethar t he ~· e.nd Roura 

Bill may not repreaant a .. r1oua oontuaion bat- rerom and recovery cone14a:r.­

tlona , eo that proyiaiona wbioh tl"'OII a lOD&&r run standpoint mey be sooially and 

econ011>1call.y deeirebla, .a7 11an b.aDit'ul abort-run ettanta. Prom tbie point or 

Tlew 1111.y thia ngt pron to be one turthar expreeeion ot · tba fallacy, &iob baa n«er 

beea. olaarly hoed, t:11at w oan 1ncreua •Uanal 1nooe1a and ~to,.ant bJ raieinc 
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001ta or production taster t han etticienoy and volUIDe ot production. 

'l!lere i8 otrriou.J.J a Deed, •• n aatd in November lllld as has be- l.D· 

Ct$Uin&ly 1110re apparent , to tiDd a eolut1on ot the raiaoed probl•. ID thie 

!Jlj!ultry, which COD&titutea a maJor aepent ot our eoo~, condi tions are DOW woree 

l!lan in the warat quarters ot 1932 and '33, and it 1a bec011.1.ng increasingly 41tticult 

to see hew we .Cilll have a real and last 1.ng reoover:y so long aa we disregard the need 

or a thorough-goi.ng attack \ll)Oil ita problema, which appear to involve euoh tunda­

mental queat ion.s as till8Dcial 8114 Pl:yeical. reorganization, ab8Ddolll!l8nt ot non· 

essential mileage , equitable oon4it1ona or e<llllp&tition with non-rail tre.noportation, 

a n'f!alon ot the tecbnical rules and conditions ot work wh ich have apparently be­

CII:l8 a serious obstacle to operating efficiency, reduotionll ot wese retes a8 :you 

oug;;eated in :your .Atlant io City addre8s and evan probably or tho numbers IJI!U)lo:yed , 

and a thorough reccnaideration ot the tax burdens now resting on the indu8tr:y. 

Finally ..., think it very desirable to continue to explore , as I know :you 

hue been specially interested in doing, the we:ye in which government may otter 

flnanctal aid , not 1n the torm ot a pllll)p.p.riming progrem l.Dtendod to work th.rougb 

conownora • 1n0<11118a , but in the tom or aasiatuco to housing , raU.rcada, utilitloe 

or other major induatrie8 , or 1D the r orm ot aconcaic&ll:y desirable public inuat· 

oenta ot a kind which would not COiliP&te with privata industry but on the eontre.r:y , 

IOUld enCOII..I:'8&e that recovery ot private l.Dveatment upon which our eeonOIQ' tunde­

t.entall:y depend8. 

I hS'fe lett to the end t he consideration ot purely monetary policy. ID 

tlY statoment lest JJav•ber I exP.J:'&Ued tho view that exce8a reserves were already 

adequate and that no change ot monetary policy n a called tor. ~~en t he President 

atlJltOUJ~ceKI the reoon.r:y progrem 1n .t.pril, excesa :reaarvea amountod tr approximately 

and a halt bill10D dollar a; there had been an upturn 1D bank ceposi ta follow· 

tb e modere.te decliJle wh icll ooourred 1D 19:!7, the quantity ot deposita and 
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OllffilCY ns substantially above that ot 1989, and intereat rutes subject to mona-

1&11 lntluonce were at a Tary low leTa 1. In theee oiroumatancea there did not 

'""" to bo any ocaation tor increasing uoeea reaanoa except poaai bly as a mane 

o! c~t ine; i nflationary sentiment; and 1n thia reapoct, aa I ha•c already etatod, 

!he errect a do not appear thus tar to ha•e been very greet. Cb t he other band, 

tor c~o sake ot t h i a doubtful advantage, we have recreated some dift i cult probl8U 

!or t~r tut ure , 

'!be new program will have the errect or increaa1ng exceaa rosorvoa to 

epprcxlmotely $3,000,000 ,000 , llbicb ia well in exeeos at tho pr8't' i ous high point . 

'!be !lm::edlote problem wh i ch this notion preaent o 1s t he r i se i n the prices ot 

go'ternment securi ties and other hir.heot quality obligat i ons. Some Treasury bill 

lssuea ore now on a no-yield b:>sis , while pr i ces or lDngnr notes and bonds bo•o been 

bid up In tome instances to now record higba , 'lbera is t hus presented t he danger 

that at s<ll!le l ater t '- we m11.y have to tace a renewal or the diffi culties Wbicb 

oppeared I n t he gcw~nt security markets last spri ng . Ment ion must surely be 

Ude or t he f ac t that &Tan prior to th i s program 111oress1ng excess reaorvos , tha 

C!>en !.l&.rket <'.<lll'li tt ae was endeavoring by awi t chao i n t he >orttoli o t o curb t he 

rapid rise I n gov&rnment eeourit1oa; which even t hen had been (:Oi .ng on for some 

tiOnt he . It waa in the hope or making tllia pol1e7 more etrectlve t hat I recently 

Propoelld t o the Open IJIIILrkot Ocmaitt ee t hat , 111 v iew ot t ho new proer...,, aut horit y 

~oulcl now be e ivon to Tary the s ize o r tho portfolio 111 orde r more orroctl .. oly to 

t .tert our l ntluenee toward orderly conditione i n the goverDCiant security llliU'l<eto . 

em- reapoulbilitie a ae a central banking eyat• ere just ns RJ'O&t durl ne; a period 

or advanc i ng security prices as during a period or declining pr1oeo. TOo r op1d or 

:oo prol onged 8 riea will surely i nore ... t he size and ditticulty or t he prcl>l• 

or central bank -.-nt on the IUbaequont daoline, not to =antion the probl• or 

capitol loeeee by ~er bnnka micb will re..Ut trCIII any ecl>atantial decline 1n the 
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~etd ,arket . 

