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TREASURY DEPARTMENT 

INTER OFI'ICE COMMUNICATION 

oATa Januar7 9, 19~ 

To seoretar7 Morgentbau 

I'IOOW lllr • lftlite 

SubJect: H1ghligbta ot plan t or Pan Aaerioan Bank. 

l. Capital: Authori&ed t loo, ooo, ooo. -· Initial aubaoriptiona 
t o be pai d 50 percent ot par at t1ae ot aubeoription, reaa1nder 
on calla. -- M1n1aua eubecription t or participation ia arranged 
according to population groups and rangee troa t l aillion tor 
countries with under 2,000, 000 population to t 5 aillion tor 
oountriee OYer 10,000, 000 population. Sharee can be paid t or 
only i .n gold and dollar•. ·- Countriee aa7 bu7 a ore than a1n1aua 
aaount ot ebaree, but no oountr7 can haYe oYer 35 percent ot 
Yoting power. 

There i e general agreeaent withi n the Treaeur7 on the oapi• 
tal etruoture. There ia eoae question whether the a1n1aa are 
too high tor eome ot the weakest oountriea, but the anawer t o 
auch a question waite on coament troa t he countries inYclYed. 
There ia alec a question aa t o whether pa,..ent t or aharee a1ght 
b~ allowed in 1good • aluea wit~1n the country• i.e., aortgagee, 
rather than onl 7 gold and dollara. 

2. There ie a difference ot opinion on who ehall be the etook­
holdere, the central banke or the Treaeu.riea. - Cochran and 
Cotton, and Gardner ot Federal ReaerYe belieYe t hat the owner­
lhip ot the atook ehall act neceeaar1ly be confined t o goYarn­
menta. The raet ot ue, howeYer, feel it deairable t o oontine 
the participant• to goYernaenta, each co•ernaent would then 
deteraine what ageno7 aball repreaent it. 

3· How ie Aaerioan control aaeuredf -- Iaportant decision• 
require t our-tittha Yote ot the Board. B7 holding 21 percent 
ot Yoting power, u. s. can block acti on. The eaae ie true 
ot any so•ernaent hol41Dg a ore t han 20 per cent ot the atook. -· 
On Beard ot Direotora ie a direct or and an alternate troa eaoh 
country. Ro long-tara oredita oan be extended without the 
approYal ot th1a Boar4. - - The Board naaea a Preddent (probabl7 
an Aaerioan) and two Yioe Preaidente who run the Bank 1n ita 
day-to-dey operationa. 

Cotton belie••• it dea1rable to haTe a aaall exeoutiTe 
oouittee, elected by the Board, t o function aa the actual 
aanacnent. 

1 
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DiTieion of KonetarT 

Reeearoh 

~. f'wlotioae: fbe Bank' • power a will inolllde 1 

1, Lons-tera operatione. Loane and oredlte 
a&T be aade to gOTernaente, looal roTernaente, goTern­
aental entitiee and national• proTi41~ that their 
&OTernaent guaranteee the loan, •• 8 Bank O&D lend 
out of capital, oan guarantee the obl1gat1one of goTern­
aente a nd agenoiee aboTe aent1one4, or it oan eell de­
bentur .. in order to get oapltal for aaklng loane. 

2. 8hort-tera operatione. Dieoognt1ng and 
redleoountl.ng gOTernaent billa and other eligible paper, 
dealing i n gold and eUTar, tuinc a poeltion in looal 
ourrenoiee, act ing ae a clearing houee, proYi~ expert 
adTioe, aeeietanoe 1n etabUi&lng ourrenoiee, fhe 
Bank a&T aooept goYernaent depoeite but not priYate 
depoalte. 

fhere waa eoae queation ae t o whether priYate 
depoeite ehould be excl uded, Although it ie reoogni&ed 
that tunde now going t o Europe and the United Statee 
aight be attracted for u ee in Latin Aaerioa bT depoeit 
in euoh a Bank, the aaJor obJection ie that local bank• 
aight be drained ot depoeite or feel that the BaRk ie 
aoti.ng ae oa.petitor. 

5. Viewe ot the tiTe go•ernaente that haTe alreadT anewered 
the queetionaire, 

NICARAGUA. DefinitelT f aYore a Bank. Report• that it hae paper 
auitable f or redleoount, •••• the Bank •• uaerul t or clear­
ing operation• , neede aid for flnanoiDg aeaeonal deaande, 
BDt it eaphaei&ee deelre for long-tara deTelo~aental aaaie­
tanoe, It would want $1 aillion f or ourreno7 etabU isation 
1n addition t o current Export-Iaport Bank oredlt proYided 
the tera ie l ong and 1ntereet not oYer 2 or 2i peroent, 

SALVADOR, Doee not feel a need f or a Bank, apparentlT. Ita 
central Bank proTide• ample redleoountinc faoilitiee, it 
wante no tunde for ourreno7 etab1lisati on, eeee no obeta­
olea t o trade within Latin Aaerioa that the Bank oould 
r•••••• ita eeaeonal deaande are well aet bT exlatinr 
inatitutiona. It doee aention that the Bank would aid 1n 
perfecting the clearing prooeee. 

2 
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DiYhion of Koub.r7 

Reaearoh 

BOIID1JIU.8, Don not need the Bank tor .. aaoaal daiUllda tor 
tinano1Jig or to inoreaae trade within Latin Aaerioa. 
Do .. not haYe Treaeury billa aarket looally, Wollld 
welooae foreign capital for deYelopaent and ia alwaya 
read)' to afford it proper protection. Kight uae lone­
tara loan tor ourrenoy atablli&&tion, but would need 
aake epeoial etud)' before knowing euoh requireaenta. 

GUA.TEKAI..A. Ia aat1afied with exieting i .net1tut1one tor han~ 
li.ng aeaeonal peake, doe• not eee that interest ratea be 
auoh lowered b7 Bank guaranteeing oo .. aroial paper, ner 
would Bank reaoYe obataolea to Latin Aaer ioan trade, doea 
not want loan tor ourrenoy etablli&&tion. 

HAITI. Reply h unofficial, but it etreuee adequacy of 
exieting inetitutione for aaaeonal d81Ullde and Latin 
A.aerioan trade; 1nd1oatee that little Haitian aonay 
goee abroad. Ie oonoerned With capital for long- run 
d.eYelopaent and adaih that 1t ooffee aag of war 1a 
not otteet by gaine in oaoao and in trade with o. 8., 
a aerioue aituation requiring outeide aid aight ariae. 

3 
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RE INTER-AMERICAN BANI: 
J anuar7 9, 194-o • 
} :00 p .m. 

Present: 

H. M. Jr: 

\fuite: 

H. J.!. Jr: 

Vhite : 

H. M.Jr: 

Whit e : 

Mr. Bernstei n 
Mr. Gaston 
Mr. Fole7 
Mr. lfhlte 
Mr. Hansen 
Mr. Cotton 
Mr . Cochran 

All right, Doctor. 

You have before you two memoranda. One i s 
a digest, a brief digest of the ot her. 
The long oemoranduo represents the detailed 
plan tor the bank drafted by t he legal 
department chiefly in collaboration with our 
di vision. We ~ad several meetings on this 
Matter at which were - moat of t he people 
were here and Gardner and Goldenweiser were 
i nvited. Gardner came to all of t hem, I 
think, and Mr. Lincoln, we asked Mr. Lincoln 
ot t he S. E. C. to come to the l ast one merely 
in an advisory capacity in case there 11ere 
any comments he had to make. It you would 
like to follo~r t he memorandum called Hi ghli ghts 
or t he Plan, they raised the i mportant matters. 
Then the details, i f you want to go i nto them, 
or i t you have time, will be in the accompanying 
one, which is below that . 

You read them. 

All right . 

'Highlights ot t he Plan. The capital authorized 
one hundred milli on dollars .• 

.Do you want to stop at any !)Oint to raise queotionet 

I will . 

"I nitial sub scr i ptions to be paid titty percent 
of par at t i me ot subscri ption, remai nder on 
calla. • 

I think I have one more copy. 
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1 Minimum subscription for participation i s 
arranged according to population groupe and 
ranges rroa $1 milli on tor countries with 
under two million population to $5 milli on 
tor countries over t en million population . 
Shares can be paid tor only in gol d and 
dollars, Countries may buy more than minimum 
Amount of shares , but no country can have over 
thirty-rive percent or vot i ng power, " 

They may buy more than thi rty-rive percent 
or the shares i f they wish t o, but they 
can 1t have more than thirty-five ner cent 
of the vot i ng power, eo i f it i s n hundred 
ailli on dollars, presuMably i f the United 
States wished to buy the maxi mum voting 
power it would be thir t y-rive milli on 
dollArs , for which you ~~uld have to nay 
seventeen million at once and the rest on 
call . 

H. !~.Jr : How did you arrive at thirty-rive? 

Whi te : We wanted to get enough so as to insure 
veto nower , which woul d be anythi ng over 
tlten t y percent and not eo muoh that i t would 
appear that - either that we are dominat ing 
t he bank or that we are t he chief participant s , 
Thirty- rive we just pi cked out of the air. 
Forty seemed too hi gh, twenty-five t oo low, 

.· 

but it is subject to any modi fication. There 
is no more i n t he figure then just that. I s 
there any other reason you can think or, Bernie? 

Bernstei n: With a f i gure around thirty or thirty- rive , 
if you got perhaps one ot he r big country or 
a group of small countries to go along with 
you , you ~~uld tend to hnve majority control . 
I t 1e an arbitrary thing. 

H. li.Jr : All right. 

White : "There i s general agreement within the Treasury 
on the capital structure. There is some quest i on 
whether t he mini ma are too hi gh tor some of the 
weakest countries,• 

SorM or the countrie s mi ght have d1rt'1culty 
getting toget her halt a million dollars i n cash. 

5 
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H. :J..Jr: 

llh1te: 

H. M.Jr : 

i'lhite : 

H. V.Jr: 

- 3-
1 but t he answer to such a question waits on 
co~ent from t he countri es involved." 

We clldn 1 t think that we ought to a t tempt 
to decide that here. 

"There i s al so a question as to 1·thether 
payment for shares might be allowed in 
items other t han gold,• 

We didn ' t think eo , but there was some 
possi bility of that . lfe thought that 
the bank ought to start orr with either 
gold or dollars . 

Oh, yee. 

Do you feel t~at way? 

Oh, yee, ceflnitely. You get a lot or crap. 

The second poi nt of importance i s , "There i s 
a difference of opinion on who shall be the 
stockholders. • Should it be Treasuries only 
or Governments only or centr al banks a s ~<ell? 

•cochran and Cotton, and Gardner of Federal 
Reserve believe t hat t he o•merehip of the stock 
shall not necessarily be confined to govern­
ments. • 

They t hought t ha t e i ght well be left either 
to l:he committee or to t he lll\rticular State . 
1 The rest of us, however, feel i t deeirable 
to confi ne t he partlcipant e t o governments~ 
each government would t hen determine what 
agency shall represent it. • 

Tl~ rest of us feel r a t he r strongly that it 
would be an error to have the residual control, 
the flnRl control, i n anything but the hands 
of Governments , or to go i nto the pros and cone 
of that , if you like --

I certainly think l t ought to be t he Governments. 
I don ' t know- when t hey OilY other - who el se 
could bet 

Central banlte. 
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H. }I.Jr: 

Bernetein: 

H. M.Jr : 

Gaston: 

H. M. Jr: 

Cotton: 

H. H. Jr : 

Cotton : 

H. M.Jr: 

White: 

H. M.Jr: 

Bernstei n : 

.• 

- 4 -

No, defi nitely not . 

Other poesi bili ties that Berle mentioned are 
t hat i n many or these countries there are euch 
things as mortgage ins titutions or other 
fiscal instit utions ot the Government, perhaps 
comparable to our Export-I mport Bank or R.F. C. 

The thing that always bethera me on this thing 
particularly i s that it you once be~in to 
make it something else that - I don t want the 
Central Bank. 

I think anything alee would be Just one degree 
worse than the Central Bank. I should think 
that it you were goi ng to exclude that you 
ought to make it Government& only. 

I ltouldn 1 t even say Treasuries, I would say 
Governa ents. 

The only thing ie that the sentiment ot the 
committee i e apoarently the other way. 

I know. 

I t i s a question or whe t her you get more 
cooperation. 

Serle is lfith ae on thi e and tdlen I spoke 
to the President the President ot t he United 
States teels very strongly and Serle said -
I argued w1 t h hia on this t hen when I was 
with t he President, I remember. 

I think it i s awfully importB!'It -

Excuse me. He said I am in complete control 
and the Treasury ie t he agent tor t he Govern­
ment . 

I think Berle may vary a little trom that point 
ot view he expressed to you, because he called 
me t he ot her day after one ot the meetings that 
we had here and said that he teared that i n the 
case of sane ot the Governments they were eo 
weak it might be preferable to have something 
else and hoped that the plan lo"Ould permit that 
choice. 

7 
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White: 

H. M.Jr: 

Cotton: 

Gaeton: 

Foler: 

H. J.!.Jr: 

White: 

H. M.Jr: 

- 5 -

I think that ie a specious argument, Mr. 
Secretarr, whioh the)' are using a good 
deal and one reason wh)' t he committee 
eee~s to be rather stronger tor i t than 
one would suspect is because the chai.rman 
plnrs an important role in that committee 
and he is the central banker, J aramillo, 
ot Colombia, and givee it that kind of a 
twiat. 

You tell them that I insist that onlr 
Democrats subscribe and I Will settle 
on the Governments. I t rou put in the 
word 'Democrats•, I think there would be 
two subscribers. I am absolutel)' ada~ant 
on that. I have waged A battle h ere ever 
si nce I have been here against central 
banks as opposed to Governments as I feel 
verr strongl)' on that . 

That isn 1 t the issue. This Government 
would do what it wanted through the 
Treaeurr. It i s just the question ot 
whether the other participant countries 
would be given an optional. 

That is t he same question t he Secretarr 
is speaking about . He has alwars insisted 
On dealing with Governments. 

I f r ou have enough optional& , rou will 
perhaps get control ot this bank in 
private r at her than 1n public int erests. 

I have vaged t he fight in Government to · 
Government against central banks and Merle 
Cochran was a ewell all)' and he carried out 
mr orders explicitly and I won. That was a 
unique combination. I have been all throu~h 
this w1 th the European people. I t you don t 
mind, I have had six years experience nov and 
I would like - I take it rou wonder how I 

.· 

feel and this ie something I feel very strongly 
on. 

Shall we go to the next poinU 

I haVe waged this t i ght tor six years. 
I vas out of the countr)' tor one month 
ahead. 

'ihl'n 
- g . 

8 
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Cochran: 
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Cochran : 

H. )(.Jr: 

lillit e: 

H. M.Jr: 

- 6 -
1 Hov ls American control aesuredt I mportant 
decisions r equire tour-fifths - • 

Herbert , you are with me on this , aren 't you t 

Yes. 

You have seen the tight ever s ince we have 
been here together. 

Yes. I thi nk there are a good many reasons 
tor making the Government take the responsi­
bility. 

Don ' t think I wt'.en 1t sympathetic with that , 
Mr. Sec::-etary. My only point is t hat it 
isn ' t a bank when we get ~~e Governoente 
running it . 

The Governments a re goi ng to put up the money. 

~fhat IIOUld YOU C/U.l it? 

I ~<ould incorporate this committee or Govern­
ment representa tives. 

1'/bat would you call the institution after i t 
was going? 

I don ' t know whet we would call it . 

\1'e would have to get a nev nAllle tor i t . 

I etlll think it le not a bank. 

Well, that mi ght be good it it wasn ' t a 
bank. Look, you who hsve been in on this 
with me for years, you know how I feel 
about and I· don 1 t - if I am going to put -
I ~<ant to be deAling with Governments and 
I don't want to be dealing with mortgage 
banks or agricul tural banks down in Mexi co 
or Anythl.ng. I want to be dealing with -
At least if I am go i ng to be doubl e - crossed, 
I want to be double-oroeeed by A Government . 

You are particular .mo doubls-eroeaes you, 
are you? 

I am very particular. 

9 
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- 7 -
"Important deci sions require f our-fifths vote 
or the Board. • And t~t makes it oossible 
for any large holder t hat i s having over twenty 
percent t o s top any notion but whether there 
will be more than two or three countries that 
will have that number of sh~res 1s doubtful. 

I don 1 t care. 

\~all , the res t i s - "By holdi ng twenty-one 
percent of voting oouer, United Statee can 
block action. The same 1a true of any 
Governoent holding more than twenty per cent 
of t he s t ock. • 

This is a r a t her disputable point, but 
rather a minor one, I believe. 

•on Board or Directors is a director and an 
altern~te from each country. No long- term 
credit s can be extended without the aoproval 
of th1a Board. The Board names~ President,• 
and they a~l s t ated at t he meeting that it 
should be an Ame r1cnn. They may change 
t he i r minds. 

I don 1 t care , 

• ••• and two Vice Presidents who run the Bank 
1n its day- to- day operations .• 

That stuff doesn 1 t int erest me . 

There was some ouestion as to whether oower 
ought to be lodged in t he executive committee, 
etc. Now t hen, let 1 s go t o the functions of 
the bank 1 e power. I think s i nce we have made 
so much probT ess up to t hat poi nt , you mi ght 
prefer to go to t he exact details on t he powers. 

On page 2 ? 

On page ~ of t he other memornndum. 

Oanlt I read page 2 here? 

All right , if you like. 

(Pause) 

!0 
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Cn that paragrsph, could the;y take depo81te, 
I th1nk they ought to have that pri vLlege 
snd then they could alvaye --

We were afraid it would give a ~eat deal 
ot oopoait1on on the part or the banks in 
the areas who would i mmediately sa;y that 
th1a bank, which will be 1n a very privileged 
position and have a lot or prestige that 
the other banks don't have, will draw 
away a lot of the deposita or those who 
are otherwise uorriec\ about exchsnge losses, 
etc. 

If they can get away with it, it helps 
t he bsnk. 

You have no object ion, then, to t hsir 
havi ng 

No. 

I t ought to, Joe' 

Some think it ought to . 

You eay they do now? 

They i mplicate they do . 

Nov, what do you vsnt me to read after that? 

These others, the statement• about Nicaragua 
and Salvador and so on. They have cabled 
back their answers to the questionnaire and 
it might be or some interest to see their 
reactions, but I think it would be preffrable 
at th1a t i ae to go through t he specific powers 
or plsns, through them to aee whether -

All right, it will take me a minute to read 
them. 

~Pause) 

Now, do you wsnt me to go to page 4' 

There are some -pointe there I would like to 
ra1•e for your attention. 

11 
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Herbert, have you seen all thie? 

I hav~n ' t had time to rend it before. 

I t i s the yearly net profits of the bank 
shnll be appli ed as follows on page 4 
of the other memorandum. 

I don ' t want to get in on that . Don 't 
you ~<ant to read the obJectives and power? 

All ri E_:ht , i f you want t o ':oass by that , 
t hen t he next t hing you might be i nterested 
in is the stated obJectives, althou~h we 
have i ncluded everything under the sun there 
that sounds good, Then under the powers, 
the only one that mi ght - the only one i s 
(e), "Buy, sell, hold and deal in precious 
netals,• We want to i nclude silver and gold 
in there. 

I guess you have got everything in t here 
but manufacturing, haven ' t you? 

PrAtty nearly. There i A everything in t here 
that - except 1t i s clear that t hey can't 
make a l oan t o any pnrt ot n Government unless 
t he Government itself guarantees it . That 
was ira the other. Then t here is some ouestion 
about the extent of the immunity from taxation 
and fveedom from exchange control s that thie 
bank lfil.l have. lfi th regard to exchange 
controls, we thought that we might be willing 
to a~ee that t h e aeeets that the bank might 
have tn the United States would be free from 
any excha.nge controle that might eubsequenny 
be i~osed in order to get t he same thing 
anong other countries. 

Now that woul d be all right to have that. 
That doesn ' t tie our hands. 

No, it doesn ' t . 

Does it? 

\fell, to a liml ted extent, to the extent that 
we also would be giving the bank taT i l!llllun1,t1es 
and freedom !rom exchange control. 
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But to that extent, i n other words, it the bank 
had twenty million dollars on deposit in the 
United St ates, exchange control s \~ould not 
apply to the privilege or withdrawing those 
twenty million if we were t o grant them t hat 
immunity. 

But or course - well , t hat ie t he unwritten 
law with central banks , isn ' t itt 

Yea, between c entral banks, but here you are 
getting deposita from individuals, presumably. 

This \fOUldn 1 t apply to depos1ts. I t would 
apply onl y t o t h e bank ' s assets, t hough the 
bank in turn mi ght hold deposita or others . 
The exempt i on f rom exchange cont rol , I take 

"i t , would apoly d irectly to the bank's aeaete 
or at l eas t that is as rar as we have been 
will ing to go here. 

Then with regar d t o t ax i mmunities, t hat 
r ai s es some problems t hat we haven' t gone 
into. I don 1 t kno~; how far t hey Will want 
i t or ho1~ far you would wish to make an 
exception or t he b ank having its asset s 
exempt f rom Federal t axation. 

Every country i s different because t hey 
pay t he normal tax. I think t hey ought 
to be subject t o t he same tax as any 
national bank. 

Or possibly given t he same trea t ment as 
any Central Bank. 

You mi ght get an ar gument from some or 
the s e countries t hat that ltould b e a 
device ror t his country draining orr the 
profits or t he bank. 

I v111 tell you gentlemen t he way I reel. 
Without stopping doing what I an and devoti.ng 
tvo or t hree or f our days or a week to this 
thing, I don't reel that my comments are or 
sufficient value, because I haven ' t st udied 
this . I don ' t like to comment on the thing 
unless I am going to - and I am not goi ng 
to give up A week to study it. I am going 
to rely on you fellows . The only thing I 

13 
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feel strongly on is, I would like to deal 
Government to Government . I want to ask 
one other quest i on . 

Where i s the capital goi ng to come t rom 
t hat we ra1e et 

Kr. Bernst ei n has a t entative drat t of 
a statute and the way in which the bank 
would have to ori ginate, as tar as 
Anerioan powers are concerned, is on the 
last stage, I think, of thAt , and he has 
a draft of t he statute whi ch he hasn 1t 
given you. 

\'/here 1~ould the money come from? 

Through a Congressi onal anpropriati on, 
so tar as our contri buti on is concerned. 
I think that i n addition to that you mi ght 
want Congress to give you powers to buy the 
debentures of the bank, to make deposits 
with the bAnk of moneys and precious metals, 
and of course to appoi nt t he directors and 
delegates . 

I say, without giving up a week to s tudy 
this thing , I am not that conceited that 
I can contribute anything , so I am willing 
to leave it vi th t hi s 'roup and see what 
happens. I just haven t got a week 1 s t ime 
to devote to i t . 

The next stage of this i s to present just 
that porti on of the draft of the powers 
of the bank and t he management, etc., as 
we have stated , to Berle '~i th the st a t ement 
t ha t t he Treasury i s favorable to t h i s without 
necessari l y commi tti ng you speci f ically to 
each item. 

I would l i ke this t o go to the 3 E1 s and 
ask t h em to give us t heir comments . 

You would like to do that befor e we - before 
Kr. Berle has his meetingt 

Get it a e fast as you oen , I mean, but they 
are not goi ng to adopt the thing - but I 
would like the 3 E 1 s to get a copy and ask 
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them please to give ue their orit1c1sms. 

Would you like also to send a copy at t h1e 
stage or the game to the S.E.C. to have the~ 
go over it to see whether there 1s anything 
1n 1t 

Sure. 

I think there i e some reeli ng 1n the State 
Department that Mr. Jones ought to be 
called l n. 

Why ehould that be our Job? 

I was Just going to mention it. 

lie have got all we can do to keep Jones -
you saw yesterday. Were you here? 

Yes. 

From going to see Traphagen and - ­

I merely ment ioned that . 

Well, that is up to them. 

They think it l11ll be i mportant on the Hill. 

\iell --

Arter all, this 1s merely tor Mr. Berle. 

That is ell right , Joe, you bring t hese 
things up, that ie what you are here tor, 
but advising me - I would llke to have the 
advice of the 3 E1s . Now, Adolph Berle, 
what he dose ltith t his thing , t hat is his 
business. I t he wants to give i t to J esse , 
that i s O.K. Jesse always has his own 
ideas . He ie an individualist . He has 
been very successf ul, but he is very 
difficult to lfOrk w1 th. He wants you to 
go hie way. I s thD.t r1ght f 

IU.ght . 
I 

Does t he appropri ati on come to the Treasury 
Depart ment, Bernie, and then the Treasury 
eubecr 1besf 
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What would happen i s the Act of Congress would 
authorize the Secretary of the Treasury with 
the apnroval of the President to uae funds in 
the Treasury to buy the stock and debent ures 
and eo on. The money always comes out of t he 
Treasury. The authorization is an Act of 
Congress and presumably the Act would authorize 
the Secr etary to act with the approval of the 
President . 

You fellows , this is a nice Job and you a re 
having a lot of tun pnd I wish you all a good 
time . 

I s this gping to be given to Berle now? 

Hy thought was a s follows , to eee whether 
t here was any point that anybody wanted to 
raise after they got out o: here, any 
changes to be m~tde, and then to t ell l~r. 

Berle that t he Secretary' s first reaction 
to this i s favorable , without havi ng gone -
examined each point carefullr enough so 
that he does not get - doeen t want to be 
in the position of being committed . 

I reserve all rights. 

And then we wi l l send the 3 E ' e and then -­

I 8lll reserving all rights. 

Yes , I will tell him that . 

In the meantime, get the letters ott to 
the 3 E1 e. Please ask t hem to - that I 
Ml asklng you to send 1t. I would like 
to have t heir comments and advice. 

All right . 

Then we >1111 get along . 

O. K. 

I have a feeli ng, Mr. Morgenthau, that 
1t this thing "as d i scussed frankly 
enough in the sense that it will be made 
plain t hat the veto power of the United 
States will probably be used to block 
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a117 al~owe.nce to any Government, mak.1.ng 
a reasonab~e effort on exletlng debts wblch 
\tOul.d be in defaul. t, that t he thlng woul.d 
blow up, and I think it ls a ~it tle dangerous 
to have it go on w1 t hout getting down to 
some tal.lt like that . I think those boys 
are ready for it. I don 't know whether 
Berle ever contemplates --

I don't see why we have to take this 
pos1t1on at this time, to say what the 
Board ~1 or will not Oo i n t he matter 
of these loans. 

I s th1s a question or a reco~endatlon? 

liell, it is a question or how Berle wil~ 
discuss this and present it. It will 
become a Treasury project. 

But do I understand that - are you advlslng 
me to --

Al.l I am saying ls whether this bank will 
ever do anything substantial or not , pro­
bably lts long-term invest tnent function 
i s the most i mportant one and the other 
type of business wouldn ' t Justify the 
crel\tion of the bank . That means large 
scale lending of Government money 
through the medium of t hi s bank and 
i mmediately the same old question i s 
going to come up when the United States 
stands for the veto power and Mexico 
or so~ebody else tomes in for a loan, 
what happens. If you don't lend, there 
is political d1e~usionment over the 
whole thing. I f you do lend, t here i s 
something else. 

A8ain, I am going to nail you dovn. 
I t this bank was running and the Treasury 
had a representative and I asked you the 
question, "Now, shall we make Colombia 
a loan, 1 and the Colombian debt was sti~~ 
i n default , what would your advice bet 

I woul.d say, probabl)' , no, I th1nlt . 'rbat 
le the kind ot thing the committee , it 
11eem11 to me, i e thinlt1118 ot, whether the7 
are golll8 to be ab~e to get ~ong-tera loana . 
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Maybe I am too ca sual, but the way I reel is, 
t hey wanted us to take it to do a job or 
oort or draw un a chArter tor t hem because 
we have got technicians. Now, we have done it 
and this 1s some t hing t hat Mr. Welles >~ants 
very much and Mr. Berle wants very much and 
t he President trant e very much. You have 
done t he techni c al work, why not let them 
have 1 t . 

All I am sayi ng is , I t hink it thi s Government 
'rould back that nroject i n that commi ttee and 
t hen later on it turned out that its policy 
was what ap?eare to be an exi sti ng pol i cy 
i n r egard to that matter o t loans, it would 
be a terrific di si llusionment . I don 't know 
whether Berle will get to t ha t plane o t 
discussion or not . 

Do you mind me raising t hi s ? I take it from 
what you say you don ' t t h i nk the Export-Import 
Bank should make a loan to any count ry in 
South America t hat is in default . 

No , I am not saying that , Mr. Morgenthau. 
I don ' t know, but the policy, I mean the 
pol icy of t hi s Government up to t he noi nt 
has been to try and encour age sett lements 
and t here has been sort of discrimi natory 
lendi ng on that basi s by the bank . 

I t hink you are wrong. I haven ' t seen 
anything like the t. I t hi nk you are 
wrong. 

Well - -

Well, what country? 

llell --

I haven ' t been conscious ot it. 

The only two pl aces that it baa been done, 
it has been done some i n Brazil , a little 
bit i n Colombi a , and a little bit i n Chil e . 
The other cases - -

Not aa tar aa t he Tr easury i s concer ned. 
I ha7e never been conscious of the tact 
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and - that 1t a country owed money we wouldn 1 t 
give them any credit. I t you asked me 1t the 
two things go together, I wouldn 1t say yes. 

I don ' t propose to say what t he policy ot the 
administrat i on should be, but i t this nroject 
was put up i n such a way th&t they were led 
to believe it was a change of policy, I don ' t 
know '<fhether that 1s whAt you mean to do, 
that 1e all I am trying to say. 

Let me get this . Harry, you eat over there. 
Have they withheld loans or haven ' t they? 
I an interested. 

I think possibly what Joe has in ~nd ie 
that they have used their lending power 
and no one is more cognizant ot tha t than 
you, I am sure, because that was the basis 
ot the whole discussion with t he State 
Department . I t ake 1t that Joe has 1n 
mind that there has been some withhold-
ing ot potential loans a11alting settlement 
ot defaulted debts end using t he poselbllity 
ot making t hose loans as pressure , but I 
don ' t think there has been a definite state­
men t or policy to the etteot that we will 
not make a loan because a country i s i n 
detault . 

Have you ever heard me --

I t hink you have stated that just right, 
Harry. 

Have you ever heard me in this room ever 
say thatt 

The latter, no, I say, definitely not. 

Or anything on that end? 

I t hink you have taken t he position, whi ch 
I am not sure that t hAt is t he i ssue , that 
a Government, it it i s goi ng to make a 
settlement prior t o a loan, it that is 
going to be the condition ot the loan, 
then we oughtn ' t to require of them that 
they make an unreasonable settlement, 
that i t ve make the granting of a loan, 
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ony kind of a condition 

No , let me tell you what I have said. I 
said t hat I hoped ~1e could take some country 
and consider i t just as we \muld with a 
busi ness man that had a fire or collapse, 
and compl e t ely reorganize hi s business and 
lend hi m enough money to see that he could 
go on and be sufficiently productive that 
he could pay off hi s old loan or oar t of 
his old loan, write dotm his own loan if 
neoessary, and then he could go Rhead and 
make enough money to pay off hie new one. 

That i s how I understand your position and 
that i s why I don 't feel tha t Joe is con­
cerned about stati ng at th i s stage of the 
gace any conditions A.e to under what con­
ditions the loan shall or shall not be 
made , because your oos1tion has been up to 
now that you wanted to consider t he condition 
which the country is in, see what you can do 
for them, see 1fhat you can do to nut i·t on 
i ts feet. 

I think where Cotton is most l ikely right , 
11hat hapnened in the case or Brazil ~1as 
that Francis lfuite and his gang had enough 
influence to kill our doing anything ther e 
until t here was a settlement . 

lfell, what i s in the back or my mind , a 
pondition ot that sort i s --

\that is i n the back or your mind? 

This proJect i s goi ng to be a Treasury 
baby, that i s inevitable. Does this 
mean large sc.Ue lending in South Ameri ca? 
I t you go up to Congreos and back i t , you 
will have t o take the responsibility tor it . 

No. 

Yes. 

I think that is the position you are - -

I am not going to present this to Congress. 
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They ma7 a sk the Treasury )/hether 1t approves 
and the Treasury can detini tely on thie ba e1e 
say, it it em erges something like t his , that 
it feel s the thing has sufficient possi bilities 
to warrant going ahead. Nov, when some one 
asks the specifi c question, "Do I understand 
that you are goi ng to use t h is bank to make 
a loan to Mexico,• vhy I suopose the aporo­
oriate answer under those circumstances i s 
that t he Boa rd of Directors will have to 
consi der the whole si tuati on at t he preva i l­
i ng t i me. I t i s a group proJect . 

It is r i ght on your doorstep, probably right 
away, in the sense of the Treasury hol ding 
the voting power . 

The Treasury ian 1 t no1~ called upon to decide 
whether or not i t i s goi ng to make a loan 
for Mexico, because 1n t he first place the 
institution doesn ' t exist and in t he second 
place Mexi co haen 1 t asked for a loan. When 
it does exi st and has asked for a loan and 
t he representative, I take it , will confer 
1dth the Government and what position they 
1dll take nt that t i me , I don 1 t see how you 
could tell ahead of t i me . 

I hope that this bank or our i nterest in thi s 
bank wouldn ' t be abused by mor e than our 
gold or silver policy baa against any country 
who hao!)ened to be doing some unfriendly act 
to our nationals at t he moment, see. Nov, 
I have alveye resisted that . But I think 
what you ought to do i s make perfectly plain 
to Berle that if it comes to selling this 
thing on the Hill, I am gpin~ to expect the 
State Department to sell it . Maybe that will 
accelera te hi e getting a memorandum over to 
Hr. Jones, which i s all r i ght . 

That does not mean t he same thing, I take 1t , 
as - in response to any question that you 
might be well asked, as to how does Treasury 
feel, bow does t he Secretary ot the Treasur7 
feel on it . That i s different . 

We would g i ve t h em a letter which you fellows 
can write , that ie different , but I am not 
goi ng t o go through again what I vent through 
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on the self-liquidating program. 

Doesn't this setup call - I mean, the aonointee 
vould be yours, presumably, and he would come 
to you for instructions. If he needed more 
capital end so on, bi~ger aonropriations, it 
would be the Treasury s responsibili ty. 

I sn ' t it true in an economic sense, too, 
Harry, that this bnnk could only lend, say, 
about twenty- rive mill i on dollars in long­
t erm unless you maintai n very large deposita 
and - or bought an enormous amount or debentures. 

Unless t hey could use what I take it is the 
medium they will be able to use, an~ that 
i s underwriti ng by guaranteeing loans , floattng 
them on various principles. You mi ght be 
willing to accept a contingent liability or 
a pretty substanti al amount . 

I am just a lit tle afrai d that i s going to be 
a Treasury baby nnd that i s certainly 11hat 
Mr. Serle is trying to push you into, don 't 
you have that reeling? I just want you to 
realize what you are getti ng into. 

I don't know what you mean by Treasury baby. 
It is the United States Government that i s 
represented on the Board and t he Secretary 
or the Treasury will doubtless have eome -
what eense is there to Treasury baby, per se? 

He asked the Treasury to prepare it and he -
it is goi ng to be the Treasury ' s baby. 

You are thinking of the prospect that the 
operatin~ responsibility will be largely the 
Treasury a , I sunpoee, 1n addition to o t her 
things. 

The thing bas go t legitimate parentage. Even 
if it 1a our baby, we need not be ashamed . 

Mr. 14orgenthau s eems to think we should send 
over 11. document B.Dd h!l.ve the feeling th!l.t our 
teohnic!l.l oeoole hAve just prepared something 
~;d I think we are getting i nto a large 
reeponeib111ty. 

One or the ways of avoiding that i e what I 
think they are goi ng to do , send t his over 
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to the Federal Reserve Board lllld get them 
to make sugaest1ons and changes and also the 
S. E.C., so that every - and poss1b~y Mr. Jones, 
so that every agency that 1a related 1n any 
way to the lending problem will have had an 
opportunity to comment on this procedure. 
All that we have done to date i s --

l~ell, I appreciate what you are doing , Joe. 
You are running up a red signal light and I 
am also saying that we will send i t over . 
I am reservi ng all rights. I want to see 
what the 3 E 1a have t o say. I am saying Just 
perfectly frankly I haven 1 t got the time to 
give this a week ' s study, so we will Just 
have to rely on you people. I have done it 
before. But thanks for running up the red 
light . ile wlll t ake the chances~ Look, 
they come in here a.nd they get me i n a corner 
here lllld Jones and llell es - Jones says, 
"How about a loan to Norwayt• I don ' t 
know about a loan to NoMtay. Why does 
he want to make a loan to Norway' So that 
the l oan to Fi nland doean 1 t look so bad, see. 
They do these things. 

Inci dentally, the Engli sh have now agreed -
••e are not suppos ed to know that they a re 
going to buy whatever commodities Finland 
get s through th6 loan of the Export-Import. 
They are going to furnish them '•ith dollars. 
I mean, all that kind ot stutt is - let 1 s 
say tricky - in the sense not that we a re 
trying to fool t hem but deli cate so that 
this eeeoa to be very regul~r by comparison. 

That is probably true . That sounds reasonable 
to me . 

I doubt that there will be any crtticiam. 

It seams very regular by comparison, whi ch 
also doesn ' t make two and two. I know what 
I am saying and I am sure you men have done 
a good Job . You have checked it with these 
other people and then we 11111 see what 
happens . 

I doubt U t he re will be any great shock or 
d1a1llus1onment on t he part ot the South or 
Central American countries it this tentative 
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setup should go through. I don 't think the7 
would think we are absolute auckers and there 
are some pretty reasonable men there. I think 
they would be pleased, those who are advocating 
the Pan-American Bank idea, to get something 
along th1s line. I think they '"ould be greatly 
pleased. 

All right, gentlemen, God bless you all. 

24 

Regraded Uclassified



COPY 

Secretary ~~rgenthau 

Mr . White 

January 9, 1940 

SubJect: Highlights of plan for Pan American Bank. 

.· 

1. Capital: Authorized $100,000,000. - - Initial subscriptions 
to be paid 50 percent of par at time of subscription, remainder 
on cR!ls. -- Minimum subscription for partici pation is arranged 
according to population groupe and ranges from $1 mill i on for 
countries with under 2, 000, 000 populati on to $5 million for 
countries over 10,000,000 population. -- Shares can be paid for 
only in gold and dollars. -- Countries may buy more t han minimum 
amount of shares, but no country can have over 35 percent of 
voting power. 

There i s general agreement within t he Treasury on the capi­
tal structure. There is some question whether t he ctini ma are 
too hi gh for some of the weakest countri es, but the answer to 
such a question wait s on comment from the countries involved. 
There is also a question as to whet her payment tor shares mi ght 
be allowed 1n •good values within the country• i . e. , mortgages, 
rather than only gold and dollars . 

2. There is a difference of opinion on who shall be the stock­
holdere , the central banks or the Treasuries. -- Cochran and 
Cotton, and Gardner of Federal Reserve believe that t h e owner­
ship of t he stock shall not necessarily be confined to govern­
ments. The rest of us, however, feel it desirable to confine 
t he participant s to governments, each government would then 
determine what agency Bhall represent it. 

