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2. Tal a4pi n1 ttm tipn. l'roll the poi.nt of Yin of t ax ac!ainh t ra­

Uoo, oenr al ohor tcoaingo o f the Certiticato PlaD ohould 'be DOted. 

Sowld tax pollo;r eodeaYoro to teep tax chance• aa iotrequ•n•t aa 

pooolble to aini.ahe 41 olocatioc effecto on iDd'll.ltr;r. 11Dder the certi ­

ficate pl&n rate chao~• of oubotantial aagottude ai&bt 'be Mc!AI fro• 

year to year. 'rho rate ch&Dgu would probab~ occur 100re frequent~ 

than they occurred 'Wider the iln'alic!Aited prooeollnc taxeo 'bec81Uoe the 

Oort1t1cato Plan, unlike tho procesoinc taxeo, apparent~ allow• the 

Sooretaey of Agriculture no 41ocr et1oo 1o t.bh reopect. 'l'he tax rate 

for oech urlcetlng year 1o wtomatleally equal to the 41fforenco between 

tho anrage tar~~ price ADd par1t7 p rice. 11 

l'urtherllDre, the orudoneoo of the Certi tlcato Plan as a tax aeawre, 

lacking in integration of techDieal 4etallo (with reopect to 4efio1tiooo 

of tax b&ae, and ex•p11 ooo , cleducti ona and retiiii41DC prortoiono) , 0111 

be expected to craate- ioequltteo. 

'!'he offecthe eppllcatioo of proceuing taxu requireo the l.JIIpool­

Uon of eooq>eoaatory taxeo. J'loor stock taxu are a eaae i .n point. 

Under t he invali dated procuoing taxeo prorloion wao made tor coapeo­

oatory floor stock taxoo on any article that on t he date the proceooinc 

tax became e.ffecth'e •• held tor oale or otbar 41opoo1Uon. 

hch ooapenoat o17 taxeo are eaoential t o prl'fent 'Wic!ue protitoerlng. 

'!'he need for n.ch taxoo 1o preoent oopecial~ wile rate change• are lib~ 

to occur troa tbe to Uae. lloreover, 1o thoH inotancoo where, on 

11 See, howeorer, p~ 25, tn. 1. 
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occaoiona, r a4u.ot1ona in t &ll rate a ara 11bl,y, proYi a1on ahould al.o 

be made !or ret\mda on fioor atocka. In the abaanca o! mch prcrlaiona , 

proceaaora aDd dlatributora a re expoaad to h e&Y7 loaaao aeraly becauoe 

o! a chan6a in the t&ll rate. 

Onder the prccaning t o.x, the Sacret&r7 o! .Acrlcultura waa ill­

atrv.cted to aaoe~a1n whether 1 tbe J)&7111ant o! tha p roce aain& tax upon 

lUI)' baalc ~icultural ooaood1t7 h cauain& or -dll cewoe to the procenora 

thereof diaadT&Dt~a in coorpet1t1on with ooapatin& c.....,d1t1ea h7 reaaon 

of exceaain ahl!ta i n oonawapt1on betwen auch ooaaaodltiea or p roc!:Dcta 

thereot.• It he 10 found. he • • to proclaia & tu. at a rate •nece aaaq 

to preYent aucb dioadYantagea in co~etition1 on the !irat do~eetic 

!)rocaaaing or t he cocrpetin& co.,.,dit:r . The need ! or thh type o! co.,.. 

penaator:r leY7 1a particularly illpo~ant in a commod1t7 , auch aa cotton, 

! or which icpo~ant ooapetit1Te subatitutea are aTail able, aucb aa 

paper, Jute IIDd I'IQ'OD. 'rbia problea 118)' be acre aerioua i n the caae 

o! the i n c!:Dauial uaee o! cotton. 

Conceinbl,y, a ca~i!icate pl&D or the t1]>1 propoaed could ba .._ 

pleaant a4 b7 ooapanaato17 taxea withi n t he internal rannua qat•• 

lhetha r auch coapanaator:r taxea are in !act contaaplated b7 tha prn­

ponenta o! the pl&D baa 110t :ret been in41cated. I t 110uld appear that 

the impoa1t1on and a4111n1at r at1on o! COIIP1111at o17 taxaa aa well a a the 

d1apoait1on o! the raTenuea ra1aed 110uld be 110re cnaberao .. aa adj'IUlota 

o! the Oert1!1cata Pl.., than """ the caaa w1 th tha procaaa ill& t &llea 

ia;>oaad !roa 1933 t o 1936. 
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3• ltc!tml nptp41\W"• The acl.optlon of tbe certificate plu would 

clee.rl.J' result 1n a lar~ lnoreue ill total e:opn41 tureo for IIQiculnml 

purpooea. Part of t he expenditure• would be lndda t he J'edaral b~t aod 

pert outaide the J'e4eral bu~t. !here ~eara t o be aoM queation whether 

the uount of J'e4eral el!p.mditu.reo withln the bv.dset would be rectueed. 

Some features of t he plan would indicate the pooo1bil1 t¥ of r eduction 

i n bucl«et expendltureo. l ith reop ect to certain cocaodltiea, tbe certi­

f i cate plan i 1 proposed ae a .ubotitute for ' parity peTaenta• now financed 

fro& ceneral r OYei1Uel• !beae 8Jpendituret p reaQ&abl.J' could be ditCOntiUU.d 

upon the enN:tl:lent of the certiricat e plan. It 1a alao poaaible tbet the 

e111c tment of t he certificate plan aigbt III8JClo a«ricul ture ' a reeiatance to 

reducti ono in appropriation• leoo effective t han it would otherwieo be. 

On the other band, if the pl an reducea 4omeotlo conauaption and i,_ 

cre&all !&n:> mrpluaeo, it will lncreaae the del!l8lld f or crop lcana ( eo­

called) which conatltute a dra111 on the 'l'reeau17. lloraover, the adopti on 

of' ;he plan u:t ae"'e • • relJr no an enterlag w~ f or lar~r fan benefito. 

Preuu.re ~ be e:xpected to deYelop to aecra:re f or the noncertiticated 

co._41 tiea gevenuoent benefit pi\YJIIonta on a pu wi tb tbooe obtained b;r 

coJDOdi tiea cover ed by the certificate plan . 

J'e4eral expellditur ea also IIBY be i nc.reaoed i n other 41roctiono bec81lee 

of t h e plan. !be increaee4 ccot of living due to tho taxeo M7 ind1rect17 

r atoe el!pelldi <nrea for r el ief purpoooa. Sw:b e:xpendi tureo ..ould alao be 

incroaaed if the tax oo re«aced the volume of ccnoaopti on ao to 4ecre&oe 

t he volUI:Ie of ecplo)'llont . 
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li. l?J.ItribuUon or bur4tno and b eM tiu. '!'be oertU'1cato plM 

110uld 1Jipose a tax on ceru.in neceuitiao. h would tu the con~ 

t1on of wheet , cotton Md rice. l~rienee with the procou~.n« taxea 

Wider the ~grieul tlll'*l .f.dJuotaent ~ct o r 1933. 1D'Bli4att4 1n 1936, 

1nd1cateo that the burdln of t&.Do on the11 COQIIOdl t1ea would fall, 

1n large part, on con.uaere. Inasmuch as the con8Umer e~end1tureo 

for t he p roducts of theee e«ricultural commod1tieo oocount for a .uob 

.treater proportion or tbo total e:q>endlturtl of indlTiclu&la &nd 

ra:Ullel wltb s .... n incoau than of the total o:q>onclitureo of t bo11 

w1tb lerger 1noo• eo, the burdln or the tu would bo r~eoolve. It 

would bear ClOre beaYilJr on those w1 tb a:&l.l incoa11 than on tho11 

wltb larger 1ncooeo. 