LoolrlDS to the loaser tuture, I tb.I.Dk .. DlAit recognize that the haadlille 

')! these large uoeea reaar'foa will preaent 1111.1oh more d1tt1cult problema than thoee 

l!>!ch had exiated previoual:y , problc:aa, both ot methode ot control and ot &lbiniatre-

tl01> end jurhdi otion, whioh raise too many queetions tor traetment in thia letter 

lrJt about which I hope to write :you at 8()1118 tilDe in the t uture. a.t our ~late 

p:oblec is clearly that ot reCO'f'&r;y tr<D the depreuion in llhioh tbe country now 

agtio finds 1teelt, end it is in t he hope that we a;y make 8()1118 contribution to tbe 

eolution or thi s problem that this latter i e eent. 

Honorable IUirri.nar s. Boolea, 
Oloinoen, Board ot ooorarnors 
or tho Foderel ReeerYe System, 
lashla;;ton, D. c. 

laith!ully yours, 

(Signed) George L . Harrison 

George L. Re.rrieon, 
Prosidont. 
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RPI!IU· Ulllltft 8Isr.! 

... 'bbctoa 

DMr llr. Harriaozu 

Tbia 1a to aclulowledca receipt ot your letter 
ot lk)' 20th ra'finillg the couru of e•enta during the 
put ai.x 110otha aDd cosaent1111 on the reeonry ettorta 
-.bleb han been uda aDd the problaa atill before na . 

Jour ali81Ja1s I.Jid1ca tea the t • • are auch 
cloaar ill accord than •• haYa been on aoae occasiona. 
In &enaral , I aa i .n &&ree~~ont with wbat you han to say. 
Rowonr, with recard to tbo loacer future, I doubt wbatber 
our tbinldac 11 rUDD1DC peralla , tor I do not recard r&­
duction of surtax ratoa aa ot t daaontol iaportonce. 

oa tba cootra 
Juat lr.aap tbe capital lee 
duction aDd consuap o on lilr.e an oconoaically 
and aocially adeq te a a under condi tiona now pre..,. il-
iac ill tbia count aad uchout tho world . I would be 
i o taraa ted w a tho u diaacree w1 tb concluaiona 
roached h)' a nuabar a deale and profoaaiona.l studies, 
auch, tor a , s • • h)' tba Broolr.inga Institution, 
wllich br1Jl& oil •ar clear!)' , it ••• • to ••• thAt ...e can 
no 1o111er Call bi on tba aeawaption tba t as ••nne• 8e­

cu.ulato tbay will be put to productin ra ther tbu 

speculative us a . 

RowaYar Yelid tbia theory of autoaatic coo­
YaraiOD of aana&s illto product! 'fa antarprisa u y ha ... 
bean duria& ao&t of oar biatory when wo had a relat1.-. 
scare! ty of 1nvestaeot capi tel and borrowed a good deal 
of i t fro• abroad, I cannot escape the coaclwaion today 
that o.ar probl• 1 a Yary d1tfaraot and t hat we are raced 
witb tba nocaseity tor aaintaWIII a n cb batter bdaaced 
rolatioaabip between tba three t actora of aa'fi.a&•• cco­
a..,ttoo and capital ro.-attoa. I racc&lli•• that r&­
conriea ill tha pea t ban charaoter1at1call)' bean led by 
,.

1
,. capital 1D•eataent aad I aa t~ 1n accord with the 

aeed Cor lr.aapiac the capt tal urlr.eta opa, but this 1a 
111>t -· at tbia juncture io ollr eeo.-ic danlopaont, 

aa I ... it. 
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tn oelald r-• all ot t.bo 10-oal.led illhibi tiou 

ud 1onp ••t ot t.bo tau. oa capital. ud u woul.d not 1a 

II;)" J..sp•t, aut..U~ nn iato deliroblo a n prod~tioa 

al.eee taritt oa4 trade borrioro wore r .. T..t, tho foreign 

4obtl el.-.red a ... ;r, iadu\17 ud &IJ'icul ture !"It Cll1 aa equal 

tootiag, a.t ••poUetic proct1o01 ot orcaa.ised illdaatdal. 

ud l.abor croup• brokoa up, I a other words, ia a tree world 

ocoao.;r or a tree coepatit1Te -.rkot, it aeeas to • • 

theorot1~ po11iblo at le&at that eonditioaa •i&bt be r ... 

oreoted \lOder 11hicb eapi tal. toru.tioa would, &a bas beea the 

eaae 1.a the put, lead the u;r to reeo .. ry by eoiae iato pro­

d~>etioa aad there by g1Tl.ag •plo;r .. a t . hcb ee that psrwMeat 

road appeal.a to ae, ae a practical uttar those days I see ao 

n ry tcC011ra11ac bope ot trn.U., that way taet eao'QIIa. 