3· Row i s Ameri can control aesuredt -- I mportant decisions 
require four-fif ths vote of the Board. By holding 21 percent 
of voting power, u. s. can-block action. -- The same i s t rue 
of any government holding more tho.n 20 percent of the stock. -­
On Board or Directors is a director and an alternate from each 
country. No long- term credit s can be extended without the 
approval of this Board. -- The Board names a President (probably 
an Ameri can) and two Vioe President s who run t he Bank in its 
day-to-day operations. 

Co~ton believes it desirable to have a small executive 
committee , elected by the Board, to function as the actual 
management . 
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Division ot Monetar y 

Research 

~ . Funot1ona1 The Bank' s powers will i nclude: 

1 . Long-term operations. - - Loans and credits may be made to governments, local governments, govern­mental entities and nationals providing that their government guarantees the loan. - The Bank can lend out ot capital, can guarantee t he obligations ot govern­menta and agencies above mentioned, or it can sell de­bentures in order to get capital tor maltlng loans . 
2. Short- term operations. -- Discounting and red1ecounting government bills and other eli gible paper, dealing in gold and silver, taking a position i n local currencies, acting as a clearing house, providing expert advice, assi stance in stabilizi ng currencies. - - The Bank may accept government deposita but not private deposita. 

Thera was some question as to l~hether private deposits should be excluded. Although it is recogni zed that tunds now goi ng to Europe and t he Uni ted States might be attracted tor use in La'tin America by deposi t in such a Bank, the major objection is that local banks might be drained ot deposita or reel that t he Bank i s acting as competitor. 

5, Vi ews ot t he tive government s that have already answered the questionaire . 

NICARAGUA. Detini'tely tavors a Bank. Reports that it has paper suitable tor rediscount, sees t he Bank as ueetul tor clear­ing operations, needs a id tor financing seasonal demands, But it emohaaizes desire tor long- term developmental assis­t ance. I t would want $1 million tor currency -stabilization in addition to current Export-Import Bank credit provided the term ia· long and interest not over 2 or 2! percent . 
SALVADOR, Does not reel a need tor a Bank, appa.rentl y. I ta central Bank provides ample rediscounting t ac1litiee, it wants no tunds tor currency stabi lization, sees no obsta­cles to trade within Latin America that the Bank could remove, i t a seasonal demands are well met by exiat1ng i nstitutions. It does men'tion that the Bank would a i d in perfecting the cleari ng prooeee. 
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Division ot Monat&rJ 

Reeearoh 

HONDURAS. Does not need t he Bank tor seasonal dem!lnds tor 
financing or to increase trade within Latin America. 
Does not have Treasur1 billa market locallJ. Would 
welcome foreign capital tor development and is alw&Js 
ready to attord it proper protection. Kight use long­
term loan tor currenc7 stab111zation, but vould ne ed 
malts special study before knowing such r equirements. 

GUATEMALA. I s satisfied with existing institutione tor hand­
l i ng seasonal peaks, does not see that interest rates be 
much lowered by Bank guaranteeing ccmmeroial paper, nor 
would Bank remove obstacles to Latin American trade, does 
not want loan tor currency stabilization. 

HAITI . Reply is unofficial, but it stressea adequacy of 
existing i nstitutions tor seasonal demands and Latin 
Ameri can trade; indicatss that little Haitian oone7 
goes abroad. Is concerned with capital tor long-run 
development and admi ts that it coffee eag ot war is 
not offset by gains in cacao and in trade with U. s., 
a sertous situation requiring outside a id might arise, 

HDV:esh 
1/9/4<> 
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The proposed Pan-American Bank would be set up somewhat 
in the following manner: · 

All participating American countries will subscri be to 
a convention which wi ll be approved in each country accord­
ing to 1ts laws. By the terms or the convention the parti­
cipating countries will grant the bank1 i ta employees , and 
its operations certain tax immunities \to be considered 
further) and protection trom expro~riation and exchange 
controls (to be considered further) , etc. , and the countri es 
will agree to pass any legislation necessary to effectuate 
such i mmunl t1ee, etc. The Uni ted States (where the bank 
will have i t s principal ottice) will under take to grant the 
bank a charter tor a specified time and agree not to abro­
gate or amend the charter during such time otherwise t han 
pursuant to a resolution or the bank approved by a t our­
fifths majori ty vot e or the Board or Direct ors. Each 
participat ing country will agr ee to permit the functioni ng 
in its territory of the bank, through a branch or otherwise, 
and to enact any necessary legi slati on. The charter setti ng 
up the bank will approve the by- lave, a draft or which is 
annexed. 

When five or more countries subscribe to the convention 
and agree to subscribe to the minimum stock, the bank ·~11 be 
organi zed. Any Ameri can countries whi ch do not ori ginally 
participate in the bank but later desi r e t o do so would have 
to subscri be to the convention at the time or entry as well 
as subscribe tor the mini mum shares or stock and comply with 
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any other terms .and conditions imposed by the Board or Directors~ 
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Suggested Outline tor a Bank to 
be Called the Pan- American Bank 

1. Location 

The principal offi ce or the bank shall be in the U. S. A. 
and branches may b e est ablished anywhere in the Western 
Hemi sphere. 

2. Capi tal Structure pnd Participation 

A. The capital stock shall be expressed in u. a . dollars 
( hereafter referred to as dollars) and shall be author i zed i n 
t he amount or $100,000,000 cone1eting ot 1000 share e having 
a par value ot $100,000 each to be pai d tor in gold or in 
dollars. The et~ck shall be i ssued at par and 50~ or the 
par value or each share shall be oa1d up at t he time or sub­
script i on. The balance may be called up a t a later da te or 
dates at t he di scretion ot the Board or Di rect ors or the Bank. 
Two oonthe 1 notice shall be g iven or any such calls. 

B. Stock shall be available t or subecri ption only to 
independent American govel'll!llents. For a government to par­
tici oat e 1n t he bank it must subscribe t o a min~ number 
or shares depending upon the populatton or t he country. The 
copulat i on or the eli gi ble countries are esti mated as follows : 
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2,000, 000 or less Costa Ri ca, Domi ni can 
Republic , Honduras, 
Nicaragua, Panama, 
Paraguay, Salvador. 

Over 2,000,000 and up t o 5,000, 000 -

Over 5,000,000 and up to 10,000,000 -

Over 10,000,000 

Chile , Bolivia, Cuba, 
Ecuador, Guatemala, 
Haiti , Uruguay, 
Venezuela. 

Colombia, Peru. 

United States, Mex.i co, 
Argentina, Br azil. 

The minimum number or shares shall be : 10 shares tor countries 
having a populat i on lese t han 2, 000 ,000; 20 shares tor countri es 
having a population or from 2 ,000,000 to 5, 000, 000; 30 shares 
tor countries havi ng a population ot from 5 ,000,000 to 10,000,000; 
50 shares tor countries havi ng a population over 10 , 000 , 000. 
Each participating country may subscri be to stock in addition 
to the minimum. Where the demand f or such additional stock 
exceeds t he amount to be i ssued by t he bank, t he demands, i n 
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excess or the mini mum, will be met on an equal basis. 

C. Eligible governments llhich do not oarti ci pate i n the 
bank at the time or ita !ormation shall be permitted to parti­
cipate in the bank, upon subscribing tor the minimDB number 
or shares, subscri b i ng to the convention and after oomplytng 
with any other terms and conditions designated in regulations 
ot the bank. 

D. Liablli ty or a shareholder on its sha.ree shall be 
limited to the par value of the shares held by i t. 

E. It a government fails to pRy any call on a share on 
the day appointed tor payment thereor, or defaults on any 
obligation to the bank, the bank may, after giving reasonable 
notice to such ~vernment , forfeit an appropriate number or 
such government e shares. The !air value of the shares shall 
be determined by the bank, and such value shall be applied to 
the payment of t he amount due by such government to the bank. 
The bank may also sell such forfei ted shares to any other 
participating or eligible government. The value or the shares 
or the proceeds or the sale over and above the amount due to 
the bank shall be paid to the goverlllllent whose aharea were 
forfeited. 

F. Shares of stock may be transferred only to the bank 
or to other partioipating governments at a pri ce to be agreed 
upon between the parties and upon the approval ot t he transfer 
by a tour- fifths majority vote or the Board or Directors. 
If, ae a result or the transfer or rortei ture ot shares or 
stock or tor any other reason , a government holds lese than 
t he mini mum amount of shares or stock required of it, such 
government shall cease to parti ci pate in the bank, but its 
obligations and duties w1th respect to the bank shall continue. 

G. The capital structure of t he bank, including the 
number and par value or aharee and the m1n1mum holdings or 
participating governments, may be increased or decreased by 
e tour- ti!the vote of the Board ot Director s . 

30 

H. The voting power or each government on the Board or 
Director s shall be distributed as follows : 10 votes tor each 
government for it a minimum shares, and 1 vote tor eaoh addit ional 
share . However, regardless or the amount or stock owned by it, 
no govern~D&nt shall exercise more than 35~ or the total voti.ng 
power of the outstanding stock. 
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J• Management 

A. The administration of t he bank shall bb vested in the 
Board of Directors composed of one dir ector and one alternate 
aPpoin ted by each participating government. Eaoh government 
slll\ll have complete freedom in the method select ed by it 1n 
aPpointing its di rec t or and alternat e . such direct or and 
alternate shall serve for such period or peri ods as shall be 
determined by their government. 

B. Meetings of t he Board of Directors shall be held 
not lees than tour times a year and may be held e i ther at the 
pri nc i pal or any branch office or at any other city in a 
partic i pating country as t he Board of Direc t ors may determine. 

C. The Board shall sele ct a president of the bank who 
will be t he chief of the operati ng s t aff or the bank and 
who also shall be ~x orfioi o cbairosn.or t he Board or Di rectors, 
~~d one or more vice presid ents, who shall be ex officio vies 
cha1r:~~en or tl:e Board or Di rectors. The presi dent and v i ce 
presidents of t he bank shall hold office for one year and 
shall be eligible for r eelection. 

D. The Departmental organizat i on of the bank shall be 
determined by the Board. The heads of depart ments and other 
s i milar officers shall be appointed by the Board on the 
recommendation of the president . The remainder of the starr 
shall be sopointed by the president . 

E. The Board may also aPpoint from among i ts members 
an executive commi ttee to supervise t he admini stration of 
the bank. 

F . The Board may aPpoint advi sory committees chosen 
wholly or partially from persons not regularly employed by 
the bank. 

G. Before the Board approves an intermedi ate or long­
term loan or extension or cr edit i t shall have before it a 
full written report on t he merits of the proposed t ransact i on 
prepar ed by a committee of experts which may i nclude officers 
and employees of t he bank. 

H. Except as herei n otherwise provided , decisions of 
the Board shall be by simple majority of the votes cast. In 
the case of equali ty of votes , t he chai rman shall have a 
dec i d i ng vote. The Government may vote a t meetings eithe r 
through the director or alt ernate or through a nominee or 
proxy in such manner a& the Board may provide by regulations. 
When deemed by the president to be in the best i nterests or 
t he bank, deci sions of the Board or Directors may be made 
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wl tllout a meeting b:y polling the direotoro on speo1t'i c 
quest i ons suboitted to t hem i n such manner as the Board 
ot Director s shall b:y regulations provide . The Board or 
Directors shall b:y regulations determine wbat constitutes 
a quorum tor a meeting. 

I . Aporoval by rour-ti!ths majority vote or the 
Boa:'d or Di rectors shall be required tor the making and 
granting o! intermediat e and long- term loans and credits, 
i ncluding i ntermediat e and l ong-t erm loans and credits 
guaranteed by the bank; the acquisi tion and sale or inter­
mediate and long-term obligations and secur1t1ee; the dis­
counting or redi scounting or i .ntermediate or long-term 
paper; the issuance or debentures and ot her securities 
and cbligations or the bank; the determination or the 
!unctions and duties or the o! ! i cer s end orinci pal 
employees or the bank,and who may legally collllDit the 
bank vie a vis third parties and in what manner; and tor 
amending the by-laws. Four-!i!ths majority vote or the 
Board or Directors, as used herein, means tour- !i!ths or 
t he votes caet. 

4. Accounts and Profi ts 

A. The financial year or t he bank shall end on December 
)1. 

B. T".oe books and accounts ot the bank eball be expressed 
in terms or the Uni ted States dollar. 

o. The bank shall publish an annual report and at 
least once a month a statement or account in such !orm as 
t he Board ma:y prescribe. The Board shall cause to be pre­
pared a profit and l oss account and a balance sheet tor each 
rinancial year. All published documents shall be printed 1n 

the orticial languages or the partici pating gover nments. 

D. The yearl:y net profits or t he bank shall be applied 
as follows : 

1 . Not lees than 25~ or suob net protit s shall 
be pai d i nto surpl us until the surplus is equal in 
a.count to the par value or the authorized oapi tal 
stock or the bank; 

2. The remainder or such net prof its shall be 
applied towards t he payment or a dividend or nov more 
than 3:: per annu.a on the amount or the paid- up capital 
or the bank: Provided, however, that divi dends shall 

32 

Regraded Uclassified



- 5-

be non- cumulative and no dividends shall be paid 
so long as the capital or the bank is impaired. 

3· The balance or such protitl shall be 
paid into surplus and be designated a dividend 
reserve. 

E. The Board of Directors by a four-fifths majority 
vote may declare dividends out or the dividend reserve in 
surplus of the bank provided, however, that total dividends 
in any one year shall not be more than 3~ or the paid-U}) 
stock. 

F, The bank may not be liquidated except by a tour­
f ifths IDI\jority vote or the Board of Directors. Upon 
l i quidation or the bank and after discharge or all the 
l i abilities or the bank, the assets remaining shall be 
divided among the shareholders. 

G. The ahares shall carry equal rights to oerticipate 
in the profits or the bank and in any distributions or 
assets upon liquidation or the bank. 

V, OBJECTIVES AND POIIERS 

The Bank is created by the American States to carry 
out t he following purposes: 

(a) Facilitate the prudent investment or funds and 
stimulate the full productive use or oapital. 

(b) .Aes1et 1n stab1li~ing t he currencies or American 
States; encourage the maintenance ot adequate monetary 
reserves, promote the use and distribution or gold and 
s ilver; and facilitate monet ary equilibri~ 

(o) Function as a clearing house tor, and 1n other ways 
f acilitate, the transfer or international payments. 

(d) Increase international trade, travel and exchange 
of services in the Western hemisphere. 

(e) Promote the development of industry, agricult ure, 
commerce and finance in the Western hemisphere. 

(t) Foster cooperative action among the American States 
in the fields of agriculture, industry, marketing, commerce, 
tranaoortation and related economic and financial matter s. 
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(g) Encourage and promote research in the technolo87 
ot agriculture, 1Ddust17 and co-erce. 

(h) Engage in r esearch a.nd contribute expert advice 
on problems or public t1nance , exchange, banking and mone;r 
as they relate specifically to the problems ot American 
State e. 

(i) Promote publication ct data and information relating 
to the objecti ves ot the bank. 

For the purpose or carrying out the foregoi ng objectivu 
the bank shall have the following Apecitic powers: 

(a) Make short-term, intermediate and long-term loans 
in any currency and in gold or silver to participating 
governments and to fiscal agenoies, central banks , political 
subdivisions and nationals thereof on such securit;r as the 
bank may require; provided that tbe government ot the 
borrower shall specifically recommend and guarantee an:r such 
loan to euch fiscal agency, central bank, political sub­
division and national. 
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(b) Buy, sell and deal i n the obligations and securitie1 
ot participating governments and ot tiecal agencies, central 
banks, political subdivisions and nationals thereof provided 
such obligations and securities are guaranteed by participating 
governments. 

(c) Guarantee loans made trom any source to part1cipati.ng 
governments and to fiscal agencies , central banks , pol1t1cal 
subdivisions and nationals thereof, provided that the loans 
are guaranteed by the government ot the borrower. 

(d) Act as a clearing house ot tunds, balances, checks, 
dratts, acceptances. 

(e) Buy, sell, hold and deal in precious metals, currencies 
and tcreign exchange tor its own account and for the account ot 
ot hers. 

(t) I ssue debentures and other securities and obligations 
to secure additional assets tor tbe purposes ot the bank. 

(g) Borrow trom participating governments and trom fiscal 
agencies, central banks and political subdivisions thereof it 
approved by the government ot the lender. 
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(h) Accept deoand and tioe deposits and cuetody accounts 

from governments and fiscal a gencies , central banks and 
political subdivisions thereof if approved by the government. 

(i) Discount or rediscount for participating govern­
ments bi lls, acceptances and other short-t erm obligations 
and i nstruments of credit of participating governments and 
f i scal agencies, central banks , political subdi v i sions and 
nAt i onal& thereof and rediscount with any participating 
government or any fiscal agency or banki ng institution 
des i gned by such governm.ent bills, acceptances and instruments 
of credit taken from t he bank 1e portfolio . 

( J ) Open tuld muntain time and deoand and custody 
account A with governments and banking i nstitutions and 
arrange with gover naents and banking i nsti t utions to act 
as i te agent or correspondent . 

( k) Accept d eposits and act as trust ee in connecti on 
with arrangements t hat may be made in connection with 
i nter- Aoerican s et tlements. 

(1) Act as agent or t rustee of any participating 
government and fiscal agencies, c ent ral banks and political 
subdivi e1ons t herof i f approved by the government . 

(m) Engage in financi al and economic studies and 
publish r eports thereof . 

B. The Board of Direct ors shall determine the nature of the 
operati ons which may be undertaken by t he bank in the exerc1ee 
of i ts povere and for t he purpose of effectuating its objects. 
The operat i ons of the bank shall a t all times, so far as 
possible, be conduc t ed in confor mity with t he polici es of the 
partici pati ng governoent directly concerned. 
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rROH: Amerioan Legation, Quito, louador 

NO.: 1 

DAft: JanU&l'7 9 , 19-lO, 9 P•• • 

For the attention ot the Honorable Bo&Z Long. 

Reterenoe ie made to telegram no. 1 from the 

Depart'lllent, dated Janu&%'7 6, 4 p. a. !he following h 

Mr. Rart ' e report: 
1Ret erring to the Legation's deepatoh no. 559, 

dated Jul7 10, 1939, I would ohange the eouthern route 
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to go troll Saraoar near Piedrae to Santa Roea to Arelllillae 
and !rom there to Tumbe~. Six Allie Obalmere traotore 
and related equipment whioh ie now arr1 ving ie tald.ng 

oare ot the part between Pinae and Piedrae. In add1 Uon 

I have recommended gravelling and rolling equipment but 
thie hae not 1et been ordered. 

"XJ" euggeeUon tor a loan proJeot would be the ooa­
pleUon ot the Pan .Amerioan route. I believe thie oould 

be done t or tl,OOO, OOO by ueing two traotor unite ot 

tour eaoh together w1 th allied equipment and rook plant., 

one unit to begin at Ouaaote and work e.pprox1.llatel7 1050 
kilometers eouthward to Taabo and the other unit to begin 

at Tarqui and work approX1aatel7 200 kiloaetere eouthward 

to LoJa. !here ehould be included eenral Aaer1oan 
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inetruotore and engineere. 

IIJ!eterring t o telegram no. 2 of Januarr 6, 5 p . m. 

from the Department, a road hae been propoeed from Ouenoa 

to Puerto Bolivar via Giron and Paeaje, but it vould be 

neoeeaary to oroee very rough country. Beeidea, the 
'Ouenoa 111 th 

railvq from Cuenca to Gue.yaquil alread1 provides/an 

outlet to the coaat. I reo011111end paeeing through LoJa 

.tnoe Loja ought to be oonneoted to Ouenoa aa part of a 

main trunk highway. I haYe read Eng1neer OeYall.o•' 

oorreeponden.oe and have oonterred 111 th hi a . Since it 

appears that Peru has a good highwa)' to Tullbez, it wae 

hie idea to oonstruot by Loja to Santa Rosa and troa 

Santa Roaa to Tullbez. A epur f rom Loja to Kaoara wae 

offered for use when t he Government of Peru oompletee 

the h1ghW&7 up to Kaoara. Iince · all of the LoJa-Xaoara 

oonetruotion would go through eteep aountaine which are 

aparaely populated, I belieYe that it ehould be postponed 

until roade which are more urgently needed haYe been com­

pleted. 

1Vith reference to the telegraa from the Hinieter, 

the following ehows the proJeote under war with the 

number of men employed on each: Piedra• Pinae 1150 day 

labor, Pinae Loja betterment 600, Loja Saragura 400 

piece work, QaU to Santo Doaingo eoo by pieoe work. 
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Piedru Pinaa, Pinu LoJa aM. LoJa laragura u.s Iouth 

.Ailerioan deYelo~ent f'unde. '!'he Hacienda L1111bahua (not 

Zara~~~a) to Xaouohi mine il to be oonetruoted v1 th Iouth 

.Amerioan development · tunde vbioh will be aYailable 
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during the next 7ear. A:rtay worlr. i1 ae tollowe: Pun road 

~0 aen, large oontraot, Bano .. era, 610 oontraot, Paute 

Mender; to begin before long. Ho vorlr. ot &D7 eir;e ie being 

done on 8iba111be 'l'a111bo, and from Santo Dolllingo to X&nta 

there is no vorlr. in progre11. I believe that 1n eoonoaio 

importance this route outranks the Pan .AIIIer1oan highw&T; 

not ad1Din1strat1vel7, howenr. Ch-ad1ng would be required 

on 160 kilometers and graveling on 250 kilometers . J.. oon.­

traot has been let tor emergeno7 construction. The7 are 

etten two months behind on P&Ti howeYer, the vorlr. oontinuee, 

altho\18h on a reduced scale. In most ot the 81.erra region 

-there 1s considerable hand labor available, but this beooaee 

1caroer at lover eleTationl. I would eugge1t, v1 th 

respect to technical aid, that an ad't'iaer and aeTeral 

.Ailerioan meohani.oa to instruct b e prortded tor each 

group. J.. eu.aer road v1 th floating bridges is being oon.­

eidered tor the Quevedo Porto ViegJo route; hoveYer, I 

would not reoo.mend that the Un1 ted Ita tee part1.o1pate 

1n a road ot thie lr.1nd. '1'he river and a _.r road nov 

proTide Qgnedo v1 th an outlet to ~aquU. 

1 I t 
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•It ia •1 opinion that the Un1 ted ltatee ehould put 

a loan on the l'an .AIDerioan h1ghw~ but I believe that 

Eouador llhould agree that it will not out down or divert 

ita ourrent rate ot eXJ>end1 ture tor roada but that IIUoh 

appropriation ahould be uaed on other routea ot eoonoa1o 

1111portanoe. 1 

-- ' 

l • 

U:IB 
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ICr c!Mr Sanatcra 

Jl'\ll'tlllr re.tcrenca 1e aade to 7011J' l.ttcr of Decebw 221 19)91 

requeatine cert&Jn 1ntor.at1CI'I w1 th re8p00\ to obll&&Ucna and 08pltal 
.toc1c ot OoY~t apnaiee or corporat1CI'Ia ha1d b;r the UIUted Stat .. 

Tre&IM'TJ 'lbfthor 1110h obli&ati cna or etook could be eold in tbe .az1cat 
or r.d a a~ ~ tbe 1aiU.in3 cQrliOI'at1cn without 1mo1Yin& llquidat1oD ot 
tha ~ODJ and 1t eold ar reda-d, wbtther the pivweda 1111Uld be 
00\'end into tbe &emnl tund ot tha ~ llld be ., •• 1labl • ror da­

bur-.t tor ordiJiarT •2l*l•• rltbout speo1tio authar1eat1on ar apsro­
priation bT c.,.reae, 

!ha ..-aUona will be an.,..ed in the order pn~•nted 1n 70'Jr 

~ 1a .lt tbe pr .... t tiaa tha Trea""J7' holda obliaationa 
ot Cloft.-~at.iona (-lube ot capital atoclt) u roUGna 

l!ecCI'Iatllllot1oD rinanca corporation 1,11 notea, 
Series Q.-:21 due Ju. 11 1942 • • • , , • • • • . 

Flldarel. ,_ llcrtpp C<a par at1oD 3//4. honda 1 clue 
Sept, 1, 1940. • . • • • • • • • • • • • . • • • 

l!ae OlDer&' Loa CO~at1oll tl hooda1 Sariea 111 

19~ • •........••.•.•..•.• 
,___ v.n. Authcrli;r 2-1/8% bonda1 Serl.ea A, 

-~.~~~~ .. ··~-·· ........ . 
'l'eaaa- V Authclrii;r p SDtaria Cel't1fiAiate1 

.- tra hb. 15, 19431}o Auc. 15, 1969 •••• 
o. s. J!pseS• Autboriv 1'1 aotea, Serlea c, due 

.,..... 310, 1960. • • • • • • • • • • • • • • • • • 

10,ooo,ooo 

20,ooo,ooo 

272,~ 

~.ooo,ooo 

10,ooo,ooo 

Mal le4 froa Daalel Bell '• office 
Fl l o to Mr. Bartelt 
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abcl'fe-descrlbed Seriea A bonda or tl'e Tennessee Valle;r Authori cy nns 
itoued, terminated as to additional iosuos on Juno 26, 1939, and the 
authorlt;y under which tho interim ccrtifieatea 11ere iesued is subject 
to certain llmitsticna which would prtm!llt a complete retunding of such 
cort1ticatea. ObligatioM owned 'by the Treasury, 1t sol d in the narkllt, 
would be guaranteed 'by the United states . This would &lao be true of 
new obligations sold b:r tho corporat.ims, .mere authorised, for the pur­
pose or redeeaing the obli&ationa held 'by the ~aauzy. 

~ ~· It is aalllll:led that the reference to capital atoclc 
cf corpore CiiUi t c third po.rsgraph or :your letter rela tea to capital 
atcck of the so-caJ.led Qovel'l'll:lllntal corporationa . The Treasury hclda 
capital stock or a IIUI!lber of ""ch corporntiorw, but there appears t o be 
no authorit;y of l111r !or t he Treasury to sell such stock t o the general pub­
lic. The Prcal.dent 1 s Jrudgot ror 1941 contains an o atim>te or t7oo,ooo,ooo 
to cover the r Pt urn to the Tre<.sury of surplus capital tunda of gov~tal 
corporations. The acco.mts to bo credited will be det<'l'l:lined 'by the la .. a 
un6er which the securities are redeeced or rotired. SOI:Ie or the I!ICn&TS will 
be credited to rcvolvin& 1'\mda ard cade avail&ble for new aubecrlptiona when, 
a s , .,d if needed, while others will be covered into tho Treasury as aiacel­
lMec..a receipts . A coeplate list o! the corpors.tiora on accoont ot which 
the Oov~t holds capi tal stock or subscriptions to pald- irt surplus, to­
geth~r with t he statutory references relating thereto, 1e enclosed tor ,.our 
convonient reference . 

Parastrai;!; 41 The proceeds of notes, dcbontures, or ether obli­
gations held bite Treasury, acld cr rede.ned, would be deposited in the 
Treasury as repe.y10enta to the accounts charged when th"7 wore acquired. 
l':lcept where ot!ll'rwiae authori.zed 'by law 1 the proceeds of capital s tock 
retired 'IIOUld be covered into the general tund ot the ~aaury . Funds thus 
covered into tho Treaaury would a.ue;JIII!nt the cash i n the General FUnd ..,d 
would be aT&il.able for AJ1T expenditure• heretofore or hcreatter aut hcriHCI 
'by tho COI\g1'ess. In this connection it llh01•ld be under stood th&t al1 mon"7 
receiYed lu tne ~aoury 11 depoai ted into a ain£lo cash account known as 
the "06\eral FUnd• . This 1\lnd consists not o~ ot ""'ne:T subject tc expendi­
tun en a ;>propriationa =ado 'by the Congroas but includes also tunda belonging 
t c corporations which are carried in checking accounta with tho Treasurer o! 
the United States . HOWOYer , mon"7 eovered into the Treaauzy by l aw 1a av&il­
able fer expenditure oftl¥ purauant to a ppropriations made 1u the congr oas. 

I ..,. aJ.ao enclosing a cow of the ~ Statement cr the United 
States Treasury for Deca:.be:r 29, 1939, on pago 6 o! whieh appears a cccbined 
state:oent of a ssets and liabilities of SO'fe"""""tal corporations and credit 
asencies o! tho IJI'lited Stat es as o! lloveebc:r )01 1939. These fi&urcs are 
ce~~pil.ed troc the letest report a :reeei-red 'by tho Treasury . 

Honorable Robert A. T&tt, 
IJI'lited Statea Senata, 
lr&llhinaton, D. c. 

Very tru:t¥ y ou:ra, 

(Blpa41 B. Moraen\Aau, Jr 

Secret&J7 or the Treasury. 

• 
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TREASURY DEPARTMENT 41 
INTCII OP'fFICC CONMUNICAT10N 

TO 

, .... :1. B. J'ol-:r, lr. 

Re: Wire lfmSM 
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llr.Irey 

lolr. Foley 

JA!f . - 1940 

Your uaonndwa t o .,. of Doeuber lS, 1939, raises the follow­

ill~ qW>stions with respect to section 6oS of the Co-unieetions Act of 

1934, 48 Stet. 1103 (o.s.c. title 47, see. 6os). 
1. Ia it a rlolation of the Federal Coommiee­

tiona Act when en 1n•est18ator , in his official 
eapecity aJ>d under the c11rection of en authorized 
officer of the DepartJtent, llatens on a telephone tep 
to the conversations of en eaployea of the Department 
w1 th other persons and reporta them to hie super ior 
tor consideration in connection with proposed adJD1n­
istrative action which falls short of a recommenda­
tion for criminal prosecution? 

2. Is 1t a violation of tho Federal Communiee­
tions Act for an official of the Dapart..ent to uae 
uchanieal equi~ent for recording conversations held 
rl th another person and to reproduce them by sound 
affect to refresh his ...,.,17 regarding the connrsa­
tion? 

I . 

It ia W!i1 opinion that the action described in tha first question 

clear~ eo...s with1n the interdict in section 6os . '!hat section provides, 

intar .,,, l 

• • • • and no person not beiJll authorized by 
the eendar shall intercept aey co!lllllunieation and 
divulge or publish the existence, contents , sub­
stance, purport, effect, or a:aening of such inter­
cepted ca.nmieetion to arr:r parson; • • *· • 
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Section 501 prorldes penel.tiee for w1l.ll'ull7 and knowing~ 

doing , causing to be done, or eufi'ering to be done 8J11 act, •tter, ar 

thJ..nlt prohibited or ade unlawf'ul. b7 the quoted portion of section 605, 

It was held in !!ardone T, United St,atea , (1937) 302 u.s. 379, 

that the ward •person• in section 605, quoted abovo, included Federal 

officers , and tbat erldence of c<liOI!IUI\ications obtained b7 thea t.llrouP 

wire tapping was lliegall7 obtained and hence inedlliesible. l'be c"""""­

nications in.-olTed were interstate in nature. Uter so- coni'llct of 
1 

43 

decision in the Circuit Courts of Appeal, the SUpr- Court of the United 

States held that the prohibition in the statute extende to the intercep-

tion of intrastate as well as of foreign and interstate collliiNnicatione. 

Weise v. United St&tes , (No. 42, u.s. S. Ct., Dec. 11, 1939). In the 

second Nardone case, (No. 240, u.s. s. Ct. , Doc, 11, 1939), decided the 

same day u the 11'e1ee case, the Court held that erldence rendered acceo-

sible tbro\lih wire tapping is inad&iaaibla and that, once tho fact of 

lliepl interception bes been establiabed, the injured perty ray ..U:e 

inquiry to detendne whether ini'ormation deriTcd fro= euch illegal in-

tereeption bee not been the source of other teetiiiOQY prcduced at the 

triel , Thus , not onl;y lillY illegall7 intercepted messages not be intr<>­

duced in evidence , but they may not be ueod, at l east directly to obtain 

othor evidence . 

It 1e clear , from the foregoing, that the prohibition quoted 

abaTe rro. section 605 ie applicable to interception b7 Federal officers 

l , Y.lH T, 11p.ited, St.atee, (C.C.A. 1st, 1938) 94 F.(2d) 687J Tn•ems! I • 

~ Sta~a, (C .C • .& . 6th, 1938) 94 F.(2d) 1012;J!~~ T. ~ 
Statu· (c~ • .&. 3d, 1938) 101 r.{2d) 183; JWted=-" l'iis .c • .&. 
2d, 1939) 103 1'. (24) )48. 
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and 11 applicable to int .. oeption or both int ... otate &il4 1utrutate ·-

IIIWlie&tiOIII • Diwlr;enoo to Federal otficera 11 incl uded witldn the phraae 

0d1wlr;eDU • • • to &D)' peraon•, tor it -•t be &a-d that the _.. 

• peraon• uaed twie>e in the ooae cauoe baa the aw a•n'nr; in be>th plaoN. 

In th1l at&tament ot your qu01t1 on, you aay that the o-wcation.a will be 

intercepted by Federal ottioera and tll&t th<l contenta ot the oOIIII!lWll.catioiUI 

will be divulr;ed to other Federal ottiooro. I a eaUM that Mither pe.rty 

to a oo.-ml.cation will be intoraed that &A interception ia beinr; -..s.. 
In tlloao oiroumat&noea, all the roquir-nte tar the a pplica tion or the 

quoted portion or aeotion 806 ·- to be .t. am 1t 11 -:r opinion, there­

fore, tht.t W'b&t 1a proposed in your first question 11 aquarely w1 thin the 

pr ohibitiOn Ot .. otion 606 a a t~t IOOtiOn ~~ bHil interpreted by the 

oou.rte . 

n . 
Tour aoocmd qu .. tion 1a ann.red in tho Mt;atift. I. aearoh bu 

. ro-reala d ollly ona oaao in point. '!'bat oa ee 1a United Btatea T • T .. P1.D,c 

~· (W.D. Pa. 1959) 28 F. Supp. 89. !he oourt aaid (at page ?O)a 

"Another a ller;at1on ot ep-or 11 baaod upon the 
reooption ot a phonosraph1o record ot a oollftnation 
b etween T .. 11&1a and Lou1 ll'onr;. '!he latter - • • 
Chin• • • interpreter &il4 intor.r uaed by l.pnt Wh1 te 
in h1o innati~~&tion. At Whit•'• direction, Wonr; 
oalled t .. BoJ.a rr .. s t. Louia on the tel epbCIIle, the 
cal l beill4; -de tr<a the bou.e or an aaaooi&te of White. 
111. th the balp of the oooupant ot the houae a deTioe -.. 
attached to the telephone win ti81de tba hou.• and by 
it the oOIIftre&tion •• reoarded llPOil a prepared pate. 
'!he oourt allowed thia oollftnation to be reproGoed 
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upon trial, and ita reception 1a alla&ed by couneal 
tor the defendant to ban been error. Be besea his 
position upon tbe eo.unications Act, Section 6os, 
47 u.s.c. A. , which reads in part aa follows• '* * * 
and no person not being authorized by the eender 
shall. intercept a~~r co-wcation and divul&a or pub­
lish the existence, contents, substance, purport, 
efteot, or ""'anina ot such intercepted cOIIIIIID1cat1on 
to 4fV person.' 

"The manner in which the con-versation in ques­
tion na recorded does not .... to present such an 
interception aa is conteaplated ~ the quoted statute. 
11ebeter1 a Hew International DictioD8J7 defines the 
verb ' intercept' in part aa tollcws• •t o take or 
aebe ~ the '1187, or before &rri•al at the destined 
place; * * *·' the call to the defendant was aade ~ 
Aaont llhite, and the conversation between hie inter­
preter and the defendant Wlla not obtained by a •tep­
pillj! of the wire' between the local1t7 of call and 
the locali~ of answer ~ an unauthorized person, but 
waa , i n ettect , a mere recordillj! of the conversation 
at one end of the line by one of the participants . 
It differed only in the method of recordillj! from a 
transcription of a telephone conversation made by a 
participant. lie are of opinion that the admieeion 
of the record in evidence waa not error. • 

The authoritf of that case baa never been questioned, and I find no reason 

now to doubt the aound:neas of its hold! na. 

'tllo\llh section 605 baa been decl.&red to be ruaed1al and, there­

fore , IIWit be llbezoal4 construed (Nardone v. Uznted States, (1937) J02 

U. S. 379), it IIWit not, in view of ita penal. cbaractaz1 be extended beyond 

reaaonable lltUta. It does not seem, moreover, that the uplo,...ent of a 

device by one pert,- to a conversation to record the conversation violates 

the ethical standards and principles of personal llbe~ which the statute 

was intended to pr eaerYe . In the words of llr. Justice Frankturter in the 

2 . See aeotion SOl of the eo-mlcationa Act of 1934. 
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n&4iDC ot teolm1o&l lanpap•, lJut OD ._road oou1dent1au ot 110r&l1., 

and pulJUe -11-bei.DC• •1 I t aunJ.T would aot 1Je a nolatlon ot MotiOD 

buaiuu praotiee, 011. lllport&D.t oalla, to do eo. I 4o 11.0t bellew tbat 

the Cout;ren would ban eonaldered auoh a praot1Ge -thleal. It 1a 

a-'lat 110re eautl oua perbapa, 1Jut oertai.D.l)' ao l••• etb1G&l, to .-pl07 

t. MOball.let.l derlee to t.uure a 110re aoourt.te reoor4at1on ot auoh o-

amloatiG~W. !hat h Rot t.ba •41.rt7 llua'--aa• that wire tapplJIC baa 

beau etated to l>e,' and i t h not, ill '11:1 opWoo, the tJpe ot illteroep-

t1011. referred to ill. aeotlon 606. 

(Slsned) B. B. Pol-.,, Jr. 

I. iiardou •• ttalted ltatee. (10. lib, U.S. 8. Ct •• boo. 11. 186). 

'· See t.ba db~ ot Mr. Juatioe liD~• 111. Olaatead .,.. 1JD1teA ltaW.. 
(1918) 177 u.s ..... ,,o. 

K!O/a.., 
1'Jpe4 I 11/IZ/.It 
Cop1e4a -" i/t/.0 
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•. •. .ru., ,., 

••• Wlrt bn!M 

fto • ..._.. h a MliJ el a --•-••• • win ..,.,.._ .a!* 
I P•• to m.. l~N~r a.t a.-...,. '"" 11lU k panualarl.r ~~ 
1.a .... _ ........ 

... /Ia ( Inltl alod) E. H. F., Jr, 
'r7JeC l/1' • 
.fotM .... t 
•- or 1/ I'<&O s..a replr to a.,.• a - ot U/lti'M 
l"'ialq no quoau-. 
l. Ia H a n ola\looa ot 11lo .Jo4ft'al c-toouona Aot 

Wile u 1Anau .. , or, 111 llta ort1otal oapaot '7 •4 
Wldor ' be d1reotlcm of c au\laor1ze4 ottloer or tbo 
Dop&l'Ua\1 llet.,o 011 a tolophono tap to 11lo 
oonomuoaa or u. .-plo7oo or 11lo Doputllet witla 
o\bor per-. uA Hpona 11loa to llto Nperlor i'br 
ocaoltanUca 1.a ......... uce witb propoaed ..-11>1 \HUn 
ooUooa 111Uob t allo abort of a ro 1 m•oUOD tor o1'ia1JI&l pl'O-Uooaf 

I, Ia it 0 YlolatlCII of \llo .Jedft'al C ptooUOU .foot to• 
• ~olal ot 11lo Des--t to uo -b••lool oqut~ tor 
HOON1Aa OODYeratlao bold 'td.111 aotllor perooa •4 to 
l'OpR4uoo tb• '117 •11114 oftoot to rotreoll llta -rr ropr41Jl& 
tbo OODYoroaUaf 
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Jaau&rT 9. 19~-

XEMORABDUIC FOR SIOU'I'Alr! KOBGEIJ'l'IU.U 

SUBJIOT: Inoo .. Oertitioate Plan 

In preparation tor the aeet1ng ot the l'i1oal and JlonetaJT Comaittee, VedDe•daT, JanuaJT 10, 19~. at 10:}0 ~.K. , to dieoue• the Inoo .. Oert1tioate Plan, TOU a&T be 1Dtere1ted to l earn what reeult1 haTe been obtained in getting the Tariou• teohn1oal people to reaoh an agreeaent on taotual and other -.tterl. 