'!'be t.fU: would be unurul\lly reg resolve for i t would be iaposed 

on pbye1c&l \Illite of an o.crtcultural OOli!DOdlt)', without re£'lrd to the 

p rice or t he prod:uct aoni\Dod. Unlike a o&leo taz which 1a i-PRotd on 

t bt booio of price, the certincate tax would b o 1apooed on the baoio 

or ftigbt or YOluoe. Low income con ..... ero purchaoing lo .... pri ced cotton 

arUcleo 110uld p&)' a higher tu w1 th each dollar op ent than higher 

income consuaer e purchao1ng hl&h-priced cotton artlelee. 

It -ay be that in eoao eaoeo proceeeoro would find it neceol&r)' 

and practical to tranofor • o•• of t he I;U burdon f ro= their l.,..priced 

t o t.heir blgb- prictd prcducte. Ondlr tbe inTalidtttd proceuing t..,.. o 

eigaretteo, for 1not.anco , appHr to h&Ye borne 801'1 than their eh&re 

of t he tobacco tueo. 'l'blo ~ of adJuotMnt , howiYer, h "'1'7 uncertain 
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ud ...,.,~ 'be p:retic~e4 u a lilcelJ oocurrenoe in the o••• or other 

product e . 

!he rate or tazation cont.-plated by the propooe4 oertifica~• plan 

would be far heaner than the rateo which 111 the pan uelll.llJ be'ft 

b .. n applied to neoeodtl .. 1n the On1te4 ltat... 'Die ceneral eale1 

taxee impoee4 by etateo in 110 inetance exceed 3 percent of the _, 

of the trueaoUon. and 10reo•er, in- cuee, unpt fan~ prodnctl 

froa t au\lon. 

'l'be rate of the tu under the propoee4 certificate plan would be 

equal to the difference bet,..en eetiated parity prlc .. 811d the aYer-­

ap tara price• of the particular acrtculcural co:.odhiu atree~ed. 

l11 eoae 1nnancee, the ratee of thee• tax .. would be enn ht&t>er th 811 

thoee impoeed under the invalidated proceeeing taxee. iYen on the 

baeie of United States •••rae• tara price• preYailing on Decaaber 15, 

1939 , the difference bet,...n parity pricu and f&l'll prlc .. •OUD.ta to 

30 ·8 cent a per bushel of wheat and 6. 2 oenu per pound of cotton. .1. 

6-cent tax on l~cant cotton, for instance , would be equal to 6o percent 

of the fan~era' eelllll& price. ~ 1Jipodtion of indirect taxes o$ thh 

a&«:Ut...a., wpert.poaed on an alrea¢1' ...,... .. 1.,. lederal-nate-local 

tu ayat•, would enerelJ affect the already llai ted purobuinc po,..r 

of the lo.-iuooae f•ilielo 

!be effects of the certificate plan would be .. poolallJ burdanaoae 

to the .. oe.o, J1ut l1l<a .e.at, cotton and rice faraere, are receiY1ng 

l eu tbu 1p ar1t71 inoo•••• 'Iller• are larp ..,.bere of othor peroou 

OD. f&l'lll ... d la tbe clUel wbo ba'l'l inOOMI •d otan<Jardl of li'ri.JII U 
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low ao the growero ot wheat, cotton Q4 r1C41 . !be wbole bod7 ot tbe 

UDeiiiiPl o.red md the under-.oployed l aborero 1n all inl!uatrieo haYe 

leu t han 1par1t:r1 1n co01eo an4 would bo oub,jeoted to a heay;y bardon on 

account ot tbe tax. l/ 

Oftdorl:r1ng thh .. tbod ot tinancln& partt.r pa,ymenu is the aoou.p­

tion that tho e:dot ence ot low aa:r1cult u.ral priceo beoton "" unfair 

adftnt"C9 on cono1lllero, and t hat ncb "" adYant~ a11bt properly be 

r eeaptured t or tbe benet!\ of aa:ricultural producero. It p r e .uppoo .. 

t hat t he rewards accorded b:r t.he l:IArlcet pl ace t o t h e pro®cero ot certain 

co1111110d1t1oo aro not juat 1U1d require ~leaentatlon to raloe thea t o 

oome opacifi ed but Yariable l8Yel o. 

.Utboucl> tt 'MI'f be aa:reed t h at 1 t he farmer h entitled to a tair 

p rice, • that doeo not diopooo ot the queation ae to wbat i a the !air 

price . Inn deflnln& 1t ao a price wbich will ci•e the producer a ta1r 

income lea••• undetermined the e ooont ial queotlon ot whet io !air. 

Ju.rth enoore, a price that will «in a !air 1ncoM to the pro®cer h not 

nocauar1ly a !air pric e to t.he con.,..er. 'I'M con.-ar oulht not be 

required to P8T 110ra than the price reoultln& under a oound orpnloatlon 

o t ac;ri cn l ture. A oound orp>ioatlon of ac;ricultura cirtn& tair roturno 

lJ In 1111ner to tbio probl•, S.crettu'7 lfallace repllaol 1 !be tact h 
that - ot the people wbo can• t at1'ord to P8T tor pork when t.ho 
tarmero are «-ttin& 13 cento a pcnu1d tor bop probably can't ~ 
pori< when hop are dow to 3 canto e1 t her. h n' t 1t a wioer polic:r 
to aok that all cono,.ero wbo are able, pa.r a tal r price tor thair 
food, and t hen to aid the othero it naoao0&17' throucl> t he methode 
ot aekin& OUl'pluo toodo aYallabla to tbooo without Jobo, ouch a o 
the Jood Staap PliiD 11114 the ochool lunch pro~,_,. ( lfallaca , 
1llow po._.,ent h the tara projp'811t1 p&&e 111, ) 

,. 
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to t bo oo onp«ed 1A fllftliD« woul4 a llooot certainly afford lower prlcoo 

to con....,n tbaA 1parit;t" a o now COIIPUted. To l.oipooo on the co..-ero 

thro'QCII a proceool.nc tax tbe 'bu.Men of &frln& th e f&r~~~r a fair price 

-wt>at ... er that aq k foUDd to b- th11a ruul\ in oerioua unfaiz-. 

n••• to conat~~~era. 

In the Department of Acr1culture 1t 1o reco¢sed that the certifi­

cat e plan would conot1tute , i n effect, a tax on con.u.ption. It hao 

beon -intained, bow ... er, t hat tbe regreoolTo offecto of the tax 'IID'Illd 

be offoet b7 the 1prot;reu1Ye1 effeet.o of tho expen41 ture o &d that 

the net reoult would be 1 progreaa1Ye. 1 17n4erl:f1.n& thio pooltlon h t he 

ao..-ptlon that the plam would benefit a lo-taco .. fano poup arc.l.F 

at t he expenoe or a hi sbo.-.incoae non-far. croup. 