!be al.terDat1Ye, u I aoe it, 1a that the goYerl)­

act will. be c~lled 1.a the ad to M.i.ntaia a b1gh rate ot 

ta.xatioa, iacl."Gdi.Dg not oDJ.y reteation or the surtaxes but 

a bro&dciJII or the entire tax 

Tile prOTI1lJ.aa c wllicb I aentioa inelacle 

the elow rate ot iacreo pl'l.atioa, reetricted 1JD>i-

rra tioa, the diaappear ee 0 the ntier 1.a t.!le weat aad 

aouth, ud restric trade d11e to taritto and quotas, 

•xch•nc• coatrole ua t1..Da C\U'TeDCiea . CoDironted 

w1 th thou ta a, belp bat reel tha t it woul.d be 

to the iat or ot or to adYocate aucb taxatioD on • 

bro&d t..c-. be e would 1.a effect allStaiD bu,ying power 

aad tbu aka r a 1>1taiaed aad upallll.iag productioa. 1bb, 

in tiU'D, wol>l.d DOt o~ to protect existiag capitd i a­

Yeatact, bv.t al.so to proTide a prod~>CtiYe a nd pro!1 table 

oa tl.et t or ao.,..wted printe aaTiage . 

'ftle i dea 18 br ao aMAa now or wttried, tor we 

ban aa uaapl.e ot ita appUoatioD 1.a lllgl&Dd aJ>d ooae ot 

the other capital.iltic d1110orncieo, wbare taxatioD baa beeD 

appUed 1.a euch a wq u to aab pouiblo nriou p11bUc 

axpaadl.turoe which 1D turD teDCI to Jlllilltai.D a roaooaabl,r 

..... a.w or parcbaa1q power aDd t.hl&8 to keep productioa at 

oonU.UO•l.T biah leYeleo It ae- to ae that thia 11 nry 

uch 1a the interllt or the caJiltaUot ~ue be 1a bettor 

ott in tho eDCI e iace the products or the IIUl. and tacto17 

coatt.&e to t illd a aarht &DIS t.!le ret11r11. in proti to to tho 
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owaor of capital, o.ft~ pa)'int: high 1De011e taxes 1Deludill8 
surtl'.xos , ie far great~r than ""uld be the ease if the 
ecoDOII,)I were allowed to generate apeculative and other UD­
b!t.lneed collditione lMdi.ng inev.l.tabl.y to the closing do'tlll 
of plaato and the depreci~tion of inveatm•nt . 

I realise, of coursa , th•t the execution o f sw:h 
a policy ""uld han to be very sld.lltully 11>~6ed o.nd wall 
t lJoe:! , and tha t there •~t be at the eaae tiJla every el)­
courag•ent tor the .. ploYJI•n t or capital in new productioe­
that th..-o ~~~&at al"'Q'S be an !laple supply of t'wl<b tor that 
purpose. Likewise, I hue tel t ill along tluo t !is cal aDd 
110oetAry policy abould go ltantl-io-b&Dd and th" t texation 
should be keyed et ..U times to encourage on productio• 
and , Accordingly , that tax~~ on cooSl,.ption cert• inly ebould 
be re<lucad or r ...., ... d in depreseed tiJleo , 

I cannot go alo118 111. tJ tho i doa , bo"ever, that 
there ia &JiiY shortage of inveetno ot !Wide now end tMt sur­
tuea should be litt ..U fo euon. I£ th• purpose of 
lifti.ag them is to enc ·age copi • to go into naw eoter­
priao, then 1 t s ee11s to u are pproaching the probl• 
r ro. the 'ATOD6 • = til the leek bero ia oot of capital 
bllt or abill t y or e g • l public to take off existing 
imctorlea, ~e.l e no p oduetion in o.a,y t"'portl!nt 

.,.,1••· 
this ubj t to too rud.rie<l ood conphx to be 

dealt w1.th Rdequa · b)' letter , but I relt •.ha t I could 
DOt pou it b)' ..ntiraly 1n reply to yorrr ~.-tion, with 
wbicll, aa I bave eaid, I a• gonorall:r in secord a s C&r " " 

n co••· 

(Signed) 

Sincerely yours, 

11. s. &cclea 

• · s. p;ocloe, 
Chaidd· 

Jlr, oeors• L· Barrioon, Proe1dont, 
Pe<loral ResorT• Bank of !e~ York, 
.., york C1V· 

Regraded Unclassified



FEDER A L RESERVE B ANK O F NEW YORK 

June 9 , 1938 . 

Dear Chair man Eccles: 

I have reed your lett er of May 26 , i n reply to 

mine of May 20, wi t h gr eat interest. I am delighted t hat 

~e ar e so much in a ccor d with r espect to cur rent recovery 

problems , though I f eel you have misconstrued our refer­

ence to income t ax r evision . I 

l etter t o deal with e futur e, with which 

much of your let ter 

What the 

this complex fiel d 

settled 

it, and 

helpful, we hope 

f o policy are in 

very much an un-

further wor k on 

we feel may be 

t o you lat er. 

Faithfully yours , 

(Signed) Geor ge L. ~~rr1son 

George L. Harr i son, 
Pr esident . 

Hon . M. s . Eccl es, Chairman, 
Board of Governor s of the 

Federal Reserve System, 
"Kashing t on, D. C • 
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FEDERAL RESERVE BANK OF NEW YORK 

larch •, 191!9, 

J)ear Cbaii'ILUl kelea1 

In the dheuaaiOD at the recent meetuc ot our board ot 

directors, which you attended, I aentioned the tact that t or aoae 

weeki we had been raT1ewtnc our ideas on fiscal policy and recoTery. 