Kr. loker-Raoz and I worked on the problea tor the Treaeul'J. To tao11Uate di1ouu1on and to olarifT the 1I1Ue1, we prepared an additional .. aorandua and eent oopi01 to the other departaentl. A reT11ed dratt ot thi• .. IIOrandua will be readT tor the aeeting ot the l'iloal and Kon1tal'7 Ooaaitt••· 
Kr. Harold la1th laid he had no eoonoa11t1 on hie 1tatt and aooord1nglT did not appo1Dt &DTOnl to 1er.e. 

Kr. Tho .. , o. Blahdell wae dee1gnated bT Jlr. Delano. Mr. Bla11dell did not teel that he oould participate 1D &AT Jo1Dt 1tateaent 1inoe Jlr. Delano look• upon ~elt aa an obeer.ar rather than ae an aotiTe .. &bar ot the J'ieoal and MonetaJT Ooaaittee. BoweTer, d1IOUIIion with Kr. Blaiedell revealed a aubatantial agree .. nt between hia and the Trea1urT t eohn1o1anl. 

Jlr. John o.rt11ld wae dea1gnated bT Jlr. Ooldenwe11er ot the Federal a.une to oouider the .. tter with t:be other teohnioal people. Jlr. Ooldnveher did not participate in &DT ot the Joint diiOU1110ill· Jlr. Ge.rtield did not wieh to Join in aDT 1tateaeat. HovaTer, it appeared that there wa1 no eubetantial d11qrae ... nt between h1a and the Trea81U'7 teohnioi&De. I had the 1apreuion that ha did not teal he vae authorized to ooaait h1aeelt to aDT poeition. 

Two aeet1ng• were held, one on December 29, 1939, and t he other on JanuaJT 9, 1940. 

fJtS,!-f-
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Ia pnpa.raUoa for Ula MaUq of \ha r1eoa1 M4 ..... IT eo .. tttaa, We4aea~, l .... PJ 10, 19~, at 10:,0 & ••• , to 41Ift .. t)la laooao OarUtloaU PlaJI, 10• •1 lie u•anahd to lean wbat r .. lllh !lan lloOD O'bta1ao4 1a (eUUC t)la Yar1MI Uella1aal peopl e t o n a etl aa ...-•-•• oa fal~ aad o~r •Uora . 

Mr. Elkal'-Rau aad I worlto4 011 tbe p ro'bloa f or \ha 'h'eaftPJ• To f ao11U ate d1en .. 1oa aa4 t o elant)' \ha h-•· we pre~ aa a441Uoaal - I'Uidaa aad ant 0Qll1oe to \ba otber 4opan-h. & roY1ae4 draft of t hll -Pall4• wtll 'be read7 for \he •••U• of •ll• rtaoal ud Mo••••l'7 Oout••••· 
Mr. Jluoal4 lla1'll aa1d u bad ao aooaoa1ah oa !l1a ••atf aad aaaordlaal7 414 aot appo1a\ aJ170ao •o .. ~. 

Mr. !beMa o. Bla1adall vaa daa1aaate4 111 Mr. Delaao. Mr. lla1adall. 414 a.o• foal. t!lat u oollld pa.rUo1pata 1a a111 Jou• ... ,_t a1aoa Mr. DelaM looka 11p0a b.1.aaalt u aa obaal'Yar ntllor \baa •• aa aoUYa ~r of \ba r1 ... 1 u d Xoaa .. J'7 OoulUH. lovnar, cU.aoaa11oa w1 \b •r. Blalldall rnaa1e4 a n'bl\aatlal agnaaoa• batwen )lla aa4 Ula TnaftlT t aallalakaa. 

Jlr, lola o.rtta14 ,.. dal1g•'o4 111 Mr. Ooldaewller or tbe roaol'lll a.oa-• t o .Oaol4or tba MUor wttb •• otbor toollatoal poaplo. llr. Gol4•wlMr 414 ao• parUelpota 1a 0117 of \M Jola• 41-o1oao. Mr. Garfield 414 ao• wtu to Jou la .., eta•-•· loaner, U appoand tba' Ulan •• ao nb1\aatlal 411 ..... -• 'ba,woa !l1a aa4 tho TnaftJ'7 taaha111aa1. l ba4 tlao 111prolo1oa \ba' U 414 ao • fool U wae •••llorbed h •-u b.l.alolt t o 01 poalUoa. 

'rwo -u•• were uld , oaa oa Deoaabor 29, 19,, aad tbe o t bor oa 1.-r, 9, 19110. 

5 
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Operator: 

0: 

~ . '! .Jr : 
John 
Traphagen: 

T: 

!!. V. . J r: 

'l': 

H.lLJr: 

T: 

H.!L,T::-: 

'l': 

'l': 

H. ~t. ,T!': 

T: 

H.M.Jr: 

'l': 

R.M .Jr: 

'!': 

Hello. 

Hr. Traphagen: 

Tlte.nk you. 

Go ahead. 

Hello . 

Hello, Hr. Secr etary. 

Bow are you? 

I ' m fine, I hope you're well. 

January 9 , 194o. 
10:17 a . a. 

55 

I ' m al1 right. Mr. Traphagen , we had a little 
meeting here yesterday, l.!r . Welles and J'>nes and I. 

Yes . 

And at lbich we decided that !tr. lielles would oall 
up t he Colombi an Ambassador and see how he f elt on 
thi s so- called flexible plan. 

Yes . 

1fell he fou:1d that he wae very much against it and 
eaid it ' d be almost impossible t o put i t t hrough. 

Vel1 I was afraid that might be eo . 

So I guess ve 1d better f orget abou t it . Nov, I 
gathered that the Colombian Ambassador would l .ike 
ver y much t o s ee you again. 

Yes. 

And t he thought that we had in lllnd •.ras this t:'lat 
1f you cou1d see h1m ?riday afternoon. 

Yea. 

Then we'd like to s ee you Saturday morning. 

Right. 

At ten o'clock. - I oean Saturday at ten. 

Yee. 
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H.Y..Jr: 

R.H.,Tr: 

T: 

H.M. Jr: 

T: 

H. K.Jr: 

T: 

H.H.Jr: 

T: 

H.M.Jr : 

T: 

R.M.Jr: 

... 

T: 

T: 

!: 

- 2 -

If you could arrange to see the Colo!Jbian 
~bae~ador Frldny afternoon. 

56 

I will have d1ttioult:r I' !!l sorry to sa;r. ! ooul.d 
eee hi m Friday evening. 

Well, why don ' t you call him up and see- he ought 
to be able -

Yea , I think that would probably be agreeable to him. 

Why, he ought to canoel whatever he has . 

Has he some new suggestion to make' 

Well the only thlng that, the reeling that we have 1e 
this, as we get lt, he'd like you people now it :rou 
would make a counter proposal. 

Yes. 

And 1t seems to us that, if the first year , your 
committee would take a little lees . 

Yee . 

And then gradually work it up to a higher figure, 
that that would help them a lot . 

Yea. 

r.otr you asked tor a hint, and that's the hint that 
I'd like to give • 

Right. l.'c:!.2 ';lu:.t 1 s very good or you. 

And-

May I ask you this , Mr. 8eoretary't 

Ask me anything :rou want to . 

Ve had in mind two million three a :rear, on the 
national obligations alone . 

Yea. 

I take lt that you don ' t feel tha~ your group don ' t 
teel that that's too high tor the ultlnpte tlgure 
or figure to take pl aoe , let' s ea;r, the end ot the 
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R.H.Jr: 

T: 

?. .". Jr : 

T: 

H. lo! . J r: 

T: 

R. J.I . Jr: 

T: 

H.li. Jr: 

T: 

T: 

!': 

P . J: •• Tr : 

T: 

F.J ' . Jr : 
... . 

H.M.Jr: 

- 3 - 57 

second year, something like that . 

Well I wouldn' t want to say that because after all, 
I don•t know just What the Colocbians said but it 
l ooks t o me as though they - 1t th1s was a private 
deal , you people asking two three and they keep 
talking about a mil lion and a cuart er - three-quarters. 

Yes . 

It l ooks as though t hat they' d be ready to go to 
two , I don' t know, I haven 't talked with them, 
you see? 

Yea. 

But the thing that's so olose that I ' d hate to see 
1t tall through now. 

Yes . Well, I rather took it trom Y~. Jones ' l etter 
that he thought our otter was a little b1t l ow. 

Well, what ot ter was thatt 

That was the two mill i on three of fer , our so-called 
111ini mum otter. 

You l!lee.n that you should get nore'1 

Yea . I rather t ook i t that he felt that the 
arrangement t hat we had made on the back interest -

No -

Vas not suffici ently sood. 

Vell he never said that t o us . 

He didn't. 

t!o. no, ! - I'o not evr e tha t you can get the 
tllo three , but ! think both s ides Will have to g1ve 
away a little bit . 

Right. 

I t .h1nk you both lllll have to g1 ve ,.,ay a 11 ttle b1 t . 

~ell , I 1 ll go ~o~~ - I w111 try ~ arrange to see 
him on Friday eveniag. 

'f••· 
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T: 

J! ,Y.Jr : 

T: 

~ : 

r y . • rr : 

T: 

E.l-' . Jr: 

- 4-

And then I'll get 1n touch v1th you on Saturday 
at ten o ' clock. 

It - well yee, and Vr. Wellee and Mr . Jones v111 
be here at t~at t1me, 

F1rt~t rate. 

In my oft1ce . 

I • J 1 l'!e thE>re . 

"hc.nl: ~u FO nuc!"> . 

Thank you. Goodbye. 

Gooc!bye. 
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GROUP I€1:"1'IJIG 
Janua17 9, 19~. 
9 :~5 a . a . 

Present : 

H. M.Jr: 

Gaston: 

H. M.Jr: 

Gaston : 

H. J.!. Jr: 

Gaston: 

Harris: 

Gaston: 

H. M.Jr: 

Gaston: 

H. M.Jr: 

Kr. Bell 
Kr. Sullivan 
Kr. Baas 
Mr. Schwarr. 
Kr. Thompson 
Kr. Cochran 
Mr. Cotton 
Mr. Harris 
Mr. Gaston 
Mr. lfhi te 
Mr. Foley 
Mrs . Ilotr. 

Herbert? 

~ou asked me to look i nto t he note froa the 
White House attached to a letter from Bob 
Reynolds as to John Bright Hill, our Collector 
or Customs at --

Well, t he President is particularly anxious 
to do the one for Senator - which i s the 
one from North Carolina t 

Bailey is the latest. Both Bailey and Reynolds 
have endorsed Hill and also Governor Hoey and 
a number of other people. 

I s he all right t 

He i s a good man, they tell me. 

He was i n a couple or days ago . He is a fine 
type or fel.low. 

He i s a Harvard Law graduate, graduate or the 
Uni versi ty of North Carolina. I have met him. 
I th i nk the boys coneider him a very good 
collector, don1 t t hey, Mr. Harriet 

I s it a new appoi ntmentt 

There are two Yaoanoiee on t he Custollll Board 
in New York and it i s our understandi ng that 
one or them is b eing held t or Frank Walker's 
brother , wbich leaves the one vacancy. 

I t hought it vae a collector . 
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Gaston : 

H . r~. Jr: 

Gaston : 

H . l~ .Jr : 

Foley: 

H. :.:. Jr: 

H. li.Jr: 

Ga.ston : 

Harris : 

H. M. Jr: 

Harri s : 

Gaston: 

- 2 -

Oh, no. Sooe t i me back Bob Reynolds wrote 
rocoamending him fo r Coomissioner of Customs, 
on having heard that Mr. Moyle was to resign 
and t hen t here were variou s letters recommend­
ing him for t he position of Customs --

How old i s he? 

Those are life- time j obs, srume as a judge , 
t en thousand a year for life . 

Has Foley gone i nto hi s legal record? 

Herbert spoke t o me about i t on the t elephone 
this ~orn1ng but I haven ' t l ooked i t up. 

This i s somet hing t he White House i s very keen 
about and i t you read t he memorandum you will 
see that i f we give lum t his one , he said he 
11ould be a good boy for the rest or the session, 
so --

Drop the sil ver shi r t s? 

\ioll, t he \illi te House is mo.king t he arrangements, 
I am not. This is somet hing that they stressed. 
So you take a look at it and I "ould l i ke, 11' 
you could , all or you , to let me know by 
to~orrow mor ning so t hat Gaston can let Pa 
Watson know, see. 

Anything else, Herbert? I turned your friend 
George Creel over to you. 

Yes, George Creel. I told him that I thought 
it would be better to wait on t hi s Rossi t er 
&opo1ntment a t leas t until we saw what 
happened to t he Leek nominat i on for Collector 
or Customs out there. 

Downey put forward t wo candidates. One i s i n 
Jail and the other has been di sbarred. 

You like that, don ' t you? 

That tickled me . 

But that fel l ow is out now, Basil. 

r 
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• 
H. M. Jr: 

Gaston: 

H. M. Jr: 

Gaston: 

Harris : 

H. M.Jr: 

Gaston: 

H. M.Jr: 

Gaston: 

Schwarz: 

R. M. Jr: 

Gaston: 

- 3 -
This crowd ie getting avtull7 t1n1cq. 
A fellow can't be a eUTar ahirt or go 
to Jail. Yell, an)'Vll1, Herbert, 7ou keep 
it rolling, will yout 

The thing to do ie to keep it still. 

The White Houee didn 1t put an1 pressure on, 
but they would like this one tor Re70olda 
it we will go along. 

I think John Bright Hill ia a high olass ot 
man. I have met him. 

He i s a ver, high class fellow. He is ver7 
well apoken ot. 

Anything else, Herbertt 

No. 

That me morandum that you sent me about t he 
Attorney General ' s remarks on Mr. Biott, 
was that ~tt the recordt Is t hat yours or 
blat 

Ohick didn 't know definitely whether it 
was ott the record or not. 

I have l earned since that it waa ott the 
record. 

Here is a memorandum on powera ot the New 
York State Leg1alature to alter the executiTe 
bud.get. They have increaaed the executive 
budget. 

Here ia a memorandum on the wa7 in which the 
New York State income t ax waa treated 1n order 
to ra1ae t hat nineteen million dollara in 1931. 

Give copiea ot both ot these thinga to J ohn 
Su111van. 

Yea. 

I don't think I told 7ou that J. R. Kitchell 
will be in at 10 :15. 

El 
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H. M.Jr: 

Bell : 

Foley: 

H. M. Jr: 

. Foley: 

H. M.Jr: 

Bell: 

H. )!.Jrl 

Foley : 

Bell : 

H. M.Jr: 

Foley: 

H. M. Jr: 

Bell: 

H. M. Jr: 

Bell: 

H.M.Jr: 

- ~ -

Good. 

Now, Foley ·called me up at 7 : }0 and told me 
what you all agreed on. I think the telegram 
was already gone, but he went through the 
motions. 

I didn 't know anything about it until this 
morning. 

He was the onl y one that wasn ' t there. 

I d1dn 1 t look up the time of the telegram , 
but they called me up and asked my advice. 

Dan, what happened was this : Delano' s man 
on t he West Coast call ed and said that - -

Tell him afterwards, if you don 1t mind . 

Delano called me this morning a t 9:00 o ' c l ock 
and told me what happened. 

I thought you had cleared it f i rst. 

No, couldn ' t get him. 

They said they couldn 't get hold of me . 

Anything elset 

No. 

It anythi.ng happens on thle thing at the 
meeting, I think you ought to go into a 
huddle and see what happens . I am not very 
muoh worried. It he sound• ott at this 
meeting today, what the heok. 

You know what happened yeeterdayt 

Yes, I think so . You mean about sending the 
telegramt 

lo, I mean at the Board meeting. 

l o, what is goi.ng to happen' 
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• 
Bell: 

H. H.Jr : 

Bell : 

H. M.Jr: 

Foley: 

Cochran : 

H. z.t .Jr: 

White : 

Gaston: 

Foley: 

H. M.Jr: 

Foley : 

H. !l.Jr: 

Foley: 

H. M.Jr: 

Foley: 

H. M'.Jr: 

- 5 -
The:y are going to explain to t he Board today 
this thing they tallted about yesterday, and 
they hoped they would be able to call Delano 
thio morning and tell him t he attitude of the 
Board . 

All I know is that Foley t hrew himself up 
and said, "God, he was tough yesterday. • 
Mr. Foley admitted he was . 

I t hought he was very good. He didn't 
put his feeling in it at all. He was ver)' 
calm. 

All right , what else, Ed' 

Nothing. 

Pincent is due to come in at 11:45 and asked 
if he could come Just a few moments earl:y 
or st ay a little late. He i s coming a little 
earlier to my room. 

All right. 

I thi nk you ought t o get a machine that could 
take down Ed's laughter. It should be pre­
served for posterity, really. 

The Supreme Court won 't let us do that. 

I nterception. 

Well --

I have got a memorandum for you. 

I haven 1t said a word to anybod;r. 

I gave a memorandu.m Saturday to EllliBr Ire:r 
and I meant to bring in a cop:r yeaterda:r 
morning . I will send it right in. 

You know what I am talki ng aboutt 

Yes, I know what :rou are talking about. 
That 1s wh:y I gave him a memorandum. 

All right. Pincent wants to whisper before 
or after, 1s that the 1deat 
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• 
Cochran : 

H. l!. Jr: 

Cochran : 

H. l!.Jr : 

Scht/Rrz : 

lL~t.Jr: 

F.!!.Jr: 

Schwarz : 

H. I1.Jr : 

White : 

Cotton : 

li . M.Jr: 

Sullivan : 

- 6 -
Yes . 

Wel l , we will give hi m a chAnce . 

He 1·rill be i n my room ten or fifteen minutes 
ahead, i f you want to call hi m. 

Chick? 

Did you see Bur t Wheeler ' s story? 

No. 

He thinks t he purchase ot gold and s ilver 
was a good i dea. 

He does? 

Yes . 

On t hat , Harry, a newspaper man asked me 
tfhat I thought about Lord Benverbroolt 
saying that t he United States was resoonsible 
tor England going off t he geld . You mi ght 
get what Lord Beaver brook said and give me 
A little anst~er on that, Ifill you? 

I will do that. 

You wanted to be remi nded to call Traohagen 
after ~/elle a calls you. 

Right . 

John? 

You inquired yesterday about the aeroplane 
engine companies and neither Glenn Martin 
or Douglas have aoproached us on anything. 
Lockheed is taking care ot their expansion 
with a stock i ssue . The Pratt Whitney, 
that is United Aircraft, in Hartford is 
putting up a new plant and added facilities 
at a total of about six and a half mLll1on, 
tor which t he French are paying t hree million 
six hundred t houeand. They are aslt1ng us tor 
permi ssion to charge ott t he entire six and· 
a half m1111on aga1nst t he French contracts . 
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H. M.Jr : 

Sullivan: 

H. M. Jr: 

Sull1 VIJ,Il I 

H. M.Jr: 

Sullive.n: 

H. M. Jr: 

Sullivan : 

H. M.Jr: 

Sull1 Vllil: 

H.M.Jr: 

Sullivan: 

H. M.Jr: 

Sullivan: 

H.M.Jr: 

Sullivan: 

H.M. Jr: 

Sullivan: 

H. M.Jr: 

Gaston: 

- 7 -
~ioilarly, t he French are paJ1ng about a 
111llion dollars tor expansi on ot t he Curtiss 
Wright Company and they vant s11111lar treatment. 

But 1n the case ot Pratt Whitney and Curtiss, 
t hey vent ahead and didn ' t wait t or ust 

Oh, no, they have gone right ahead. 

'Just remember the f i gure, Pratt lfu1tney is 
six and a haltt 

Six and a half million. That i s the plant 
and adcU tional machinery ot which t he French 
are paying three mill i on six hundred thousand. 
In tact, the French advanced money to thea 
before they started to talk as an advance 
'Oa;yment on the :;>rice. 

And out itt 

About a million dollars. 

That i s both ot thos e on the engi neet 

That is right. 

Did Curtiss do anything at Buf falo t 

I don 't know where that ia, air. 

Can you give me juat thoae tvo itema, 
ju.t Pratt and Whitney and Curtiut 

Yea e1r. 

Anything else, Johnt 

!hat ie. all, air. 

Did Mr. Thompson fix you up with an otf1oet· 

Yea air. 

Next t o hiet 

I ha•en 1t seen it yet. 

Yea, 1t ie next to hie . It 1a a Dice rooa. 
118•e you ( Oe.eton) seen 1t t 

• A Dice ~ev ot the White BouM. 

65 

Regraded Uclassified



Vhite: 

Sullivan: 

H. M.Jr: 

Haas: 

H . :~.Jr: 

Bell : 

H. M.Jr : 

Bell : 

H . !~ .Jr : 

Haas : 

B. loi . Jr: 

Harria : 

H. M.Jr: 

Barrie : 

B. M.Jrl 

- s -
You have to first get t o know it troo the 
outside. 

I sea. 

I mi ght add on t hat Pratt l'/h1tney business , 
they hnve had, of course , no encouragement . 

I t hink that i s a good i den. 

George? 

I have nothing b.ut some routine affall"e 
(handing report to Secretary), 

On that matter that I asked you (Be11) 
to do on parity payments, I think George ' s 
shop could help you quite a lot on that. 

All right . 

I think George could help you, because he 
1s familiar wit h all that Agriculture stuff . 

I haven 't called up over t here yet but I 
have a.n i dea Smith ia out of town taking 
a l i t t1e vacation after t h e budget . 

The memorandum to the President on parity 
payoenta. You (Haae) could help. 

Anything elaet 

I have nothing. 

Baeilt 

No. 

Basil, tiOuld you ask your people to give 
you a little review o f vhat ie happening 
down South of the border in TiJua.na, I 
mean how they are getti ng alongt 

Senator Sheooard has introduced a Bill 
to meet the- Vishes of that group out t here, 
eo that is about the only thing we have 
beard. 

llo, bow it 1e worltift6. 

GG 
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RI'U'ris: 

R. M.Jr: 

Harri s : 

H. M.Jr: 

White : 

H. M.Jr: 

Wh1te: 

H.M.Jr: 

~lh1te : 

H. M.Jr: 

Bell: 

H. M.Jr: 

Bell: 

H. M. Jr: 

Bell: 

- 9 -
Yes, I ldll. find out , 

I oean bov it is vork1ng, We ought to have 
a close check, but I am sure it will come up. 

I will get that r i ght avay. 

HI'U'ryt 

George Eddy got a letter from Mr. Davenport 
ot Fortune to the etfeot that be would send 
him a cop;r, but not the proot. We had 
anticipated, expected to get a proof. 
So vhat will be i n i t we don ' t knov, but 
he bad said t hat be was going to send us 
a proot. 

Are you going t o be i n this morning' 

Yea. 

I want to see you. You are do wn tor this 
aft ernoon, aren 't you, Rarr:rt 

At ):00 , there i s a group --

You are arrangi ng who is comi ng? 

Yea. 

All right , 

I have nothing. 

Silver certificates' 

Oh, that bas increased to about nineteen 
milli on but ve have to keep silver certi­
ficates in gold to meet lawful money 
l iabilities eo ve have to keep about 
titt een million gold plus the silver 
oertiticatea to meet tboae lavtul money 
liabilities and until t he silver oerti­
:!'icatea have reached about thirty-five 
million ve von 1 t be able to issue them. 

Have they cleaned up those aalee ot 
Government bond• ' 

Yea, they have. The ~~~arlr.et wa• ratber 
weak y .. terda)' but I got t wo and a hal1' 
alllton acre ot thea. !be prioee are 
r1pt aow. 
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B.H.Jr: 

Bell: 

H.M. Jr: 

Bell : 

H.M. Jrl 

Bell i 

Thompson: 

H. M. Jr: 

- 10 -

You are watching 1tt 

Yea. 

Ie the Federal eelllngt 

No, they baven 1t sold. There are very few 
1n the market. They are generally concentrated 
on our quarters. 

Now, 1f something comes up today about Bank 
of America, you wlll get 1n touoh with met 

Yes, first thing. 

I have nothlng. 

If Bell and Gaston and you (Thompson) could 
stay a minute, I would l l ke to see you all. 
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Secretary Morgenthau 

E. H. Foley, J r . 
JAN 9 - 194o 

€9 

Power o f New York Legislatur e t o Alt er Execut ive Budget 

The peopl e of the State or New York adopted an amendment 
to the Consti tution, known as t he Execut i ve Budget , in t h e t all 
of 1927 . ~Conat . , Art . IV-!/ Although t here has been a 
change in phraseology t he purpose or this constituti onal 
amendment has not ~een changed by the Constitution of 193g. 
~Const . , Art . VIIJ' 

Under the Executive Budget the head or each department 
or the state gover nment , except the legislature and the 
judiciary, submit s to the Governor such esti mates and i nf or­
cntion which he requires, copies or which are simultaneously 
furnished to the appropri ate coomitteea ot the legislatur e. 
On the basis or these estimates, the Governor holds heari ngs 
at which representatives of such committeee ar e entitl ed to 
be present and t o make inquiry. ~Conet . , Art . VII , llJ 

I n this >IllY the needs or the various executi ve depart­
menta are thoroughly exami ned i nto by the Governor and t he 
leg1elature before the budget goes to t he leg1Blat ure. 
After the ex~~ination of t heee needs , but not lat er than 
February 1 , the Governor makes up his budget tor t he ensui ng 
f iscal year and submits i t to t he legislature with an 
exnlanation or the basi s or the estimates . ~Conet. , Art. 
VII, 827 At the same time the Governor eubQi ts a proposed 
aooroprl ation bill which contains the i tems i n the budget. 
{"'Conet. , Art. VII, 8)J 

The Constitution t hen provides what t be legislature may 
do with this budget bill. The legislatur e may require the 
heads or t he departments to ap>!_ear and anewer relevant i n­
quiries ~Conat., Art . VII, 1)-/, but: "The legi slature 
may not al t er an appropriation~ill eub~itted by the governor 
except to stri ke ~ ££ r educe i t ems t herein , but it may add 
thereto i t ems or appropr i ation provided that such addi t i ons 
~stated seoer~tely and distinctly from the ori ginal items 
ot the bill ~ .r efer each to a s i ngle o~:iot or purpose.• 
['"const . , Art . VII, 14 (underlTning mi ne 

The l tema of appropriation whloh the legislature may add 
mua1. be dis t inot from the ori ginal items of the budget bi ll 
and must be tor something o t her than items stri cken out or 
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reduced. Only last June the Court or A9peals unanimously held that the l egislature can not strike out the iteiR1:r:ed appro­?riations in t he governor ' s appropriation billa and substitut e t herefor lump sums tor the same personal services and maintenano~ 
f:P eople v. Tremain~ (~939 ), 2gl N.Y. 1, 21 N,E. (2d) g91~ 

It the legi slature passes the budget bill as 9roposed by the Governor, it does not have t o be sub~itted to him tor his 
approval , but separate items added by the legislature must be submitted i n the usual way to t he Governor tor his aporoval . 
f:Conat., Art. VII, I~J It the Governor withholds his apnroval rron any such item, the provi s i ons or the Constitution apply whi ch relate to the passage ov er the Governor ' s v eto or a bill 
b~ two thi rds or t he members or each bouse or the legislature. L Conat., Art. IV, 17J 

Once the budget is adopted t he members or the legislature ere constituti onally incapable or carrying on any duties in the expenditure or t he appropri a tions, and accordingly a clause 
in a budget bill requiring the approval of the Chairman or the Senate Finance Committee and the Chairaan or t he Assembly WftYe and Means Committee before cert ain aporoor1a tione could be expended was hel d void. ~eople v, Tre~a1ne (1929), 252 N.Y. 27, 16g N.E. ~7 7 I n the words or Governor ROosevelt the· 
fUndamental question i nvolved was: 

• • • • whether administration is to be in the banda or 
the Governor elected by all the people to be t he bead 
ot t he executive branch, or whet her it is to be shared 
between the Governor and the Legislature .1.n such a vq 
that all responsibility will be lost . • L I Publi c 
Papers and Addressee or Frankl in D. Roosevelt (19}S) 
341, 343; eee also pp. 3~-3~ di acueeing_the aig­nif icanoe ot the Executive Budget victory:/ 

The budge t s of the legislature end the Judiciary are 
separate from t he executive budget. Itemized estimates or the f inancial needs ot the legislature, certified by the 
oresid1ng officer or each bouse, and or the Judiciary, certi­fied by t he Comptroller, are submitted to the Governor no~ later than December 1 tor inclusion in the budget without 
~ViRion but with such recommendations as he may deem proper . 
~ Const., Art . VII, 11_7 None or the restriction& concerning 
alteration or the item& or a budget bill applr to aporopr1ations tor the leg1elsture or the Jud1oiarr. However, t he Governor 
exercises t he same power or veto over appropriations ror the l egislature and t he Judiciary as be does over separate items 
added to the.jvernor ' e bi lla by the legislature. ~Conet., Art. VII , I~ 

CL.I:t 
l-S-4o 
Copied eb 1/9/40 

(Initialed) E. H. F. , Jr. 
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I ncrease i n Nev York State Personal I ncome Tax i n 1931 
Personal income tax rates on returns tor the calendar year 1931 (or tor t he tisoal year returns due during the calendar :rear 1932 ) vere increased 100~ over the existi ng personal i .ncome tax rAtes by an amendment to the t ax lav enacted at the Extra­ordinAry Session ot the New York State Legisl.ature in 1931, and aooroved by t he Govern.or on September 23, 1931. If;. 1931 , Chap. 795 (Tax Lav, 1351- bl1 -

Unti l t his increase, t he tax rates had been 1~ ot the amount ot net income not exceeding $10, 000, ~ ot the amount of net income 1n exces s of $10,000 but not in excess of 850,000, and 3~ of t he amount of net income 1n excess of tso,ooo. The nev rates t or t h e t hree brackets were increased t o 2, 4 and 6~ respect ively. 

The law stated that 1ts objective was •to pr ovide m.oneye to pay aopropriat1ons t or t he rel 1er or unemployed persona and t he alleviation or distress occasi oned by the present economic depress i on. • This conformed to t he recoa~endat1on made by Governor Roosevelt in a message to the Legislature on August 2g, 1931 that a tax be laid on personal incomes to provide the necessary moneys to meet an appropriat i on •ror t he relief or dis t r ess and the ameliorat ion or unempl oyment. • /:"I Publ1o Papers and Addresses ot Franklin D. Roosevelt (1938) 457, 467-g 

This mes sage recommended t he creation or the •te3J)Orary Emer gencr Reller ~n1atrat1on1 and t he appropriation t o t he TE:RA or 120,000,000 or vh.1ch $1,000,000 would b e r e tained tor expendi t ure by t he State, leavi ng $19, 000,000 tor apportionment Among t he counties and c1t1es ot the State. The message stated: 
1 The necesaar:r money t or this unemployment and distress relief should be raised by a tax on personal incomes. It seems logical that t hose or our residents vho are fortunat e enough to have taxable i ncomes should bear t he burden ot suoplament1ng t he local governmental and private phllanthropio vork or aea1stance. I believe 

t hAt this tax should tall proportionately on all incoa~ee , over and above existing exemptions . It each person paying an income tax vere required to pay merely halt again as much, I am 1ntormed by the State Tax Comm1aa1on, the necessary tventy million dollars will be ra1eed. 1 

/Ibid, p. 462/ 
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One third ot the revenues deri ved !rom the per sonal income 
tax imposed by the 1931 law vas paid i nto the State Treasurr t o 
t he credit ot t he Gener al Fund. The remaini ng two thirds vas 
allocated between the state and local governmental uni t s 1n 
accordance with t he usual tormula for distri bution ot the income 
tax. ~Tax Law, 1382, as amended by L. 1931 , Chap. 512~ 

The State ' s share ot the personal income taxes collect ed 
under the new rat es prescri bed by the 1931 law was about 
$19 , 500,000. L-Ann. Rep. State Tax Commi ssion, 1932 (Leg. 
Doc., 1933, No . 11), P• 81~ 

CLI:t 
l - 8-4o 
Con1ed eb l/9/4o 

( I ni t i aled) E. H. F., J r . 
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Secretary Morgenthau 

Herbert Gaston 

Janusr:r ~. 19110 

Murphy told newspapermen today that he expected an 

indictment ot Biott by Wedneeday. 
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Secret ary MOrgentbau 

E. H. Fole:r, Jr. 

Re: Wire Tanning 

The attached 18 a copy ot a memorandum on vire tanoi ng 
which I gave to Elmer I rey last Satur day. You will be 
part i cul arly interested in the second part . 

EHFJr/tm 
Typed 1/9 •lio 
I.ttachment 

(Ini tialed) E. H. F., Jr. 

Memo ot l/B 1lio in reply to I rey 1o memo or 12/15 ' 39 raising two questions. 
1 . I s it a violation or the Federal Ooomunications Act when an investigator, in hie otticial capacity and under the direction or an authorized o!!icer or the Deoartment , listens on a telephone tap to the 

conversations or an employee or the Department wi th other persona and reports t hem to hie superior !or consideration in connection with proposed adainietrative act ion anich falls short or a recomcendation tor criminal proeecutiont 

2. Ie it a violation ot the Federal Communications Act tor 

74 

an official ot the Department to use mechanical equipment tor recording conversations held with another pereon and to r eproduce them by sound effec t t o refresh his memory regarding t he convereationt 
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Mr. Irey 

Mr. Poley 

J»> 6 - 191io 75 

Your memorandum to me of December 15, 1939, ralaee 

the following queatione with respect to aection 605 of the 

Communications Act of 1934, 4g Stat . 1103 (U. s . c. title 47, 
sec. 605) . 

1. Is it a violation of the f'ederal 
Communications Act when an inveatigator, in 
his official capacity and under the direction 
of an authori~ed officer of the Deoartment, 
listens on a telephone tap t o t he conversation& 
or an emoloyea or the Department with other 
persons and reports t hem to h1a superior for 
consideration in connection with proposed 
administrative action 1<hich falls short or a 
recommendation fo r criminal prosecutiont 

2 . Is it a violation of t he f'ederal 
Communications Aot for an official of the 
Department to use mechanical equipment for 
recording converaat1ons held with another 
person end to reproduce them by aound effect 
to refresh h1a memory regarding the converaa­
t1on? 

I. 

I t 1a my opinion t hat the action described in the 

tirat oueation clearly comes within t he inter dict in section 

605. That section providea, i nter ali a l 

•• • • and no person not being authorized 
by t he sender shall intercapt any coacunlcation 
and di vulge or nublish the exiatence, contents, 
substance , ourport, effect, or meaning of auch 
intercepted communi cation to any peraon; • • •.• 
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Section 501 provides ? enalt1es for willtul.ly and know­

i ngly doing , causing to be done , or sufferi ng to be done any 

act, o~tter, or thing oroh1bited or made unlawful by the 

quo t ed oortion or section 605 . 

I t was held i n Nardone v . Uni ted Btnt es , ( 1937> 302 

U.S. 379, t rn1t the word •person• i n sect ion 605 , quoted 

above, included Federal offi cers, and that evidence or 

comcunications obtai ned by them through wire tappi ng vas 

illegally obtained and hence inadmissible . The co~nications 

involved were 1nte~etate in nature. After some confli ct or 
1 

decision in tho CirCuit Courts of Aopeal , the Supreme Court 

of t he United Sta t es held t hat the orohi bitlon i n t he statute 

extends to t he interception or i ntrastate as well a s or 

76 

fore i gn nnd interstate cornmuni cat1one, lfeise v . United States , 

(llo , 42, U. S. S. Ct . , Dec. 11 , 1939 ) . I n the second Nardone 

case , (No. 24o, u. s. s. Ct., Deo. 11, 1939) , decided the 

same day as the lie1es case , the Court held that evi dence 

rendered accessible through wire tapping is i nadmi ssi ble and 

that , once the fact of illegal i nterception has been established, 

the i njured party oe.y make i nquiry to deter mine 'fhether 1nfor­

~t1on derived from such ille gal i nt erception has not been 

the source or other testimony ~reduced a t the trial . Thus, 

not only may illegally i ntercepted messages not be introduced 

in evi dence, but they may not be used, at l eas t di rectly t o 

obtain other evi dence. 

1 . all i v. United States, C. C. A. 1st, 1 9 F. 2d 7; 
Di amond v. Uni ted Stet ee, (C. C. A. 6th, 19}8 94 r. ( 2d) 1012; 
Sablowaky v. Uhit ed States, (C, C. A. }d, 1938) 101 r. ( 2d) 183; 
United States v. Weiss , (C. C.A. 2d, 1939 ) 103 F. (2d) }48. 
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It ie clear, from the foregoing, that the prohibition 

quoted above from secti on 6o5 is appli cable to intercepti on 
by Federal officers and i s appl i cable to interception ot 
both interstate and i ntrastate communications. Divulgence 
to Federal officers is included within the phrase 1 divulgenoe 
• • • to any pereon•, tor it must be assumed that the word 
•person• used twice in the same clause has the same meani ng 
in both places. I n the statement ot your question, you say 
that the communications will be int ercepted by Federal 
officers and that the contents ot the communications will be 
divulged to other Federal officers. I assume that neither 
party to a communicati on will be informed that an inter­

ception ie bei ng made. I n those circumstances, all the 
requi rements for the application ot the quoted portion· of ' 
secti on 605 seem to be met, and it ie my opinion, therefore, 
that what is proposed in your first question is equarely 
within the prohibition of section 605 as that eection has 
been interpreted by the court s . 

II . 

Your second questi on is answered i n the negative. A 
search has revealed only one case in ooint. That case i s 
United States v, Yes Ping Jong, (W. O. Pa . 1939) 26 r. 8upp. 
69. The court said (at page 70) : 

1Another allegation ot error is baaed upon the reception ot a phonographic reoord of a oonveraaticn between Yes Haim and Loui Wong. The latter vas a Chinese interpreter and informer used by Agent White 
i n hie 1nveat1gat1on. At Vh1ta 1e 41reot1on, IODS 

11 
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called Xee Halo from St. Louis on the telephone, the 
call bei ng mede from the house or an aseociate or White. 
With t he help or the occupant or the house a device wae 
attached to t he telephone wire i ns i de the house and by 
it t he conversation was recorded upon a prepared pl ate. 
The court allotied this conversation to be reproduced 
unon trial , and it s receoti on i s al l eged by counsel 
tor t he defendant to have been error. He bases his 
nosition upon the Coomun1cotions Act, Ssction 605 , 
~7 U. S. O. A. , which reads i n part as follows: •• • • 
and no person not bei ng authorized by the sender 
shall intercept any communication and di vulge or pub­
lish the existence , contents , subst ance, purport, 
effect , or meani ng or such intercepted communication 
to any per son. 1 

"The manner in which the conversation in ques­
tion was recorded does not seem to present such an 
interception as is contemplated by t he ouoted statute. 
llebster1 a New I nt ernational Di ctionary det'lnes the 
verb 'intercept ' in part as follows: 'To take or 
seize by the way, or before arrival at the destined 
place; • • •. 1 The call to the defendant was mAde by 
Agent 1'/hite, and the conver sation bet ween his inter­
preter and the defendant was not obtained by a ' t ap­
ping or t he wire' between t he locali ty ot call and 
t he locality or answer by an unauthorized person, but 
wae, in effect , a mere r ecordi ng of the conversat ion 
Rt one end ot t he line by one ot t he participants . 
It differed only in t he method ot recording trom a 
tranocription or a telephone conver sation made by a 
participant . We are or opinion t hat t he admi ssi on 
ot t he record i n evi dence was not error.• 

18 

The authority or thet case has never been questioned, and I f ind 

no reason now to doubt th e soundness of its holding. 