4 t t he outoe t , it obould be noted that tbta 41otinot1on between 

fo.r10 and non-far. population 1o not 'llholl,y rll..,ant to the iuue. !be 

cort lfi cato plan baa been duiped for the benefit of wh•t, cotton 

and ric e (and poulbl.F ecDe tobacco) growero onl)'. It probahl.F """""' 

be -.plo7ed meceufull,y, &114 it 11 not propooed, for the benefit of 

the growero of tho JIIUIT other farm co-41t111. In conoeq118nce, the 

plan cloeo not propooe t o benefit the entire r...,. population at the expenae 

of t he entire noD-fa,.. population. It propooea, nther, to benefit 

wheat , cotton ..,d rice growers ao 41at1net. f roa a U other fara ~· 

aa well u all the non-fano groupo. 

!here are at preee~ in the lhlited Stat ea 11ppro~tel,y 7 a1U1on 

far. r.su... 4bout 3 aill1on of the .. ars eft&IICid, to a •all or 

l arco extent , in the gro...tuc of wheat, cotton and r i ce. 'l'biUI, ...... 1f 
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all *eat, cotton aDd r1.,. cronro cooperated in tho AU. production 

a n4 ooil conoern.Uon FO«r'MO an4 were eliciblo tor parit)' l"Q''Iento, 

tho cort1t1cato pl.M ...,..14 benefit 110t 110re tbaA 3 •l.lllon !ant 

twlloo, at tho o:xponM ot 8Zlother ~ oou1ot1ac ot 4 llillloD !ant 

twlho, 110re th8Zl 22 llilllon 1:10n-fara t..tlioo, !ODd • .,.ral 1111Uon 

o1ft&lo 1n41rtdnalo. 

KorooYer, the pl!OD, lt adopted, mftT not be ot .ncb help to •~• 

ob .. t aDd cotton srowort. That llkollbood h indicated liT tho tact 

that a portion of tho wheat and cotton sronrt prodllco tho .. co-.41-

tt .. in tueb o-.11 quanthioo that the bonefito tbq 'IIOUld rocoiYo troa 

t heir obaro ot the .,.rti ticateo, 1t tb111 0010pl1ed with the tam procr•, 

woul d bo ottoet l&r£01)' liT tbetr obere ot tbo tax burden ao purcbaoert 

of wboat, cotton &114 rico prodllcto. 

!be cortlticate pl• to taid to baYo 0procr .. otn° ottecto beo.,..o 

the anr&£0 incoao ot tho fara popnlation wbicb would be bonoti ted to 

lower tbaA the aYeraco 1nooao of the noD-f&J'II popnlaUon obieh woulcl be 

taxed. ao-er, a co-.-leon betweOil tara and 1101>-f&J'II popnlaUon oa 

the bath ot per capt ta 1ncoaoo to mbJoct to ahintorprotaUon, the 

1nco•t ot the two cronJ>t aro 1:10 t CCIIJl&r&blo. A <!Dllar ot iDcoae 1D a 

rural araa 1t ooaotbiac ootirol)' ditforont troa a dollar ot lnocae ln an 

1n4Dttr1al area. Ito J)UJ'Cbatiac power 1e 41ftoront becauoo tho coot of 

liYtac «enorall)' 1o lower 1D rural tbaA 1D ur'boa araao. '6or thoM oa 

tarat, food, bouoiJlc •cl clothiac, thrao boporteat o1•oD.to 1D the 

llu4pt ot tho 1..-i nooao eroupo, reqv.lre a ~lor O:JpOD.dituro ,_ 

tor tbo oo in the o1u ... 
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b OOIIJ)U'i.Qc \he inc CM of the fano •4 the ao~fano populaUon 

n h eii!Phuile4 that a lllraer prcporUon of the tan population falh 

111 t be lo .. lllc- croup than 1a the ...... 1A the ao~f ..... poplllatlon. 

lt h polllte4 ont, for illeuace, thet a oouid<orablT lU'pr percent.,. 

of the fuilieo on cotcQil fanoo hen low annual h1Co .. o than h the 

caoe w1 tb an incmatrial poplllation. Such uoe of peroentapo, howwer, 

4ceo 110t 'brl..Qc out ooae of the i11p0rtant aepecte of the lo.-i neoae 

pro'blea. !be percentape relate to .,tire}T different -.pitu4eo. !he 

a 4option of t he certificat e plao woul4 ruult in the taxation of at 

l .. ot 5 a1111on 110n-rel1ef t..tliee with lneo••• of le11 t"- $780, f or 

the 'benet!\ of wheat, cotton an4 rtca srowere, 01117 put ot whoa haY• 

euch low 1Aco.,... In a441 tion, there .. re II, 500,000 r elief foatu .. , 

of 'llhoa 600,000 were f&r~~ fea111eo. l/ In other wor41, it h 110t eT14eDt 

l/ In 1935-36, o~th1r4 of Aaedoan f.-111•• are eott.at·e4 to han be4 
tnco .. , of le11 tbM $780. lo intb:raaUon h ...aileltla on the 
lllooae 41nrU•o.t1on -~~~ wh•t, cotton azt4 rice faraen epectn­
callT• llowtlrar, 1a that 7ear, 37. 6 pel'Cent of all IIOD-relief fan 
f.-111 .. wre ..tl-te4 'o ban ha4 ~ tnco .. , .....a.r $71!0. 
7or all aoD-relief f..tllee, the co~epoUi.JII proportlnn •• ODl.T 
23, 5 pel'Oent. llowtlrer, in -ual .,.en, OTer 6 allllon DOD-relief 
fealli .. ba4 inco .. , leu than $780. •oc-relief fan f..tl1 .. -
oounte4 for a little onr 2 allllon of the aiL s-er, r-tliee 
of ace earner• aloo eoC01111te4 for onr 2 alll1on. .... ,. if the 
parcentap of wheat, cotton .,4 rice croware falll..Qc 1A thh low 
incoae p-oop were ..ah larpr tbaD that raporte4 for all fan 
faall1", the 114optlon of the canlnoate plu woul4 reoult 1D the 
tuat1on of at 1-.t 5 allllon DOn-rellef faalliee wl\h lnoo ... 
of la11 than $780, for the ~aftt of wh•t, cottoD an4 rica 
poware, onlT part of whoa haTe ncb low lnCCMI• ln a441t1on, 
there were 11,500,000 relief faalliee, of whoa 6oo,ooo wre tara 
faallhe. 
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tb&t tbe net effect of the plan would be a dhtr11:11Uon of inco•e fro• 

b 1B)>er to low incoae crouP•• 

lloreoY&r 0 W &rl b&re 4ea11D& wi tb fudll11 wilole 1nCODII racce fro. 