At you rlll recall, we 1ant to the Board ot OoTemors l ettera md 

supplementary aeaoranduaa, explaining 'our Tiews on thil 1ubjeot, 

in l oTeaber 191!7 and May 1938 , The preaenta tion ot the Prel ident'• 

budget aeasaae in J'a~~u.ary ot this year, d the public d1acun1ona 

of recoTery policy which haTe baT to ua to otter m 

appropriate opportunity t or a re~ent our Tiews, 1n the 

hope that ~~ } oraula ion ot a reco• ery 

prograa, .l anorandua preae ~wa il enclosed. 

I rlll not a t s u .. ar 1e the memor andum, which we 

hne tried to aake aa b 

ita main cancluaionl and 

but I do want t o stress 

reached by our directors 

in diacuaainc it. Briefly, we belie•e, aa we 1tated 1n our earlier 

coma~icetion1, that it i l iaportant t hat there should be relat1Tely 

leaa nphasil and reliance on publ ic 1pend1n1 1 and a aore polit1Te 

prograa ot anooura&•ent to pr i Tate 1nn1t11entJ that etfecti"Ye en­

courag•ent of priTa te inTeataent at thil time in"Yol"Yea concerted 

action by the .ldmi niatration on a poaiti •e pro&raa, and not merel y 

1nd1T1dual 1tatemanta of recopition of t he taportance of priTate 

innataent. Finally, we beli.'!Te that the eft'eetiTeneas of preaant 

PUbl ic apendinl and the pros pect ot encouraging pr i Tate 1nveata.at 
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Chaira&D lecl ea, 

rill be .allatant1all7 1lluuae4 b)' a tiaoal proaraa which l ooltl 

toward a aradual approach to a 'balanced lluqet, t hr ough the taper­

i nc ott or expenditures aa well aa throu&h an increase in receipt•, 

instead ot a riacal pr oaraa which reliel aa1nlJ upon an autoaati c 

balancin& ot the bud&et when tull recon%'7 1a aehined. 

354 

In recent weell:a there haTe been indication• or a arowiq 

realiaation or the n eed t or auch a well-roun.ded pr ograa, and or a 

crowin& r eco&nition that public lpendin&, by itlel t, cannot be 

relied upon t o pr oduce a tull and l altin& recoTery. We wilh t o 

urge t bs t auch a pr ograa be preaae~t rwar cS and we would be &lad 

to cooperate, b)' an:r aean1 within ur power, in helpin& to r oraulate 

i t in 11ore detail and in putt~ in ettect. 

~ ~ Faithtull:r yours, 

~ (Sianed) Georce L. Harri•on 

Hon. Marr iner s. Keele•, 
Chair man Board or GoTernorl 
ot t he ••deral AelerTe S:ratea, 
~ashincton , D. c. 
l.nc. 

President. 

(U /((tor(, '" ~ , J 1 · ) 

~<. 1 IV cc u't. I U<. "li /~ 
{, 1.~;_, .aJfn . 
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llliUllll ..... aS.. lleten ._ ..,. ud -. ~ w •*'- .. _ _,., 1a lup 

port, t~lt ... ,., .. ..UYi- rt Ita ftr ..__,. "*' • 1t11 .-1 UIT -

.,ad " .. e l .. t pl.etoo a fit "Sp'eal • 1a lldlAlllle 

n... are ade.,-ute ree_, .. tla1all, .., u.. '-'P\ou7 ezpert- et 

lfrl>"" 1a ~ pu t deoacla OUI>Ot lte tab~~ u JlllnOf ot ..,. error 1a po1nt1 tttac 

lollleotuT 4et1o1\a. • • Wet i t 81U1t b. QOU 'td U... - tcllbic..,. waat 

~· dtMUoa u " tbd it, wltlt a new depro;:;sloa Jut belt1ad u ...s .. 

·~ atUl -.J.au - tkt tlloaa diD - tuiet ..,.. Ute uuaptt¥ ot a ...._ 

otoatu~ dat leit tor tho n.-1 ,...r HIO -.. a r-r• NT nr.,.. -· lilll 

I"'eelpitiDD of tu .. pnu tac attMt• or a ~ .,..; draatio ......u. at Ute 

u t l.cl t .loa' DOt ... t.b.>t 110 atepa ftllould ao" t. t.<:ll:• tonrd b&laatei"' Ute 

blllpt , wn u.,..Jt tt be \naa U..t •1tll a -,..1 for • tt.c.al 1aCOM at MD 

MUs .. , ""-• .-l.cl ~·• Nttlei•tq-, ...S.r u.o J)a'tl- t tu: atnetue, 

lo eo• .. r ~itorna at Uaeir <1r0-t t ... et. 

After '- Jar• ot datleUa, td.tltaat u ~t a athtaata7 , _ .. ,, 

Iller. !< a crotd."' tMlt,.., " teU. ... o, tat t a. U.. ltaa - to r-t U.. -sa 

oaplltdo tor n"'oer,- elMollollro ~ oa pablio ap 1 ' '•• fbb _. U.. altillf 

;>oillt or o.r ... ru.r l.ottara, wJt1ah u;a 1_.. 0111' t-.r U...t • .., ., "• 

P"'CT<>~, llalotaa •ua ; IM liT otMT -- _. u" _t.U.Mo6, -u loa 

1ot.orpretad to - U.t"- \ftlt~ Uaa ..,., u 4 ~td1.1ic tao lloiH W87• ud 

• lfbt lead to a proci'O ... n lNo or o..t'~• 1D our .wllt.T to M~Ww• • 

ceaut,.. 1"9CCT6J7 td.~ta u.o rr-rll: ot oot:r uiat1• .luUta""- .... "­

lh&t at U.0 pro-t U.0- atfMt.l.'i'O ...... at ~tilljf to Ute -VJ tltat 

~ t.. to ....a.an- ·~ a oant'llll7 _ , ,.._ ... pnv .... dp d to ottwt 

•IOI!rrt.to .,.d ~ ....... ot n:poood1- aad ~· • et •• • 

"- -uu l- Wda7 1• •t ltetaooa ru.l ort.Wa;r .... - ..... 