Though section 6o5 has been declared to be r emedi al and, 

theretore, mus t be liberally construed (Nardone v. United States, 

(1937) 302 u.s. 379 ), it must not, in view or 1ts penal 

charaoter, 2be extended beyond reasonable limits. It does no t 

seem, moreover, t hat the employment of a device by one party 

to a conversation to record t he conversation Tiolates the 

ethical standards and principles of personal Uberty which t h e 

2. See section 501 or t h e Co~unioations Act ot 19}4. 
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statute was intended to preserve. In the words or Mr. Justice 
Frankfurter in t he more recent Nardone case, t he decision 

rests, not on a •meticulous reading or techni cal language•, 

but on "broad consi derations or morality and public we~­

being. •3 I t surely would not be a violation or section 6o5 
tor one person engaged in a telephone conversation to take 

down notes t hereon ror future reference. It is common 

knowledge that it is a usual business practi ce , on i mportant 
calls, to do eo. I do not believe that the Congress would 

have consi dered such a practice unethical . It is somewhat 

more cautious perhaps, but certa inly no lese ethical , to 

employ a ~echanical device to assure a core accurate recorda­
t ion or euoh communications. That is not the 'dirty business• 
that wire t appi ng has been stat ed to be , ~ and i t is not , in 

my opinion, the t ype or interception referred to 1n section 
605. 

). 

~. 

(Signed ) E. H. Foley, Jr. 

General Counsel. 

Nardone v. United States , (No. 240, u.s. s. Ct . , bee. 
U, 1939). 
See the di ssent ot Mr. Justice Holmes in Olmstead v. 
United States, (l92d) 277 U.S. ~38, ~70. 

MTG/av-o 
Typed :- 12/22/39 
Conied: eb l /9/40 
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TREASURY DEPARTMENT eo 
INTER OFFICE COio41o4U N ICAT10N 

DA Tit .J&DIIA17 9, l94o 

To Secretary Morcent.bau 

CONFIDENTIAL 
F·ROM Mr. Oochran 

'!'he otnll.nc rate continued the illproYement which vae in&"«'lt"&ted ;yeotordq, 
and today' o turno•n exceeded that of 70tterdq b:r about t )OO, OOO. .After open­
In& at 3. 94-3/4 in Nov York , the rate otead.il;y &dunced to the high of 3.97 at 
noon. 'l'ovard the clooe of the da;y otarllnc receded and the t'inal quotation • •• 
3-95-3/4. 

!ho doUDd for oterUnc vaa aiailar to that of 70tterdq, coJOin« from eoa­
::ercialo vi th a larce p r oportion of ~IIC b:r Nbbor bouaeo, !he intereot of 
the rnbber bou .. o in tbe marke t vao attr ilN.tod to NIIOrt thet a tax vao to be 
p laced on nporh of rubber from producinc countrieo. Such ru110ro cauaed tho 
rubber -rket to &d•aoce and in turn the purchaooro of rubber vent into the 
oterli nc marke t to coYer their commt taente . 

Another factor contributinc to the bettu price for oterll.ng vae the recula-­
tion i notituted ;yeoterda7 b;y the Britioh Control vhoreb:r tranafera of aterlinc 
from the balanceo of reoidento to thoee of no~>-reeidenh would, in the future , 
requir e the aubmioeion of a detailed report explaining the reaeon for trane!er, 
in place of tho former eimple declaration otatinc that ouch a tranofer did not 
contraYene tho Defence (Finance) Regulatione , '1'h1o nev procedure ahould have tbl 
effect of re4uc1nc the available supply of oterlinc in the outside market. 

Saleo of epot oterli~~& b;y the four reportinc banlr:o totaled '543,000, from 
the t ollovinc eoureu: 

B1 eo.mero1al concern• • ••• •• •• • •• •••• • • •••• • ••••••• ••••• •• ~92,000 
B:r f oroicn banlr:o (llurope and South .America) •• ••••••···•••. t 351,000 

fetal ........ %,543,000 

Purchaou of epot ote:;Hnc a110unted to t531,000, •• indica ted below: 

By commercial ooncerna ••• •• • ••• • ••••••••• •• ••••• • ••••••• •• •367,000 
B:r foreicn banlr:e (Jar iaot and luropo) ••••• ••• •• •••••••••• t164,000 

Total • ••••.• • '531,000 

'!'be followi ng roport inc banlr:e oold cotton billa totalinc t 35,000 to tho 
Britloh Control on the baoio of the official rota of 4. 02-1/21 

t 18,000 b;y the Ouarant7 'l'ruot Oo, 
10,000 b;y tho rational Oit:r Bank 
7,000 b:r tha Ohaoo National Bank 

t 35,000 fotal 
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a I.Jipr~\ "" abo rechhr..t 1a the :t~ reha :tor nerUac. o..­
aoDtll ater11Dc"" qu\..t at 1-1~ 4hooaat, Wile the \llre-dha qu\aUoD 
,.. '4-3/81 41ecaaat . 

fJw rete tor U.. Ollllaa peao apia 111proft4, llebc qut..t a\ 10-J./'ttf> 411100"411d • 

Jraoll fft.JIOI 
o.ul.4ara 
hba :t......,e 
S.lpe 
C...S.t.A 4ollaJoa 

• 022'4-1/2 
-5331 
. 22113 
.1678 
12-1/sf. 41eooaa\ 

flw :re4eral lleaene llaDk plll'oh&ae4 100,000 11w1 .. tr-• tor the acoou\ 111 
the INik ot La hi a. 

We plll'oh&ee4 $10,000,000 1A gold :troa tile ..........a4 acoo1mt o:t the Jirak 111 
ha.Dca. SlDc• the outbreak 111 t he w.r we han P=oh&e..t a total ot abOOl\ 

$195,000,000 1A gold troa the Jraoll bult. 

!he :re4era1 lleaern llaDk ot l'w Torlr: r eporte4 to ue the :tolloor1z1C abis-eah 
111 co14t 

$ 8,1)11,000 troa the l'athar1u4a, repretellUQC three ehls-nh '117 the l'etherluol.e 
l!aJll< to the :re4eral lleaene lulr: ot l'w Torlr:, to lie ...--rll:e4 :tor 
acooUJlt ot the l'etharl&Jl4a Julr. 

11,441,000 :troa C...S.., ehippe4 '117 the luk ot CaM4a t o the :re4er8l lleaene Jlulr: 

-:---- ot l'w Torlt tor aale to the 11. I • .Asoq ot:tloe. 
$13, 175,000 !otd 

~t u4 t orwzo4 :tl:&::1Jlc prlc11 t or allnr 1A Loll4oa were qute4 at 21-7/84 u4 
21-13/164 reopectlnl;r, both up 1/164. !he 11. s. equhaleDte t1pre4 out t o 38.811 
all4 3S.IIol. !he loabq a11Tar quotation haa beu ao'l'lnc 1A a ta1rl7 llUTOW ranee 
dur1a& the paat week u4 h cu.rrutl7 quo\e4 at an equhaleat (atter 4e4aoUDC the 

1~or\ taz) ot ~-871· · 

!he pric11 t1Jte4 t o.r tore.lp eUnr '117 both BaJI4T u4 ...._ u4 the freaW17 

were Mche=p:'. at 3'4-3/111 an4 351, reepecUnl;(. 

we -.4• """paro~~a ... ot .n.,.. totallQC ns.ooo -·• 1lll48r the au ..... 
Purolleae Ac\. Ot \hie •oaat 200,000 - • r•••nt.a a eale :troa ltaftii\UJ' lir 
OU 111 the refllllllC ooiiiiPUiU u4 263,000 OWICII ..... 4erlft4 :tr• MCOD4aJ7 

aahr lala. llo\h ot theae p1:11'ehuea were tor 4elin!'7 \-rrow. flw r.aialnc 
215,000 -•• oonalne4 f!l - pro4uoUoa allnr :tr• torelp -•nu pvobuel 
t or toNari 4el1n!7. 

We aleo pvoh&e.a 500,000 .....,., 111 aUnr fl'<a c...da. !hla Nprea.Ua the 

flr n p'<~Rhue the\.,. baft -'• b JaaMrT :troa \bat _,1'7 1lll48r oar ..._.,,er 

DODthlT acr• '· 
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IIIIa llr. ,., ... ,, J'!•,..•l Cc Mlsr et \be ~rU1* •hsv, - wttla 
.. this ....U. las -'10M& u et pssaUls lid ...... • tM 1 yonsl ... hiUM 
ot oM Lsopo1.4 llnz. llals lMS...w-1, wile 1z 11sUftl74 to 11s a lw , 1s 'w 
noo4 ts llaft .._ pens._ ......t.Uss -' 'llafi .. sU 1a ... YOlk • ns1a a -.Is 
aa to ~·· 'tW7 ~ tlas lint I wile ._. ... ,lllc tsr Ida. Phs-' 414 _. 
suUoa U.S '-'1tw1s -· It 1z 1111451'dos4 •w ll .. s was r,.t. .. snl •• \be 
Ya14ort...t.s\01'1a 10\71 atu Jleoww 21, ut pa-ss ... ..._ tn. tiMH ts Malss Ott~. 

COf~FIDENTIAL 
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STRICTLY CONfiDENTIAl 83 
TREASURY DEPARTMENT 

INTER OFFICE COMMUNICATION 

DATa Jezmart 9, 191Kl 

To Secrotar,r Morcent~ 

,AON Mr. Cochran 

The Socrotar,r thia morn.lng recehed Meooro. Pinoont end Lero7.Jieeulieu, 
with ChAirman Jranll: ot the Securitioo end lixo~ 0o•1u1on preoent, to 
diacuaa the queation ot the dlepoaal ot dollar aacuritiaa. Mr. Cochran alao 
a t tended the .. atinc and Mlaa Cbaunca7 took notaa, 

.Atter tbto voup aeetinc, the Sacretar,r racehed Mr. Pinoont alone with 
Y.r. Cocbr&D, ainco Mr. Plnsent bed an 1ntor1a report troa bta Oonrmoent on 
t he queation ot cold and aacuritiea vbtoh be wiobo4 to oo.aDD!oate cont1-
dentiall7 and into.....U,. to the Secret1U7. At t he Saoratar.r' • raquaat, 
Mr. Pinaent ca110 t o .,. otfice tollovln,; t hio aeetinc, to aaaia1 ae in a.r­
inc up a aeorandua ot the conversation. Mr. Pinaent -• cood enouch to 
dlct&to tho tollowinc M110rand1Dit 

1 !IOTliS J'OR TB!I SZCXJ:'Ul!T OJ' TB! T!ll.t.StJKT 
RIQAliDIBG SALIS OJ SIICORITI:IS .llfD GOLD 

liT GRW :BRITAIII 

(1) lfe are COCilWlicatinc with the Jrench with a Tiev to re­
Pl7i"C t o tho Secret&rT' a inquiriea (we do not at pruont know the 
Jrench ticgroa). We baTe no raaaon at preaont to reT1ae our own 
eatimata ot 100,000,000 pounds tor our net dollar require .. nta in 
t ha tirat )'oar ot the w.r, but we are ree:aaintnc the ti,;urea w1 t h 
opac1al retorenco to the roqniroaanta ot tho aterling part ot the 
Br1tiah llopira, 

(2) Mr. Vhit;Jwa D&7 poooibl)' aall -..In tf'Om ~·"" on al>O<lt 
JanUAr)' 16, thoueh t hla 1a not TOt decided. It be caa>not cou tor 
peraonal roa aona Kr. Gifford will ooaa ln bta place. 

(3) Salaa ot dollar aecuriUu 'b7 Brltiah holdera ainca t ho 
war bapn haTe totaled about 25,000,000 :poumda. !he raoOJ>t aal.oa 
ban nov tallon ott and the Britiah Gonrnaent nov oontnplatea the 
larue ot netlnc order earl)' in the new 7e&r· I auppoae tbta would 
be Umad to coincide with )(r. Wb1t;baa1 a arrhal bare. (!hla .,..,, 
howenr , be reoonoiderad in Tiev ot t he propoaala p11t to~ 'b7 
the Secratar,r t odq.) 

One taotor that aeou to han contributed ln part to the 
poatponaaent ot a n oting order in !)ooaabor 1a that the ia.a. ot 
the tirat Br 1Uah ,... loan, toraerl7 oontolll)lated 1n Daoa.bor, baa 
aloo be• pootpoaad t o tho ._ ,...r. J'1aano1nc ot tbe prarcllua ot 
BrlUah bel4 oMViUoo 'b7 tbe Britlah !1'eMU'7 1a o'bT1oul7 -lor 
1n con.t-Uon with a,... loan, altboacb thla 1a aot 4aoia1n. 
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(4) !Aero 11, bovlvor, croat uncortatnt7 1n &DT oottoate or 

our dollar reqv.trlll8nto. 01u act-oaJ. need r or purebaoiJIC aru 11 

uot a rl.ud quantU7 aD4 ..., dnolop. Ye 4o JlOt know how tar 

11n1hd Statio c1t110111 wq 11.11 tba1r rroodoa to wUbdraw pr~...,.. 

'bal&Dceo rroa tho 11n1 ted 11ncdo•· !rbaro oono to be ooao anoer­

t&1nt7 whether we are recolrlnc tba tnll proceodo of o%p0rto troa 

tba 11nito4 I1Dgdoa, aD4 otepo vlll probabl7 be taken to Ughhn up 

tho pr~odure. 

(5) !bare have baen I ODO wae~pectod d-..do tor dollaro. J.t 

the outbreolc: of war we were baaY1l7 onroold 1n dollar• aD4 had to 

conr the01 O&leo. !be vlthdraval of oredU r .. uJ.Ung rroa tho 

lleutrallty J.ct hall meant that our pllliiiDtl 1u the t1rot few aontba 

of tba .,.... had to conr 1Joporto """- onr a loncer porlod. (.U a 

piU't1oUl&r caoe t he pre-war alryl&zte contrach orlg1nall7 proY1do4 

for the p&TIDOnt of tho l e.ot 10,. on the arrlYal of the planet 1A 

ln&].and, but t h11 had to be altered and the laot l~ pald before 

tho planet left t he 11n1ted Stateo. ) 

(6) Yo have fUrther been forced t o prondo 1nourance aD4 

tre1sht ln dollar• 1n aoot caooo whore neutral 1ntereato are 1D­

YOlYed. .U dollar roctu1relll8nh are apt to be irregular 1n incidence, 

tho Umeo when demand overtak .. suppl7 can onl7 be met by O&lea of 

tho cold wh1oh we hnn rea4117 aYa1lable 1n the 11n1ted Statu and 

Canada. It ro..U. our intention to eover t ho oubotanUal part of 

our dollar rectu1remento b7 tho O&lo of oecurit1oo, but we have felt 

ouroolvoo t r11 on occalion t o otter gold tor aale at tbo por1odo 

when our roqv.lremonto coUld not be 1 c::od1atol7 covered othervlae. • 
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?:>erl\t~ r: 

't . ' t.Jr: 
J'lro:ne 
?ran!<: 

H.M.Jr: 

F: 

H. 'I .Jr: 

P: 

:! . '!. Jr: 

F: 

H.M.Jr: 

F: 

H. !~ .Jr: 

F: 

H.'I.Jr : 

F: 

H. !.Jr: 

F: 

H.M.Jr: 

F: 

H. t.Jr: 

Hello. 

1~. Fra."¥. Go a.'lead. 

Hello. 

Yea , air. 

January 9 , 194o. 85 
3:55 p . !ll. 

How are you Jerry? Henry Morgenthau. 

Yea, Henry. 

We have heard nothing trom the Federal Reserve 
Board today and I wonder ed >~'tether you didn 1 'V van t 
to call up now and t hen maybe see h1m around 
cocktail tine, or ao~ething. 

All right, I ' ll do that. 

See? 

Yea. 

Ed's in here with !lie and he's pointing out something 
Which I suppose is pert eotly obvloue to you that it 
our report is dieoredited in any way, what it doee 
to your Transamerica. 

Oh terrible. 

What? 

Terrible. 

\fell I ...,ae sure that you got that. 

Ot course. 

But I th1nk tonight ' a t he night - evident - would be 
the beet t i ne it you could would be to get -

Al l right I'll try a.~d do t hat. 

'tfhat? 

I ' ll try to ge t in touoh with hia right away. 

'l'hiUilt you eo !IUOh. 
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TREASURY DEPARTMENT % INTER OFI'ICE CONMUNICA110N 

DATK J&all&!'7 '· 1,-o 

To Seore~ary Korgea~bau 

YII014 Kr. 'lhlte 

SubJeo~: Da.ee~1o Expor~e ~o U.s.s.R. 

We baYe Jue~ reoe1Yed repor~e ~ha' oa Jaauarr ~ 1ar1• 
oh1paente ~o U.S. S.R. ooourred, 1Dol ud1ag t 2.5 a1ll 1oa ot 
oopper, bra .. aad broa .. and procbloh, tS72 thoueaad ot 
aolrbdonua and tA ~hcnaeaad of a1rorat~ eag1Dee, 1adn.eate 
and par~o. 

Following 1e a lie~ of the pr1no1pal oxpor'• repor~od oa 
tb1a date: 

Total do.o•~1o expo~• 

Copper, braes aad bronze and produota 
llolrbdonua 
Porgiag .. oh1aerr and par~a 

Power dr1YOD planera, abapora aad rr1nd1ag 
aaoh1noa 

Power dr1Yen boriag, a1ll1ag and dr1ll 1ag 
.. ohi.aoa 

Eleotr1o aotora, a~artera and oon~rollera 

Shoo~ and pla~o ao~al working .. ohi.aea and 
part a 

A1rorat~ ong1aea, 1Da~ruaon~• aad pa~a 
Other power dr1Yen ae~al workiag aaoh1aorr 

Other 1Ddua~r1al aaohiaorr 
Ot her oloo~r1oal aeoh'"•I'T and appara~uo 
All other ooaao41~1oa 

Talao ill ~ODO&Dda 
of c1o11ara 

• 

.~.561 

2,509 
872 
2~ 

223 
111-4 
lOIJ 
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~~·· 1ND. 

., deN ........ u .... 
I tla ... -. ... -.loM4 s rn 5 

boa ... n we, • tile *1,_.. ...... , •• 
wtld M et ll:tu en to ,_. 

'lso•al7 J'OU'Ie 

12& , ... ;) s, Jr. 

\ 

81 
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~ 
,_.,., •• a.. 

l tboacbt tate eoloHd _...._ 

rro. auu aun. •• • t:be AJ.pplal dtuU•• 

,..,.., ... 'D a. Jr 

!be Wtdte ..... 
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MEloiORANOOM FOR THE Sf&JWARY : 

Subject : Shipping s ituation. 

89 

JANUARY 8, 1940. 

A quick check wnrrants the statement that await1ns ship­

ment to England, Ireland and France alone there are not less than 
150, 000 weight tons or general cargo. 

At the Port of New York, 1n shore elevators, canal barsea 
and railroad cars, there are s,ooo,ooo bushels, approximately 
200, 000 tons of Grain. The greater portion of this, it is believed, 
wlll be moved to the United Kingdom. 

The demand for ship ' s space to move freight to both 
England and France is so acute that both the British and French 
governments are availing themselves of the non-Conference 
I sbrandt sen-Koller service, on the v essels of which the freight 
rates are mate.rially high~r than the Conference rates which are 
t he maxi.Jmlm assessed by the French Line and the regula.r British 

Aside from the a1rplaness to go to both England and !'ranee 
are 1n the Staten Island Free Port awaiting shipment, 2400 
motor trucks for France. A few other of the more important 

commodities stored at the Free Port awaiting shipaent to England 

9000 tons Sisal and large quantities of canned beef 
imported from the Arsent1ne; Swift alone bavins approxi.lllltely 
750,000 cases there. 

Two co...ad1t1ea that are running 1n extraord1nar,r volu.e 

1a reported, will abortq be g1va preferred pr1or1~ 

the Br1t1ah amiati'J of 3b1ppq, are Starch ad Glucose. CorD 

Pr<Klwllta RetmSAI Collr,p8IQ" alooe ban 20,000 tou of ata:rcb aDII 
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)500 t ons of Glucose, a portion of which i s already at seaboard 

f.Ild the r est available a t their plants for immediate movement when 

ship ' s space is obtained . 

A. F. . Stal ey Manufacturing Company , Penick &: Ford, National 

Starch Company , all are pleading for space. The Vice Pr esi dent of 

A. E. Stal ey llanufacturing Company states thtt the orders available 

to t hem wouZd require their entire plant capacity t o the exclusion 

of domest i c business . 

The demand for r efriger ator space in which to ship bacon 

t.nd :il! C!S is meny times the capacity o f the ships available. One 

l crge packer al one has indi cated h is intention to ship 500 tons 

~.eekly on one l ine 1t the space can be made available to him. The 

lines operating from Canadian ports are not able to cope with the 

de""and for r efrigerator space and the Canadi an hams and b a con 

offering for shipment from Ne11 York exceeds by f a r the available 

refri gerator space. 

Both the British and French purchasing commissions a re 

~~ported t o h ve bought l a rge ~uantities of American copper r ecently . 

In addition, 6000 tons of copper oonthly "ill be brought from Chile 

to tlew York for r e-shipment to England and France. 

l.tach lne ry of all kinds to both England and France, and 

especially to France, i s available 1n ve ry l a r ge quantit i es. The 

s&me i s true of tractor s , road scrapers, road graders and trench 

di g:;ers . 

Food s tuf'fs , such as canned milk, canned fru i ts and 

vegetables end nour are a vailable in pract i cal!)' unl imited 

quantit i es . 

• • * * * (Signed) Basil Barri s • 
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lubJectr Shipping situation. 

A quick check warrants the statement that awaiting ehip­

cent to England, Ireland and France nlone there are not lese than 

150, 000 weight tone or genernl cargo. 

91 

At the Port of New York, ln shore elevators, canal barge1 

and railroad cars, there are a, ooo,ooo bushels, approxlmatel7 

200, 000 tons ot Grain. Th~ greater portion of this, it is believed, 

will be moved to the United Kingdom. 

The decand for ship' s space to move freight to both 

Engl and and France is so acute tha t both the British and French 

governments are availing themselves of the non-Conference 

4t Isbrandtsen-Moller service, on the veeeels of which the freight 

rates are materially higher than the Conference rates which are 

t he maxlmum asse ased by the French Line s.nd the reg,llar l3ritlsh 

lines. 

Aside from the airplanes t o go to both England and France 

there are in the Staten Island Free Port awaiting shipment, 24oo 

large motor trucks f or France . A few other or the more important 

commodities stored at the Free Port awaiting shipment to England or 

France are, 9000 toni Sisal and large quantities of canned beef 

imported from the Argentine; 8w1ft alone having approx1aatel7 

750,000 oases there. 

'l'wo oo .. odi t1ee that are running in extraor41nar;r '101,.. 

and Which, it il reported, w111 ehortl7 be given preferred pr1or1tr 

• b7 the Bri t1eh Kin1stl'J' of lb1pp1ng, are ltaroh aD4 cnuoose. Oora 

Produote llefia1ac OoiiP&D7 alolle haft 20,000 tou of etaroh aDI 
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TREASURY DEPARTMENT 

lflfTE ft O,.,.ICE COMM U N ICATION 

To Secretary Morgentbau J anuary 9, 1940 

r~ON E. 8 . Foley' Jr. 

Power of New York legislature to .Uter Emeutin Bw!get 

The people of the State of New York adopted an •-ndment to tba Con­
stitution~ known as the Emcutive Budget, in the tall. of 1927. [Conat., 
Art . IV- AJ .Utholl8h there ba.s been a change in pbraaeolog the J:W1X>oe 
ot tllis constitutional amendment baa not been ebanged by the Constitution 
of 1938. [Conat. 1 Art. VII] 

Under the Emeutive Budget the head of each departllent of the etate 
government 1 enept the legislature and the judiei.aey 1 allbaita to the 
Governor such estimates and information llhich be requires, copies of llhich 
are simultaneous~ furn1shed to the appropriate committees of the lagisla.­
ture. On the basis of these estimates 1 the Governor holde hearings at 
which representatives of such committees are entitled to be present and to 
make inquiry. [Conat., Art . VII, §l) 

In this ~ the needs of the various emeut1ve departments are 
thoroughly exa•ined into by the Govemor and the legislature before the 
budget goes to tba legislature. .ltter the e:xam:l.nation of these neede, but 
not later than Februaey 1, the Governor makes up hie budget for tba ensuing 
fiscal year and submits it to the legislature with an explanation of the 
basis of the estimates. [Const. 1 Art. VII, §2) A.t the aame time the 
Governor aul:aits a propoaed approeriation bill wbich contains the iteaa 1n 
tha budget. [Const., Art, VII, §.3J 

The Conat1tution then provides wbat the legialature may do with thio 
budget bill. The legislature may require the heads of the departments to 
a ppear and ans-..r relennt inquiries [Conat., Art, VII, §.31 , butz •The 
legislature may not alter an appropriation bill submitted by the governor 
except ~ strike out .2!: re<Iuce ~ therein 1 but it may add thereto 1 te1111 
of appropriation provided that !!!£11 additions ~ stated separately and 
clistinctly from tba original itella of the bill !!!!! .!:!!!£ each to ~ single 
object or J:W1X>ae. • [Conat., Arto VII, §4 (underlining mine)r--

The iteme of a ppropriation llhich the legislature may add IIWit be 
cliat1nct from the original items of the budget bill and IIUat be for scathing 
other than iteu stricken out or reduced, ~ last June the CoUrt of J.p­
peals unaniJno~ belcl that the legislature can not atrike out the 1taised 
appropriatioca 1n the governor •a appropriation billa and substitute therefor 
lump sums for the - personal aerv1ees and ..U.tenance. [People v. 'l'rtt" 1"" 

(19.39), 281 N. Y. 11 21 N.E. (2cl) 891 ) 
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u the 'echlatlara pu- the bDdpt bill u JII'OPOHd b,r the Ocncaor, 

i t doee DOt baTe to be nt.itted to bia tor Ilia .,;;oulll, 11ft aepuat.e it.. 

added b7 the ]AcUlature -at be nlaittecl 111 the anal ~ to the Ooftl'llllll' 

tor Ilia appl'Oftl. (c-t., Art. VII, 14) If the Ooucaor llitJ?holdt Ilia 

approftl boca uq euch itea, tbe :pronu- of the CoMt.1t11UoD aJ'Pl31dd.llh 

relate to tile JIUNP o.er tile ~·• ..toot 1 bill 'liT two tlil11'd8 of 

tile .-blml of •ch houe of tile lactalatiU'e• (eoa.t., Art. IY, f'7) 

Once tbe badcet 1a adopted tbl hn of the lap.latlll'e are -u­
tllti.~ 1nca~ of Oll'l'7iJIC on uq dlat.1el 111 the e:q.• U t.n of thll 

approprilti-, aDd accorcUncl;r • ~. 111 1 'bud&et bill reqairl.Dc the 

appronl. of tbe CbairMn of tbe Se111te f'IMDM c-ittee Uld tbe ~ 

ot tile .&aa~ ~ IDd lleaDa c-ittee be.fore cert.a1A eppropri&t.S.ODI 

could be ···..wt .. bll4 YOid. (ly:mle .. s 1e (1929), 2S2 .. Y. 27, 

168 li.Z. 817] ID tbe ~rda of OoftrDor a--- t tbe tnr• • tal qiiMticll 

imolftd 'Rat 

•. • • ~ adw1n1atrat10ft 11 to be ill the baDds ot tbe Ooftl'DOJ' 

elaoted bT Ill tbe paople to be tbe bead of thll ex-u,.. bnllob, or 

wblther it 11 to be ~bared betww the Ooftmor IDd tbl X.p.latiiJ'II 

1.n •uch • ~ tlat Ill l"Npomibilit;r 1l1.ll be loat.• [I Plahllo 

Plpen am A.ddreaMI Of J'Nnkl1n D. a-.....lt (1938) 341, 34JJ IN 

lllo PP• ~348 diaaulina tbl -'pdt!- ot tbe l!:aclllti,.. lladpt 

'f'iotor;r J 

!hi bw:lpte of tla lecillat.ure md tbl jlld.ioiarT are Mp&rat.e boca the 

uacvt.ift badpt. It-'•ecl ~tee ot the 11Duoill IlNdt of tbl leP,... 

latiiJ'II, certit1ed b7 tbe Jlftlid1.nc of11cer of Mch houe, IDd of tbe 311d.ioit.r;r, 
OH't111ed b7 tbe ec.ptroller, an aw.l.ttecl to the OoYcDOr DOt later thaD 

Dea.ber l tor 1Dolu1on 1.n till badpt llitllollt rnilion but With nob rec• 

-*tto. U ba ~ ._ JII"CCPN'• [eoa.t., Art. VII, IJ.) IIODe of tbe 

reetriot.S.ODI c-Z'IIin& lltuation of tbe it.. of 1 badpt bill IJIPlT to 
appropriltiolla tor till lecillatlll'e or till jwliciar;r. BollwYe:r, till Oonraor 

e:a:roilee till - powa:r of ,..to o.er aJIPl'OPl"iiti.olll tor tbl lac'alAtUZ'II 

am the 3lld.1o1arT u bl doN o.er ~ it.. added to the coueniiOZ''• 

b1lla "" till lacillatlll'ee [eoa.t., Art. m, 141 

(.,,·1£ 
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s. &. ret.,-, Jr. 

tr ... 1p le I9J15 St@l ,..,,., ' ? fM 1J1 19U 

Pen~ s.- \a ,._ 11ft "'- tw \be Mlz•nr ,.ar 1931 (w 
tot' u. ti.-1 ,..u N\llrM d• ~\he •• rtr ,.ar 1932) wn ia­
czwM<I ~ - \he uiaUnc poensonal '-'- \a rs1n 1J7 a ---­
t.o \be \a law -'-«1 a\ \bot~ Suelon of \he._ ICII'I< 8\e\e 
JAcUl&t.I&N 1!1 1931, &114 &p~ lJ7 \be Ocmtl'IIOJ' eft ~· ...... :01 19Jls 
(l •• 1931, a.p. ?95 (!U x-, 13~) l 

IID\U W.. •..-uo, \be \a rs\ee bad bMD U et \be-' ot DOt 
i:>oae 110\ o I IU'IC $l010001 ~of \be-' of Aft'-1a- ot 
tl01000 bl&\ -' 1!1 e 1 •• ot t~10001 &llll ]1. ot \he ~ ot DOt ~ 
1!1 .- of uo,ooo. !be - 1'&\ee tor b ...... .._.. c' u wn • .... 
t.o 2, 4 ...s 6% ... ,..u..q. 

!be law eta\ell \be\ Ue obJeeUft .. •t.o ~ __,. \e fJI&T ap. 
propri&Ucme t.r \be nlJ.et ot ·~rod,..,_ 8114 t.be all#ri.a\1011 ot 
41.o\1Wo -~_.\be pnela\ 11 '• ~-t..• ~ ..romec~ 
t.o t.be re •uoo ..- 1111 Oo•aa- Racuftl1\ Sa a '" .. to \be ~ 
1alat.vo Oil Mpn » , 1931 \be\. \a be l&1d Oil pore.al i - t.o 
prot'i4o \be DOl '17 ~ to -' OD ah*Ojj1'1&\1CIIl •tor the nlJ.et ef 
4l.o\IWe ud \be u-u. ot v-r' ; &>.• (I PllbUe ftlpen lllld 
Wnuu ot rn•uo D. launel\ (1931) 4571 467-IJ 

~ 9 
... ... 

0 j the _,1 .. of \he ., 5 &17 .. I ...., 
leUat ~u.o ...s \be a;sl.,.s.aU.O to the 1'1111.t. et taa,ooo,ooo ot 
liiUeb tl.0001 000 -u tie ft\a1Jied ffllr ; '!Wft biJ' the Stat.o1 lanD& 
119,000,000 tor Ost u \_...the IHI!U .. &llll ol\!M of the 8\ot.oo 
Tbo-Mpota\ellt 

•rbe nun• 17 ~ tor w. A.r-\ ...s un­
nlJ.et &boolld be N1aed _. a \a c. pen.-1 iD-. I\ -
locieal \be\ U.... et - .,..., '1 w wbo are ,..._\e -cb to 
lie.,. \aab.le ., ~ boar \be bl&rdee of ~~~&pp• rt "II 
the l.oeel pw W Old ,nwt.o ~o wutt ot -at­
- I ...,,_ U.\ \111& \U JlllaoWI ..U ~ • 
all1 11 •••- ud....,. old..8\1111• :"-· U eaeb ,..._ 
PliJ1ac - I 5 I \&& - IJ'IiqldNd ta fJI&T ~ llalt apia U 
..... I • 1atonleol l9 \be 11\a\e !U a.-1--. \be 1 I I '17 
~ •OHCIIl dol1an wU1 M ft' _.,. (alii. p. 465) 
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t ~ c l' \ 

GRAY 

Paris 
C' I • ~ (. ·bated January 9, 1940 

T , • Rec ' d 5:43p.m. 
..... # -

Secretary of State \', . .~,' .J ? :.:iT 0 f ' 

Washington 

40 , January 9, 7 p .m. 

FOR THE T:tBt.SURY PROl.'l MATTIIEVIS . 

t:y telegrlll:l No . 23 of yesterday. The Franco-Anclo­

Turkish economic and financial accord ~as signed here last 

everu.ng •. 

The Paris financial press reports resumption of German 

coal ar>..d col<e shipments to E.elgium at the rate of 90, 000 

to 100 , 000 tons per month following their complete suspension 

around mid- November . This is tween to indicate progress in 

pr esent negotiations for a comoercial agreement between the 

t~o countries which are reported to ' involve German efforts 

to purchase rolling stock in Selsium. 

'l'he !'aris securities mar1rot improved some,vhat in early 

dealir~s toeay but weakened toward t he close . I believe 

that the over- bought condition of t he marlcot and the cessa­

tion of the flow of repatriate~ capital are more responsible 

for yesterday's v;eakness than the international conference 

developments to which it is attributed. Rentes gained today 

from 10 centimes to 1 . 10 francs . 

BOLL ITT 
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Secre tary of State , 

1'/ashington . 

71 , Jant~ry ~. 6 p . m. 

GRI.Y 

London 

De. tEd Januarr 9 , 1940 

llEc 1 d 3 p . m. 

FOR TR!::ASURY FRO:! BUTTEnVIORT:J. 

STniCTLY CONFIDENTI AL. 

One . I gatbEr with r ef e rencE t o my tElegram 28 

January 4, 3 p. m., that it has been mort or less 

definitely decided to proceed with the vesti ng ylan 1f 

Gifford on reaching the Unit ed States finds the situa­

tion pr opitious . 

Two. Th£ British Treasury's r cprtscntat1vt has 

returnEd from Spain sincE th£ Angl o-Spanish negotiati ons 

arc nearing tcrcination and tb£ British Treasury seems 

thoroughly satisfied with tbt course thE negotiations 

have taken . lt states i n cmfidtnc c that it !'las agreed 

t o lend Spain 2 ,000, 000 pounds which will be usEd to pay 

otr about talf of the debts Otltd tc British nationals 

which date back to 1936; thE other half is to ~t gradually 

paid off by thE Spanish GovernmEnt . Ttu: la ttcr bls 
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ham -2- llo . 71, Jan,u-rt $,, 8 .,P~ m., trCIII Londc:m 

slowly but surEly t'~~ t.~ rEaliZE that Spanish pricu 
• 1 Cl 1 :.~, ~. 

arE out ot 11nE w1th world pr1.C£S-lnd 1s prEparEd to 

subs1d1ZE th£ EXpof~ of• 1lh£ OQ .. Od1t1ES in Which 0r£at 

Br1ta1n is mainly iTttt'i-catltd4~/"~~lly , iron and pyritES 

until such a timE as tb£ Spanish lEvEl of prices can bE 

ad justEd prEsumably through dEvaluation ot thE pEsEta . 

ThE 2 , 000, 000 pounds loan was obviously dEsignEd not 

only to facil i tatE thE nEgotiations but also to b:ing 

nEarEr thE timE whEn thE pEsEta oould bE dEvaluEd. 

JOHNSON 

CSB 

• 

98 
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RES 

Secretary of State , 

Washington . 

GRf.:! 

Bucharest 

Dated January 9, 1940 

Rec ' d 3:50 p . m. 

4 , January 9 , 11 a . m. (SECTION OUE) 

t OR TREASURY FROM EDSOil . 

In accordB.!'lce with D~9artment • s telegram No. 1, 

January 2 , 7 p . m. 

In statistics quoted below Germany includes Austria 

and Czechoslovakia; and the three month period September 

throueh t:ovember 1939 has been com!)ared with corresponding 

;>eriod of 1938 . 

(SECTIOH ONE) . Imports into Rumania from Germany 

during f~rst trxee months of the war totaled 60 . 4000 

::~etric tons , an a;~ decrease from Hl3S period. The lei 

99 

value of t hese ~ports was 2 , 705 ,000, 000, a 231 increase 

over 1~35 period . Customs statistics do not indicate 

whether this value increase was due entirely to higher price 

lovel or in part to qualitative changes in imports from 

Germany though it is generally believed that armaments from 

Germany , Czechoslovakia, anC: Poland constitute a larger 

proportion of total imports than in prewar period, 

(SECTION 

.. 
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REB -2- #4, From Bucharest, Jan , ll , 11 a . m. 

(SECTION T\'10). Exports to Germany during Septembor­

,,ovember period totaled 573, 000 tons , a 10% increase over 

1938 period . Their lei value totaled 3 , 436,000, 000, 

100 

a 100% increase over 1938 period due largely to oil price 

increases . Exports of petroleum products discussed in more 

detail below declined 15% from corresponding 1938 period 

because of transport difficulties and lumber exports declined 

to one- seventh . The increase in total exports is due to 

exports of 197 , 000 tons of cereals, an 86% increase over 

1938 period, and 13.9 tons of animals and animal products 

which was three times corresponding 1938 exports . 

(SECTION THREE) . Petroleum exports to Germany during 

f i rst e i ght months of 1939 to t aled 961 , 000 tons , a 49% 

increase over corresponding 1938 period . Of this total , 
via 

479,000 was sh1pp~d./ Danube and negli gible quantities by 

rail, leaving deepwater Constanza-Hamburg route carrying 

about one- half of peacetime oil traffic . After imposition 

of the allied blockade shipments to Germany via Constanza 

ceased entir ely (there i s no evidence here of any (?) trans­

sh ipment trade via Italy) . Wartime shipments to Germany were 

as follows, in thousands of tons: September 65 by the 

Danube 4 by rail; October 68 by the Danube 20 by rail; 

November 62 by the Danube 21 rail . Three months total 

240 , 000, 15~ below the corres, onding 1938 period . 