Dlnuo quantitleo _..a. !herefore, .... n 11', on the '""e"'«", the 

r .. ilieo taxed bad a b1B)>er incoae than tboae which rece1Yed the bene!ite, 

the !ea111ee taxed would otill include a llWIIber wbo ao i neoaea would be 

lower than the i oooaea of eany receiving the beneflte. I n other wordo, 

deop lte the feet that on tho aYerage farm !amllieo baTe lowor lncoaeo than 

urban f•Uies, t b& plan would tu eo•e coniUIIaro w1 th 11 ttle or no lncoae 

for the benefit of •o- rar .. re with reletlYely larger 1ncoaes . To thlo 

extent the eff""t of the plan would be thl COIIY6Tte Of 1progre .. henell. 1 

Jinally, l t tbould be noted t hat , aelde !roc Ualtationo on aaxi­

p~ento to individual tarmere, the benefito under the cert1!1cate plan 

would be distributed aaon& tarmero ~~pprox1-tel:r in proportion to the 

pr eoent distribution of i ncomeo. Yheet, cotton and rice gronro would 

benefit in proportion to their nonoal production. Therefor e, in general, 

teraero with large farao, procluc1~~& large &IIOUDto of whoet, cotton or rico 

would recein aore aone:r fro• the plaa than omall farmero producill& ualler 

..,unta. 

Theae conolde.ratlono indicate tb&t (1) the coot of the plaa -ld be 

41nrlbuted 1nnreel:r to ~ll)'ing al>iUt:r, (2) the benetito or the plan 

for theoe CO-di tho woulcl be apportioned r crachlJ' accor41D& tO the preooct 

dlotribution of inoo•• Mong t he growaro, and (}) eoae pll'Chul n& powor 

would be t....,.farrecl fro., low inco•e taal.lho to h1B)1er income tuilho. 
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At all nnta, nen 1t i t aoul4 'be -cr••4 \bat the oarUfiaata 

pla taX on co-ra tor the 'b-fit of prootnc.ra 111~ II&Ya •proc:rea­

dn1 aff~•. 1t ~4 ettll 'be trn. that -. Aacr .. ot ndl 8procrea­

•1•wne .. • ~4 'be le .. thea COOill4 'be ach1 ... a4 •4er practi~ ~ 

other aetbo4 ot t.zatton. 
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SoQrce of receip~e l9J! 
:rtacal T•ar .,,u;' JUDe 30 

: 193 I 1936 

Wbea' • ••• •·•·•• ••••• ••·•• • 117 ,621,174.!2 h23,86o,9J2.23 • 9,441, 516.411 
O•ra •••• •• ••••• • •••••.••• 4,496,193· ll! 6,849.629.87 924,82).)1 
Oot\oa · ·· ·······••••••••• 144,767,2)2. 95.926,)01.71 5.387.539·30 
fo'twaooo • • • ••• • •••••••••.• 18,088,426.~ J2, 725.501.44 13,226,127 ·31 
Bop •••••••.....••. • .••. • 11 ,oa:!,611.2 l84,6o1,()()9.46 8,97J,08J.16 
hper 8114 Juh fa'brica •• • 9,2 ,SJO. 78 3,221,707.27 637,265·85 
hp.r •• • •••.•. . •.•••••••• 170,416.)7 n .093,97o. 65 JO, J?7.599·o6 
11o• •....••..•.• ••.. ... .. 29,119.97 665. m.o4 .,.. .... .................. 

J ,5n.936.o1 
175,475.!8 

P~\a •••••••••••••• •• • • 1JS,051.o4 
Cotto.,.c:lzmiDC tu ••••• •• l,llO,S74.s6 451 , 223·~ 
fobaooo-aal.ea tax •• , •• , , • 3,2Jl,JTII. 77 1,2l4.uo. 
Pota\o-aal•• tax ••• •••••• 43,9QO.~ 

foUl, acrlC'Ill. turaJ. 
e4,J'o.Jit•nt taz:•• ..... • m.422.s85.64 !526,222, 35!.24 !ll' 637, 206. 70 
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Janua ry 12, 1940 

!JE'lORANDUJ.I FOR THE SECRETARY: 

At tached 1s a proposed state~ent of reasons 

for disappr oving the Certificate Plan for parity 

oa,.vmen ts. 

Thi~ statement rae prepared in response to 

your request of Wednesday, tor transcission through 

!J. r . Ph111p Young to l!r. Lauchl1n Currie . 

The va r1 oua memor anda •7hich ••e have prepared 

are bei ng combined in one revised memorandum, a nd 

this should be r eady for transmission t omorrow. 

168 
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J nnu.._ry 1", 191~0 . 

!'E:.!CRA ''DUl' F'OR THE ?R:::SIDEll':': 

':'he Treasury De~art,ent ~s ~n~ly•ed th~ oropoee~ 

~ertiflcatP Plan ror nrovidin" pnrlty nayments to 

·•heat, cotton nnd rice C"ro···ers , flnanced ou'.:o1tle t~e 

Sud.,.et by nroceRnln"' taxes "•1 thout the neccssi ty of 

'"'~e!"1od1c C ~"'~nl"'' rpAq1ono.l rev1e,., . 

The D~~~rt,ent concludPs that t~e n!an 1s an un­

<lesi rable r.!Pthod or 'inancln- n-rtcul t u ral bE"n .. f1 ts, 

nMncl ~nlly C'or t"'.e follo•'1. n- !'1 !'Cal rea~ons: 

169 

( l) T~e cnst l')f the Plnn ••oul<l rnll on the conAu'!le rs 

"~ basi c necen~1 t i es , bur<'en t ne those 1''1 t h smal l 

inco,es more thnn those ~ith l'~e incomes . The 

t~.::es 1'll::>nsed would !:>e even 'l!Ore re-ress1ve than 

""Y o-: :h~ ,n .. Psent F'ede!'"~l !'ales nnd excise taxes . 

'i'"Je·: "'Otll<l be 1·11' osed on thP ··e1<""t o!' t.'1e basic 

cnrn'ltod1 ty ro;::ardless of the price of the final n ro<1uc t 

to the consumer . In some cal'es the ~ronosed tax rates 

"'Ould be h i .,.hcr the n those of tha rormer ;>rocess1ng-

~P.xes . T::e " !IY"'On t s unt!er th" Plan ·-ou:d be :~Rde to 

~bout t~ree ,1lltnn -hent, cottnn ~n~ rice nroducers, 

so'lte of ·"hi~, nry- receive subst~ntiPl 1n-:=es, at thP 
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expense of another group comprising four million other 

far m families, more than t~enty-two mi lli on non-farm 

!a~ilies and several million single i ndividualg, and 

including t.'te unempl oyed, the relief recipients and 

many others 1"1th verv lo~ incomes . 

170 

( 2 ) The exclusi on or such im~ortant tax and ex­

oenditure i tems from the Bud get would l i mit t he effec­

t ive use of fiscal policy as en instrument of economic 

control. Furthe~ore , i t rould im~ir the effectiveness 

or the Budget in fiscal planning and management since 

t he lack of pPr1odic C~ngressional review and public 

scrutiny ~ould furthe r handicap Government in the 

proper allocation or its expenditures among t he many 

needs . 

(3) The adopti on of the Plan cannot .be counted on 

to reduce appropriations ~th in the Budget even though 

1t = uld add large expenditures outsi de the Budget. The 

Department ot Ao-riculture has i tselt expressed the ex­

pe ctati on that r educti ons in parity payments within the 

Budget would be offset by increased appropriati ons for the 

d1 sp osal o~ surplus . T':e heavy pr ocessing taxes mteh t 

~ell r educe substantially the consumption of the t axed 

commodi t i es, aggravating the a gri cultural surpl us problem. 
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l:oreover, producers ot commod1t1e s not cover ed by 

the Plan would doubt les s 1ns1 et not only on ~~e1r 

pr eaent payment s but also on additional payments to 

nlt\cc t hem on a n equal bas1e wi th vrheat, cotton a nd 

r ice pr nducer s . 