•tor, t h aal ,.u..r • ....,_, •- •Ita r..-- ..n.ua • \ltael'eUoal .,,_....,., .. 

-t.o.pl.atad -. ,..:n ... U1at _, ~~. J.MO, .. ...u .~u ..... • ..n.s.t, 

356 

Regraded Unclassified



J I i ! ! ! f ! J !! ~ 5 ~ ~ i i I ~ ! i ~ i I ~ ~ l I ! 
i E: Mr~ . .. iJ ::. • if~ .. !'· 1r•! Itt"~ f 

•~:; " j E • 1 11 x·s ~t. 1~-
... • • • ~ "" ~ .r~ .. ~ ... rt!a ;- e: •f c: ~ ;ii(li'!~e ·i.[ 

a ~ 'II~~ 4 ! rf 

-~··til r~~"Ji.!i=fr~J . . ,~­
• i J 1 ~ f i i f 1 I r i ! ! l f ~ i ! j ! f J f ; 1 
!~r~J!!~rlJf!}Pfi[t(a=iwd 1 t, 
tr~ p!tdnrnPpd:r!P 1 •~ 
q dl~ dt·~·ll dqf' 1 . ;,, 

·Itt ~ 11 ~-r ! 
~~" i f I r ~ ! 

' I J f t i f l i f I I l l I . ~ ! ! i I i I • ! 
. w 

' ' 

V1 
-.J 

Regraded Unclassified
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"'-"-~ 'nl1Ra .,.,.lb of tass at\ ata rau-u .. - 1 u I'" 

liMe· of 1-c -u-.s <letl.tu 1a -- ** a..n ~ . ..,. 1aft --

,_,.,. Oll" Mrlml4 .. ww lupr. IIUt-t wrS.W. 1 a ....... ._.,._, • ..,.,. 

ellna1e ••• ustac, a --..u..c 21 n o wit-. batfi ciwt ..u.ta ,_ tasw._ 

-t, & ~ ~~ of - urar 1• qetw. Pew1sdft1.g fts11 • " 1 ~ 

;ut' t .. ,...., ... - - ..u 1a .. put, - - -· ~ .... -·-

,...,. a 41tfw.t as ai., w are ' ' I ...tia1 .. a1aw\ tM el.otltJ U w ' 

-u -u.. te a... ~ ..notte qd • :&ld ..,, •Mi..,• a au.t-'-'7 

~-ldeltt ... 

• '• ogp eu- ~-\ a\UW., it u oar 1lel1Ait , ww _. etrwulT 

Uld ....UU..........,... prln\e l»tN' to Ia tM •slrlll•~"'lol~ ••••-•••••• tM\ 

it 1a peNt~ te •..- - ~ •t el I ; •¥1••, te - tM P I 
1

P ... M 

,_... ............ ...,.. = Ia _, ,_.. - "la* ., _,_...._ 

It - · • .. 1 a • ,~ u.t tMn .... ..._ a ~. _. 1a aMJT .. a te 

.. .. • ..,. I a I rt., ..,.._, - ... , 1\ ........ ~ a lMII 
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-·-
~ to ~~a- pMtl¥ 1 rrrrr I ..S toe etr• a ,.- JIWISfFrt rt a -w.eu.­

"lutiOD ~ ...U1r•u-. rt • lau-1 loa'- &rl&U.U ._t "*' r.n..r 

osperlarce with Ua •..,.•l•V.U.. ftl.rr u - .. u rtt .t a - ranralllr 

atUiwla tewo.nt .,-wo •UUt.J ~\ 11 ~..ru-t 1a u.at- _ ._ 

" ;!Oly«c11 M d \bur &pprara W be a *'1'1 1-.1 "UrUiaU. bJ all !a ..... 

or \.be orr4 ~or a f'wl•"artal eol.uU. rt U.. raUracl prr"l-. llta "'' 1 r\ 

to tuaua., ~ •• ., . .. aad ia't'e! t.at -u-• •• , utedlJ' .._ • .. 
' a •• 

by ta• Yi.r tau "' ' _, ot tbr D411J\db&W proti \11 tu Md \M ..... us..u.a 

or U.. o pl W &du t&ZJ load U.. A4111al .U..Uoa ..... &1Y• .,l ct.ft rt l \r ..U0 

r_.,u of tax ru.pt.loo rr- palll1D aOOIU'l t i .. aad le' ruurotial tlartMr atllq 

of t.u:oa rltb & Yl ... W ...-r5&lal j)l'iYAW 1aorr 1a<at.. 

1 1\11 rn.-t to ttKo!l. poUq, .. trol U Broclr • ~ _.. clrtau.d 

M U olljrct1Yr ~· Uaaa lt laa yo\ renivrcl brtore lt b ~ralblr V. r.. 