(SECTION POUR) 
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REB - 3- .14 , From B-o.~cl!arest , Jan- 9 , 11 a , c . 

(SECTION FOUR~? Futuro trends . Although tho National 

Bank doos not publish 
I \ ~ ~ 

clearing bbl a cos by countries , customs 

figures indicate t~nt dur:I,T)g tho year of October 1939 to 
T, ' ~ 

September F•.S::' Jreat~l'l' G1ilrD111J'llrl)'\~ ra favorable merchandi se 

balal•CO with numania or 2 , 147 ,000 , 000 lei by the resulting 

largely from c~ech arm shipments . Ther efore Germany's un­

favorable balance of 731 , 000, 000 lei during the first threo 

months of war , while lareer than the usual s easonal adverse 

balance , is not sufficiently largo to cause payment diffi-

cultios in tho ncar future . Germany ' s exports are , however , 

subject to increasing qualitative restrictions; for example 

rubber cannot be exported at all and products containin13 

moro than 10% of copper , tin and lead may not be exported . 

With incroasins pressure of worlc on Garmany 's metallurGical 

and chc~ical industries as blockade war.farc continues 

C~rrnany 1 s ability to balanco the clearing in the more distant 

f~turc scc~s more dou~tful . Tho r evaluation of the mark 

last month , (see Legation ' s tologrnm of Occo~bcr 29, 4 p . m. ) 
• 

i~provcd Germany 's terms of trade by only 13~ but r enewed 

political pressure could it is hinted force another r evalua­

tion if Germany doomed it necessary. 

(END SECTION ONE) 

HIBBARD 

IIPL 
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PAUW. P.&RAPIIlWm or n:LKCIIWI BICZIVED; SIXii'IOI '1"10, 
10. • or JDUA!r! 9, 1940 noK AliiiUOAI LJ:GAnOI, BUCBAREII!. 

Tranaport rather thaD p.,aent d1tt1oult1ee therefore 

doalD&te the uaediate tutve eepeolall7 ae regarde oil ehlp­

mente. Danube oil ahlpaente to greater GeraanJ ln peaoe tt.e 

aTeraged 60,000 tone a month and hlgheet monthl7 peak ln 

hlatoey to all Danubian area waa 112,000 tone. The Danube 

waa oloeed b7 lee on Deoaaber 29th and ueual.l7 18 not reopened 

until Karoh. Germanr aa1 be npeoted to lnoreaae r1Ter 

tanker t onnage b7 new oonetruotlon and poee1bl7 b7 the traneter 

ot Rhine tankers, though the latter would require expena1Te 

adaptation to maxtaua draft ot one meter. lo new r1Ter tanker 

oonetruotlon la under '11&1 ln !ln•ensa and there la no reliable 

lntormatlon here regarding German oonetruotlon program. 011 

induetr.r belleTae that with moat ettioient uea ot existing 

tonnage 100,000 tons a month oould be shipped to Germ&D1 Tla 

Danube. 

!xpanelon ot rail oil ahlpaenta berond 40,000 tone a 

aonth 11 probleaatioal. All !lnaen'an tank oara are needed 

tor i nternal trattio and are etill pr ohibited troa oroaalng 

the tront1er. JloTuber tigurea indicated Germ&D7 waa then 

ualng about 1500 tank oara tor Ruaanian tratflo, the in4Ut1'7 

ex;peote December and Januaey rail tiguree to be soanhat 

higher. HoweTer, 1Jl a4d1t1on to tank oar l1a1tat1ona, rail 

line o~ltr aets l1a1ta to ex;panaion ot rail trattlo. The 

bcttlaneolt pua between HeeeU an4 BraaOT oa the •e• Gl'eet 

rode te Chr.ur le ~ ~ with a441Uoaa1 tft~t. 

tae .. the ....,,, •• '"• ........ . 
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th1e section will probablr not be o~leted before Bepte•ber. 

Traffic on the reoentlT reopened Cernauti-Lemberg route hae 

tbue tar been eeYerelr reetrioted br 8oYiet red tape and ~ 

etticienor and no oil hae ret gone br this route. !he local 

oil 1nduetry eet1matee 40,000 tone a month as 8&X111um aaount 

tor rail eh1pmente regardleee ot number ot tank care Germanr 

can send. 

Present transport Jt•x1 .. 1181 t herefore be estimated at 

40,000 tons a month during three winter 11ontha and 140,000 

a month during the reet ot the :rear. 

CONFIDENTIAL: 

I haYe heard reliable rumors that RUII&Dia has agreed 

to turn1eh 1:50,000 tone a month to Germ&nT, ae part of the 

agreement; this figure is slightlT larger than the transport 

maxima estiaated in the preceding paragraph. RecentlT, 

howeYer, there hae been considerable eYidence ot an oil­

bu;ring campaign on the part ot t he All1ee wi')a the pwrpo,e .. ,. 

ot obta11Ung the greater part of the BJ~portable eurplue 

ot RUII&n1a - •,ooo,ooo tone a rear. Th1e C&IIJ)a1gn, it 

continued, will oontront Germ&nT with 1nab111tT to ti.ll 

t ransport capacitr and when the Danube th&wa, it not earlier, 

1 t 1181 preoipi tate a cride. The price of oil hal alre&dT 

been toroed to double the t. o. b. baei.o price leYel through 

the bu;ring ot the Al11ee; ae a reeult of th1e, Rwa&Dia ncnr 

a ella 
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aelle onl7 to belligerente or to neutrale to vnoa abe 

baa treat)' ooamitmente. 'lhe ooarp&IUee prefer to s ell their 

product to England, beoauee that country grants tree ex­

change quota . According to informante in the 1nduetr,r, 

it ia probable that the Rumanian Go-rernaent ma;r soon ask 

all companies, under threat of compulsi on, t o aell min1llua 

quotas to Germany so that t he Rumanian GonrnJIIent ma;r 

iarpleaent ita obli gation to Germany. During the autUIID 

the principal shippers to (}ermany wuoe Allied coarpanies, 

because of obligations contracted before the war; hove-rer, 

the7 are retuai.ng to renew the contracts now, and pressure 

on the Allied oompan1ee on the part of the Rumanian Govern­

ment vould insvitabl7 result 1D d1plomat1o 1Dter-rention 

by the All he , and poeeibl7 the Allied blockade vould be 

used to exert eoonom1o pressure. Limitations of t ransport 

have up to t he present protected the neutral poa1t1on of 

RUIIaDia, but when the Danube thave, the oontlict between 

the o1l- buy1ng campaign on the part of the Al.liee and the 

alleged ooamitaent to GermaD7 ma;r force Bnaen1rs haAd • .. 
END OF MESSAGE. 

!l.i 
HIBBARD. .. 

I g 

.... i= 
0 ... .iJ ... 1 
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P .IJW'IIR.LSI OJ' RLlilGl!AK RECIIVJ:D 

FR<Jh American bbaaey, London, ln&].an4. 

llM'!1 Jamuor)' 9, 19l!o, 7 p.m. 

NO. I 72. 

S1'1UO'I'LT CO!Il'IDE},'fUL. 

In otrict con!i4ence t he Br1t1ah ! reaeur.r haa etatt4 

that bJ t he end of Jamuor)' 1t hop .. to ah1;p ~ 4e!!!:!!:. 

t O 'tu.rlce7 &014 in the N>ODIIt of 15,000,000 po'UJl4a, whlch 

NDODDt va• proT14e4 tor in the apec1al protocol of the 

traat7 between Turke7, J'rance an4 Great Brita1n. Reference: 

telegraa of October 19 fro~ the lmbaeoy, No. 2.095· The 

Brltieh Treasury &lao atatea that autticient var material• 

have been auppl1e4 to the Turk•, 10 t hAt upon 4111Tery of 

the gcl4 the tre&t7 will coae into full foree (ret~rence: 

telecrea Io. 2.095 of October 19 from the lnbaee7 aD4 preYiona 

tellcreaa). 

JOBl!SOII. 

(Oop7) 

(-

g 
• ::a 
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H.I!.Jr: 
Sumner 
Welles : 

H. M.J:.-: 

1/ : 

H . M. ,Jr: 

1/: 

11: 

H. M.Jr: 

W: 

H. M. ,Jr: 

11: 

H.!I .J:.-: 

!J: 

H. M.,Tr: 

\{: 

H.M.,Tr: 

Y: 

H.M.Jr: 

Y: 

Bello. 

Hello Henry. Hov ar e you' 

Yell I - I 1 m alive. 

J&nU&rJ' 9. l 94o. 
10:13 a.c . 

106 

Have you Withstood the tlood or oratorY' 

I - yes, I thought, tor the time he spoke, I thought 
Jim rarley was by tar the best. 

I thought i t wae a prett y good average last night. 
Muoh the beet we•ve had in some years . 

Yes . I loved t he President'• talk. 

Yes, grand. Henry, I 1 ve talk.ed to the Colombian 
Ambassador. 

Yes . 

And he tells me t~~t hie reaotion to that propoaal 
is just about this, that i t would be im~esible -

Impoaeible? 

Impossible from the standpoint or the Colombian 
Government to get approval there to vlhat inh<' r e'"ltly 
is an i ndefinite amount or yearly payments aoheduled 
tor the tuture. 

Yes. 

And he also is ver y IIUoh worried about the opportun1 tT 
tor oontroverey t ha t would arias eaoh Tear aa to what 
the oorreot amount ought to be. 

Yes. 

And he see~s quite eet in his views. 

Well t hat ends that argument. 

I think it does. 

Yell -

lo 1Q' nggest1on would be, ae I ea14 ,..ater4&,., tloat 
.. aa1t ~ to oo• down on Pr1d&7' to ba'N ble 
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u.·: .sr : 

W: 

H, >!,,Tr: 

.. . 

~1 : 

It: 

H. lo!.Jr: 

:t: 

H.'!. Jr: 

W: 

H. M . . Tr: 

If: 

a;~ .. Tn: 

·· : 

meeting wi th the Colo~biana, Frida y afternoon say, 
and t hen the meeting that you and I spoke of for 
ten o •olock in your of f ice saturday morning. 

That's all right with me, I'll call him up right 
away. 

Right . 

t thought that Jesse was a little grouchy yesterday, 
and I think one or t he r easons i s ~~.t ~c reels he 
ought t o be able to talk to , not only to ~raphagen , 
but to the Colonbian as well . 

\fell , I ~ad t hat in r:~l nd. '•"ten I m'lde t~t s:.t:ncotion • 
! tho·~J''lt i f :te :la'l tod t o sot t'1at orr ~8 ches t , he 
could do 1t that way i n your ott1ce. 

t thought your suggeotion was excellent , because 
I think i t would be a great mistake to let him talk 
to ei t her or t hem. 

I -;ui te agree. 

It 11ould just upset t he applecart. 

Yes. 

Well I' ll call ~rapha3en and tell him tha t I under­
stand he ' a coming doWll Friday, i s ~~et i t ? 

Well I don't think any definite time has been oet. 
I gathered f r om what you told me t ha t he was waiting 
to hear from you. 

Yes , well I -

But I think it would help matters out a lot 1f he 'd 
make a point or coming down Fri day and ~~en having 
that other meeting 1n yout• o!flce Saturday. 

! 1 11 oall him right away. 

All right, Henry. 

''l'lank you. 

Tha!lit you. Goodbye. 
I 
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J'!IOX: American Z.ba887, Parh, J'rance 

DATI:: .Tanuar:r 9, 19.0, :5 P••· 

NO.: ~ 

CONFIDENTIAL. 

FOR SECRETARY HULL AND SECRETARY XORGENTHAU. 

The tile of all telegraae exchanged b7 the Br1t1eh 

108 

and French Governments with PurTle and Pleven in Vaehington 

wae shown to •e :reeter4&7, together with the telegrams 

which Pleven and Jacqu~ eent alter their conference on 

December :50 at the White Houee. 

!ver:rone 1n the Government here expreee their •oet 

heart:r thanks to me tor ;your cooperation and that of 

President Roosevelt and thoee who work tor ;you. 

I w1eh to add m;y own oongratulat1one on the w1ee 

and ett1o1ent wa;y 1n which theee mattere were handled, 

BULLI'lT. 

'Wlro t.'f ., l l 
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DEPARTMENT OF STATE 

WASHINGTON 

JanU&J7 10, 19.0, 

The Secretary or State preeente hie co~liaente 

to the Honorable the Secretary of the TreaeUZ7, and 

encloses one copy ot paraphrase of t elegram No. 33 

ot J ADU&r7 9 troa the American Embassy, Parle. 

!09 
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Present: 

Ur. Pinsent 
Ur . Purvis 

January 9 , 1940 

11:45 am 

!10 

Ur . Jerome Frank 
llr. Cochran 

llote : llr. Frank cane in ahead of the others and 
the follo~ing is a recor d o f IDl ,Jr ' s conversation with 
hi m alone . ) 

HU ,Jr : I thought I would t~~e a second before 
these gentlemen came i n. I ~as with the Pr esident yes­
terday a nd told him about my i dea plus your imurovement. 
Crazy about it! Said best suggestion he has heard yet! 
He sai d he would be gl ad to have us make it to t hem. 
He said , 0 That 1 s good from every standpoint, business 
and everything. • 

!tr. Frank: Before them come along , I would like 
to t ell you I checked on what I told you yesterday. They 
need no approval from us if t he company t hat buys has no 
intention of offering t o the public t hey would not have 
to register the issue . They will have to report after 
of t he transaction. This I would not want to say to t hem: 
within our discretion we could, as a matter of -- on the 
basis of public interest, grant confidential trea t ment, 
if they so r equested , of such report . I t alked to t he 
Commissi on about it and t heir inclination was it would 
not be desirable t o give confidential treat ment of the 
fact . I think i t would be darn good for the business 
of t he country to say we have kept thi s stock off the 
market. 

Hl! ,Jr: Could I go this f ar? To say if t hey 
designate somebody, that that person could drop in to 
see t he S.E. C. ? That you will designate s omebody? 

l!r. Frank: Certainly! 

' 

Regraded Uclassified



- 2-

HU ,Jr; But the President was crazy about it! 

l!r . Frank: I t hought it was marvel ous ! 

ID! ,Jr: Did your boys like i t? 

Hr . Frank: Thought it was excellent . 

• •••••• 
(At this po, nt the group ca~e in. ) 

!ill ,Jr: I think I ao goin.~ to have t o send you 
(llr . Leroy-Beaulieu ) over on a battleship or so~eth!ng . 

l!r . L-B: :;r. Secretary , I hear I am delayed once 
more tor three days because of post office requi rements . 

HI1 ,Jr : Somebody, they tell me , who is coming over 
here , has been in the Azores for the last two \'leeks. 

l~ . Cochran: Thirt een days ; too rough to l and. 

Lr. Pinsent: They have ~ot in n~. 

HU ,Jr: !lou , to ge t down to business! 

111 

!lr. Frank and I have been t alking over the ques tion 
of whAt we felt ~s the best wny for your respective Govern­
cents t o dispose or their American owned securities , both 
from tthe standpoint of our rnar'{et and the s t andpoint of 
gettinc t he cost coney for you people. I have ~orked out 
the i dea that if the French and Engli sh Governments , eit~~ r 
to~ether or separatel y , plus the Canadians , let's say, own 
so Mnny t housands of shares of United Sta tes St eel, that 
the best customer for United States Steel stock would be 
t he Uni ted Stntes Steel Comp..'\ny 1 t aelf. l.!r . Frank improved 
on my sugr.estion and ! t holl('ht t his noul d be particularly 
interesting t o your Government, that all ne~otiat1ons could 
be oade for the sale of this stock before you vested. Having 
cads the sale and s1gned t he contract, you could then ves t 
and announce it. That' s !~. Frank ' s contribution, fthich 
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over this \7i th the 
it very much. 

-3-

now I had an opportunity to go 
President yesterday and he likes 

l!r. Frank can t alk for himsel:t , but I person­
al l y think it is distinctly ~orth while trying and 
i t seems to me your respective Governments have nothing 
t o lose by it, beoaus P. if they designate somebody to 
io see t he President of the United States Steel and say 
We onn control eo many thous~nd shares . Would you be 

i nterested in buying it?• 

"Le t ~e t ake it up with QY Board of Directors. • 
And if he sa i d yes, you could sit do= and arrive at a 
price. Havin& arrived at a price, you could then vest 
and t ake title . 

112 

Mr . Frank: Just to round out the story , as far 
a s t he requirements of our Statute are concerned, if t he 
sale were being made solely to a n individual company 
they would not be r equired to register, nor would you 
be r equi red to; in other words, you would not have any­
thing to do with s . E. C. in advanoe of the transaction 
unless they contemplated a reselling campaign , which 
t hey probably would not, and all that would be required 
when the transaction was completed, the purchasi ng com­
pany nould have to file notification of it with us, but 
that's all, so there ~uld be no red tape involved aeeuc­
ing they do not conte~late resale. 

Ur. Pinsent: I think we already had it in mind 
to aaopt some procedUre or tliat iiature 1n particular 
oases and I take it thls would be for particular oases 
r a ther than a general method. 

!~. Frank: For any case where it works . 

Ur. Pinsent: I heard l~ . Whigham speak of that 
method, perhaps in relation to railway bonds . 

J.lr . Frank: I t hinlt the difference 1s - - right in 
thi e room or in our office 1~. Whigham t alked of that, 
but mat he had in nind was that he would use that device 
only in special situations 11ke oompan1ee - - like Nickel, 
"here there was a very large holding , eo l arge that the 
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market ordinarly could not be expect ed to absor b it . 
The Secretary is suggesting that you apply it more 
extensively -- that you take United States Steel, which 
I don ' t think was in Ur. Gifford' s mi nd. He had in 
mind that the market would twte that . The Secretary' s 
sugaest1on 1s you woul d not restri ct i t t o special ca ses, 
but ta~e it wherever you have a ponderable block of stock. 

HU,Jr : And whatever company was involved, would 
have enough money in ita treasury to buy it and you go 
to them and, say, buy a t the average or t he pr ice over 
a fe~ months. 

Ur. Frank: And that would be true or Steel and 
!lotore and other co::~paniee . 

l.lr . Pinsent: Do you t hink the time element would 
make it difficult to conclude transactions of that kind? 
It t rutee, I don ' t know how long, but ordinarily a week , 
to get a decision. 

Hr . Frank: I don't thin'· t hat would be much or a 
problem. 

lw. Pinsent : Could one carry out sales of t hat 
kind for forward delivery, in a fortnight ' s delivery? 

l!r. Frank: I thin:" eo , parti cularly if you 
adopted the Secretary ' s sugreetion - - if you decided 
on averat,e price r a t her than market price on date of 
delivery. 

ID! ,Jr : I don ' t know·what would be fair -- the 
aver age price or three months ' price , whatever you arreed 
on. That would be after you had finished three or four 
transactions . But if you agreed tomorrow on United 
States Steel on prices for October , november and December, 
United States Steel would not mi nd waiting 30 days for 
delivery . 

able. 
l!r . Frank: I don ' t t hink tho.t woul d be unsurmount-

Ur. Pineent: Del.i very could be made quicker in 
case or shares already physically de90sited here. It 
would be ra ther slo..-er on eharea beld i n En<-land. 

113 
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llr. Fra nk : But i n any event you could g ive them 
some k ind of a receipt . They always could work t hat 
out . That dela y won' t be a n import ant one. 

HM J r : They would do thi ngs t or t hemsel ves t hat 
they woui! not do t or indi vi dua l stookholders . They 
would aot differently where they ar e buyi ng tor t heir 
own t reasury r ather t han where t hey were doing it t or 
indi vidual e . 

Hr. Frank : llost ot t hem are a ble to buy their 
own shares . Some tew Stat es where t here i s difficul ty 
involved . Uos t ot t hem, their charters and St a te laws 
under Which they opera te would permit it . I don' t think 
in most i nst ances you 1110uld find that obstacle. 

Hll ,Jr: I am tearful they are going to blace the 
mar~et 1 s gyrations more and more on the French and English 
a nd I don ' t see th~t you have anything to gain by wa i t i ng , 
and ~hat I woul d l i ke very much 1s not t o nait unti l one 
ot these t "o gentl emen comes back agai n, which takes a Treek. 
There ar e enough people over here r enresenting Engl a nd a nd 
Fr a nce t hat some one person ought to be designated to try 
it out . Both ot you have e nough people 1n your missions 
here now s o t hat one person coul d say 1 le t t his person t ry 
1t out ' but not walt until s omebody comes back 1n a month 
or two . 

llr. P1nsent : I would like t o say , al t hough I have 
not heard defln1 t ely , there 1s a 'Orospect Ur. lfhlgham may 
sail on the 16t h . 

1-Cl J r : I got that fr om Buttel"'Jorth. These sa11-
in~s a re iii so uncertain. Why can ' t t hey designa te some­
body? You have s o many mi ssions here now. 

Ur. P1nsent: I t hi nk t hat could be done i t t he ac­
tual ne~otiat1one themselves don 't occupy too much time . 

Jill ,Jr : Wha t I woul d like you to do, 1t you would, 
I woul d l ike th1e t o go ae a message trom me to t he Minis­
ter ot Fi nance ot France . 

l!r. L-B: Yes . 

HK,J r : By cable . 
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Ur . L-B: Ye s. 

HU Jr: And the :lini s t er of Finance in Enp;l and. 
\Ve t hiniftiiis i s wort h trying out ; like tc see it, 1f 
your Governmen ts think i t i s wort h tryinr , that t hey do 
it fairly nr om)) tly and try to use somebody over here or 
you can designa te - - you don ' t have t o designat e your 
o~n tlationals . You can desi~Jnate anybody t o do i t tor 
you. 

!.!r. F'ran'! : Yes. Arter all, you can do any nego­
tiatin~ you want before you vest , a8 ne 8uegested, a nd ! f 
you have so~ advisers , Anerican advisPrs, they could be 
desi~nated to start your ne~otiations t or you, as you nould 
~ant A~ericnn advisers i n a ny event. 

nr . !'in!lent: we -.ould need Al!lericnn advisers in any 
~vent nnd I don 1 t t hink that ' s difficult to arrange . Well, 
I '"'ill certainly telegra!)h a t once a1onr- those lines , :Jr. 
Secretary. I don ' t knon nhether our French fri ends are 
rendy t o oroceed yet . 
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!lr. L-B: We have a sort of i <l en ..,e mi o:ht !>OSt!)one 
it , this dAte, this i nventory dnte. The first date ~as set be­
fo~ the 15t, of November ;returns hn~ to be ~ade . the 15th of 
llovo::~ber . Then it was extemled t o the 15t h of J anuary and 
I t:,in'~ t'L'\t t~is ?er1od of t,.,o contils sho,.,ed us t hat nany 
?e~'le had returned and s~ ! ~'\ve not been a ... n.~ t ha t t here 
~8 been so~ ne- delay conte~lated . 

~ Jr : Here ' s ~~e thins-- after all , as I explained 
to you ~ther day, you ?eo))le are Jus t as ~~en interested 
as we are to have a !leal thy ::m-ket hero . 

:..:r . L-B: Yes . 

H?: ,Jr : I f t his thing i s coins to r•ork. Tha t ' s ..,hy 
I ~entioned from the s t andooi nt of America i t would be im­
!>Ortant to kno11 t hat all United States Steel om1ed i n England 
and France and Canada ~s off the mnrket . I f only a 9Qrt, 
t~en there is still the Fr ench s t ock t o oo~e ; s till the . 
Cenadi an stock to cooe, and i t would not be accom))lishing 
rhat I had in c ind , althou~h I am not roin~ t o say the Eng­
lish ahould s o not go ahead, but it would be mu~~ bet t er if 
t hey know all United Stat es Steel coming on the ~rket 1n 

Regraded Uclassified



116 

-7-

the next 12 months was ott, and then one company a!ter 
another, and it can't help but help our market. 

Ur. Frank : If you had Joint authority for negoti­
atin~ in each instance. 

tlr . L-B: I think that could be done. 

Ur. Pinaent: I think thnt could be done if you are 
ready . If you are in a position to vest, y~~r Treasury , 
the French hol dings of any parti culnr hol ding a s soon as 
the contract has been concluded here . 

Ur . L-B: We are late ooc:pared "i th thet~ i n that 
ao.tter. 

Ur. Pinsent: But there is this: between now and 
J anuary 15th, which is only a week, and even if you did 
a few more r egi stra tions in t hat , the matter would not be 
important? 

~r . Frank : That additional amount could be sold 
on the market l ater on. 

Ur. Pinsent: Yes . 

HU ,Jr: But you understand it very well? 

~. L-B: Oh , yes! I understand very rell. But, 
as you sa1d, i t ' s worth trying. 

HH 1Jr: 
on this s1de. 

You ge t your ooney pro~ptly a nd you g et it 
You get it where you need it . 

Ur. Frank : I am sure i f there .,ere a delay , there 
i s a way of nccomplish1nr it -- delay incident to shi ppi ng; 
it can be worke d out . 

l!r. Pinsent: I did not know whet her t he practice or 
business customs in this country 11ould stand in the way. 

!~.Frank : I don' t think so on the question o! de­
livery. They can have t heir agent abroad handle it. De­
livery over there. They could put it in an incinerator. 
That would be considered cancellation. I don't see why 
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they can' t ~ork it that way. 

llr. Pinsent: When a n American company bought its 
own shares , ~ould t hat be for cancellation? 

:~ . Frank : What I meant is cancellation of t he 
certificates. Then they could re-issue if they knew 
they ~ere destroyed. Taey could r estore it over here. 
Tnat stoO:t is cnlled Treasury stock. 

Mr. Pinsent: In our c ountry it 1s a;ainst t he law 
ror a co~y t o bold its own shares . 

llr. Frank : Well , literally, the stock 1s , so to 
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s'ea~ . in n s t nte of suspended animation. I t i s Treasury 
stock and onn be re- sol d under certain conditi ons other 
than in the case of neq subscript ions. Treasury stock. 
For instance , to use the lawyers ' lingo , can be sold •rree 
of pre- exemptive rights. • There are differences and they 
ca n t vote those shares; in other words , while those shares 
are in the Treasury , t hey cannot be voted by t he company be­
onuse that would ~Si ve t he oom1lany domination of assets be­
longing to o.ll the s tockhol ders , but' in moet States t hey 
cnn repatri ate their o~ securities. 

IlL' ,Jr 
ll!)">rec1 t . 

I f you ~111 , centlemen, pass that on , I will 
Agai n , bon yoyar.e ! 

oOo- oOo 
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,__,'·1M>. 

Dear 11r. IMeldat 

Oil lleb.olf til _. ,_..,..., I .. 

acll:aOOil.MciAC .,_ t.\Mr flf ,__, ltll, 

Vblolo ~·-a a.w til a oo--1A'•18aUa 

trao Ill' ... ...u ... ...u ... -

(Siped) H. S. Klotz 

L s. lle\a, 
Jlri'la\e ~ • 

.... I. L. K-nH•, 
"-l .. a\, '4wMa JNt~ LiMe, 

laaG'J"ftW. 
.... , ....... u ..... 
aawt...,, llllaeh. 

ID/t'tte 

' 
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ZZI WE-ST ROOSEVE-LT " OAO 

CHICA GO 

January 6 , 1940 

The Honorable Henry J . UOrgonthau, Jr., 
Secretary of the Trea~ury, 
Trollsury BUilding, 
WashinGton, D.c. 

My dear J.:r . Secretary: 

I am forwarding to you, 
herewith enclosed, a copy of a letter I 
received from Andy Bassi , written at Pechih, 
KwoichOYJ, under date of December 5, 19391 
also o. copy of a memorandum J.lr . Sheahan 
addressed to Dr. Fr o.noia K. Pan, under date 
of December~. ]939. 

Very truly yours , 

JLI( :LR 

Enos . (2) 

• . ... . ·.· 
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!'*chih, lr>reichcrw, 
Deceoher 5, 19~9 

I t baa been a while ainoo I've written you , not as long however , 

!20 

'" ,.?u r.lght think, I have torn up t hroe lettora and let them pa ss . I know 
of two Courioo taro up ~lao , One t hing wo h~vo le~rned, if nothing else , and 
tbo.t 1e to supprou tho u rgent desi re to blow up . Uo.y hair is grey on t op now, 
but not f r om worry, just from t r ying to hold my te}llper , 

J,!aurice haa had the brunt of tho burden on the corporate structure 
~ -•"•" ,;~,ue quito iq>ortant, assumed all too l arp a proportion in tho entire 
•icturo • i t ta.lcu too long to write about it t.Jld u 1 knOTT you have r eceived 
~e·:o• cf ovcr >-thinr; that has tro.nspirod, you have I know a ca"Prohensivo 
~:~turo o~ OYer:,-thin& aa it exists up t o date . 

!hl:o no aiot &ke about those poople, no one from the outside liOr ld 
~· oo=Jr.t; in hero ~d to.ke charge or anything . r.e hne round the.t out 

t!J:Ies OYer . !hoy just will not take anything u you g ive it to tbo10. 1'ho:;r 
:cr..,.!>l o up t he wholo d&IO thing into an inelttri oabl e c;eso >thich requirea 

loo•U"1:1n• u l over t.t;ain, Gradually when ovary ..,.rd healer • geh his patron&&• 
for . they t hen come to some sort or oompromiae o.nd ... in the ease or tho 

Co>rocoroti,on. it is then r cwri tten and ae;reed upon o.nd sent to tho Executi vo Y~ 
is pa osod, &fter so~ more chnnge~o.nd thoro i t is whether you l ike it 
All tho Trhile this coes on "Rome Burna", trMapcrta.tion !!;COS absol utely 

They don •t lcnow .rho.t they want nor vth~t 1e good for th"'P but they o.ro 
have somothin& a.nd all they >;ant fr0111 ua 1a advioo and suggestions, 

tJ;at t hey con uao tho outline for sor.ething they fool 1a original with then. 

'!'ho;•o io no queoticn about this oollllliaaion havinc &eccmplished 
on pap.,. t han any in recent years , but insofar o.a &nything spoeific ha.vinr; 
out of i t , time alono ea.n tell end I won ' t be hero whon it does ruod •eriously 

"ittm 't oare . 

7:e all l.ave traveled over the practio&l wholo of this place, :ooanh>& 
China . 1:11 lcnow wt.at is needed, have written reporta , held discusoions, triod 

ucticn but &lwaya that procr astination tl at drhea ~ou t>ad, l!ore than two 
aro 1 wont to li&iphong to find """"' t>Aehinery, parte, tools and several other 

Record• .,.o ro auoh th&t nothing could be round. I cade e. tour or the gcdcr.me 
l ocated r.ca t of the equipment I wanted, ordered it eh1ppe<l ilc!lediately. It 
•t &rrl. vod. 11 yet &nd the road i a cloaed f rom avery direction f r om ll.onning, &nd 

China baa only tho !IUnlm Road and the French • t oy rllilro~>d" lef't from the South, 
Rusoia or couroo 1a atill suppl ying J:l&ter ia.ls on tho llcrth . 

I a,., now .....Jdng an investigation or the ne\1 Szeohwnn Lunnan Highway f r om 
uw•v<>~>i;, woat to Lonr; Chan and t hen South to Kurr.>in&• So r&r &c socd. I am 

at Poohih , &lso spelled Pichieh. r.o expect to bo in "'"'ing by the 
P:>tter sbcul<l be thoro by that time ae wo ha.vc had the shop e qu1p­

r o:rc\tted cnr tbe Froneh Ra.ilroad tor tr&n~-lhipii:Ont frog ~g. You 
c::.e:b,,. tho Big Sbopa that wero t o be a t llriey&nr; &nd in opcr&ticn b efor e we l eft? 

1 t hey &re r.ot there aa yet. 

1'he tiro hundred tr&Ctore and e.U-trail era , Inten>at i oll&l D-50 are stuck 
llaitollj; untU a """' out- orr to Hcohilr: ia ooqoleted. or tho Japa dri YOn out. 
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The Japa operated an aircraft car~ier outside or P&khoi, tor montha, bamb1ns 
and atrattinr; the Dond""«• Eannin,-, road, and when they deoided to land, there 
were no troops there to a top them or delay them, but a rew sreen recrui ta whose 
cCII:llllNld1nC General was ~n Chunglcing. Lcl\lllh that otr • 

I .,.do a survey of that road while it was bei~ bombed daily, from 9 A II 
until 3 P 11. The road Wll8 in terrible condition and a brand now unit traveling 
ever it into China, waa a wreck by the ti.,. it reached aatety, it it didn't r;et a 
shawer ot .,.chino gun bullets or a pineapple . With lf.bor a dilDO a doten, that road 
could have boon l!laintained at night or after S P II and w1 th any kind or aurt&ee, a 
truck could have u de the run frail\ Dusk to Jl&WD to aatoty, and all together, in one 
piece . 

If thil road I•m doinr; now will handle eem - t ra1le rs , 118 will have the 
two hundred unitl uaed here, 1f W1l can O't'Or s et th• int o China. I will do 
o•mr_.thing I can to he lp t hole people , but worry &bout their ahortcomnr;a, I 
~o!'initoly decided upon th&t - after dri v1ng mysel.!' to bed in llaifong, & 
nervous wrocl: and with a wrecked .to::ach. 

Jlaurioo o.,.back frOill Bur,;,. with Yellow Jaundice, and I atUl think 
l,Alaria . Van was down when I ~:~et him in Kweiyant; and when ,... ended up at 
Chun&}dn(l, we had loot """'nt the three ot ua , CO or 65 pounds . I lost 24, 
and 1f you can l.macine me with 24 pound• orr, you can picture what tho r oot or 
us look like . 

You probably reali•e •by this time that there will never boa Keosh1n 
Oriental Lino in Chin&. They just don't let toro i e;nera O'riD anythine; and a toroir;ner 
cannot boeoo:o a o1t1&en. The Government wanta a 5~ alice or overythint; and they 
"Start• everything to death . There are sozoe tine people among them and we hue IDOt 
the vor y beat or them, and you con lay your bottaa dollars on K.P C 1111d Bang al 
boing hoad and ahouldera over all the otMra. Francia Pan with """"'we l1vo and 
who 1s "Laraon otticer " , between tho Coa;duion and tho Uiniatry, or core 
part1oul&rly the llin1ater , 1& a110ther outstandinr; peraon but plays both enda troa 
the d.cldlo . Bo juat baa to', mxior the e1rcuaatancea. So Jack, it ;you can do 100ro 
than •aquee&e" 1000 trattic out of tUa thins, you are at1ll on the r.bort end or 
tho doll . as well aa ourselves . 

I •d hate like hell to soe you come over horo . You would just go J:ad. 
Pirst you could not stand tho tilth wo are getting uaod to , ~ t.'lero wouldn't be 
any sonoe to 1 t in the second place. All I oan prOilliao you 11 to carry on in a 
croditabl o '"':V and when this i& over with, try to set aOI:lO aatisfaction out or 
aooin, &~ loaat some socblance of or der out or a mad oorocble. 

I want to wiah you a !.lor ry Cbriamaa and a Happy Jiew Year, and the • ...., 
to your tood family. It wouln•t be amieo to ask you to drop ua &t lea.at your 
fi r at let ter lotting ua koO'II' what your reaotiona are. 

Sincerely, 

(S1g~~ed) • AD.d,y" Jl&lli 

PlS. Wo have sotten ~ quite n ll to elate , juR a t n abarp onaka a t eaoh 
other -.Mn tbe "'"""• are at ,... ..tee•• 
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Mr. 1. P. Ch• 
Ullin,...l tr..aiac Oorpontiml 
sao. ltll-
- tor'lt Ol\;r• hw York 
v. s. A. 

o/o Jllainl')' ot 0 ntootl.eM 
OWe&k'•&o CILlaa 
DM.-Mr ltll• 1111 

hrthol'1q ., letter to ,... ot Doo•'bor ttll witla •ioll 

I ti'Moaitto4 a -.......sa ooDOirain& tho produotiml ot......,. oll, 

I:a rwl.ewla& thl.a lottor I t1D4 aa error appoaro • pap 2, Ia 

tllo 1aot .... lote parappb • tlaot pap. .111 ,... pleuo ebanp 

tiM anrap pnaotl.ee ot wooc1 oll por t'al'll tr. 71 a11o cattt.ea 

and. 11.1 !.De, to ..... M lldh Ga\UII and. It,. Ll'be, 

................ no. .... 
111'. "· L. l:...a.la 

•• ..,. ""17 ,....... , 

(llpo4) •••• lboallaa 
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A ~- .. ,. ap ,_ ubol - to au•t a t'lt.-lu t'ltr 

-lathe protertl.. .-111& 1ato the cab& !.....,.port CorpoNtS..J 

f.A yt.' 0~ til• alNI- ~ NlJabb NOONa 0 ftl&"t that .. ~I')' 

lNI "**I&MtM thl'oolp th• fie14 •~o .. ot the nrto.a clirialoM at 
the lliniatl')' aa4 JGo Sht.Ac, ot all t.uto.otlu eqlll.-eat, •eCNptacl 

u to t,pea, ..S.b, ,..ar ot ~. •tor aa4 -.ale ..U.n• 

eto., witll the parlJ takf.Ac tbe meatoriM beet eatlatM ot the 

..-lDhc llte o~ tbe eqlll~. 'llloe th1a f.Anatol')' 1a reoel'n4 

troa all partlee, aa 1144lts..&l S..eatory •~ 1oe .....,.eetacl witb 

tbe l4eat1eal Woratloa, u the eqw1.-eat •'-14 ban IIDYM SA 

\U bterla INihua the - s..-wr1 .. , lt -14 ~>aye the ~t 

at a eep&Nte appNlaal oe eaob aotl•e plMe ot eqwl.-at. !be 

Sat'ltratloe witb I'MpMt to - plooe ot eqwl...,.t abooal4 1oe 

"llatacl ta a alae.~& earcl aa4 ,..,.. tao wl4• a 41aaNJIU07 1e aotecle 
apeelal S..MUptloe abooal4 1oe ...se. 

U tba toNplac 1e -U.recl bJ the Orpalaatloe c-lttao 

I abooal4 lNI pbu• to aU 1a •-"lac liP proper ....a.la.ery t'ltr tba 

chaal t.a.eatary, 

(lipel.) L L ....... 

7 ...... 
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a.s. lllaJ..ner CMD.1 Ua_.pa 

w. b&• o -lotocl lu)>Mtioa of tho ctm•po<•c npo.ir ahopo aa4 

prapo of tho Suobw.a--1 Ri.,._y "'•lnht ratlon, tho l'oo 8blftc 

Oorpol"&tlon aa4 t ho 111Allt '7 of o-iootloftl' abop baU4.iftp aa4 

r.patr ahect. lDoattd on tn.e aorth bank or t ne ri.-er. 

\'he Suohwan~-i Hlchfty .t.4aiftlltl"&tion taaiUtiea aro 

looated approx_S...tely 2 b . troa tbe Ta nctae hrry. Coutclerable 

ooa.pat ion ot tNob au:1 b.a•••• aa.ltlnc a.ad. u.ndarpla.c aarTl.oe w.a 

aotloed. and aocordln& to into,..tlon tu.nabhect ua •o• ot t be '9'eb.1ol .. 