171 

An analysi s or these and o t her llRpects of ~'le 

Cert i ficate Plan 18 cont~ ned in ~~e a ttllched ce>or andum. 

/ • / B. ICorpathau, Jr. 

Atte.c!lment 
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Carter 
Glue: 

H.t!. Jr: 

G: 

H.l',Jr: 

G: 

H. M,Jr: 

G: 

H. M.Jr: 

G: 

H.M.Jr: 

G: 

H.M. Jr: 

G: 

H.M.Jr: 

G: 

H.M.Jr: 

Hello. 

Henry Morgenthau Jr. 

How are you Mr. Secretar;y1 

172 
January 12, 194o. 
3:4o p . ... 

I'm fine. Senator, some time at rour convenience, 
remember I mentioned at your birthday. 

Yea. 

I would like to a1t down with you and Bob Vagnar 
and Henry Steagall . 

Yes. 

And I'd like to bring with me the Comptroller and 
Dan Bell and our General Counsel, Ed Foley. And 
we'd like to have some time , would be convenient to 
you three gentlemen, we ' d like to have , oh an hou~ 
or two. 

Yea. 

And to tell you Just what we've been doing in regard 
to ths Bank of America. 

Yee. Will 1t take that longt 

I ' m afraid eo. 

Yea, very well, I ' ll be at your service any time rou 
can get the other two men ready. 

We might be able to do 1t in a hour, it m1gbt - 1f 
you etart to er ose-examine ue we 111 need another 
hour. But we 1 re ready to answer any queet1one but 
we would like to bring you gentlemen up to date and 
then any queet1one you have t o aek we ' d like to 
anever thea. 

Yea. 

But I think it • a important enough that rou gentleaen 
hear the thing and !mow Juet wll.at 1t ie beoauee it'• 
like a tax caee, ve oan•t tell the public about it, 
but we oan tell you gentlemen about i t in exeouti 
eeeeion. 
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Yea , well I' ll be very glad t o come at any time 
you can get the other two to come. 

Well I' ve asked t hem and Bob Wagner•e out or town. 

Yes. 

And he'll be back Monday. 

Yes. 

So I'm going to go after t hem again. 

Well I' 11 be her e Honday but I've got to go into 
apnropr1ation matters Monday, but I ' ll - I ' ll 
make it convenient to come any time you ge t the 
others. 

If you see Wagner you mi ght mention it to him. 

I will mention it to him. 

Yes . 

You oan•t get - you can ' t count l!onday on what 
Henry Will commit himself to do the other days . 

Who - Henry Steagall? 

Yea . 

Well he said he - he doesn't , but he's going 
away Wednesday. 

Yes . 

So we could do i t Mo nday or Tuesday. 

Very well. Just any time you get the others t o 
agree I ' ll be a t your service. 

Thank you so much. 

How's your father' 

Oh he's fine . He's tine. He '• enJoying good health. 

That • e good. 
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I appreciated your n1oe letter and I sent 1t on 
to hi m because I knew he would enJoy 1t. 

Well thank you air. 

Hope to see you soon . 

Thank you. 

Goodbye. 
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GROUP MEETING January 1 2 , 19 40. 

Present a 

B.lf.Jra 

Gaston a 

B. ¥ . Jr: 

Cochran: 

B. M. Jra 

Gaston: 

H. lf . Jra 

Barrie: 

B. ll. Jr: 

Barris a 

9 1:50 a . m. 
Nr. Barris 
lllr . Graves 
Nr. Thompson 
Nr. Cochran 
Mr. Schwarz 
Nr. Cotton 
Mr. Gaston 
lllr. Foley 
Nr . White 
lllr . Baa a 
lllr . Sullivan 
Mrs. Klotz 

I made use of your word "abuse• yesterday. 

I see you made use of i t, 
it . 

and got some more of 

Yes, but that was just the word I needed . Where 
is Barryt 

"E. A. Goldenweiaer, Federal Reserve, warned t he 
abandonment o f gold purchases would cause chaos 
1n world finance." 

~a one, I think, gi ves a l i ttle more on that 
(handing ticker message to Secretar y) . 

I would like to see that article. Will somebody 
mark i t and send it out to the bouse t 

Well , Herbert, what do you knowt 

I spoke to Mr. Harris about t hi s Comptroller 
situat ion out there in San Francisco and be tells 
me they have a reorganization order prepared 
abol1eh1n,o; the offices of Comptroller of Customs. 
I think 1t migllt be a good i dea t o put that in. 

Well, on whose desk is 1tt 

The laat I heard, 1t waa on youra. 

There i a nothing on my desk. 

I don ' t know 'lib. ere 1 t i s now. 

!75 
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Do you agree that we should take it over there? 

Well , I told the President and he said , "All right , 
if you can save !80, 000 •••• " I mean, that was the 
figure s omebody gave h i m. It isn't on my desk. 

I neve r saw so many innocent l ooking people. 

While we are checking up on each other, about two 
week s ago l4r. Sunmer Welles wrote me a letter which 
I referred to Mr. Barri s and Mr. White for an 
answer. 

Mr . Barris gave it to me and we were - tried to ge t 
his - al l the evidence t o support what we feel is 
true . ,We sent over to the State Department. ~ey 

didn 1 t have any minutes of the sub-committee t o 
sus ta1n what they said was true but they a aid tba t 
they would have the minutes i f we gave them a little 
time. ~ey were going to write them. So they still -
we are working on it, but ••• • 

Well , I just wondered. Incidentally, we lis tened 
last night to Grady on this Town Hall·business , with 
Taber on the other side . 

I heard part of it . 

Taber just put it all over Grady. I thought Grady 
was terrible. ~ey all got into a discussion of 
gold and Taber said, -well, this rise that you are 
talkins about , Ur. Grady, 1n farm products and all 
that , that took place through the gold policy long 
before we eve r had a gold treaty." But Grady 
handles himself awfully poorly on the air. 

Grady got awfUlly mi xed up on gold and balances. 

What else ? Didn 1 t you think he handled himself 
bacUy? 

I didn ' t hear all of it , but Taber handled himselt 
much better 1n the answers to questions that I 
heard. 

There is an amusing comment ary on the relationship 
of the trade agreements with gold. On the one hand, 
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Sullivan: 
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they say - they support the trade agreement policy 
on the grounds that it is a reciprocal trade agree­
ment and they don •.t g ive any more concessions than 
they get, that they get concessions for expor t s 
which equal any concessions they give for exports. 
Then at some other point in the speech or argument , 
they say that one of the necessary things for us 
to do is not to ge t eo much gold and that is why 
the trade agreement program is good , because i t 
increases our imports . Obviously, it doesn't 
affect the gold at all if they are right 1n the 
first place, wh i ch they are not . 

You asked me to check with Irey on this report on 
Schenck. 

Yea . 

Irey wasn ' t ill yesterday but I checked with Woolf. 
Be said they had promised to report by the twenty­
second. Ed went a little fUrther with it with 
John and he can add to it . That is all I have . 