& :aton ~ 10t or 1\e 11..t\&1M1 1 &ad lrqlclrtaoor, rela\!Ye to o\Mr-

or n\t..eptiDc w &olll...,r rn'""'• »'\&IIUi t)" At • llicll l .,rl r f s.- ... .,.,~ 

c-ent . ~b bu broa wrl t\a ia I'FCFOt ,.ua • Uaa -terJ' uprrtr rt r~t..­

lw- , but t.M oem n=c rUro\r of \a.at ioM ..-ta, - Ia Uaa U.....U rol 

H t.e ... tuN, &Loort a Y1q1a nrlcle lveu tbe -t.q ~ rt ca; '1-, 
<lec,>!te t br gl"'• ial '101.- or utarawrr, ..-a a ldcbl7 -~i.rl a• c ', 

Ot llCWal dpP'l - t W. 1r llt tlr t.o tu- tr Mn- rar -. 

lcr.,.,ea. 1a ott._.. tr ll'rld'f u • -\17 \Mt hu rr •• lta ~ 

"" t o ht.ve 4.tl r l ta taU. lallt ... .,.....11oM ttAcl FIIJ'plaae• 1a Uaa -111 nWiiiiWJ• 

~ ra.eu ore Uaat u d.U co .......,. 1u oroi1aal'7 ..,." Uu ell Uaa _, .r 

wbrl~ .... -.. aal.J ollrod •• per -t or tta u.u.-.1 "- or .,r.taat tift • 

tin per -t _.... Jilt • tbr oU.R bUd, lt 1Doomrrcl • .. \ clal>t 1a 1\e -

ealle4 c:ap1t J. llrdp\ 1a wiiiWJ 7rar• -.tJ~er rt ciapnealooo ol' ..-ern ... 1tle 

l ctGJ. brd&•t. poa1t.t.. .... - or Mtlri \ 1a ftiiiWJ ,..... 'htu ....... 1a ...u-r 
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t1tl4 W pNn U.\ W - llaft a w.q I $ "'-7 hle'llll qUe ....... \, .. 

..Ul&P tw u. lpgfJ ; •v. .... , .... ...uu .... at ... uet. tw llri~-'· t.eet.-

- t. Aed at ~ - U.., 1.111 '-'1• a1 sn. •!teeul .. o IICJ'M tllot tt.ir 

,_,..,. wu.,.. a1al.T to hj4Mlat1• at U. IU w1tee '-11"*' -t ott 

c-ldJ u d aclal\ \b- t tllaiJ' l!Up\ary expert- IIIIa ._ M\alJ u M u 

preporau .. tar tlatlln poli•r, t boQcb •lll.oll 1\ 1a ot 1M b o qlll.te •ttt-\ 

1••- ret.rncl ........ tbl t *7 ... leaneol, tMJ .... ,.n.p. .. , al~ 

c• \ber clear. 

a..l~<ad 11 -UM• ret.rncl to • • " -trr wlllall lila ._ allla w 

oabt.>ta • bicb ....... of 111 '• utb1.\J, ri~ta a bool~ ... ...,._.,,'II)'-
of a atrutu.re or rn-• aa4 • ; •t ture wlllab atialatea • • ..ta1M -

-.ptU. ritMott ~171ac aitw t1aa ~ of ~ naUa»a tor prift\e 

ln .. tatet or the 111111..,. ... to llrteat U.... .. l&lepea\ \ loa\ t1aa ....,narlt)' 

or tile r..,uu n.-1. vatea ..,. e.ra ·a ..,._,..\ad &D6 t.llat u.. •ta-

tor faclaad' a ... f~ ...,.n-.. 111 tile put .... de an - alnafr 

••tloaad, d ... ritll tat taat U.t \lla HlaU_. bat- ,.....--t ..cl 

lalttaua "-"• -t l.aftlwed tiM aut.J. ~U..t ot oaru.... 'fb1a la, ..... 

iture or NY.aa, ,..u.r t.11aa ral:11al ·~ tbe JIOH poarel¥ q .... utaun &114 

raUtor aaeb&a.leal t;noa at aeluU•a UlrcNIIl ..._.tarT datle'U. 

Pro. - - ..,..n- 1t 1a ·-~ dat • .-~ • .s- - be ..... 

ll.,oad u.oaa a1.naq -Ua.ed, at aa 111\e .. ln _.,.,. ..U, at -· •'nm• 

..., 'llll•tl•• of .. at-t-.1 ......... , w.llioll _, be ....wand 1a tllla­

P-...._ "-" _..., _.ar, w. ..,.na at-. pn'llla .atu- to u .. ,, 1
•
11:r 

~t \a U.. ys- .. ._. a.lfte17 Gil"...._ 0.. 1.a \Ill ,.UU-.1 ~ 

c.. • " .. ._ n-1 ,ellV • .,_.w 1a • • a••OJ• nth ..rttet•' ; _, 
flaa1bllJ.t)' .... ~ hl ' fNa IJI tel la .... aeW &114 ,.Utl-.J. _,.._ 
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..,.u_. et ••Wnl" -'. io .as-. Uta ... LNd 1 n 1111a o\Jeat.S.nt Ia u 

,..ow.. tv. :'·· 1a. a ... - nt .. a;Q · ·-... ••• ..u .. ,. • 

.,.... ta.- • "- n1M taz .,..,.. _, ~~apa .. - tuu .. prwp~ ..... u .. ~t~ 

., tilt po11•7 -.:r lr'eCfllln! fila "*' t. ot t.M .._. 1a UM, u, or -•• .... 