.,.,.. not operatin&: 4a.e to paoUAe abort.&•• So• Npalr work -.. b 

pro&ftll outa14e t.be t h ecla 'llb.iob aeo .. alt.t..S a.oha.nloe 1~ on tb.e 

..td.J &roa.ad. whil e -.ki.ac. oh.utU &Del » tor repalra. The c,reater 

partlon of tbo yard at thlo looation wu o llaob:y aa4 at4...,..orocl OD4 a 

portion of tho Cl"'fll>4 iA the repair oho4a •• &lao t- quito .,44:r 

4uo to • tar ramsbc t'roa the )'anl• Due to laot ot parkin& apaoe 

Yt t! lolte ftre parked in a double nnr cUreotly in front ot the truokl 

that w ro bohc ""'rkocl ·-· !hie parll:inl CNto ott a part of the 4ay• 

US~>t ...... tho Mohonioo .... 11: OD4 Mll:o it ioopaoalblo to oamoo lata 

arr-1'fi.D.c •1.-.llt. !be .eobaAtoe of a ... et lty therefor.. wrt oat-a l.cle 

iA tho n.ln or 1:r1ac on tho 4011p ""*'"'• ""'rkln' aoD4ltlona tJ>At oro 

aot oondllobe to the bNt et't'ort. ot the -~ peraoaa.el• 

tho obop OD4 yard w 4o DOt boliwo to bo loootocl iA ouah & 

• 1 that 1'\lrtner e.xpt.D.aion W~CNld be eoo_..iMlly tOI.m4 or pracrtioal. 

llhoul4 t ho ourr.....Sia& ball41np bo torn 4...., to panait oxpanal-. 

the probl .. ot exoaY&tlon wauld arile • ._, thle la.n4 1a hi&ber tb&zl 

the turrou.ndtac u-. 
lit p"·'•c leea"tioa ol .aiat ...... t Mpe o·r upaa~1.oa. ot 

axlrlinl taollitlao priM ooul4or&tion ... t bo 1lna to tho --

platocl opar&tloo of tnob &D4 lluooa• ~r -lo, tho - lla1Dc 

propartloo , loaotocl .-t let b. tna tbo IIU~ - Mpn• 

&loa&c tho -~ Ill.,...,.. .. ..... lata.- _, ..... 11 to -

ballt tna thlo loo&tloD to tM n.ct•• U ror• • 41ot&noo ot 
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Jl.? ... 

.,,. IA\017 a .... la ·- \loat lao .. , .... ..tpiac ..... •T M 

4i'f0riw to ri"r jaD tor 4vtrllle\l-• -Pi·c -per or w 

lah.ll• OD the .w r-tec •t .. tt. It ........ ,.....,loa 11 t.at 

--.1•1 it -14 _, that TOrT tn t.vob rill oporoto ao ol.oM 

to -..Cidac. ao tho aro..-.~aoW • •--apt Blsllw-7 Garap• 

olt.alll&tlac tho - tor tho l&ttor' o t'ooUltloa, • ..,t tor ,.,. 

oorof.olac ot -·•• o.J>d oooaos-1 trvob, Wo 11el1w o thoro rill 

11e OOI.t'tioloat uo or tllo Sa-.,oi Ckrop to - rraot -N.I'J 

"" ....... - to o~to tho proooat ""'a\lot'ootorT •tklac ooa4Ulou 

lo&Ot .. tn oaoll tt.. ao a Mttor •rroac- ..., 11e w>bcl - · 

la 'l'ioUlac tho Too Shlac proporiloo - lei.._ r.- t.,. 

w• 4opot II.OftC tho DoolJ&Oc Bisllw-7 it -· ... loll:lJ aotw that tho 

plowuo, abop aa4 p.roco loall4lap ,..,o looatw la olooor proxlalt7 

to ... ob oth•r thaD wou.l4 of'dl...,.l q M r11-1MM la Y i ft' ot the 

""r proooat clt.npr ot atr.rol4o, (It oboul4 aloo bo oono14o.W 

.,._or that tho proporiloo ••• to.tw .... dt.ot011oo r .... -otw 

........, aa4 •:r 11e ., .. oaro tor thlo ,..._, ) fbo atiro proporiloo 

are wll plaaMd aa4 -lo ,.._ ...., lleoa a1~ tor ._,..u.., 

1'M propert1M M~UJ.at ot 4rtyen ... n.n. le64J.ac plattor... •MIM 

obop 0114 ropoir ohodo, both or tho l&ttor b&'l'iac •-t noon o.J>d 

•Mtootlal rooto , a- or tho t.diac pl&ttora ..,.. loallt to trull: 

tloor holpto with 2i" - ..,...~a, oroonrioo, po...tttlac t.uotor 

ot ••P urooo tho pl&ttora '117 ol14lac or rolllac oa thooo -

'llhioh aro ... bo.W to tbo _, tloor, othor porto ot tho pl&ttora 

aro oal7 onli• rT •-t tloor holll>h aa4 aro latoa4w tor oto"'P. 

pa.rpoa••· 

!M -iaorT obop lo oo 1&14 ooat 0114 lloalaatw '117 oq llll>to 

ao to po...tt tho """ ot tlw 1S.. OJOto. ot rolleil4lac - ... !o 

ol.Wato tho uo or -loo o.J>d 4t.nprou p.oollao• a ,._ • ohl-c 

- ~ 1le lanallW, Die ...,.V o- aro ~ .. ito olooo to 

t.M •*'• ... , wt~ . ,... .r.r ._.sac a'-l ao wa~u. N' u. 

• 
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obecla. !be -..... loaTe - noo .. ...s po4 - u .o • - ou.o 

ot _ .. CI0114iaco !be ,...,.... -· - ..... witA ·-- - .... 

ol.ar ...S rellool - b . .._.....,. obep t.oolo ....S ocpd~ •'-14 

be t ....... torNCI to t.hl.a looatl.oa u .,.toklr o.o pooolblo to taollltoto 

tho • latOUlloo pre...., 1a tao Cllooaci<Sac .. ,_, 

fbo obop bull41a& aad ...,.lr ohoolo oa t ho 110rt1> bo.alt of tbo 

riTer are Of .otrioleat tlae to teryioe aa4 repair 10 to S& salte Of 

-~~ clallJ. 1'1lo .. blao obop bullclla& 1.a ot o..ttlolaot obo to 

poNlt laotollo.tl• ot OAJ' • • blaoi'J' ....S toolo ........ ,.,. tor -leto 

nball4lnc ot .oton• traan.S.aalou, 4 ltter•a~l•U, n.. n. 'ba1.14.1A& 

1.a w ll -tNotool with po4 root ....S •-t tloon , 1'1lo 5 ropolr 

o.bocla ON oo.....U..,tlJ looatacl Oll4 olallo.rlJ w ll - N otacl ..... ta 

pod rooto o.nd bucl !loon. 0... of tao oboda boo 8 plto an.Ualllo 

tor labrloatloa Oll4 Oll&oolo laopootiono, It 1o """Mtacl tbat tbo plto 

bo l'l"i ppacl with olaotrlo liCbtlo 

fllo porto -ro.otv.rloc bul141n& l'l"lpooont a.Dd 'I'OII.DCI looatacl 

a bout 1 Ia. aorth ot ~ oa tho Cbenpo reo.4 wro rod- 1A 

d.ot&ll with :rov .,., c. c. Tnl.• - uplalaoel t bo proaaot bel tutaro 

pl&ao t or t bo -.uc of port.o &ad ohop ... ~~. !Mlr prooaot 

Otjlll~ poNlto tbo -.,. of pt.-, baolll.op, t iro - · 

~Uo jo.olco bel - 0Jlla.4or roborlo.c -..., be ooor tao p,...otloo 

or taio plo.ot 1o qoalto 11altacl, ...s ••Ito • 1r eM.ttioal O'l"i,....t 

to opoacl • P prodllOtioo &ad ~-ro of otbor oooaotlo.l -· port.o 

ao w ll o.o tr~Malooloa &ad cllttoroatlal COO"• A rlYOr :&.ellA& dooll: 

1a - · ooo.otraotl.oa o.nd all ot tbo .. uctiap o.ro ot pod -raotloa 

o.od ooll'f'iaotlr lMI.tacl, nor o.ro o.pporootlr or nttlol- oilo to 

.._l lo.b tho poorpooo to>r •lab t110J o.ro 1~. .. clo .ot 'looUOYO 

tbo.t fllrtllor -loa ot tblo plo.At • '-lei bo .-rtoD& -U .. oil 

u .. o..o t~~e p- - plo.At 1o ..,1'\:l.q ottlol•tlr • 

.. - o.1oo tool 1 ' Jarp ... 10 - u porklac :..to -

t ••c -.... -. ,..,...,, .r u.. ... a ....... 1 n.,._, ~-

''- lao.- • t.oo - -. 1M ,._,,, - wt tM tlrot 
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-l.oM4 prap ........t bo at!.llaecl uUl tile ~rl4p 01111 1'M4 ...,.. Ddu 

-n&ot!Aa _ .,. the IU!.UUN u -l.tecl, !be I'M4 will ND 

u ..,dl&bh. a. ... ral t.bol&oOIIII oub!.o :rsnlo ot dirt 01111 ot&o will 

be ....... rr to -plot. tbo till attn tho brid&o u o-lrlec! to 

brin& t ho l "ol to o hei&ht that will ako lt pouibh to oo!Uloot tbo 

ohort ro&4 oo .. ob o!.4o of tho p>r&•• fbo porld.n& &roWid u prootioally 

ooaplet.cl but ot ooune 1a v.a•l••• utU the .uterine ro&4 11 ooapl..tecs . 

The oooaol14&tioc o~ Poo ShiD& and the '"•nl ohll CO"'•f'DMID't 

taoUltlN •1 -.k• t M a looatloA oL leaa t..portuoe &n4 oou1derat1ou 

f ta. alooc tho 1.,.1,...., l!!.&h•Y, wu !.o • oo, .t.-t 50 tnacb ..... 

in porTio& ohocla and it wu ootecl that be_.., 16 to •o tnaolr:a, (of 

ll!lhh 2? ..... .,.,. Dod&No) "" a pporODtlT ia p>od ooftdit1oa for 

hlch•Y uee. It ln:IQld , . .. •n praotloal to o~rate tbeae tru.ob: 

that are in pod ooftditloa, in pr..terenoe to M.ny other truob 

p,.11ntly operated, that are ao olearly in need ot repalra &Dd 

oo""i9i.,., Tho ' l&r&• perkin& loto a pp .. r to &dequtolr oerTo 

pNant o~ratloD. the 10 •• . .Ll•r lote oa.n aooo.-.4&te oalr a r .. 
"< pioooo of "''"i-t - h 01111 wore a ll .ado pooalble br l ... ol!.ft& a 

ooot ioa &loa& tho hi&h-T• 

Ia rlft' of' tbe u ,..t. 1a4etinlte plea tor operation ot the 

-biaed proportioo ot tho l!l.a1atry of c-ntoatioao &ad roo Shin" 

it it our reoo..endation that aoae ot the ezlatlnc tacllltlea in the 

Chu.nckiac area be 4!.at»rbod oxoopt ror poooiblo ilopi'O'raaonto .. horeia 

ouu ootecl Wltil ouob tiM .. tho n.,..r ohopo aro proporlr "''"ippecl to 

a lnt&ia &nd aerrloe the equipa.etrt . 

(Si&fted) 11, a. Sheehan 

0 
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ft.. .,olooo4 _,_ t'utllor ozpla.iu tllo ~ •u .. 

ODd twurtlono uoool.oto4 with tile poo ltiOM of trolflo -•• • 

Coatroll.r ODd bl.o udota.rto , tho llenoral Aa4ltor , Aao4itor ot 

-lpto ODII Dl.ollolro-Jrto, ODII 8opemoor of e.toty ODII Iuv.ruoo, 

I bon uot &ttnpto4 to 4otall tho wrt to be perto.- 1a thooo 

pa.rtioa.la.r poaS.tlO!la u MOb ot tb .. are executb·• poeltiona u4 

"'l"lre tho oxoroloo ot -tol iaitiath'o oe tho pert ot tho 

lo41Yldu&l oolooto4 to bo&4 t he n.ri """ 4opo.rtMftta ODII it lo >q 

tJ>ou&lrt that r1'l4 ODd 4oto1l opeoit1oot1ou at tbo iaooptl.aa 

aipt 4o oa ia""otico to & .... or l.o a lti.atoly oolooto4 to M&4 

Doo . 1, lilt 

. . 

(lipool) • . I . -=· 
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!he trt.ttlo -pr u - • tho -1 ... poulbl Uty ot 

(1) uourln& • -•to"T Ntou'B tor a ll trt.ttlo 1114 (Z) •-""' 

ftl11oitet t,.,nio to .. ..,.. a ~•tory ret..na to tbe CorporatloD. 

!be tr&ttio ~n•c•r ...t ~ a keen ttudent ot 1ooaoaio• • 

both r.a·tion&l and 11lto1'11AtloM1• u hl.a wr'k will U.obe 'bct.b 

- tl.o 1114 t orol.p tra4o. UDder hil Urootl.on thoro •-14 be 

propare4 a ol&ttitioatlon ot tbe ••riool it ... l tkel7 to ~ traa1• 

ported, rit.b proper pe.ok:iD.c reqalr-.:..t.e to uwre aa.tety o/ •rp 

1.o t....,..lt. r.. thil oluaitioatl.on ba _., wl.p the probebl.ll.ty 

ot Uaap, la.a, t.nd the abUlty ot the oarc;o to p&f , ..... all1 

other tutors, to the ..S that t he oluait1oe.t1oo u •ltb&telJ 

pneori'bM wil l ~rs1t tho tNe tlow ot o~roe t.n4 a ~ .. torr 

...tlal'l1 to tho Corpor&tioa. Prooe .. Uy tho • ttor ot •-""& tr&ttlo 

putl.oolarly ot '-" cno4o pre11nto ao probl- !he • ttor ot 

••w.rinc export on the other ht.nd will H ttrl out , aDd .xportt a-N 

ot .-ltal aHeae lty in the a..urlnc of l'onlp ~ u antial to 

the wltar. of tba • tt.oa. !bt fre.ttio Me..nacar .a.~t work YII"J' 

olo .. ly with tha eo.trollar ln ual,JaiD& apeue ot OP4'rat10A, 

-.leNa t ...... aad. other hotora, &ad. prt,U.. a tar:lt'1' rith penab& 

N l M 1114 nplatl- that w1ll attn.ot oxpen tra41 1114 at tho , ... 

tlao __ ,...,, tho '-R ot -•UI.el. X.. all llil -·~ 

the tr&ttlo -pr ... t - · 1a - the -lit1 o~ •~in& &a 

• .. er-au• -.-.•tory Z"e'Wm. tor ~~ZN~pla; steal • 1 be \J"&Mported. 

at • aoa aa.p•aeatory n.t.. u throadt &tutory h-brt.atecl 1'Na n.oG 

RMl a ahM p~ _,. -.. .....u.ot.t. a-.. Mlac aa artiala o' 

n latbalr blC)I .allao t hat oea "PIT' t ........ pe-tlcm lkr&M o t.U 

VaaopeR _,.&II._- -pet et tile pluto; 1 • 11J 0\'o,.._ 

tllo l.oooN l.aoarra4 1a t .... peril.a& tile •-1. 1ft11 - f r&ttlo 

-- - · M 0 - - et I ' II - Ilia W rtl: - be 

- te • - · !loo ..ty .-rr , ,, • .,. 1a .. ,..n or tbe 
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t....n'l• ~r an - nlooN.lMteo to .. dri IUa Ia e-la'•l 

W o-tloa oa4 Ia thO priatiac. pabllobla& oa4 dirirlbonia& to -

oblpporo oa4 rMehoro ot fro1~, ot tnl&bt ol&.,.1t1oat1ou &Dol 

tor1fto, Ia thlo ocmnoriloa it 1o •&POted tb&t • oborp loo -

tor - h n ob ol&Oo1tio&t1oe oa4 trol&bt t&rltt n pplloa, Ia 

.-nootlon wlth poaoOil&er t...nlo olallar prob'!.M -erat.ac tbe 

P"blloatlOII ot tor1tto wlll ooatroDt the trattlo -pr. 

Ia .Ultloa to the torepl.a& aDd 1a l'llrtho_. of t be 

o-Dd oouept of tbO l...nlo ~r' o dlrtloo, be _.t •~• Ia 

_,.,.ri loa wl th tho Ope rat !.a& departMat the .. ,."""'- &Dol arri't'&l 

ot tnlpt hOI poao-r oporotloM, 

CbunVl"' 

o... '· l.Nt 

(llped) ....... -
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Coatrel!.or 

l'bo roopoulblli\7 ot t.ho eo.trellor u4or tho propooM 

orp.ah&tion ollart ot tho Cl>ln& T...,..port Corporation d1ttoro a_..t 

tro• aooeptecl prooedu.re lD that, M b.u _...,,. hia ja.rlt41otloll the 

AooOWrttll'• .aac.UtlD&, t.......u-r. &D4 X..Vranoe &DIS S&.t..t7 Departa.rrta . 

Y1t h tttt proper ealM••n' 1 hl.ltinot the Controller thou14 prepare hia 

roporto r.n4 ouppl-ntory &n&lTOla 1D ouoh tora tllot tho -Cln& 

Dlrootor &D4 tllo -I'd ot Dlrootoro wi ll 'be ..to to approoloto tlla 

tull yalu.e of lU.8 oo-zrtrlbutlona towa.ft the 8\l.Ooead\al -..cea-t o~ 

tile CorporetlO<I• llo ohould ouppl:r tho -clDC Dlrootor with ow-root 

report• whioh ehall ehow, a.on& otber thillll the et-teotben••• ot the 

l:an&Jb& Dlreot.or• 1 U e.&teA&Dtl at .ariov.a pointe iD. the Orp.niaatioa. 

It 1a tho Cootrollor' o tuoUon to polnt ... t to tho l.ndirl-lo 1D 

ob&rp ot 'l'&rioua operatlou , their pointe ot taibaN &nd to inapt ... 

th• to veater aoht ..... nta,. lD a oorporatton aa lar,e u the Cbi.DA 

,...,.port Corporetlon , tllo -&lD& D11'9otor will 10D4ooobto4l:r 'be a 

lonrftlt&O ouoatbo - 11'111 not han tho &4Tut&co ot poroonal 

ooot&ot an4 rl.lua.l ooneeptton ot operation, bei..ac .ore or 1"' 

deped.eftt u.pon the Controller' 1 r oport1 and &r&pha tor hil pal.4anoe. 

S..ob roporto ... t 'be propo.rod 1D ouoh font tb&t tho -&lDc Dlrootor 

a.n4 other uecu-tt.-ee o&n OOM"tnot l.ll aooan.t e ptot:u.re or the 

b&ppooi~e ..,. ooKltlona wb1oh llo b&ot ot tho roporto , &D4 tbu 

ha•e • aou.D4 baail tor oonol.ldlon.l t.nd. r~Dd&tiou. 

lldle the ff"M.nn.nr ie the obiet ou.t.o41&a aa4 UebaninC 

o.l'tS.oer ot t be Corporatloa'• 1\mda lllnd beAc:Ue.o a ll ot the tlD&Dola-1 

~.1r-.t.e, tlt.• ce.t.I"'ller ...-t. •• ,.... u • ob .. li:; .,.. ... t.llrotl• 
h1o Oonorol All41tor, ..,41t tho tlul4e rooobod on4 4hboono4 b:r t.ho 

r............ 1'bo Coatrol!.or 0 ..... 14 &!.oo d .. o!.op tb&t aa&lJtlnal :.41lop 

et -. - witllia - wt- . .. ua. 1o .. -·-lol to l&rp ..... ~. 
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!M Coat1"01!.-r - with ot.ber ·~ .._.. la -

• twn ~rUh.f.a& to natiotiM aad offlM ...... tlao, -.r, ~ 

...-1 l'h1o1ea1 ,.ri..sioti .. of ott1H wrll: ••t qoalh •-oarily 

l>ol<lol& to U.o bM4 ot wbatwor ottioo 1o la qoaootioa, .., it 1o qoaito 

out of U.o quootion tor tho CODti"'llor to ht.•o any 41r..t joariodiotiOD 

S,a ott1o" other than bla owa. Wo -.a oa.n ''"' two a.t•n• Mlther 

.,.. tw ...-ter 4tr...t oM -.. 

the Controller ahoal4 pre~ a ll et&tbtloe aDd report• of 

Ua.• Corporatloa' • o·pe:rt.tloa;a u . ,. 'be .....-trH &a4 -..t baTe the 

ou.t.bority to ,...U. trt. a U clo~o nob lato.-tioa .., •7 1>o 

•-••ry to prepare ..,ob natioti .. aad report.. Be •:r 'I"Htia 

-•b• or ..,....raatacl _. •• aad la ooajuotia with other 

claportMat .,_ oootor roprcllac rwioioao of lo&clcot• aad ........ 

tor clwlaUoao tn. tho HtiatH la •-1 ~rtoraaao, n.....,p 

h la Cloonorol .toaclitor tho Co11trollor oMoll:o oo-itaouh ucl cllabaro-..h 

oppl)'iAc oo o~itio appi"'prlatlou _.o 1>:r tho -rei of Di....toro 

and. oertitiM to the oor rMt ... e of Npol"ta ~•rla& eaoh a~l.tlo 

opproprt&tiou l>otoro tboy .,.. prao- to tho ~ of Di...otono 

tor oloaf.a&. It 1o bu aty to latorprot to tho nr1oao 4opo.rt;ooo~~W, 

...,.m proporacl .... r b1o ~41otioll ~lalarly t.baoo roporto 

cleolla& with ....-o of' o~ratiou. Be -t -U• ~ oott-.too; 

- .. ob otM1M of ototiottoo of -lo~ ... •c- .., •:r 1>o 

... iaa blo to clotamto. tho Corporotioa' 1 polio:r • thooo .,..ot1oao. 

1'M Coatrollor'o roopoao1b1Uty tor ... lab& other oorporoto ott1o~ 

•• to PMnl ba.ebM• ooa41t1ou ot t hil &ad. other toWttrl•• u a p.14e 

to tho Mt.--tia of paora1 ,.........!.a& poliolao. .. Dopa la 

- with proylaola1 aad •tioMl ._1oo thAt tanlah otatiotloal 

~u... .. - ~ ot - natiotloo ot- Cerporotia 

_. -. a.......w - tiaa u a r.a1t ot - otJII•, 

te 'M _. - - ow,...u .. ..,. - ~u•a U:r - ~ Ia 

a.. w•aa tte - .. • - ••pp1ac - -Ua: ,....u.. 
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,.....tl.oall)' a ll to .... .r I.Anraaoo reqail"' t1n1> ot all o 

utoraillatlon ot what h to b. S.....rod, what tbo S.....rab~ T&lau ...... 

on4 - t t ho ._,t ot riot 11, all talliA' withiA tho aoopo ot tho 

Cont roller. 

t'llo Coatrollor ohooald prooorib. tho naloo ODd •-'it~. 

ob .. rwinc tho Uaitatioe ~-'b)' tho lloar.l ot Dirooton, udor 

wbioh payaonto are autborbo4 1A all dopart...,to ot tho Corporation, 

"'""'"' blo Oonoral .... utor ho aat audit tho ooOOWlto ot t ho 

t!J>&.oolo.l ottioon ODd oll 011plo)'oo1 oatnaoto4 with oorporoto l\ul4.1, 

He aboul4 uaal:De rooa••Ddat icm.a tor propoetcl expeodlW,... tor 

addlt lon.1 to oapt.tal aooov.nt , and uprMa u opt.nlon. u to tbolr 

eunln..& T&luo to tba Corpora.tiOD• Ia like .aD:Mr bo ahoul4 a&lline 

&Did report \lpoD aU propoa.d upmd..lt\lr"H tor np&.lra, Uipro•-.rte,• 

or n pt.o...,ta. Wbe'tbor t.b17 an witblD t he tiCJl"N t'UH by tba 

Bo&-rd., or in aooord.&lloa with t.A'f ol'te.'blieb.M. poUoy, tht Qeuoral 

Auditor lat·tr 4.tora1.no tlbethor or aot oxpond.ituree baYo Non bpt 

withiA t.ho oppropriotlo.M, X.. briot a Coetrollor 1o o brood""II"'P 

an, o4Yioor ot tho -~ Dil"'otor and t h e -...! ot Dil"'oto" 

and l"'iponoiblo tor t ho -llation ooJid proo-tion ot all roporta 

and. et.at latlu ot tho Corpontion'a procr•• • · Th• o.n.ral Auditor, 

Aa41tor or -ipto, Aaaditor or Diol>l"-nte, tho lloparrtoor ot 

Sa.t.ty a.t l.ua,raaoo aM tho fNUU.ror, an tor all s..toate ....S 

porpoaoa oooiotantow tho Coetrollar. 

l!lee•p1"' 

Deo. •• lilt 

(Sipo4 ) 11. I, Shooho• 
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lA rooeral the ·~ ~ - Oolloftl -itor io to ........ -

ooatrollor that tho a oo-l.ac wvrll: •~ tho Corpofttioo> l.aohadlq 

4ooontralilo4 hpa..-to, ""t17f.ac &llftoloo an4 """"ut..a.,. """' 
uaoolatN ooape.n1••• U beinc dona l.a u aooa.rata .anar aD4 1a 

aooor4anoo rith t he pDor&l polioioo """' l.aotNo&'-a iofte4 1>7 

the Control ler. the Glaeral ....U.tor• 1 orp.alaatloo .lao lAo~• 

tranl lq Ala4itoro 1lbo - porlod.iod on•lvtloao a t tho ...n... 

.. t11U~loo&Uou. 

-rol ao.-lq io .-ore4 l.a tho o.ttioo o~ t ho -ral 

Wltor , """' l.aoholloa ...-~..a, alloAUoao, -..-puc, 

eta-to aft4 roporta aa .._...,.. 1>7 tho Controller, UD4or t hil 

DopartM..t io alao par~orMCI the aooow1Unc """' proll.u•'7 

atat bt1ae ot tiM \::eap1nc. pay-roll, lm'antory oontrol, boot• 

U.pt.D, , ooet , aetiatia.c.. &D&lytia , e tat ... nh and. tepotte • 

.Uoiotl.ac tho General aa4ltor aro tho .lol4ltor ~ !Wooiptl 

u4 .loldltor at 111oblln-a. .U t bolr tltlo ~lioo, tho .wttor 

o~ -lpto ban4loo - rooolnb lo l.aohadiac bUla oollootablo, 

&ad. tM Witor or D1aban..nta b&D4l ea aoo"'mh p&,a'bl•• o.la.iaa, 

P"J'"T''ll - otbor u- .~ a diololra- .t.ro. 
It io l.atoa4ed, that lllldor tho p111ral dirootloa o~ tho 

Cnt:rol t.r, hia .,.riou.a u aiataat e aha ll e.t.abllab latef"D&l obeoD. 

Tbaaa aN -.cle oontlJmoa;alr h tb• replar ooan• ot bal.lDMI 

th"""il' tbo adoption o~ proper routl.aaa a ft4 oy.t-, • 4Mlpod 

aa to loan u U t tlo u pooalblo to tho jlodc-nt ot tho olorioal 

poroo~~aol, ud .. 1'111ito l.aotnaotl.aftl abould lMI ioouo<l l.a a 

171t-.tlo -....r, ocn-eria& pollolM, 4el'i.altloaa 14 aooourta, 

aft4 """t l.aoo, parthalarl)" -o att..ti"C t.......tl.aftl •lob bon 

te M 6M..lt with f"n9aeeltlJ. _. u • u ate ..... lftltl e. p&J-f"'ll 

....tiM, --· It. io &lao~ tba\ tho ro.\1111 p...n.s. 
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Sa - ,...~.ar ,.. ...... _,Sa ,_, or u.. _,..,. or -

wi'L -lao ·-killc .-u M M uolpo4 _, 'bo wr\: or -

P""''' ot 1114l~b _,loall7 •-leo - aooaiUJ' at tb """' 

,.rro..- '117 otllor _,. t ... lliaSalalo, tllo .... l-lllt)' or -

error• &ad oollu lea. 

I ,.n-117 rawr tllo •re ol.lopl o pbao at lotonoal oboloo 

u rq -rl- llao -· tb&t oolluloa- M otoppo4, blot 

oao -t M u. ..... or.t t11rRP ol.lopUoltr. lllftl,... p...-
-t an ..t reo41lr _..ntoo4 -'- ,... - • r tor oollao"-o 

,.,..Ck'"' 
-·I, lNt 

(Slpo4) .... ·--

l Js 
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SUli.Jli;O~: Motor tru.clcl tor Olliu at Haiphong t o be reohipped to Rant;oon 
because of deatructlon of B&DDing highway; China' • aupplleo at 
Bong Kong .,.,e4 to llaDgoon: racord trand t ahip,..nte ln Dec111ber: 
llur111a Railvqa gala 111aterially and reduce ratee: .., .. duUea and 
port chargee retunded t o Chione; Aloerican gaaol1 ne tor China; 
import • at Rangoon. 

SIR1 

'l'li£ SECRETJRY OJ SUD, 

lf.&SHINO'roll, D. C, 

I han the honor t o report that motor truolal purchaaed by the 

Chineoe Goverw:oont and nov at the :Port ot l!alphong, In4ocll1Da, awalt­

ln& ohipoent into Chiu, are to be reohipped to Rangoon, according to 

1otor cation receiYed here. Chineae repreoentln& the War Depart ment 

and t he Aviation Commiaaion, "~~.came here recently t o look i nto port, 

aaoe111bl,y, and tranaport facili tie a , informed the local office of the 

Southveot ~eoaportatioo Co~any that 1,060 truclcl vere t o be forwarded 

t o thio por t aa ooon ao poooible , and edviceo receind f rom Bo~>~: Kong 

b:y the local branch ot the Standard Vacuwo 011 Coilp&ny are to the 

effect that all tru.clcl at l!aiphong, vith the exception of lSO RellSllt 

unlto , vill be reohippad to Rangoon . ~~ total IIWIIber of trucla nov 

a t Haipbon,;: 1a reported to be 2 ,200. 

It 1o • tated that reohipMnt of the truca baa been lll&de nec­

uaary b:y the dutruction of .. ctiona of the liaoniD& higb~, tollov-

1ng t he Jepaneoe lnYaolon of aoutheaatarn China and the occupation of 
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lfam>lDC &lid adJacent areaa. \'he ..,. ... nt of .otor truck• iDto Ch1a.a 

f ro• RaiphoDC baa been over that eastern hi&hwe.T· 

It 1e aaid that 750 of the l,06o truclce that are to be reabipped 

to Rangoon at an earl:v date are for the Chi nne Ar~~;v, 250 for the 

Ohineae ATiation Commiaeion, and 60 for the Mlniatr:v of Communication• • 

It ie reported that the Ar~ unite conaiat of G,M,C. and International 

trucks, and the.t the other un1 ta are alao American nhicles. \'he 

110 tor truclce now at Hal.phoDC are eaid to include 4os belo~~ging to the 

:roo Shi 114 'l'ra4i~~g Corporation. 

Suopl1ea at HoDG Kong •:oved to J!an,t;oon. 

137 

Duriag the laat several monthe Chineae GoverDJDent suppl1ea atored 

e.t Hong Kong have been moved to Rangoon !or ahip1118nt into China. 'l'heee 

have included, in addition to aome war material• , ateel producta, ahop 

equipment, toola , ar~ blankets, chemicala, and a variety of other 

articles , and the total he.a reached aeveral thousand tone . It ia atate4 

that 1, 500 tone additional are now en route to Rangoon, leaTiDC len 

than 1 ,000 tona of materials at Hong Xo114, and that these lat ter con.­

aht of old and uaeleu articlea not worth ah1ppi%1g. So• of t he 

auppliea received at Rangoon are aaid to be 11lcew1ae uaeleaa, and 

the:v will not be ahipped into China. 

'l'he Southweat Traneportation Oompeny, vhich is in charge of Cbineu 

Government traffic over the Yunnan..Jlurma hi&hwa:v, baa rented additional 

local warehouaea haTing a capacity of about 10, 000 tons . \'he coe~pan:v'• 

pr1DCipal 
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pr1neipal etor~ facilitiH at t hie port einee it co-need operationa 

in Rangoon llaYe coneie ted of eal t vareboueee owned b7 the Port Ooa-

1111asion, 30 of which, vith a ca;>acit~ of mora than 20, 000 tone, it 

was able to rent. Six of thaae warehoueea han had t o be Yacated re­

centl)' beoauee of hea~ aalt import.. It 1a ru110red that aoae of the 

aupplioe of various kinde destined for China vhich are nov at Haiphong, 

and which are aaid to toti!U. at leaat 70, 000 tono, are to be reahipped 

to Rallgoon , but there hae been no contir-tion of thia nmor here . 

Record Shipment• in December , 

It 1a reliabl)' atated tha~ore than 5,000 tone of var 1111\teriala, 

gaeollne, and other auppliea for China were shipped fr<>m ~on to 

Laahlo during the month of December , and that about 4 ,500 tona were 

moved from Laahio to Chetang, the point in China about 24 milee north 

of the frontier vhere the trucks f rom llurJaa unload and turn back, 

and where trucla of t he Southwest 'l'raneportatlon CoiOpaD)' pick a:p t he 

loada, and take t hem on to Yunnanfu and C!mng'l<i ng. The ehipmenh b7 

both rail and r<>ad vera t he hearlee t made in aD7 month up to thie time. 

138 

J'or treneport fro• Laahio to Chefang the Soutbweat Co"'P&D)' otlll d­

penda chiefly on t rucka operated b;y s . Vertannea , the Armenian haul8&'8 

contractor of Rangoon vho has been treneporting China' a mnnitione from 

Laahio Iince ohipmenh were co:Dinced in J'ebru&r)' 1939, but in addition 

to t he Ver tannee trucla , vhich mmbar lSQ, about SO truclr:a of other 

contrectora 
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eontractora are also being uaed at present. !he coq>a117 viahea to uae 

200 of ita own truelca in llaru., 1n eonDeetion wi t h plena to forward 200 

tollS dally, or 6,000 tone monthly, f roJQ Laahio , but perm1ea1on for their 

uaa btu~ not ye t been cranted by tha Detenae DepartlDent of the l!ur=a Govern­

ment. ~eationa of reciprocal registration regulationa are involved, aa 

are alao obJections ra1aed by contractor• now operating trucka and by 

truck dealera in Rangoon, who f ear lo .. ea in tranaport work and in truck 

aalea if Chinese OovarDJDent trucka are allowed to operate in :Burma. !he 

coq>a117 lla1nta1na that it vill be Ull&ble to reach the desired fi6'1%'• of 

6,000 tone a conth unleaa it can uae ao1110 of i t a own trucks, aa the 

trucks available for hire in t he Laahio area are not sufficient. 

Three t o four days are at preaent required for the r ound trip 

Laahio-Chefeng-Laahio . It hea bean done i n two and a halt days, but 

this 1a not usual. Soma of the truck• in service are collBtantl;r UDder 

repair . !ach truck carries about two tone , and to a hip 6,000 tone 

110nthly f rom Laahio it would be neceaaar;r t o load en anrace of 100 

trucks daily. 

Burma llallva.ya O..t :!&t ea ; S'- Gain. 

On var ~~&teriala f or China, exclualve of e:zplodvea, the Burma 

Railv~ hen reduced t heir ~ate fro• Ran&Oon to Laahio by 10 ehillinge 

a lo114 tone , making iE •3. or Rupee• 4o (about $12 . 00 nt preeent 

uchange) . ~lodvea that are packed in such a ID&Illler that they can be 

handled vith relatively little rille ara nov carried at a rate 

of ' 3 - 10 - 0 , but ot here , such as 

t.trzl 
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Utr)'l, p&T a .ueb h1sber reU. OnlJ' a Ualted nuaber of care loed.M 

with explod"reo a re permitted in a train, and. U.. care are peintecl. 

white to ehow tbat the;r contain hi£~ ~roue mater1a1a. 

1'he Bur'""' Railwa;ra expect t o balAnce their budget in the preaelli 

f ieoal ;roar, endill£ March 31, l9ll<l. le.rgel;r t\1 tho result of the 

trand t traffic to China. 1'he budget haa not bean balanced aillce 

1929-30, and in the l a at fiscal ;rea r the GoY8rnment-owned tranaportat1on 

e:retea !tiled b;r Rupeea 1,371,856 (about $480.150) to pa;r intereet 

cbs.reeo. In the tirat nine 110nthe of the preeent fiac&l ;rear there 

wae an iucreaae in frei&llt eaJ'Zlin&s of more than Rupeoe 2,000,000 

(about $6oo,OOO a t present exchange ) co~~parecl. with the prece41~~~~: yee.r, 

IOUCh of which wao due to ~uta by the Chineoe Go't'ernmeut. 

SoM Du.t1" and Port Chargee Refunded. 

The Burma GoYernment haa refllll4ed about Ru.paee 500,000 (approrl­

mate1;r $150,000 at present exchange) ee euatome dut;r paid on war wppliu 

for Chi~~& which were imported a t ll&ngoon but vhich were DOt clee.recl. 

for re-u;port bef ore .&;>ril 20, 1939, the date on which the p reaeut 

rate of dut;r of one percent ad n.lore:a became a!tactin. '!he forMr 

rata of dut7 •• ona-aineeuth of t he or41n&r)' ratA, which 1n the eeae 

of araa and .-uU Uou 1a 50 percent ad "ralorelll, end the I!Aount re!Wided 

repreaentad the difference between the two r o.t ea. J. :further reflmd of 

dut;r :paid a t the former rate on wa r materlala olea.recl. for re-export 

but not aotunll;r re-exported until attar April 20th 1a b&ill£ aou&llt 
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b7 the ChiDue. !he Port C..-iaoloD baa refiUI4ed aboDt llnpeu 80,000 

($24,000) i n demnrrace chargee , which re.a1ted chieflT fro• tbe atorace 

in barcu io the l!all&ooD Ri••r. for 111ruQt 1110ntha, of hiD> &JI!)loahaa. 

The conceeaioo wae offered ne an iodncement t o the ChiDeee to reaove 

the e~loaina and ship them to China. 

Iocraa l8d Shipmede of Gasoline to Rayoon. 

AMrleaD psoline f or China eotered. a t l!all&ooo up to thla u .. 

N-a totaled 35,750 drwaa of 53 plloll8 each, o r 1,894. 750 gallons. 

The total croaa weight has baeD 110re thu 7,000 tons. Some of this 

gaaol1De baa Colle t o l!all&ooD direc t fro• the United States on Azerlcan 

• • •eda, md eome baa bee .. recei•ed from Roac !tone, where it vae re­

shipped. It 1e etated that 800,000 pllona of a shipment of 1,900,000 

C&llone of .Aiterican c aaoline which hea juat r eached Ron& Jtoac by t&Dic 

s teamer will be reshipped to Rancoon af ter beinc placed in drumo there. 

Chin .. ., 1ntereeta here understand t hat hereaf ter half of the gasol11l8 

deati lled tor China will be sent to R&llcooD, and the other half to 

I!&J.phoac, 1notead of one-third t o R&llcoon and two-thirds to liaipboac, 

• • heretofore. Rovner, aceorcUac to 1aforlf# tioD ju.at reeehed bT 

the local office of the St&ldard V&CUUIII 011 Oo~~peAT fro• the office 

of that COII})M7 in Roac Jtoac, Jho. H. H. Inn£, J'inanee IUnhter of 

Chine, baa ordered that all future ahip11nte of pool11l8 be JGade to 

Rancoon. If thio 1a!or aat1on 1e correct, the decision r eached ie 

probablT w t o the recent b011b lac b7 the Japanue of the J'rench rail­

vq f r o• l!aiphoac to YUDIIlU>fu. 