Well, it was t he t wenty- second With four items and 
with the f i fth iten i t •~uld have been the first 
of February . I went - Phil Wenchel went to John's 
o f fice and ho called and as a r esult Oftedal is 
going to report in he re on Tuesday morning . 

Fine . 

On four of the items, and the fif t h one would pro­
bably take a bout two days more 1n !lew York and that 
should be back here Friday morning or Saturday. 
All that we can ge t readily should be here by the 
nineteenth. Oftedal didn't understand that t he time 
was an important element. 

Well , m;y heavens ! Then, Jlrs. Klotz , make a note 
that we will ask abou t that memorandum on the 
twenty-second, you see , the morning of the twenty­
second . Let's have it cleaned up by the morning 
or the twenty-second. Why can't so:nebody do that 
1n New York and save that t i met 

I tried to do t hat. Now, two of th e four items 
can be done he re and those were just waiting . 
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They went to work on those early this morning and 
all the information on those two will be ready 
tomorrow morning, but tho one 1n New York, I tried 
to arrange to have somebody else do that and 1t 
is j u st one of t hose things tha t Oftedal will have 
to do . There is too much background. I don't 
t hink he 1s going to ge t much in New York anyway . 
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I think t hat so far as the answer to Clark ' s letter 
i s concerned, t hat can be written on the sixteenth 
and Mr. Wenchel thinks so too . 

Let' s crowd them, anyway. 

All right. They were being crowded last night . 

Are you through, Herbert? 

Yes , 

Foleyf 

We got off t he airmail letter t o the Bank l ast night. 
The pl anes weren ' t flying , but we sent it a irmail 
anyway and 1t will be pi cked up in Chi cago or 
Pittsburgh . 

I want t o make a canpla1nt about the mall room, 1f 
I may. We called down and told them that we had 
th i s stuff t o go out about 25 minutes after 4 : 00 
and asked them to wait and they d i dn ' t walt and I 
had to pay 15 bucks to got the stuff out and we had 
to handle 1t ourselves . We tried t o get t he fellow 
at homo to get ~ to come back and we couldn 't 
r each h i m. I don't think when "e call down and ask 
them to stay that tbey ought to walk out on us like 
that. 

I wi l l take care of that, We usually take care of 
things like tha t 1n our office. 

Wh.y shouldn't tbe man wa1tf 

Be shoul d bave . 

Will you look into thatt 

Yea. 

See t hat Foley gets back 15 dollars , but I want to 
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make a note we are borrowing money and they are 
paying us to - we a re getting a plus sign, so he 
only gets $14.99, you see . He has got to pay 
us fo r the use of the money, you see, That is 
the way we do it in tbs bills . 

That is what I am complaining about, the use of 
my money. 

Well , he gets $14.99 . 

The lawyers .••• 

Ther a is a lot o f sense in that. He isn't as apt 
t o spend that fift een. It i s s afer in the Treasury 
than in his own pocket and he should pay for that 
privilege. That really lies behind the justifica­
tion. 

The la•7ers, Landis and Dsan Garrison, won't be 
able to co~e in conveniently next Tuesday and Eddie 
has a crowded schedule and he woul d rather have the 
thing put off until sometime later in the week or 
s till furth er off, if that is possibl e . 

Well , l et ' s call i t postponed for the time bei ng, 
and will you (Thompson} t ell Bell's office that we 
won 't need any bankers i n and t hey should call 
that Tuesday meeting off. I think ther e were two 
bankers coming. 

Tom Smith and Ottley. 

That ought to be done 
Government te l egram. 
call or teletype . 

i mnediately. Don't send a 
Either make it a telephone 

I sent copies o f the orders tha t went out to the 
three la~ers last nigbt , that the Comptroller sent 
to the bankers . 

Fine . 

Here is a memorandum to the President . 

If you will stay behind , I will read it. 
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All right. I have got a couple ot other things 
on this same thing . 

All right . 

Sul~ivant 

Nothing, e1r. 

I see you and Bell slipped through yesterday. 

Yes . They took care of us once in a wh1~e . I 
meant as to me , not as to Bell. 

Anything elaeT 

I made the appointment ror 11: 45 tor those two 
men. 

All right . Do you sit in on t hose meet1ngeT 

I have been in on part of them, I t~. 

But no t on this one , have you? 

No , sir. I t was just on that one sub ject. 

According to the newspapers, Kr . Jones bas made 
a loan to Norway. I take it you know more about 
it. 

Well, I told you • ••• 

None of the Bank people know anything about it. 
It is one ot these things that waa han~ed like 
the Finnish business. 

I told you exactly what I knew the day that Jones 
and Welles were here and Jones go t us 1n a corner 
and said, "What do you think of m:r making a loan 
to Norwayt" I said, "I don 't know." ~ell , have 
t ou or Welles go t any object ions? " And I said, 
No." Tbat is all I know about it. 

He has put it out 1n the newspapers. 

Well •• . • 
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I will report to you when it comes up. 

?~t do you want me to say? 

I wn just telling you. 

Chick? 

I have nothing. 

Q.eorge? 

I have nothing. 

llas1l? 

Nothing. 

Harry? 

You remember I spoke of the difference in the 
reporting between tin and molybdenum to Russ i a . 
We investi gated that and a rather interesting 
th1n.g developed . 'Ihey both left . The molybdenum 
l eft in the regular Vlay , Yohich we got through the 
export declarations . The tin left on the ship, 
which we got from Basil Harris but it is a re­
export of tin. Vie don 1 t exa:nine the re-exports. 
The interestin& thing about it is this, that 
Britain 13 curtailing the sale of tin to such 
countries as she thinks lll&y either provide tin 
to Ge~y or Germany's allies, and here i s an 
illustration of tin coming here and going out in 
pretty large quantities to Russia for re-export . 
I think that should be called to somebody' s at ten­
t i on. 

Wel l , is that in our figures where we say how much 
goes to Russia? The re- export figures up to now 
have not been included? 

No , we have not teken the re-export figures . 

Don' t you think that woold be good? 

Yes. 

Could that be done' 
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I t should be more true now , because they may be 
using the United States as an entrepot , which 

182 

is defini tely the case in tin. In the case or 
molybdenum, i t is our own production or molybdenum 
eo we haven ' t watched the re-export . 

Using us as what? 

Entrepot . It is spelled e-n- t-r-e-p- o-t. 

Well , anyway • • •• 

As much goes out as comes in. 

Coul d we have those figures from now on? 

We will begin examining those figures , but I thought 
you might want to raise that question about • • •• 

Using tin, could you tell me where t his t1n came 
fran? 

That I don ' t 
was in bond. 
don't know. 

know. I will try to find out . It 
Whether we can identify the t i n , I 

Did you - i t co~es from the Dutch East Indies. 

That is where most of our tin come a from . 

You mean any one spot? 

We will try to find out wbat tin 1a going into 
bond and wba t tin there 1a in bond. 

Exactl y . Could you get on that , Harry? 

Yes , we will do that. 

You Jllight check the Pa cific Coast on that , 'llhich 
I don 1 t think we have done yet. We he ve only 
worked the Atlantic Coast. 

The figures we heve been getting are for the whole 
ot the United 5tatea . The others come in a little 
later, that is all. 

Here 1s an interesting report (banding report to 

Secretary) . 
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Fine. Anything else? 

I have the papers here for Mr. Seymour . 

Do I have to sign them? 

Yes . 