•t ot _,_ .. 'lb.UJa .,...u all \eella.ieal •lwhuca. thoaib u "- .._ 

Uo cltttiCIIlU .. ot oporatJ.ec t.ll.l.e k1ad or pollq la a 4-..,.J toRt ~-

•pari t"to• tM '--• tllore \ & \be af.caUiawt. tut tb>tt 1o tM 1oac re-e17 

...,toe! traa 1.911 to l.llll7, DO .U.t.atW reducUOD ot ~~tune _. _._ 

\Atto UDill tbe •PI'h8 of l.llll7, ..,_ tba ~...,. ..., ~ -· 

The ot!Mr, e d rol.ot.M, qu at1Clll 1d tiM•t r ttterrod to earlt., ••tw 

dtt l olta or -u Mlll..,o a t.l.uoM Awlc•t oal7 at - 1...-al. ot aetl.-1. 

~~~~ ao bleb • • to -.goat Mc>ll -.Uti oaa or, at CIIQ' rata, w :we-t -..tu­

uck pi'Obl_. of ~ ll:i Dd 1a ..,idoaaa t.ooo yoera -.co. 1'h18 b t be que et.tca wt11a 

.. wet aow r ... , 1t .. rel.7 as- &D au~t1c ~ciJlC of 1.bo ....,.., til.._.. 
H ::O..I'J' of aat"-1. la- to a l...nl. or N0 b!lllcwc lltu-tlli t !Je l.aat -~.-

11 • rclltd tor a ptsJ teperJ.ac ot \be deficit" • _llad tll>.t poliq ....., pw t1 

a.nd bad tbca~ Jlal1eT "- eappl-Wd liT otia' _....,.." of tM lti.Bi \bat • 

JOlC&oo\ecl 1a _. ~ --u .... u aa, 1t u po .. t blo (alwqa UMpUJic till 

ba.1111) that tbo ._ -au.. of ltM-7 .qd tao dopftmca lllt.l ch fol 1 nt 

•icht ban boa ... ~. lo are - ..-rii:M as- • • .., _ ...,.. ••t • -' 
ooutdv ~ ..,.tMr ..... t '"'1-t .. liT tbe •aaw.u.'" •Ood _,-' 

'l• lo l;o . ~ w.- ...... s.-..., . - .-1.oo ot 6ttldtlf 
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M I N ISTERE DES FINAN CES 

LE II I NISTRE ·hria, le ~3 Ware 1939. 

Monsieur le Minietre, 

J'apprenda, par ~n Attaoh6 
J1nano1er, l'appr6c1at1on tavorabla 
qua voua evez bien voulu porter aur 
l'oauvra de r edreasement tinanoier 
acoompl1e depui.a quelques JDOie par 
l a hence. 

le n ' a i pas besoin de voua 
di re combien Jeae r 6Joui.s de voir 
nos ettorta appr6ci6a aux Etata-Unia 
elora que lea cir oonetanoea rendent 
plua que Jamaia i ndiapenasble una 
6tro1te collaboration, dana toua lea 
doma1nas, entre las deux paya am1a. 

Ja ret1ena avec grand 1nt6rit 
votre suggestion tendant, pour att1rer 
l ' at tention de l 'op1n1on am6rioa1ne 
aur l'am611oration des conditione mon6-
ta1rea en France, ~ !eire ettec t ue r 

Kxc ell enc a Mona 1 e u:r J«lR Gl!:NTIWJ 
ilcr<ltoire d' Etat a11 'l'r6s or. 

U SBINGTON. 

••• 

• 
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qua1qu.. aranatar'• a,.\o11quea 4'~ 
:s~~-Unia an J'ranoa, Milia, ooue 
aiaa, japan .. qu' 11 ••~ pr't'rable 
41 a ttanltra q11a 1aa ra110ua pr o't'oqu61 
1aa r'oan~• '-Rnemanb ae aoient un 
apa1da. 

Je auia parUoul1bement ae~il!\~ 
._ 1 4 espr i:t de collaboration am.1oale 
dont a• i napire 't'otra auggaation et J• 
'fOUll pria da 'fOuloir bien agr'er, 
ua 'fits r emaroieaente, 1' aeeuranct 
aa tr•• bauta oo~d4rat1on. 

1 
I 

~ 

, rranelJ. ted 
Di'fi111011 of 
April 12, 19)9 
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The Honorable l4r. llorg&uthau, 

Sooret5ry of the Treasury, 

17ASl!DlGTON, 

D.c. 

• 

--
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et'r '1 T' . ~ecretarys 

l'inietry of Finance 

Parle , !.'arch :?3, 1930 

! !-.ave learned throu$ lilY Financial 1 ttaehe of the favorable 
a?"'reciation you have J.-indly conveyed of t l•e work of fi!1&ncia.l re­
ro~-o~ry which "·ance has accor.pllehed i n a few rronths . 

Th!ore i P no need fo:- r:e to tell you t. a:T r.uch : rejoice in 
seeing our efforts appreciated ey the United ftates at a tir.e llhen 
ore tl an ever circ=te.nces render indispcnSAI>le a close collabor­

A•.ion bet"l<een the t;;To friendly countrieS in al\ snbere~ . 

It is with great interett that J retoin your su~estion air.ing 
at having SOI'e S)ll:lbOliC tr~nsfers of eold f%'01'1 the United States to 

1
'rr 1108 effected in order to draVI the attention o£ IJ<erican opinion 
to t,he iJ!Ipl'OVetr.ent in French 11\0lletary cond l tionr . cut , lfr.e you:-eelf, 