.u 
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At this port the gasol ine is handl ed by the Standard Vacuum 

Oil Company, which ie the o~ American oil concern with a branch 

here e.nd having the required facilities and parmi h . It 1e under~ 

stood that purchases of mineral oils for China by the Univeraal. 

Trading Company o.f New York, under the Export-Import Bank credit, 

were divided eqULI.l.ly between the Standard Oil of New York and 

the Tev.s Company, 

Trial Shipment by River Shova Saving. 

A trial shipment of 7,250 drums of gasoline received from Bong 

Kong has been made by river from l!an&oon to Bh&mo, for transport by 

truck from there into China, the road f rom Bh&mo connecting with tbe 

Yunnan-Burma highway 105 miles north of Le.ehio . This road, which 1a 

e.bout 100 miles long, 1a in poor condition, but it 1s motorable during 

the dry season. It ie estimated that to make 1t a ID8telled roe.d would 

cost Rupees 6oo,OOO to 700,000 ($180,000 to $210,000 a t present 

exchange), and tha t the coat of making it a tar-surfaced highway 

would be Rupees 1,6oo,OOO (about $480,000), There 1e no present 

pl an for the extensive improvement of the road. The Chinese have 

found that there would be a subatsntial naving by tha uee of the 

Irrawaddy Rinr instead of the r cilway, not only in freight chargee, 

which are shout $2. 50 a ton lese, but in handling and port chArgee, 

e a supplies could be discharged direct from ateamera into river 

barges, but they have no de &ire to do anything that ail!,t. t affect their 

relations vi th the Government-owned :Burma Railwaya , which are, aDd 

have 

142 

Regraded Uclassified



- 8 -

ha'f8 been, cooperattnc 'With thea. .Alao, the :Bur-a aecUon of the 

Iunna~:Burma highwq, from the ra.ilwq terminus a t Laahio to the 

border, h being lll8.de aD all-weather roa4. 

ll.atariala tor Chill& on Vaz to Renm<On. 

!be first Aaericu motor trucb for China to be ahipped to 

lbnt;oon 1n a m>.aber of montha are e:z:pected to r each this port to-

morrow on the American ateamahip EXP<lll1'ER, which baa in addition 

other cargo, the total exceeding 3,000 tona. The s.s. l'tmR1'0 RICAll, 

which left Hew York on NoYember 4, 1939. ia bringing the first of 

a8'faral ahi~ts of aircraft part& tor the new t actoey of the Central 

J.1 rcrd t Men ut ac turing Com;aey a t Loivillg, ChillS. !be S. S. SAll 

ANTONIO, a yeaael eaid to be under the Pan•m•ni811 flat;, which left 

Bont; Kong ao.e t1ae aao 'With 1,500 tons of Chinue Oon1'11J11ent freight 

and proceeded to tha !Jetherlanda Indiea to talte on board tor Bancoon 

war mter1al.a for ChillS carried by Genoan n uela which eoU&ht rafat;a 

in Dutch porta, h clu.e hare vi th.in a few dqa. !be war ~~e.teriala 

are said to BI:IOUDt to 3, 000 ton a or 100re. It h reported the t 

add1 tional ca.rgoee of war wppliea from Ruaaia will be broU&ht to 

llangoon by the Br1 thh ateamera GRAOEFIELDS and BLACK BEA!rBER, but 

Chineae intareah hare haTe no illtoraation concerning the pro babla 

datea of arrlYal. ., 

..tu.a tin C. BradT 
Dhtr1but1on: .Aaerlcan Conwl 

1 . OriginAl and four oopiea to Depe.rtll&nt. 
2. Copy to .Aaerican :laabaaq, London. ~ 

3·. Copy to .Aaeriean :labaaay, Ohnn&ldng. 
ij Copy to .Aaerlcan Conaulata GeaereJ., Calcutta. 
5· Copy to .Aaerlean Couulata , Y1IJIJI&Dtla. 

eoo 
N:B/tlp 

I 

::.\ 

• I 

143 

Regraded Uclassified



• 

TO: 144.., 
. JIRs • ltLO'l'Z I • ··;···-......................................................... .. 

o'l'be s.cr.tar7 ~ wiah to - thia 

;JPC,Jr. I 
·t .' 

,_ r.o. ' . 

.. .. . _, 

From: liB. COTTON 
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TREASURY DEPARTMENT 

INTER OFI'lCE COMMUNICATION 

DATil :/t.DJArr 10, 1940 

Seor.t&J:y IIDrrenthau 

Joseph P. Cotton, Jr. 

Ret Status of Export-Iaport B&alt­
RlC Credit to linlud• 

Aa public:Q' •nnoomced, the credit 1a for $10,000,000 to be ad­
nnced bT the Export-J:aport Bank aDd tv tha RlC to a d011eatic corpore­
tion to be forMd tv l"ino.i.ab i.atereata, tor purchases to -t ci.'rlll.ao 
Deeds aDd or agricultural surpluses . !'be l"ino.iab-Jaericao 'frad1Dr 
Corporation baa now been fo:r.ecl io lew York. on. Export-laport Bank 
acted fol"lll&l.:Q' to appro-re a tJ,ooo,ooo credit alonr these linea, on 
comition that tba l"ino.iab Gon,.,..nt ruarantee r.~ent liT the cor­
poration, all purcbaaea aade UD:ler the oradlt to be appioYed liT the 
Bank, it beior understood that the RlC would aaaWie the belance of the 
cOIIUllibent, !Wile~, $7,000,000. 

The RlC baa not acted otfi ci.al:Q' io the utter, bopinr, no doubt , 
that the Export-Iaport Bank would get aore fuMe troa Congress aDd 
would be io a position to handle tbe 'lbole credit baton the l"ino.iab 
purcbeaaa should exceed t J ,ooo ,ooo. 

There baa been a del.&T io arranrinr tbe cuaraotT w1 th the Pinniah 
GOYarnaeut due t o obJactiooa liT tba RlC laWTera t o the fora of tbe 
ruarant;r inltial.l;r discussed witb the P'i.llD&. It i.a u:pectad, boor ... er, 
that tbia uttar will be cleared up art:r dq -· 

Aa reprda purcbeaee, DODe be.,. been aade to date uM&r tbe credit 
aDd C&IUIOt be uutU the ruara.at7 i.e cleared up. Die P1nDe asked tba 
8anlt whether tbe credit could be used to pq for certain purcbe&ea which 
thq bad alr-..:IT aede io thia couutry, aDd were turned down altbousb 
tbe Bt.nk could ba ... agreed to tbia UD:ler the teras of ita c...itaent. 
It 1o aaid, howeYer, that thia ia • Mtter of little concern to tba 
P'J.noa. 'l'be P1nna ban" iniiceted that tbq are arr&D(ior for purcb&aea 
under the oredit of gasoline, raa aaau, peaa and rye qgregat inr a011e 
$2,000,000 of buaioeaa now UD:ler wq. 
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H.!' .Jr : 

Operator: 

0 
Sumner 
l~ellef> : 

r . 1" . .. rr : 

\1: 

E ... . Jr: 

W: 

H.M.Jr : 

W: 

H." . Jr : 

P. . Jf . Jr: 

l' . '" .Jr : 

\.": 

Hello. 

Right. 

G<l ahead . 

Hello . 

Flello Sumner. 

January 10, l 94o. 
5 p . CI . 

14S 

Hello Henry. I e.eked Doug to have Jarmill1o to in tom 
me thle e.tternoon Wheth"r l!r. Traphagen he.d been in 
touch With t hem in regard to t he appointment , 
conversation with t hem on Friday . They' ve had no 
word trom him whatever and i t our plan is going 
through according to schedule, it seems to me 
desirable ~~t he be checked up and as~ed !t he 
cannot arrange to come do~~ and nottty them the.t 
he i s coming do~~-

Re promised me he 11oulcl a nd I ' ll have Joe Cotton 
call him at once . 

All right. 

He said he ' d oome down Friday night . 

llell -

I' ll h-ave Joe oall h1n . 

l"y thougt.t , Henry, 1-1ae, you remember, that he ought 
to h~ve a preliminary talk with them Friday 
afternoon betore we have t he meeting i n your 
ot tice , Saturday morning . 

Yes he said he ' d co~e down late Friday, but I ' ll have 
Joe call up and l e t you know. 

FinE'. :t: don' t thl nk thcrP 1 1' eny use i n our having 
the meeting 1n your off1oe. 

llo . 

Unless he ' s had a prior talk With them and told them 
what he th1nks i s t he min1DUD. 
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!!.!' . J r: 

II : 

f' . '' . J r: 

W: 

H. !. Jr: 

\ .. .. 

- 2 - 147 

I ' ll - r •l l ~ave - if he •e still there, I' ll call 
you, otherwise - let you kno~1 one 1·1e.y, e1 ther 
tonight or tomorrow morning. 

All right. 

But they' ll make a call 1mned1at ely. 

Sorry to bot her you. 

No. bother. 

Thanks. Goodbye • 
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JT 

Secretary r f State , 

Washington. 

81 , Janua:y 10, 6 p . m. 

PLAIN 

LONDON 

Do ted Jnnl.lllry 10, 1940 

Rtc 1d 3:08 p. m. 

FOR ~EASORY FROM BUTTERWORTH 

I understand that thE Prim£ Minister's spEEch at thE 

Mansion Ro·.:sE last EVEning was designed to initiatE what 

might bE callEd an anti-complacency campaign, that other 

speeches by CabinEt Ministers arc to follow dEsignEd to 

bring homE , in thE abstnot of air bombardment, thE rEality 

of war and thE necessity for sacrifice to thE vast non-in­

cane tax paying section of thE population . In this general 

connection reference is madE to my 2695 and 2698 of Dtctmbtr 

21 , 7 p .m., incidentally an illustration of the absence of 

coordinatEd Ef fort is affordEd by the fact that just before 

Christmas t ' E Ministry of Information published for widE 

distribution a pamphlet Enti tltd "Assurance of Victory" thE 

tenor of which runs counter to thE purposes of thE Pr imE 

l.!inistcr's spEECh am 1a in bold oppos iti on to Reynaud ' s 

vitw that 11 timt 1s a neutral" . On thE vi tal questi on of rE• 

ducing doccst1c consumption and limiting or prEventing riata 

1D 
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- 2- /181 , Jnn. 10. 6 p . m. , from London 

1n wages Clnd prices thi:: Prim£ Min ister sta ted: "Th£ wealthier 

classes have suffered a very heavy reduction in their income 

and we !'.ave left "'Em mighty little prospect of being nblt to 

increase !t again ••• it i s not possible for them alone 

to solvE t'•c problem of how to r educe th£ consumption of un­

necessary nrticlcs because two-thirds of the consumption of 

the people of t~! c country is by those With only small 1n­

comrs . It 13 m:cessary t~t thEy too should make thc!r 

sacrifices , a s is done not only in totalitarian Germany but 

also i n t~ s rcnt democracy of France . 1 do not mean to 

imply by tl'.n t that there must be· no increase in wngcs but I 

do any tmt it w<lu ld be a mistnkt to tic up wages to the cost 

of livi n.3 11:::ich can do no good t o a nyone , because it ce o only 

give v1~1£ nt u npetus to the viciouo spir al of the alternate 

rising of prices and wages and that is a thing which all of 

us want to n v-:>id. I do not brlicve any competent authority 

upon coonocios would dispute th£ truth of what I have just 

said . " ·r . ErnEst Bevin, one of the heads of t he British 

trade unions , i runcdiatcly answered Chamberlain in the Labor 

DAI LY ' 'C:l:.f,D os follows : "The policy of the Qovcrnmtnt as 1 

sec it l s t o talk about sacrifices by people who had nothing 

to sacrifice ~~en thE war started. Of those wage - earners to 

whom r.:r . Cha mberlain talk.s of ~acr11'ioe , 90 per ccat were on 

wage standsrds that left no ~rgin. To reduce thEir pur­

chasing power as is now being done only reduces the eff1o1enoy 

standar d 
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- 3- #81 , Jan. 10, 6 p . m., trom London 

standard of thE pEoplE and such a policy can only r esult i t 

this war lasts a long tim£ in outbrEaks ot labor troublEs 

of a srrio>·.s char actEr" , tlx firs t par t of this sta trm£nt is 

factually incorrEct . ThErE art low paid unskilled workErs 

who a r E living c l osE to thE subsiotEncE lEvEl i f thEy a rE 

supporting lar gE f~milirs but thE ski llEd workErs and thE 

wEll or ganiz Ed wage EarnErs i n tnE transport and distr i butivE 

tra dEs arE not worldng tar such low wagEs and soD!Ething mc:>rE 

likE 20 :;n:r crnt or lEss would bE DEarEr thE ~mrk than 90. 

ThE hardabips arE b Eing suffErEd by thE small shopkEEpErs in 

Evacua tEd arras , thE unEmployEd , old agE prnsionErs and thE 

casual laborErs wi th largE familiEs . An intErEsting article: 

on t hE wa5E problEm will bE found in thE ECONOMIC JOURNAL 

for DEcEmbe:r by E . A. G. Robi nson w)1ich also contains KEym:s ' 

statistic~l analysis on whic~s compulsor y s avings plan 

was basEd. An articlE in thE ECCN01liST of DEcEmbl!:r 16th 

(p. 405 ) \"'hich EXprESSEd thE hOp£ toot thE tradE union at­

t itudE t owards thE wagE-pricE problEm would bE rEalistic 

S££ms to b£ grovEd rather too optimistic by Bevin's statEm£ nt 

quottd a bovE , 1n spit£ of thE swing ovEr to substantially 

KEynEs ' p0~.nt of v irw by m>Jch of thE prEss which was opposEd 

to it on its publi cati on . MEanwh ilE thE cost of living had 

r i sEn by thE 1st of DECEmbEr by 11 ! pEr cEnt ovrr August 1 

and wholEsalE oricEs bad i ncrrasEd in NovEmbEr by 11 p Er 

ctnt ovEr tlx August anragt. Tht rr is no indEX ot wagE 

r atEs 
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- 4- 181 , Jan . 10, 6 p . m. from London !51 

ro.tr:s availablE far tl:E ptriod sino£ thE outbrtak of war 

but wa '£ increaSES haVE bEEn ExtEnsivE . ThE DAILY EERALD 

statEd on ~tctmbEr 20 for ExamplE that wagE incrEasEs had 

bEEn obtainEd for 4,800, 000 workErs i n thE 15 WEEks sincE thE 

outbrEak of nar amounting to stlg 36t million a year . AnothEr 

2t million or morE WErE rEportEd to bE nEgotiating tor wag£ 

increases at thE turn of thE yEar including workErs in tl:E 

EnginEEring and shipbuilding tradEs , railway workErs and coal 

minErs . At this ratE thE inflatia1ary spiral is cErtainly 

bEing i!'.ducEd and thE Efforts of thE GovErnmEnt gradually 

to woo thE tradE unions into an attitudE of accepting an 

inEvitablE r Eduction in thE standard of living would stan 

to bE 1mking littlE l:Eadway . 

OnE othEr statEmEnt of thE PrimE MinistEr 1 s is of 

particular intErEst : "This collaboration bEtWEEn Franc£ and 

oursElves for humanitarian purposes ( i . E. Turkish rE liEf) is 

just anot~r i~stancE of that closE , that EvEn intimatE , aa­

sociatl.on bEtwEEn us that now covErs evEry asptct of thE war , 

military, political, t lnancial , and Economic . I cannot hElp 

thinking t hat our ExpEriEncE or this association during thE 

war will provE it to bE so valuablE that whEn thE war is over 

nEithEr of us will want to g1 VE it up, and it may EVEn dEvtlo; 

into so:nt~ng wider and dttpt:r , bEcause thErE is nothing 

which would do mort to facilitatE thE task of ptacEfu~ re­

construction wr ich has got to bE undErtakEn somt timE . TherE 

is 
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is nothing Which would contribute more towards thE permanEncE 

of its rEsLuts than thE extension of Anglo- Fr ench collabora~ 

tion in r 1nancc and economics to Every nati on i n Europe and 

indEEd perhaps to thE wholE world. " 

I have comE across no evidencE to indicate that the 

British Treasury made thE Anglo-FrEnch t1nanc ial agreement 

with idEas in mind of pErmancncyJ on thE contrary rEfErEnce 

is madE to thE third from thE last p~ragraph of my 2698 of 

DecembEr 21, 7 p .m. The same is no doubt true of thE Anglo­

French economic arrangement though procedure and practice 

may leave in t1mt deEper marks. But in any case hypothEtl cnl 

prophEcy is futile if for no oth£r reason than th£ fact that 

thE British i nstinct and habit of action is to pick up thE 

tool for thE job only when thE job is before it and at this 

stag£ it is impossiblE to measurE th£ charactEr or condition 

of the ~Ee~c -timE job and which tool or tools can or will 

bE graspEdo NEVErthElESS thiS war timE dEVElopment SEEmS 

well worth watching . 

JOHNSON 
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Januar:r 10, lS.O 

PRESENT: 

Mr. Purvis 
Mr. Bloch-Laine 
Capt. Collins 
Ur. Cochran 
or. WhJ.te 
lo!rs. lt.lotz 

3:00p. m. 

Yr. Cairns (Short time Juet before meeting 
ended. ) 

HK,Jr: Will you start? 

Yr. Purvis: Jl9.Y. n 

Hl! ,Jr: Please . 

Ur. Purvis: We have got some open items still 
on individual alloys and we have one on those general 
questions. Which would •...•. 

HK ,Jr: Any way you want. 

Ur. Purvis: I telephoned to Mon. lo!onnett after 
I got word about the desirability or post ponement . Ie 
there anything I can learn on that or convey on that1 
Naturally there was great anxiety to learn on the 
other and what I could learn. 

Hlo! , Jr: Let's come baclt to that and maybe I can 
think ot an answer befor e you leave. 

(Ur. Purvie laughed.) 

Not an answer but an explanation. 

lo!r . Purvis: Yes, quite, 

lo!olybden~ There wae an open item on the Green 
Cananea lo!1ne as to whether or not that waa covered b:r 
your arrangement. 

I!)(,Jr: Weren't you going to find out about thatt 
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Mr. Purvis: If so, I slightly misunderstood that. I understand they had a sales a.."t"angecsent with Climax but I haYe bad no contact with Climax as I thought lt desirable I should not . 
H!.I,Jr: ),lay I check who was to do t hat? 
Mr. Cochran: Captain Collina. 
Capt. Collins: No, air. Not I. 
HK,Jr: It bas not been done. 
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Mr. PurviB: Everybody ia squirming slightly. If lt were something I oould pursue I would be happy. I have kept away from any of the molybdenum people thinking it was dangerous for 1:1e t o l:llx ln. What we would have to find out is whether they have a sales arrangement with Climax and whether that automatically would be covered with the Mexican l:llne . I did send some particulars on to you ae to the setup. 

HY ,Jr: It was in my mind that I bad nothing to do with It, because I did nothing. Is it difficult for you to contact them? 

l.lr . Purvis: I don • t think eo. Let me try then. One t hing I think you were going to have looked into and that was the possibility with the nations contiguous to Germany, Italy particularly, aa to whether we could arrive at anything t ha t would tend to close that avenue. 
H!.I,Jr: Italy isn' t a very fOOd example. If you say •a country contiguous to ••...• 
l.lr. Purvis: Yes, correct. 
HH,Jr: ••..•• because-- well, let's take Belgium we have no excuses, you aee? Aa a matter of information Dr. White baa looked into the question of what happened on molybdenum in this country. Thie is a matter of in­formation. What's the anawer, Ha~y? 
Dr. White: That the countries whlch are now ~eoeiving are small, no larger than those they haYe been receiving 1n the past. That speaking or Italy Italy i mporta rrom the United States. 
H!.I , Jr: Are unimportant. 
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Dr. 'Illite: And no larger than they were before • 

ILr. Purvis: And when you eay no larger than they 
were before that does not mean any abnormal bid when 
stocking up might have bee~ going on. 

Or. White: Our exports to Italy since the out­
break of the war were 37,000 in October, 38,000 in 
November, none during the tiret three weeks ot December. 
In the first ei ght mont he prior to the outbreak ot t he 
war our exports ot molybdenum to Italy averaged 35,000 
per month. That is not much i n exoess ot what they 
have been using themselves, but don't know exactly. 

ILr. Purvis: It does not look l ike a considerable 
out l et. 

Nickel . I got a cable from the other side in 
whioh they pointed out, on oommeroial grounds t here was 
absolutely no excuse tor doing what I had asked them to 
do. Actually 400 ot the 835 tone were packed and in 
prooeso ot loading on boat, which was sail ing January 
9th. Felt they could not delay that. The 435 tone, 
balance , pooked tor boat sailing on February 1. 

As a result, however, ot my having r a ther 
stressed t ha t it should be done, they have used the 
eoore ot military necessity to poetpone it. Wy un­
derstanding ie that will not go forward , that 435 tone, 
until Waroh, which will mean it will be spread over the 
tirat three months. 

In addition to t hat , you remember they were 
preesing very hard t or an undertaking as to what wae 
going to be done tor f uture months. My underetanding 
is thAt ie also being retused on the ecore ot mill tary 
neoeuity. 

It does bring ua book a l ittle, however, to thi e 
point ot arri ving at what ie the desirable and proper 
thing t o do, which again brings us baok to the study 
on the subJect and back to my original question. Now 
I t hink I have aohined -- I l!lllde a etrong pol nt ot 
thie to achieve -- what you thought, to show a general 
spirit ot cooperation trom the ot her side. 
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I thought , some infot'llation that oame t o my 

hands, which I thought it would be intereating for 
you to have, knowing what you haTe done 1n the molyb­
denum situation and trying to-- the tonnage or Inter­
national Nickel shipments to Ruaaia in 19JS was, prac­
t ically speaking, 16,000 tone. In 19~9 it dropped to 
2 ,720 tons. 

HK ,Jr: From where to where? 

Hr. Purvis: Nickel to Ruasia. I was really 
tryi ng to Iliuatrate that something has been done in 
giving up on the aide or the Nickel crowd and what 
it is they have dona . They dropped to 2,700 tons in 
19~9 as a result or being asked to do so and no ship­
ment has taken place since April , 19~9. 

HK ,Jr: Do I understand that this plan went 
back as tar as last April? 

Mr. Purvis: I was very interested in that 
date ot l prll and it lo.oked t o me -- though I have 
not verified it -- it came as a result or the occu­
pation or Prague, when England first came to the 
ccncluaion that the game was up. I am theorizing 
there. but it looks to me so much like that date; 
I must verity that, but I think it must be right. 

HM ,Jr: That ls very interesting. 

Mr. Purvis: It is. I will Terit':y t .hat, be­
cauae it 1a a little surnl1ee on my part, when I heard 
the date, but I though t the figures might be interest­
ing as showing there has been pressure on those inter­
ested to give up something. 

In t he case or Japan, the shipments 1n 1939 
were 12,000 tons, which, in the light or the other 
figures I have, looks high. 

HK ,Jr: To Japan? 

llr. Purvis: Yea. And that again, howeTer , 
as you know, tailed oft completely towards the close 
ot the year. 

But I feel Tery anxious to put on the table 
euch carde as are aTa1lable. the laat four aonthe 
ot the year, I under1tand that lhrank Tery ¥ter1&lly. 
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Dr . White: Did you find out about the New 
Cal edonia mJ.ne? 

Mr. Purvi s: I am sorry, not yet. I did not 
cable t hat. I put it on the airmail. It has been 
asked f or . I could get it more quickly if you would 
l i ke. 

Dr. White: No. In view of what you are shiPP­
i ng from Canada , it is not importa nt. 

Mr. Pur vis: I understand i t' s 
I wlll cabl e t hem t o give me a reply. 
l et t er i a in London . I wi l l ge t tha t 

1ne1gn1tica nt. 
I i magine t he 

by cable. 

Going on t o tungsten. In the cable which we 
had be fore t he theory was Turkey controlled So%, 
whi ch we all agreed was wrong. The r eoiphering 
department, a fter many efforts, says •we• can control­
which means Engl and and France, which is different . 
I a l so have by mail an inquiry outs tandi ng whether 
t he fi~re 6o% was right because ~e all thought that 
over S~k was Chinese. T t hink 53~ was given as the 
figur e . However, that is an outstanding query. Then, 
in addition t o that, t he letter t hAt I sent along 
gi ving infor mation a s t o t he poA1t1on of that 7,000 
t ons of stock I received a cable much regret ting that 
on furt her investigation they put over temporary what 
they had on hand December 6. I t l ook s a s though t he 
infor mat i on ie wrong and wlll ge t t o me as pr omptly 
a s possi ble -- more accurate infor mation. 

HU,Jr: How did t he Chinese divide it up? 

Ur. Cochran: 4,500 tone of tungsten and 2,500 
t one ot antimony, but I am not sure of my figur es. 

HM,Jr: Could you check that over? 

Dr. m1ite : I don ' t have the breakdown. 

HM ,Jr: It wa s 7, 500 t ono. 

Ur. Cochran; I can get t h e las t figure . 

(Ur. Cochran lett the r oom. ) 
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Kr. Purvis: Thank you ver7 IIIUCh becaune •e 
have tried to clear it up. A~parently it ien' t ae 
easy aa •e thought •hen I ro~arded that lett~r to 
you. 

I think then •e get back to certain or the 
queries -- •hether there is any turther development 
ae to Chinese opposite tungsten as tar as you are 
concerned. 

HJ( ,Jr: No. 

Kr. Purvis: Nothing? 

KU.Jr: No. I have not been able to &o any 
tur ther and I have nothing to report at this t1me. 
It doea not mean ..e can't do anything. 

!.lr. Purvis: But tor the moment. 

HU,Jr: For the moment. 

Mr . Purvis: And chrome, columbium and tantalum 
-- •• talked about the possibility or actior . 

HJ(,Jr: Harry, have you people had a chance? 

Dr. White: Which was. t he first one , chrome? 

Kr. Purvis: Yea, chrome. 

Dr. White: Now the Britieh Empire controls ~ 
or the' production or chrome. The Union or South Africa 
and Bri tish India. 

Yr. Purvie: That ohecke with ua. 

Dr. White: Then you llligbt aJ,eo add the PhiliP­
pine Iaiande, Cuba, which contain ~ each-- an addi­
tional 1~ which I think we lllight have acme meaeU!'e 
or influence over. 

Then there is Yugoslavia, Greece and Japan which 
are ~ each, and New Caladon1a, which I talte 1 t you can 
do with -- that is an additional 5~. One large item 
that is be7ond cur control 1a U.s. s.R., pro)duoing 2~ 
ot the world production. Our Bureau ot Mi~ea does not 
indicate that we produce any but Procurement bae 
recentl'f aooepted a bid tr011 a aln• in Alaelta. Whether 
it'e •XPSri .. ntal or ••• • • • 
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C~t. Collins: That is an actual bid. And vary igh grade chrome. Contract. 

Dr. White: This informati on we got rrom Procurement. 
KK Jr: Could you !1nd out from the Governor or Alaska,~Oruen1ngf 
Or. White: We' 11 find out. 
KU ,Jr: But is it eare to say that as rar as our 48 staten are concerned we don't produce any chrome? 
Dr. White: No records that the Bureau or Mines baa , onl y a negligible quantity. 
Capt. Collins: Negligible quantity; t hat ' s true. "r·Jr: 1t1a g ng 

But let ' s find out about Alaska and where 

(llr. Cochran returne t o t he oeeting. ) 
Hll Jr: This ie from the Chinese Embassy, over 4 , 000 ton~ £a tungste n and 3,000 1a antimony whioh t hey clai m -- which looks like the eame figure you had, waan ' t 1 t? 

Ur. Purvi s: That's not tar out. My figures, aa we ~t on December 6, 3,500 tone tungst en , 7 , 000 antiaony, which were at Hai phong and ultiaately taken by rrenoh groups. Further soureee were etooke laying at Indo-Ch1na frontier 2 , 200 tone tungsten and 2,600 an t1JDOny . That t otaled up to, well, about the 7,000 we talked 1.bout , those having been both under the ••~ conditione. But we w1ll ge t something more ac­curate on !;he end. 

llll •• Tr: What was the last metal? 
pr. llhite: Chrollllt . Oeroany 18 entirely dependent u110n ic:porta OJ .this last year. She has gotten 1/3 of her impor~! from the Union ot South Mriea and 1/3 trolll Turkey; 1~ trcm Greece -- all three. 
Jlr. Purvis: It'• qu i ts obvious they are pre­vent1nglif,r rrom gettlq anything troa South Atrioa because ttey eay ehe 1e urgently trying to get it and they are trying to preyant it trom going tbare, ao I think n nre pretty eate. 
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Dr. White: I expect Ruesia 1 s 2~ i8 not enough to take care or Russia and Oeroany. 
l.!r . Purv1e: Ger many is vary urgent accordi ng to my cables. 

Dr. White: This would seem t o indicate it eo if you can take care of Turkey and Greece -- and chrome is a little more important than some of the other items. 

l!r. PurviB: Agr eed. That ' s what our people say. Th&t 1s probably-- you don't want t o eay any­t hing on the control po8&i b1li tiee. We are Just exploring . We don't want t o say anythi ng more at this time. 

HM ,Jr: That ' a right. 
Dr. White: On the other two itema I take it you are probably famil i ar with the opinion they are not essential. They are newly discovered elements which are used, i n alloys , in a t ainleas s teel , -­apparently makes steel a l ittle more weldable but not as iiiiJ)ortant as the ot her . 

With that pr eliminary , the chief production now ot t antalum is in Australi a and the United States pr oduces a small part of her do~est1c consumption and imports t an talum from Australia. Also imports certain raw materials trom Algeria, out of which they aake t antalite, eo apparently Australia is the k e y tor t antalUII. 

Mr. Purvis: That i 8 quite a change because we t hought the United States was the origin of that. 
Dr. White: No. You see we import -- 19~ imports or tantalum was trona 1,~0 pounds t o double practically within the year. Neither Germany, Japan or Russian have, aa tar as we know, any supplies ot t hese metals, either tant alum or columbium. Now I was speaking of tantalUII . Now, w1 th regard to oolulll­bi um, Algeria i8 the only large producer. 
llr. PurviA: Kay I ask th1e quest1onT Though these are not as essential as the other alloys , we have been disouaaing, would you eay for what producer worth they could be eubet1tutsdt 
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Dr. White: There is a large area of substitu­
tion whi ch all of t hese have some usee -- not all -­
so it i s worth while wi thholding t hese if you can but 
they are not as important as t he others. They become 
mor e important if you • . .. .. 

Mr . Purvis: That infor mati on becomes imnortant 
beoauce they cable me t h e United States was the' eource 
of those two alloys; . 

Dr. Whi te: That ' s not our information, but this 
is a preliminary report, these are recent developoents. 
~e are sti ll working on i t and may ge t information 
which may serve to modify t hat infor mation. 

Mr. Purvis: I see. 

Quartz crystal . 

Dr. White : Quartz crystal , we are trying to 
get some information on. We import all or most of ou.r 
needs but I am not sure . Quartz crystal has not been 
t rea ted independently in any data brought t o us from 
a statistical poi nt of view and we are now getting 
permission from the Secretary of Commerce t o enable 
us to examine some of t he actual bills t o see whether 
we can i dentify that item in our imports, and we are 
also thinki ng of contacting t he trade. 

Cant. Collins: The exaoination we made of that 
in connection with our bi ds i ndicated that t here were 
ava i lable supplies of quartz crystal which may be 
used f or strategic pur poses in t hi s country. So~e 
in New York but that t hey were trinket type and not 
the type of quartz t ha t we have t o have for use in 
any soundi ng equipment. · 

HM ,Jr: But ~e are pursuing t ha t further ? 

Dr. White: Thi s report on quartz crystal is 
in no sense complete. It's goi ng on. 

One other item, industrial diamonds - - the 
report is very preliminary - - produced chiefly in 
Brazil and South A~ica, but apparently we have a 
good deal t o do with the preparation of t he material. 
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Mr. Purvis: Information ooraes to me that the 
nub of the problem is re-export from New York. 

Dr. White: That's why, as I say, moat or that 
is done in New York and we are pursuing that informa­
tion as well, but on t hose two items we do not have a 
report beyond that very brier preliminary. 

Wr. Purvi s: I was able to get a little further 
on industrial di amonds because prior to the t hing 
coming up here the Counsel General had been asked from 
the other aide to try to t alk t o the trade to see what 
could be done to control the re-export of industrial 
diamonds and what I would like to do is put on the 
record t he minutes or a meeting which he held with 
the trade on the 22nd of December which climaxed 
these preliminary d1scuseione. Now, I have come ac­
ross this by accid.ent and the Counsel General, Mr. 
Haggerty, has promised to send me the background or 
these minutes which are not complete in thecaelvea. 

Hl! ,Jr: Thank you very much. 

Dr. White: We do produce a very little quantity 
in Arkansas. 

Ur. Purvis: I think it comes down to export 
or out diamonds trom New York. 

Dr. White: Probably a highly technical operation. 

Mr . Purvis: I think there is the maldnge or a 
poesible control t here but it look• to me, with an 
article. which can eo easily be secreted, that nothing 
short of an export licensing system or some system 
that would enable one to have control, that would cake 
it an offense to export it, would really put the 
necessary foundations under that situation. It is 
very important. 

HM ,Jr: or course we have no such facil i t i es. 

Wr. Purvis: And it would be very difficult to 
put euoh taoi l itiee? 

HM ,Jr: Impossible. 

Mr. Purvis: There il no other wa)'T 
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nr. Purvis: I wonder whether there would be 
any other way it the trade, represented by a few big 
people, of their having a chance to be influenced in 
any way? 

mJ,Jr: Well, I ' ll tell you, you make a note-­
I have an idea which I may be able to give you later -­
if I can find out who are the firms. I f you can, tell 
ce. 

Dr. White: Would you like ue to find outl 

Hll ,Jr: Yea. 

~. Purvis: I think tho minutes will give you 
at least key infor.aation. 

HU,Jr: If we can find out who the f irms are -­
possi bility of our Customs working with your Customs 
and notifying them in advance. You see? 

Mr. Purvis: That might be very good. 

HU ,Jr: If you knew they were in transit. 
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Yr. Purvis: That would be splendid. It's 
excellent as one of the possi bili ties. I will under­
take to get from Haggerty the information on these firms 
and send it on to you. 

Dr. White: What is your thought on this, !.!r. 
Purvis, that something might be done with respect to 
their selli ng those industrial diamonds t o somebody 
else? 

Ur. Purvis: The minutes of these meetings 
vi sualize the voluntary imposition in the trade si milar 
to what the nickel company does with nickel. 

Dr. White: Does it seem possible? 

Mr. Purvis: Apparently eo. The only difficulty 
you might get into would be with the smaller man. But 
tho Secret ary ' s suggestion of poaeible customs • ••••• 

Dr. White: That would merely give you i nformation 
in regard to the movements, but would it enable you in 
aft1 wa7 to oontroll 
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It might help us. It might be the 

l&y next one on the list is copper. I reported 
the other day we had a record that the United States 
pr oducer s may have recently sold 60,000 tone to Russia; 
then had a turther report after that Ruee1a wae becom­
ing possibly a little alarmed about the extension of 
the moral embargo and it might be ohipping to Mexioo 
t o MaLanillo and it is suggested two steamers, the 
Guyaqu11 and Gau_eda.l may have cargoes. 

Dr. White: The first one has and I think has 
already been loaded. Second one also. I have both 
names. I think t hey have lett and had copper on them. 
Whether t hey have left or whether t hey are in the 
process of loading new shipments we will soon find out, 

H!.I,Jr: But nothing we can do about it , 

Mr. Purvis: Copper is a difficult one , as we 
sold ori ginally. Moral embargo could not go to that? 

Hll ,Jr: I am afraid it would become immoral 
it you stretch it too tar. 

Mr. Purvis: Perfectly good answer. 

HU,Jr: We are making it work overti me right now, 

Dr. White: Of course the nareee of the ships on 
which these shipments are made" are available to us. 

Mr. Purvis: Would it be agreeable we would 
appreciate it if we could get information on the names 
o f t he shipo. 

HU,Jr: Let me think. 

Mr. Purvis: One or two general questions, Mr. 
Secretary, OUr people in the Commission -- its 
purchasing mlesion - - have pointed out that there are 
two or three epeoi~ic problems that arise in connection 
with the Neutrality Act on which they would like to 
get State Department's rulings. I i mmediately said 
you give those to me. My ~hannel of informati on is 
to you and I wGDdered whether we - -I didn't want our 
people to prooeecl w1 th any other mediwa even though 
it is merel7 a .. estion, in th1e oaee, of interpretation. 
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One or them i s the product called t oleune. It ie ordinarily piped on to a tanker and paid tor on delivery to the tanker -- the exact point at whioh t he title ha3 passed and certifi cate paaeed is when the toleune gets into the middle ot the pipe in the ship and that makes a disturbance of t he existing channels ot trade. What is our posi t iont That is merely an illustration or t hree different k i nds or points. 
KU,Jr: I'll tell you what I'll do. When we are through here I will ask you to talk for a few minutea with Huntington Cairns who passee on such things for us and he will advi ee you whether you should go directly to the State Department or whether we in the Treasury pass directly on it. 
Ur. Purvis: But I am correct, am I not, in bringi ng up something or that kin~ here first? 
HY,Jr: Thio is all right . I don't know wher e the Britiah mission begins and the British Eobaeay. I just don't know, but let me ask Huntington Cairns. I don ' t know whether that ought to go through your Embassy to the Sta te Department. I don't know. It may be purely a Treasury matter. It it is, it's all right tor you to bring i t to us but i f 1t is something t oot baa t o go through the Sta te Department, my curb­at one opinion is it ought to go through t he Embassy to State. 

l!r. Purvis: I think so. In that caee I would go to the Embassy and ask them to take it up wi th St a t e . 
I feel almost ashamed about the length ot this list. When we were here before you were good enough to say on the Consolidated Aircraft situation you might be willing to let us know the terma or your arrangement with them. 

l!li,Jr: Look to your right . 
Capt. Collins: I have done not hing with i t , air. 
IGl . Jr: That is tor you. 
Capt . Collins: Yea, a1r . 

IIK. Jr: If you ask capt ain Collins maybe he will make an a~intaent t o aee you. That ' • definitel y in Collin's banda. 
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llr. PurTis: Thera was one thing we were talking 
of with Captain Collins t hh morning that I thour;ht we 
oould bring up in a very general way. We are troubled 
naturally by quite a number of indiv1duala who ola1m to 
be acting for the French or Britiah. One fira whioh 
appeara to be getting into a r a t her large-soale opera­
tion, r a t her carefully thought out - - United States 
Engineering and Sales Company. We are prepari ng a 
memorandum which we were wonderi ng if there is any way 
in which real misrepresentation -- whether there is 
any channel we should go to or you oould think of. 

HK , Jr: They are misrepresenting? 

l!r. Purvis: I think we w111 be able to have a 
ol ear case of misrepresentation. 

HM ,Jr: I think that's the Justice Department. 

Capt . Collins: They are us1ng the mails. 

HM,Jr: Justice. 