All rig)lt. 

183 

You were talking about Finland's inability to go t 
munitions. The Wincheste r f ellow was in to see 
me yes terday and they are making 50 million rounds 
for Finland and he had come in primarily to see 
me about the British and they apparently are getting 
nowhere a t all. They are talking vaguel y about 
300 million rc)\mds, but not for this war because 
thay t hink they have adequate suppl ies. That is 
for the war against Russia to follow this one . 

\'/ell , the Finnish Minis ter made the statement to 
me that Mr . Basil Bar ris' - that they had can­
celled the order for 50 million rounds in Reming t on 
because they didn ' t have the money to pay f or it . 

Be didn ' t tell me that yesterday afternoon. 

I had Collins check up and he said be thought that 
was incorrect. He said 50 million r ounds . 

That i s right . 

There is another order for something else . You 
say that the Finns have 11 million dol lars on 
deposit? 

It may be ear.uarked for some other orders, but this 
one with Winchester, he did make an arrangement . 
They paid so much down and they called for an 
irrevocable letter of credit and t he Winchester 
people waived that requirement. 

There are two different orders . 

I don ' t know about the Remington. I just know 
about Winchester. 

I think he misinformed me. 
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January 12, l94o. 
11:00 a.m. 

Bow are you Gu:r' 

Just tine, Are you starting ott a good year 1n 
tine shape' 

I ' m- I' m all right . 

Well that ' s tine . 

Guy, on aooount ot 1t being Cabinet 1t 's sort or a 
bad day. It it 's something t hat won-' t keep until 
Honday I'll tix i t . Is t here something on your 
mind? 

Well I did want t o di souss about some yrocedural 
matters before any steps vere taken . 

What kind or mat ters? 

tle l l some procedural matters in connection vi t h the 
Bureau a.nd t he Pepartnlent . 

Ohl What does that mean, procedure - you ' r e using 
bi g longoanvas verde, I don't understand. 

tlell I mean the contaot between the Department and 
the Bureau. There's some things I'd just like to 
talk over With 70U just in a kind or a s ooiable 
sort or a way. 

I see. 

l'lhenever 1 t • a convenient to you, but I did want to 
do 1t before any orders vere given as to hov the 
things be handled. 

Well there'• been no order that I know or. 

Uh-huh, Well you' ll peoessarlly be giving some 
1nstruot1ons out, won't you' 

Yes, Well I tell you Vhat you oould do , are you 
working tomorro, Saturday. 

Well I vae till noon, yea, 

Well, do you vant to oome, hov long Will 1t take 
you' 

Ob about t1tteen minutee, plenty, 
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R.J.I .Jr: 

H: 

H.M. Jr: 

H: 

R.M.Jr: 

H: 

- 2 -

Yell how about nine- thirty tomorrow morning! 

Fine. 

o.x. 
I ' l l be there . 

All right. 

Thank you. 
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Treasury Depar~ment 
Dlvleion of Monetary Research 

:.as 

1-12-40 
Date-··-·····················-···19 

To: Secretary llorgnebtua 

From: llr Wbi te 

Tbie 1e llr. 111tobell'• 

d~att aubm1tted to you 

Friday 110rn1ng. 

. 
' 

• 
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Ot tble, 110 - 001114 be ..,..., -• tblal I, 4Mls-., u I 4o, wUb OilS' 

tlret reapcaelbUltJ, the 1Jitenwl weltara ot ooar """ OOQnti'Jo 

oontlloi ot 14-, the people ot tblt OOWiti'J b8Ye 4eo14e4, I tblllk, tbM 

tba7 _, 110 total1tu1•1•, •ul or o-..1et, tbat tbq- to bol4 

1t it -· U we ..,, 4el1Yer the coobo Bare 1e OllJ' t.-1<. We-t 

~. 
treedGa tor ttYei'J olthe h 4ttYelop &4 erlah bit or her pereonalU7 

O'<.-

Moor41nc to hle"her oapab111Uea - all tbat 11 oaooprebta4e4 111 tba ... 

Dta1 ,..,._., the -• abmo4ut Hte. 

Ia tile ana ,..an at the ..., Deal, •• b8Y• ..ae a 
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all. I aoe4 not. perb8pe. reoall ... tniCio 1~1011 th• td llada"o 

baa Tirtul~ •4114 loll to lllall 4epollto"• !he leC1lrltho kh=p 

~ . 
....n baa rofol"a84 the cepital M.l'bt. IlioN \h& a ailliOD hcaeo wore 

a half aUl1011 t..tlioa either \o t.pron \ heir pro11at ~ • to lla!U 

aow .... !bo looial leO'Gri\7 ....n • ao 1\ ecaol 111\o fllll offiCI\. will 
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hoh h the ];IM\- of the ... Deal. •ot all pant of 

1\ fl\ aeM171 ao\ all •1-\e are lulaoe1CIIIL•• Jat \he brM4 4 .. 1p 

it ..tetlllr:ablea \o bep .,.. ~t• of 4oeocrtl07 ..a t...4hi!aal 

nat •• h&•• 4one 1• onl7 a nart towar4• lle11nrtnc the cooU ti>M the 

••r1can ~t- ...,.t pro4'111Ce 1f it le t o endure. lbile the peril• of 

a Ueturbecl. wor14 a:rQift &rOIIUI4 ,.., FEZ> .,. nee! h rellefiu ov pal, 

h-. a &aUill~ for the perlol ahM!. 

~ oro.oial prol>l• tl>M , to wq aJa4, o~Nate • ooe 

be Ita ell 'beat, aot ill \be la.,..,. ef -•lOU, llltt t... ~ te .... 

Le• .. ··•· ·••'f·= .- J ') 

hl• or her - ill hl• or liar llfettaet 1Jal .. • tbie •¥• taeeUa -

,. - ....... er ... • all tan: .._ floM -~· 1• -a..,.. 
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for \heir f..-, n..,. - call Oil \b.e ~«ena•t f or .miT ftl'GAlole 

•eM'io ... 
\.~\-

Here, I tbblt, ~ lie \be )cq to I' ; '< '\he ...U 

In aq be obJeo\84 \hat \ be 41111•1U .. of .... n_ 

-.11 •-· ~c or ol.A, ao ••' h •'"'" a taz1 e'-4, a ootf .. elMop, 
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le alMa..&, 
~ ....... 

•• u. or •ol' ... l.ot 'bloeh ... - -.14 ~ ... -- .. 'lie ....... 

a.~ _, •• Mka a ~--- of fr" a~erprtae - \e \laoa? 

..... ~ ..... ..rt,J 
..pt.,._,, -.4 .. ~ 7• \ hq pl-e .... \o bee---" of 

\be labor •1• of U.elr dloloe. ...... ~0 ~e ....til&, Ml)ltall• 

of prt.Ue pt Jll't:r 1e t~e ~. hrt'SJ" u ether pren• -. •e 

prou~~rple4 -\ere of we ~le\nU•-~ --c tu ren -
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aol&t>llorlhMe, nH7 1'allT llloald 'be a'bh to r ettre, a lUUe • .,. .. 1 .. 