! think it is pref erable to wait for the eddies p1•ovoked by recent 
event~ to have caJ.n.ed oovrn a littlo. I especidly appr eciate the 
snlrlt of f r iendly collaboration •thich inopil'OS your sur,gestion and 
I ask you kindly t o accept , 'nth Mal~' thanl:s , the asnur ar.ce of l1IY 

hl •host consideration. 
(signed) P. l!oyr.a~d 

'lis -:xcellency l'r ' r orgenthau 
< ecretary of Stste at the -reasury 
nrlin~ton 

f • (" . A. 

Trarslated by :~r . s . '.dler 
Di'1 sion of "onetary Re•earch 
April 12, 19:39 
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l'i.ld.-"7 ot rs-... 

Pane, l!arob :>3, 19)9 

I he.,. leam.d t~ ~ Fillcotal Attache ot the tnorable 

app!I'Miat1on yw baTe k~ ooBieJed ot t l:e ...m. or tillano1al ...., 

CO'"l'7 'IIIIS cb P•anoe bu I CCOilplifbecl ln I tn IIOI'Ithe, 

'nlere Se no need t11r .,. to tell you h.,. III'DCh J rajolce 1D 

-1111 ou ettona appne1aW b7 t he United stat .. at a tl .. llha 

.,.,,.. t han •wr c1rCN118t&Mee render 1nd1..,nble a ole~• collabcl'­

• U on betwen t he w o trieodq " countri .. 1n al\ eplwru, 

It. ie with !Jft&t iJitereet that I ret.aiJI yrrar INgii••U oo ·~ 

at baYing aoe:e I1Jibolic tra ... re:-e ot gold ' """ the t.'ni ted f t&tu tc 

ll'rlll>M atteotecl 1n or~r to dr .. the a tt.ntion ot AJ<erle&D op1nloo 

tc the t.pro....,.•nt 1n J'renob ao.te17 nondl tloM, Put , like ynureel!, 

I t hlnlc H h p re.teroable to walt t« the eddie• prOTol<ed l!y receat 

,.,.nt e t o he,. oal.Joed dCIIIII a little, I eepeoiall.r apprecla to the 

t p1r1\ or t r1endl7 collaboration 11hicb 1nep1r .. your 8lli)Pit1nn and 

1 a ek T"" 1<1Ddl.T to &nMpt , w1 th m&flf th&nn 1 the Ul!lD'I nCe ot -.;f 

bieheat coneideretion, 

(signed) P, Reynaud 

Ilia ':Xoell....,. llr, Worpnth .. 

r""'ll'7 or State a t the "re&IUI'7 

WaebinJ;tcn 
u .~ .A . 

l'hnelat.d bJ llr , s . •dler 

n1 'oiei • or &M\a1'7 ReMarell 

April 12, 19)9 
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Parle, !.!arch 2)1 19~ 

I hue laam.ed t.b.ro~ -.y f"int~~ otal ~ t t.Mha of the f'a• oN ble 
appreeiAUoa 7ou he .... l< indl;r con~ of t l.a worl< or rinane1al ....­
c:cW17 Which 1 anoe ba,- acc:oropl hbed 1n • r .. •oatba. 

n.re h no llMd ftl'r n • ., tell 7011 r.~ cuc:h : rejoioe 1D 
-~ cror ertma appreciated by the United " ta t.ee at a U M ,...,. 
...,,.. t Nin ewr c~noe11 render 1nd1~eAble a eloce eollebo1'­
at1on l:le-•n t he two frlendl,y eountriu in all. • .,her ... 

~C 7 

It 1e wi\b 9'8at. 1Dter u t. ~..at 1 1'9tein rao.r eugae et.ion a1nJ111 
at haYing eore ..,..bol1o traure - e or gold fr'<ll' tho t'ni tad H atea to 
f'ronoe e rtectecl in order to draw tha a t tenticn or A,.er1c:an opinion 
to t he l.apll"'....,. .. nt in )'ranch ~tanete17 condt t i one . i ut , H l<e 7oureelf , 
J t hink 1t. b p rafeNble to n it fe<r the eddie& PI'CYol<ed by 1'9oent 
eYOnt a t o hew calltod <!own a l1t tle . l e11pec1elly apprecia t.e t he 
opt r l\ or f r i endlY eolleborat!..on which 1nepi 1'9s your l!lll!Plltion and 
I .. 1c 70U ld.ndl;r to a coopt , w1 th <'laC\¥ thanl<e , the ae~uranee of "'f 

h1.tbeet. eonalderat1on . 

(ei&fMI<I) P. ''e;naud 

Mb -.xoou enq llr , llo~ba1l 
• ""''-17 or ~t.eta a t. the "'ftUUI7 
' ••binR\on 
u .~ .•• 

'l'ranalated b7 vr. s . •dl.ar 
ntY\m• er v.-tal7 ,..,..areb 
April 121 19)9 

S.l tlra 
~/)9 
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Parle , !!erob :>) 1 l <})Q 

r ba.,. le~ t.hrou~ rq F1~~a~ota1 1 ttacha or the rnoreble 

appreciatillft .roa b""a lttndl;r OOihW)Iad of t t.a wor!c o t N.nano1al .,._ 

cowl')' wMoh !' anoa Ilea ace~plbbecl I n 1 r .. eonthe, 

'nwN b no ne«< ter 11:11 ~ tell .rou • <:111 111>Ch ' rejoloe 1a 

- Ill« oar artorb appracu ted b)' t he United • t at .. at. a ~1• ._ 

~r<1re than awr oirour.olltl.nMn render lndlspentable o elora eollebo?­
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