Catt. Collins: Justice would investigate it 
first , 1 nirik. 

Hll ,Jr: What I would suggest again is, to make 
it eaay, when you are r eady we wi ll -- if you w111 send 
it here I will see what is the proper department to ad­
vise you. I think it is the Department of Justice. 
To save you t11:le - - I i magine that they go back t o tbe 
United States Attorney in New York, Hr. Cahill, but 
I will find out. 

llr. Purvis: 
use the mail there 
donet 

Thank you. Because wbe~e they 
is a ebanos that soMtb1ng might be 

HK,Jr: Oh, definitely. 

llr, Purvis: The only other thing I have to say 
is Captain Collins has been helping us on aluminum and 
we are gradually getting hi m infor mati on in enabling 
him to do it. That 1s enoraouely iiiJ)ortant and we will 
soon be at a stage where we will be able to aove. It 
takes us eo• t1llle to get our infor .. uon together. 

HI ,Jr: l'e are •et1ng taoJ'I'ow on pl.&Dee. Are 
JOU 1ft OD £han 
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Mr. Purvis: I have seen - - with Ur. Pleven and 
Col . Greenley we saw Sloan on Sunday. The situa t ion 
which has developed was -- of oourse I have known him 
for a long t i me -- on Tuesday he very guardedly said, 
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"I have had the preliminary contac ts you have aut horized 
me to have with the two people who could help and my 
belief is that despite the magnitude ot the thing • --
as I told you 1t wa s a terribly difficult t hing t o do - ­
but by Thursday we will be able t o move as a un1t, the 
three of us, i n presenting to you means by which it can 
be done. I telephoned t hAt t o Captain Collins. He said , 
•I am 111.1ch more hope tul tban I expected to be a a to the 
possi bili ties of solvi ng the actual production because 
I think on the subcontracting baa1e we can do that. • 

HW ,Jr: You said that ? 

Mr. Purvis: Sloan ot the General Motors. They 
oooe in as the Allison engine. 

HU ,Jr: Where is Gordon Rentschler in thi s picture? 

Mr. Bloch-Lai ne: He ' s National City. I did go 
to eee Leroy-Beaulieu. I understand Sloan told Gordon 
Rentschler of hie talk and the man in charge of the ot her. 

Mr. Purvis: I have not known Gordon Rentschler 
1n the matter and what Sloan sa1d was, 0 I have been in 
cont ac t w1th the two other possibilities and I think by 
Thursday we wi ll be in a position to put/before the 
people. 1t 

Of course the people who eaw h1m were Pleven, 
Greenley and myself and be has heard the product i on 
problem, the questi on of the production problem. 

l.!r . Blocb-Laine: As I under s tand, Gordon 
Rentschler asked !or an appointment w1th Leroy-Beaulieu. 
On t he contrary Rentschler knew the whole story. 

Mr. Purvi s : Rentschler is the one Sloan knows 
best 1n Pratt-Whitney. 

HK,Jr: I think he bas one brother 1n Pratt­
Whitney and one brother in acme ot her t ool company. 

capt. Col~ns: Nilee, Bement and Pond. 
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Hr. Purvis: That might account for it because 
I understand the machine tool question was very much 
in Sloan ' s mind. · . 

HU,Jr: He spoke to me yesterday and said he was 
doing everyt hing he could in the machine tool business 
and seamed t o know what Sloan was doing. 

Ur. Purvis: Sloan said, "With whom may I talk? " 
And we said ~ith the two oonoarna most interested. 

m! ,Jr: He might have used Rentschler because of 
hie connection with the two companies and t he tool 
industries. 

Ur. Purvis: We icpreesed upon Ur. Sloan the 
importance, !rom the Bri tish and French viewpoint, 
t he matter of secrecy . 

HM Jr: You saw it in the papers that you are 
her e tor fo,ooo planes. It was all in the paper s . 
The New York Times had a very interesting articl e by 
their correspondent i n Germany t alking about the 
trouble you are having getting your airpl anes here. 

t here 
kind, 

lair . Purvis: I an ' t t hat amazing ! Of course, 
is only one advantage comes from breaks of that 
tha t after a time they are no longer news. 

HY ,Jr: That's right . Does that cover your list? 
• 

lair. Purvis: I have question number one. I won' t 
return to it. 

Hli ,Jr: Have you anything you would like to ask? 

lair . Bloch-Laine: No, thank you, ur. Secretary. 

ID~ 1 Jr: We will ge t Hunti ngton Cairns i n here. 

Nr. Purvi s : Thank you ver y much. It would per-
haps be fairer to him if I handed a copy of this memoran­
dum to him with t he t hree main queries here. 

Hlltr: He follows this whole Neutrality thing 
for me an he ' s the contact man with Serle or t he 
llaritime Commiesi on and he can say this is a Treasury 
~tter or it ought to go either here or there . I don't 
know, but he may be the man who 1e holding it up. I 
don't know and then if you don ' t mind , go back t o hie 
office. 
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Mr . PurTis: Thank you very liNCh. 

Hll Jr: Are you buying the f oodstuffs too? Is 
your Commission buying •••.••• 

J.lr . Purvis: We are not. 

J.lr. Bloch-Laine : We bought a few beans and got 
a cable the other day -- it was a sort of circular call­
in~ back all the l111saions thAt had been sent to buy 
foodstuffs, which would seem to i ndicate they had given 
up the plans. 

(J.Ir. Hunti ngton Cairna comes in. ) . 

HU,Jr: If you will take them back to your offi ce 
it' s a question where oil leaves our ships and goes 

on their ships and get a certificate . What I was say­
i ng to Mr. Purvis - - head of t he All ies Purchasing 
Miss i on -- on a matter like that if it is Treasury we 
will handle i t. If it is s ome ot her department, you 
will indicate it. If it is State, that would have to 
go through t he Embassy. 

llr. Hunt1ngton Cairns: It may be Commerce. 

Hll,Jr: But you tell them bef ore t hey leave who 
is the person. 

- ooOoo -
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No.: 

DATE: 

American Embau:r , Pari a 

.lj 

J anuar:r 10, 19-'0 

STRIO'rLY CONFIDENTIAL FOR THE SEORE'l'AB! 
AND THE SECRETARY OF 'l'HE TRJ:ABURY 

Reference is made to your telegram no. 157" of 

December 29, 1939, noon. 

!'rom personal sources in London I have been 

hearing during the last veek that the British Govern­

ment has been r equested by the United states Treaeur:r 

Department to indicate t he approximate proportion in 

vh1oh the British Government v111 use gold and aeouri­

tiee i n making payments in the United States; also that 

it hae been intimated to th~ British Government by the 

United states Treaaur:r Department that it would be 

preferred by the United States Government that the 

Brit1eh Government use gold to o.e small an extent as 

poea1ble in maki ng auoh pa:rzente and that payments be 

made b:r realizing on aeour1ties eo tar as poeaible. 

I have &leo haard troll 11y aouroee in London that 

at tiret it had been the British Government '• inol1na­

t1on to anever that P87118nte in the United 8tatee would 

be aade in the approxiaate proportion of ~ percent 

1D 
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in dollars ra~zad on aeour1tiea and eo percent in gold. 

HoveTer, it waa decided, arter consultation with rrenoh 

authorities, that the British GoTernaent would reply that 

ita pol1o7 had not yet been determined and that it would 

point out that it was likely that the Yalue of gold would 

quiolr.l7 disappear if the position should be taken by the 

United States GoTernment at this ti.me that it did not 

wish to acquire gold. 

I paid no attention to these reports until last 

eYen1ng when the7 were repeated to me b7 Paul Re7naud. 

Re7Daud vent on to sar that in his opinion the United 

States GoTernment would be T&rf fooliah if it appeared 

at the present t~ae unwilling to aooept gold. !he future 

of gold would be d1eaetroual7 arfeoted if there were the 

elighteat indication that in a time of emergeno7 the 

United Statee GoTernment did not wish to reoeiTa gold. 

The ma1ntananoe of gold ae the means for settling inte~ 

national balances was olearl7 in our i nterest a1noe ve 

held so auoh gold. 

It was added by Re7naud that before the olosa ot 

the present war rranoe and England 1 a gold etooks would be 

ooapletel7 exhausted it it should pron 111posa1bla for 

the United Jtates GoTernment to work out aoaa exceptional 

plan for t~ng oars of the situation. In suoh an aTant, 

1M 
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the setting-up ot a monetary bloo by the British and 
French oompletel7 detached trom gold would be adYooated 
by 1D&n7 persona. He said it vu hie personal opinion 
that gold eerYea better than any other metal tor the 
settlement ot international b&lanoee. He therefore 
thought that in the long run gold would again be used 
to eettle international balanoea eYen though it might 
be temporar1l7 eclipsed on account ot ita concentration 
in the hands ot the United States Government. 
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Re7naud inquired as to whether or not I had an7 
information oonoerning t he queetione vhioh had been put 
to t he British Government b7 the United Statea TreaaurJ 
Department . M7 answer vae that I had no ottioial infor­
mation ot &n7 kind regarding the matter. The peraonal 
reporta which I had reoeind troa London (but vhioh had 
not oome trom the United St a tea Embaaay there) were in 
oontorm1t7 With the informati on which had been given me 
by him. I added that since I had no information or 
i natructiona trom my Government, I wondered whether the 
receiving ot unwanted gold llight not be oauaing leea 
oonoern to the United States Treeaury than the diaorderl7 
and too- rapid aell1ng ot eeouritiea in t he American mar­
ket . 

Reynaud atated that he thought a aeuage regarding 

thia 
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thh queet1on wu beiDC brought to ae b7 l.ero7-Beaulleu. 

Honnr, the latter ie not u:peote4 to arr1n in :Parle 

until the 17th at the earlieet. 

It wu added b7 Re7naud that 1n the near future be 

would like to talk about tb1e 11atter With me again. 

I ehall therefore appreo1ate &ll7 1nforaat1on or 1netruo­

tione Ybioh 70u a&7 care to eend ••· 

(DD or HBSIWB:) 

BIJLLI '1"1' 

• 

-
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DEPARTMENT OF STATE 

WASHINGTON 

January 11, 19.(0. 

fhe Seoreta%'7 ot State preeente his oolllpl1.•ente 

to the Honorable the secretary ot the Treasury and 

encloses a copy ot a strictly oont1dent1al telegr~ 

trom the Aloer1oan Embassy at Parle, no. 45 ot January 

10, 1940 , haTing reference to t1nano1al matters. 

Enclosure: 

·-· ·-• I 
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PAJW'HRASJ: OF TELIGIWl RKOIIYltD 

nlOK: Allerican Elllba111, Paris, France 

DATE: JanUlU'7 10, 1940, 6 p.m. 

NO.: •9 

J'ROK MATTHEWS. 

FOR THE TREASURY. 

!75 

I visited Couve de Murv1lle at the Ministl'1 ot 

Finance at noon. He said that 11attere vere going along 

quite satistactoril7 internally. For the month ot 

Deceaber subscriptions to armament bonds reached a total 

ot more than 6,000,000,000 trance. Subscriptions are 

expected to go as h1gb as 9,000,000,000 trance tor the 

month of January - though investment• b7 banks represent 

a substantial proportion of th1s , subscriptions b7 private 

individuals and business have proved encouraging too. 

The Government hae had more satiatactor.r tax returns, 

and the capital circuit ie functioning ver.r vell. 

Couve de Murv1lle said t hat 1n the near future no 

long term loan is contemplated. He agreed that to reeort 

to one nov would be •toolish". 

So tar the laet statement of operations ot the Treaeury 

1m1ch haa been publlabed vaa for the month ot August -

retere.nce telegram No . 2912 ot Decelliber 6 troa the Emba111, 

and deepatch No. ~..:S ot December 1•. I aelted 111 triend 

whether the7 vould publ1ah later Treasury statements -

I had been told b7 Nor.an YoUDg that he cUd not th1nlt th1e 

vollld be done. CoUTe ea1d that the7 h&4 not 7et raa.obe4 
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a deoieion on thie but that in any event they have not 

yet gotten ready t he tiguree tor Septemb er . 

He eald with regard to p-raente 1D the United State• 

that around $,6, 000, 000 would be the actual outgo t or the 

month ot January, and that recently not eo many new ordere 

had been placed requiri ng early payaent, eo that tor 

the next two or three month• he anticipated eome little 

slackening trom t .he earlier heavier t1guree . Atter that 

time it would be d1tt1oult, he said, to ana1o1pate at what 

rate it would go up , ae a great deal depended on t he 

rhythm and tom ot the war, and eo on. 

Oouve de Murville volunteer ed the 1ntormat1on t hat 

word had come to h1a t hat the United State• and Great Britain 

had had •a little triction• ov~r 1 the 8Ud~n ce~aation in 

December ot British 8alea ot American 8eot~1t1ea 1 , and the 

question ot the respective proportion ot lulled payment• 

to be made through gold or through salee ot eeourit1" by 

Great Britain. Ae t ar ae France i8 concerned, he eaid, it 

is their plan to make paymante in gold, t Qr at the preeent 

time t h ey have not t hought ot requ1e1tioning privat e holding• 

ot t oreign aecur i tiee. He eaid that the Governaent 1• loath 

to take any etepe along thia Une. He said that t h17 are 

still continuing to get dribbles ot repatTiated capital, 

including dollare, even though the voluao ie all&ll; the 

J'renoh Gove1'111Mnt baa no v1eh to end th1o1 oapi tal repatriaUoa. 
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Rataranoaa : telegram& troa the EabaaaJ, Hoe. 

271111 ot Non aber 111 and 2912 ot December e: through the 

declarations required tor JanU&rT 15 and Pabru&r7 l tor 

thoaa mobilized, Prance is Just on t he point ot taking 

1invantorT 1 ot auoh holdings. Therefore the Government 

would not want to make &n7 move in th1e direction vhioh 

aight oreate &n7 sudden teara or diaturb the t aYorable 

financial ataoep.here preYa1l.1.ng Juat now. 

lfe aeked Coun de MurY.ille how the tinanoial aooord 

between Groat Br1ta1n and Prance 18 tunotion1ng. Like 

Norman Young - reterenoe: telegram No. 18 ot Janu&r7 II 

troa the lhbaaar - he indicated that ae rat it was too 

aarlJ t o t ors &n7 eeaeoned op1n.1on ae to its operation. 

Ra could n.,t lll&ka &n7 gueee aa to whether in the long run 

British trano requirements would be laaa than French sterling 

neade - ratarancel telegram No. Z3 ot Januar.r 8 troa the 

Embaear; please compare Rist'e view giYan therein - the 

Brit1eh were epanding more in trance than the French in 

aterling a,t the preunt moment. It would be YBl'f dittioult 

to torauU.ta &n7 "ti11atee tor the loug run, aa be ea14 

eo auoh depended on the nature and duration ot the war, 

oonau.pt1on ot atooke ex1et1ng now, and coaplatelr uAknown 

taotora, ot whioh prioa leYela ia an important one. 

'I'M 
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The weak point o~ the ~inanoial aooord between Great 

Britain and France, he reiterated, wae th1e question o~ 

price levele. He said France ie anxious to get down to 

realities about i t with t he British. I made the remark 

that it s eemed this point wae touched on 7eetera.y b7 

Chamberlain even though it had been in a someWhat timid 

wa7: he said that was so, but that the British ~ear their 

trade unions too much, although the7 oould cite the exaple 

o~ the French s7nd1catea which without collplaint has adOepted 

the ceiling on wages. To date he agreed the French have 

had remarkable success in keeping prices down. However, 

he said it was i nevitable that prices l~ould rise, and 

the rate and timing would depend on how much had to be 

purohaeed abroad; tha7 vera living on pre-war stocke to 

a great extent just now - this 1s a view stmtlar to 

Pennao~o 1 a, re~erence: telegru No. :5066 o~ December 29 

~om .the Ellbaaa7. 

Couve de Hurvilla seemed to be qui t .s satisfied with 

the results o~ recent trade and clearing negotiations. 

He said, like Riat, that the French had been eucceeetul 

1n 1reeieting 1 the tendenc7 or all the neutrals wanting to 

eJport in doll.are. llegot1at1one with the Greek OoverDIIleDt 

were ~or the 1a0et part ~or a clearing agreeaent, he said, 

and did not have priaaJ7 rank. In J'eb1'11&1'7 Franoe will 
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undertake negotiationa with Ital7, and ColiYe ea1d that 

tbe Frenoh would not giTe dollar• to Ital71 he quite 

franklJ stated - ae I haTe emphalized in telegrams• eent 

preTiouelJ - that at least ae far ae the rrenoh are oon­

oerned, the main purpose or the financial aooord between 

Great Britain and Franoe wae to preeerTe the~ 

quanti tT of dollars and gold for purobaeee of onlf euoh 

American goode ae are T1 tal to oarry on the war and Vhioh 

oannot be feasibly purohaeed 1D other oountr1ee. 

END SECTIONS ORE '1'0 SIX, INOLUSIVJ:. 

BULLI'l'T. 
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Secretcr y of StctE 

1'/o.ohineton, D.c . 

GRAY 

Pa r .!.a 

Da ted J~nunry 10, 1940 

Rec 1d , 5 :42pm. 

49 , Jnnucry 10 > 6pm . ( SECTIOii SEVEN) • 

Inetructions 'fErE published in todo.y ' 3 JOURliAL 

OFFtCIEL sEttine forth the condltlcns of o.pvlica.tion 

of the decree ;u~lished in the J OURNAL OFFICIEL of 

llovembe1• 17, 1939 (tElq;rrun No . 2779, llovE:.1bEr 17, 7pm) 

relo.tinc to thE collection of the spcoio.l na tioncl 

so.lo.rie:o to.x t he BEntrnl r :'. tc of which is s% Vlith 15% 

for an en bctwccn 18 ::t.'ld 49 not serv1n8 with thE !'.rmt d 

forcce . Detciltd 1nfor~at1~n r el!'ting to thE latter is 

CiVen in t hE forr;: of = annex t o the instructions . 

E;u;:nj)ti.;.ns nctcbly include those YJhO hove oervcd thEir 

time in the crmy end ncvy, physico.! 1noptltudc, 

fcthers of 6 childrtn, wo.r vctrrcns , ct cetera . 

Forcicncrs to be rEliEved of t he 15% tcx r c tt must 

fulfill the following conditions : 

BK 
lli'L 

BULL ITT 
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StcrEt ary of s~att , 

l'lashington . 

GRAY 

PARIS 

181 

Da t td January 10, 1~40 

Rtc 1d 6:05p. m. 

49, January 10, 6 p. m. (S!::CTr ON ElGI!'l') 

"(A) Sc in rtctiot of pay for: active strv1ct in the 

French Amy or in an allied army. 

( B) Be of an age whEre Frenchmen art not yet subject to 

military obligations or have bctn rtlitvcd therefrom. 

(C ) BE 1n r eceipt of a military disabill.ty pension or of 

a pcnsl.on ns civil victim of th£ war , in virtUE of French laws 

or the laws of an allied or cx-o.ll1td country. 

(D) BE former volunteers or havE voluntarily rEEnlisted 

1n the Frcnct. Army or an ex- alliEd army . 

(E~ BE th£ father of six children. 

(F) Be of an agE at which Fr enchman liablE to mobilization 

arc returned to their homes because of demobilization of their 

class or because of family charges . 

(G) Be poss~ssor3 of veterans cards of an allied or ex­

allied country" • 

All the foregoing except t he last ar~ worded similarly 

to the txempt!.ons provided for Frenchl!lln. 

BULLITT 
BK:NPL 
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Paris 

Dated Jxnuary 10 , 1940 

Rec ' d . 5: 10pm . 

Secretary of Stat e 

Washington, D.c. 

49 , JC'.nu~y 10, 6p:n. (SECTio:; :;n:E) . 

The local pres~ has recently been reporting 

occaslon:-.1 arrests c.r de~lers en the "bl~ck bourse" 

in Paris c.nd 21 ere stated to hcve been t c.ken in 

yc:~tcrdo.y . Reportedly t he laraest "haul" yet mo.de 

was one of 1 , 500, 000 francs of foreie;n currencies . 

The existence of such declers in view of the sm::.ll 

volume of their trctnsacti~; na ~.o I previously reported 

ho.vc not o.s yet aroused any anxiety. 

Further sellinG t ook place on the securities 

~rkct todaJ and l osses were central . It was 

influenced largely by a 10 franc dr~p in the 

quoto.tlon or the 1937 dollar cxchance suat:-.ntJ 

rente issue . Appo.rently speculators found thctt t bt 
' . 

coupon r ate is below tha t which the mar ket hlld 

antic1po.t ed . Other rente i ssues were onl-; 

l ower . 

(END OF MESSAGE) . 

BK 
NPL 

BULL ITT 

182 

Regraded Uclassified



GEHilftAL OOUHSG. 

TR£ASUAY DCPAJitTMEHT 

W ASHIHO'TOH 

18DUIU7 10, 1940 

Mr. l'llrrte ral.eed tllrM qu .. tiODa W>.der the lfeutftli ty 

.lett. The f1Ht related t o an ct-.eiOD ot oredit &114 'bel.OI>Be 

1n tiM State J)epe.rQoeDt. 'riM 8800114 ill'fOlTed tiM ~ar ot 

t1 Ue to gooda &114 'belc.ge ill tba !'rauur7. 'file tll1rd ill'fOl Ted 

rac1etraUOD Ull4er Ue lllmitiau Ccoltrol .lett &114 belcmp ill tile 

State ~~t. 

to dieou .. the •-d pr®1• with u.e , and he i a •81141n& 011a ot 

hie an1etu.te d01m to explore the Mtter tu:rtbar. n ie 

poeei'ble tbat t he t11'8t prob1• .a;r be eli11111ated with tile 

1r0Dillg OQt ot the d1tt1ftlt1ee UIU!er the eaa0114 q-lOD. 

llr. l'llrrte will, Uleretore, not diewae t he t11'8t probl• with 

t'be State ~~t atU hie aaietant hu 41e011Nad tile 

-4 probl• with us. I arraJ1884 tor h1a to- Mr. o..­

ill the Stah ~~t with re•P"' to tiM tll1rd q-UOD. 

I_.. l-- • 

:aJ 
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l urual7 10, 1940 

Dll)liAIIJIIII JOll '!Q B'CRJT&Jfl 

.... Pania :ra1ae4 t llrM Cl\l .. \101111 1lll4w the Jla\ltnllt:r 

.an. t'M t1M1 ftlet .. \ o u .n..l• of end.lt u.d bel...,. 

1A tlloo ~Uta Deputaat. n. _. lAYOl.,.. U.. \nDdv ot 

Utla to COOU •4 belCIIICa 1A tile Treuv:r· 71» th!-Z4 laftl .... 

~u- ,.._ u.. -.uu- C.ti'Ol Aat ... 'MI•1a 1a u.. 

Stata~t. 

Jlr. Pania 4U DOt ._.,. po-1• ot ntne.l•\ tana 

to U- \ha _. prM!• wUII lUI, ud lie 1a -uac OIUI ot 

Ilia ~n.ta ._ to ap10N tha .uw tunllar. n 1a 

t·n•~ota U.t t.U tun po•l• .q 'M el!atut .. with tlloo 

1JwUa .-. ot U.. uttlMlltl• la4ar tile- .-uaa. 
... ....-.s.a 11lll, th&HotoH, an u- u. t1ra1 ~-win 

u. ...._ .,.. ' ••u ll1a ~' ... u. ...... u.. 

....,. ,.,.,.with u. I arr.pd tor ll1a to- llr. ~ 

1a the ha\a Dwpc? t with _,... t o U.. \UN .-at1-. 

• 

!84 
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Secretary of Steto, 

Vaahi~~&tcn. 

19, J~ 10, u .... 

J'ollov1~~C trcm 'fumlantD. 

CIIUJIOili!G Yia B. l!, 

Dated J~ery 10, 194o 

l!ec 1d 3•20 • · •· 

0 J&UArT 9 , 10 a , a, l'rencb oftici&lo here otate thet 

the Lace Br14go at lr:1lo .. tro 63 vaa hit duri~~C the J-..r7 

1 boabi~~C rell4ering the bridge i"'Paaoible tor train.o. !vo 

uprighto to one aection ot tho bridge vero tviato4 &114 

the foWidaUona badl7 abelr:811, lisht7 aotero ot railo 

vere tora out . 

!he IOilrce• &leo a tate tbat vb11o all f reight &114 

direct pUIOJICV traffic vi th TUDDallfll h 1Dterrupto4 

the truofer ot paaoeJ>gero &114 aa&l1 'bagpce aero11 the 

t110 -.1or breaka can otill be affected. Porlr:1u•, 

Repeated to PoipiJ>t;, Shallghai, l!o~~C loJIC. ~hai 

pltue repeat to !l'oqo, 

165 
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C.lBLJ: 

:ror Secretary of the 'he&lllll'TI 

• 

186 

hoa: 'he&Wl7 .l\tacbe !Iic.holoon 
Sbenpel , ChiD&. 

Date: Jam>ar7 10, l91Kl 

CUrrent oituation tor week end1JI& Ja11U&I7 10, 194<>. J:xebenge aarket 

nuctuated cood deal during week with 118t ruult a alight rlae. 7000 tono 

wheat wore or4ered abroad during week but nch•np therefore baa been oet-

tled prmoual.T. Cott'"' i10p0rta continued a precloain111t factor. Stock 

o~e aalntalnecl previous h.1gh TOluao with atlll further inereaaoo in 

price le'fll partieularl,- tor rubber ohareo. .lll da1l7 reoor4B tor both 

TOluae and price were broken on lloD&!.aT, Ja~~uary 8. Real ll:atate turnowr in 

~ in 1939 wae 1UAD $56,000,000 or l&rgoot oineo 1931, December being 

ol16htl7 tho l&rg .. t aon\h ot TMr . Local ourreno;r '"'luea in moat diatricto 

are otill low in oooparieon with 1937 i n opite of auboequont inflation. One 

larco apartosont houu recently told tor the equivalent of leu in u.s. dol-

laro than the Ulported tittingo coat when 1t waa 'built a1x 7eara ago. 'l'rade 

ot Jopp in 1939 eocparod v1 th 1938 lhowa ilrporta up 1~. exporta up 35~ 

ao4 total trade up ~ with a faTOrabh balance ot 762,000 ,000 ,..... !b.ia 

reault hoveTer 11 due entirel7 tqbuaineoo vi thin tho 7""' blolr: ao trade with 

other areno ohowo i n untaTOrable bal811ce of 416 ,000,000 7en. Banlr: of Japan 

loana Ollhta.nding at end of 1939 were about 1,000,000 7en •bod71ng in ~ 

oreaae of about l~ dUrill& t he ,. ..... , Public bond iaauoa during Te&r eg-o 

eresated 5 , 250 ,000,000,..n.Jrote circulation of local l!un Shin& Banlr: incnaoed 

troa about $4,000,000 at end of Jro,...ber to about $5,000,000 at end of 
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PARAPHRASE OF TELEGRJ.M RECEIVED 

FROM: American Embaaey, Chungking, China. · 

DATE: January 10, 1940, 1 p.m. 

NO. I 20 

The following information ie confidential: 

~87 

Yesterday I was t old by the British Ambassador that 

t he Chinese, through him, are seeking financial credits 

troc the British Government. The Chinese have informed 

the Ambassador that they are sanguine or obtaining 

additi onal credits ! rom the United States to the amount 

ot 70 , 000,000 dollars before the end or January, exports 

ot tin and tungsten being the security. 

I was asked whether I knew anything or the above, 

and I replied that ths Embassy here had not received any 

information about negot1.atione in the United States tor 

further credits or assistance in any other form. However, 

I said the American Government adhered to ita position, 

announced i n times peat, on the general attitude toward the 

hoet1litiee in China. When I told him the foregoing the 

British Ambassador expressed euoh relief' and pleasure that 

I interred be was somewhat anxious ae 'o tbe Briti sh Gov--ernment ' s own position; the Ambassador h1aeelt ie very 

sympathetic t oward t he cause or Oh1na, 1 ae the Department .. 
knows. 

c. 
PECIC. 

E.t.:LVV 

Regraded Uclassified
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• 
TO 

TREASURY DEPARTMENT 

INTER OFFICE COII4114UNICATION 

Secreta~y or, enthau 

l.lr. Has. 
' 1 ' 

:~o 

:JONFIDE:NTIAL 

DATE January 10, 194o 

SUbJect: Developments in the High-Grade Security Uarkets 

SUMMARY 

{1) At the close on Tuesday, January 9, the prices or all 
long-term high-grade domestic bonds were a t ne~ highs 
(low yields as mensu:ed by the averacesl for t he r e­
covery period (Cherts ! c.nd II) . T!le prices or long­
t erm municipal bonds were not only ~t a r ecovery hi gh , 
ne measured by the Dow-Jones average of yields, but 
were also at an all- t i me high. A!unicipde have done 
better than Treasury's on the recovery movement and 
the spread between t he average yields or these bonds 
h&s narrowed (Chart !I) . 

(2) Trea sury bills have been undergoi ng i mportant shift s 
in ownerehip princi pally because of a demand for tax 
purposes, investors other than banks having acquired 
about $130 millions since December 6 (Chart III) . Dur­
ing the eame period, tlew York Oi ty banks have disposed 
of $271 millions or bi lls, on ~et balance (Chart IV). 
Banke in Ch1oago, on the other band, increased their 
bill holdings by $172 millions. 

(3) During the last three weeks the Treasury bas sold $10 
millions of securities held by Government accounts, 
and the Federal Reserve banks have sold $19 mill ions 
or the Governments held in their ooen-market account. 
Wi th the exception of a few weeks duri ng last August 
the Reserve portfolio is now at its lowest level since 
the f irst part or 1937 (Chart V). 

(4) As a resul t or recent financing opera tions, the compo­
sition by maturity classes of direct and guarenteed 
public debt bas been altered significantly. At t he 
year-end, the greater pa:t of the open-market debt wa e 
fairly equally divided between the 1-5 year, 5-10 rear , 
and 10- 15 year maturi t y classes (GrArts VI and VII ) . 
The amount of obli gations maturing within rive years 
has decli ned by more than $2 billi ons since the m1ddle 
or 1934. 

(5) Br1t1ah 2- 1/2 percent console have been r1e1ng since 
Wedneeda7, January 3 (Chart VIII) . The closing pri ce 
on Tuesday, January 9, was the highest oince December 
1938. 
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I. High- Grade Bonds at Post-Crisis Highs 

At t he clos e on Tuesday, January 9, the prices of all long­
t erm high- grade domestic bonds were a t new highs (low yields ae 
measured by the averages u sed in Charts I and II), for the 
recovery period. The average yield of a11 long- term Treasury 
bonds stood at 2,2g percent at the oloee - - down 51 b&eis point e 
from the Sept ember high yield . This yield compares with t he all­
time record low yield of 2. 07 percent reached on June 5, 1939 , 
and with t he yield or 2. 19 percen t reached on Augus t 19, just 
~rior t o t he outbreak-of - war crisis. 

The orioes of municipal bonds are not only at a recovery 
hi~h, ae measured by the Dow- Jones average yield or twenty 
20-year municipal bonds, but are also at an all-time high . At 
the close on Saturday, J anua.ry 6, the laet date fo r which the 
average has been calculated, the yield stood at 2. 52 percent -­
down 73 basi s point s from the Sept ember high. Long- term munic­
i pal s , it i s apparent, have done somewhat better than Treaeury ' e 
on t he recovery movement, and, accordingly, t he spread between 
the average yields of these bonds has narrowed (Chart II). This 
be t t er performance has been due, in part, to the r a t her rest ric t ed 
supply of new municipals available in the market. The volume of 
new offerings hae been r elatively low during recent weeks, and 
the schedule ahead, at lea st for the r emainder of January, shows 
no important i aeuee ready for the market. 

The prices of high-grade corpor a t e bonds, ae shown by our 
aver age or the yields of these ieeuee (Chart I) are still 
sli ghtly lower (yields higher) than their record level reached 
last summer shortly before t he crisis developed. At the close 
on Tuesday, January 9, our ave r age or the :yield or high-grade 
corporate bonds stood at 2. go percent . This compares with the 
summer record r eached August 3 or 2. 72 percent. !l.en;y high-grade 
corporat e bonds - those i ncluded i n Moody' e Aaa average for 
example -- have done better in relat i on to thei r previ ous highe 
than t hose incluaed in our average, however. Thus, Moody's index 
broke through its summer high on Thu.reday, January 5· This dif­
f erent behavi or can be expla ined, however, by the fact that Moody ' • 
average di d not refl ect t h e full extent of the r i se last summer. 
This wae beoause it was heavi ly weighted by bonds whi ch were sell­
ing well above t heir call pri oee , and were consequently unable to 
rise ae much as those not so fettered. These bonds are still in 
Hoody 1 s average, but the marke t ie evidently giving somewhat lees 
weigh t to the possibility of their call than at t hat time. 
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The oo1~orate ~ket t ook in ita stride the publ i c offeri ng 
on Monday, January S, of $30 millions of .AmPrican Ge.s and Electric 
Co~p&ny debentures . The new issue~ were t nken up quickly, and 
w~nt to premiums of ~40 points over t he offering prices in early 
over-the-oounter trading. The flo tation consisted of three 
i ssuen of debentures l:!B.t uring in t en, tuenty, and thirt;r years, 
and priced to yield 2.47 percent, 3. 26 percent, and 3·56 percent, 
respectively. In addition to the debentures, the compnny br ought 
33~ millions of preferred stock t o the market. It was offered 
to holdero of the outstandi ng preferred etook under an exchange 
arrangement. 

II. Treo.sury Bi lle 

The lest two 1saues of Treasury bi lls have been sol d at prioee 
i n exceed of par, which mnans a negative rate of inter eot . The 
pr i nci pal explanation for this phenomenon is that taxpayera have 
been getting ree.ey for approaching property tax dates 1r. certain 
States. Inasmuch as United States securities are exempt from 
euoh taxes, it is cheaper to pay o. BIDall premium for Treasury 
bi lls than pay the tax on taxable assets. 

Prigarily as a result of this tax stimulus, important shifta 
ln t ho holdings of Treasury bills have been taki ng place in recent 
1~aeks. On December 6, when the last of the Federal Reserve bill 
holdi ngs had run off, the outstanding supply of bills vas equslly 
divi ded between weekly reporting member banks and "all other" 
holders. Since then, "all ~there• have acquired about ~130 mil­
lionc o! t he holdings of reporting banks (Chart III). Presumably, 
the purchasers have been corporations and indlrtd\iBJ.a rather tba.JI 
non-ro_porting banks, inasmuch a s such banks bnve i n the peat held 
only negl i gible aaounte of Treo.aury bi lls. 

Moanvblle, there have been large ahifte among the banta 
included in the reporti ng group. New York City banks have dle­
poaed of $271 m1lliona of billa on net balance since December 6 
(Chart IV) . Banks outeide of New York and Chloago have d1s:poaed 
or S32 iii1ll1ons. Banke i n Chioago1 where the tllX d£.te is April 1, 
on t be other band, have inc reased tneir bill holdings by $172 mil­
l ions. 

Du~ing the calendar year 1939 , the privately held marketable 
auoply of bills increased ae follows: 

• 
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(:.U.ll1ons ot 
dollar s) 

Increase in gross amount out standing 149 

Decr ease in Federal Reserve holdings 566 

Total 715 

This amount was a'!>eor bed by holders as tollows : 

:teekly reporting member banks 

All o t hers 

Total 

309 

406 

715 

The bi ll holdings ot "all others•, as shown i n Chart 
e ra now as hi gh as on June 30 , 1937, the highest pr evious 
· ~ ~ l~ the Ohar t . The pr ivately held marketable supply 
~ills, however, is $225 ~llions smaller now than at that 

I II . O!fioial Operatio_nA in t he Market 

III, 
level 
ot 
time. 

DurinG the market r i ce o! the last thr ee weeks , t he Treas­
ury hat sold $10 millions or securities held by Government ac­
counts 3nd the Federal Reserve banks h3Ve sold $19 millions of 
'~curt ties held in t heir open-msrket t.ocount. \'ii t h t he excs-o­
;ion ot a few weeks duri ng l ast August i mmedi a tely preceding the 
outbreak- of - war crisis, this brings the Federal Reserve port­
fol i o to its lowes t level since the fir st part of 1937 (Chart V). 
Fifty-tour percent ot the portf olio as now constituted consists 
~t bonds and the re~nder consists ot notes. The shortest matu­
rity now held is the note issu e due June 15, 1940, of which the 
acc:>unt holds $137 ltlllions. llo Treasur y bills !lave been held 
in the account since the f irst week in December. 

IV. Composition ot the Public Debt 
by Maturity Classes 

The refunding of the !.!arch notes removed the l a r ges t single 
~~ ·urity of a United Stateg Government obligati on until 19k5 , 
A~ a reoult of this operati on, and other financing operations 
cond•Joted in the months ot November and December, the oom-oosi t.!.on 
by maturi ty classes of the di r ect and suar anteed .!.nterest:.beari ng 
~ubl1o deb t has been altered s1gn1f1 c1Dtly. These al t erations 
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are brought cut in Charts VI and VII, which classif y the securi­
ties making up the public deb t according to the number or years 
to maturity. Tbe lett-hand grid or each chart is based on data 
tor the end or each fiscal year from 1930 t o 1939. The right­
hand grid i s based on data for t he end of each month from June 30, 
1936 to December )1, 1939. The olaooifi cati on i s entirely ac­
cording to final w.e.tur i t y, i rrespective or first call date . 

On December )1, 1939, the greater part of the open- market 
direct and guar anteed debt wa s fairly equally divided between 
the 1-5 year, 5-10 year, and 10-15 year maturity cl asses. These 
cla sse s accou~ted tor 2) percent, 25 percent, and 26 percent, 
~eo~ectivelt, or the total outstandi ng obli gations, as shown in 
Chart V!!. This chart is constructed on the same basis as 
~~rt~ but for purposes or analysis, only open-~~et i ssues 
'isvl' ""!i"i!en included. 

Changes in the coopos1 t ion or the debt by maturity cla sses 
sre brought about ~ot only by the matur i ty or outstanding issues 
end the addition or new i ssues, but also by the mere passage or 
t ime . All nt the debt now outstanding wi ll , or cour se, eventually 
move into the under -one- year olaso. 

One of the more s t r iking developments brought out by the 
two chl'r t s i s the decl i ne in recent years i n the amount or di­
r ect nnd guare.nteed Government securi t ies maturing wi thin !'ive 
years. From June )0, 19)~ to June 30, 1939, the pri vatel y held 
uar ke table supply or di r ect and guara nteed obligations increased 
by about $11 billions . The amount or obligati ons ~turing wit hin 
f ive yeers, however, declined by more than $2 bi llions in this 
period. 

v. Foreign security ~rkets 

British 2-1/2 percent console, a fter having remained quiet 
tor sev~ral weeks, start~d to r1 ee on Wednesday, January 3. The 
rally continued over the week-end, a nd at the close on Tuesday, 
January 9, oonsol s were up nearly 3 poi nts over their pri ce a 
week before . The closi ng pri ce ot 71-1/~ (yi el d ) . 52 percent) 
on Tuesday wa s the highest s1noe December 193S (Char t VIII ) . 

French 3 percent r entes r enohed a recovery hi gh or 77.10 on 
Wedneel1ay, Januar y ) . They closed a t 75 . 90 on Tuesday, January 9, 
to yield 3. 95 percent . 

Attachments 
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Chart VIII 
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