.,-oap, wtthla 1 U own hae, 17 no ot.h er •- - \he eplrl\ 'be •• 

re1'reehe4 ed enr1ohe4, 

..... 
to 10 f\arlbft 1D the world, ad it •honl4 aleo siYe 121• Whope of 

eartas1 to eawl-' the ol4--.. ~\1 \liM, at ta-\, \he lew Deal 

" ... ~ .. ""..-J 
1• 'brl.Ds1Ds to the e 

2 J ( of nr otU•-· 

will 41epah \hMe lt.ple coab that I liD• u\ fer Oll1' ep\• of frM 

M\ - ••• ae loas • hl• er her .. ..,. l• at the •"'7 of a wU4l7 
, ... \u.< \-"--·•11• l-1<\M~ .,.-Oi'~ ...... ....... c;AU-~ 

n..n-\tns -GIIIO'· 1a the- 1M\ t• .,_., 2

• 7 
2 

7 u 7 + h •• 
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hlli\ah4 \ o ID4or .. \hie eol utiGil, 110\ ~~ t hollr a.-ban 414 •• 

\ hat ~\1'7, aa a 11bole, 414 110\ pla ita ..... atralre wi\h II"Cittiol•' 

~,t:;o.,... 

!hie ; '7 / of \ he --.1 wap U , of oCI'IIl'M, part of \M 

~n.tt:lll4.,.ru l'f\~ "'<tO \ ~ .. .,\..A~ .\A,;.-.~ ko kf't -.Ma\ 4\.. \~o ~-oM k."-.!.!_.'"''~.._ 

1 a ; 7 iJH" "tc t obl• of \he fl!ll -.plo;rac\ of labol', 11bloh 

"--voe·.._~ 

l octoall7 ~1 tllpl07Jtc\ of oapUel riiCW'O" ..a 1114 .. \rlel pl•\ 

,,...,.,.. 
aa • ell. It ll \ he Oft\ rel ; N 6 of .....- Uae , \he .._ b ot \ hat ~ 

OUJ' c lUsce. !he -e of aohlewi.llc 1\ 1e \ he eaillllrpla for Ul1 

period ah.ea&l tha\ •e 11 .. 4. 

t o t he UIC'Ideica of \ hie F obl• I - t here t o a44 
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... are of ..., Olii'Ual - -.4 -•..-ua\17 pl-are - -.4er 'he Jepalll1-

•1atotraUcae of lib• ltliOe were - lib fii....U .a the Ta lnrtaca 

llrothare. !o •- ~teveo, O"U =e.pl.OJ'IMil\ \.a., h t» reelll\ of tile 

creat 11114 -ht.l 4telMM1cae iD ov ep\a -ed 117 \he tne ot 

__,_, 80A- repreo&te4. Oolltnn \bar rMCIN wttll t» 

a .... oap...\, ..Ur the ... D.al'• ~oeo, of \he ,_ .... lallq rectca} 

Ill the pr-t Jacrtvo, 'he plantae e,aHlhe4 117 ..... n.a. to ... cal7 

ll&eflotal h ov IJtl\a, blot wtU 

probltll7 FOY• to lie a •on of protecrttac irca lac wtl:bCIU wb!lh 1\ 

194 

!he other olle~tca I haYe h .-. o~~~to- prtoa ••trol, 

a •tter of cla117 ccaoero to \he fto_u,, the F"V-t 4t'f'iote of 

11btlh to l:be aa'te to otaale lar.,.et paroblllor. If l:bare to &7 

~tale to l:blll prt-~ lie o.- -,. a 4to\M4r a lllo -tala qrte • 

... r-• !Mwe .. for oalltac - a froa •••aT U ooor prt- -

liF an liT a little crwp of - ta \he etftee of a ... York eal'pO•ta 
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won., •4 of\• lra4re4o aD4 \~•48 of worlaore, are 4-.ied. JoN \h• 

~ 
o\hemoo ai.,.\ haYo had.. 'lbe\hor 11Ahoreel}J' fl'oo urb\o oro po .. U.le 

\he Jll' .. e+•U• of \boll' wne& iahrono ..,. opeoSal prl't'lloco• ri\h 

"aaad.all1 
f.- -·-•• \he holmloal ~u. \be aa\ural reoooroe• a& 
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Opera tor: 

~' ·'' . Jr: 
Henry B. 
Steagall : 

H.•• . Jr: 

5: 

H, I'.Jr: 

S: 

H. " . Jr: 

5: 

H. '! . Jr: 

5: 

:! . '' . J r: 

S: 

E. " . Jr: 

S: 

H. 1!.Jr: 

5: 

!l .l.t.Jr : 

S: 

Go ahead . 

Hello . 

All right, Mr. Secre tary. 

How are you? 

January 12, 194o. 
1 : 50 p . m. 

I ' :n good , thank YO" · I hope you are . 

Fi ne . 

I ' m sorry I didn ' t ge t you sooner. I called you 
lat e in the afternoon, and I was out to dinner and 
t hen went to the \/hi te House and this oornlng it 

196 

so ha9pens that I have - we had a conference speech 
which always last f or an hour or two , and some 
more to follow and I•~e just gotten to my office. 
I haven 't had any time in the office today. 

C-ood heavens . 

Why I didn't call you sooner , but I called Bob and 
he was leaving l as t night for New York and won't be 
back until the tiret or t he week. 

I see . 

So that your matter will just have to rest I suppose 
until he get s back . 

Yes, that' s r ight . 

That was t he euggest1on he oede and we ' ll get in 
touch vith you later on. 

~;"ell -

See what we can do t o help you i f we can . 

You keep i t in mind. 

I will . I won't torge t it. 

'1/hen ere you going away? 

I ' m goi ng away about the middle or the week. I 've 
go t a speaki ng date in Montgomery that I'm just 
obliged to till. 
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R.V.Jr: 

S: 

H ·'·!. Jr: 

S: 

'i . " . Jr: 

S: 

H.M.Jr: 

8: 

S: 

H . ~' . Jr : 

8: 

197 
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Do you think we ' ll be able t o ge t to~et~er before 
you go? 

I hope we can and it we onn I ca.n arrange it so tar 
as I'm concerned. And - but we can ' t until Bob 
gets back here and he's not going t o be back before 
Honday or Tuesday, and I i magine it 111 be Tuesday. 

Fine . 

As soon as ever he gets here I'll get a hold ot 
him - leave a call in his ot!ice and t hen we'll ma.ke 
our plans as soon as we can . 

The ~ore I think ot it, I think your idea o! having 
a prel1m1~ary meeting with you and Bob and 
Carter Glass i s good. 

I think that's about aa good a way to begin 1t then 
we could- maybe t ha t - t or t he moment 1t doesn't 
occur to me and t here ' s nothing occurs to me about 
it except we jus t would reel our way about 1t t hen 
reach decisions as we found out more about what 
the !acts were and so forth . 

Well -

I !eel l l ke I should deter to them to a great extent 
i n reference to it and that ' s why maybe we ought 
to have a little preliminary meeting. 

I think you're i dea is good. 

Well we'll arrange to do t hat. 

Thank you. 

Goodbye . 

Goodbye . 
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f.~r ~~ ,:.J ! 9a 

~~ ~J~,A~ 
January 12, 1940 

mgwii!Jll T9 1!!1! SI!C!!E'W!I 

In order to gin llr. S~ the M.l aaa1.t&nce 

o! tbl.e office, we are, subject to )'Our approval, detacbing 

troa their presect dllt1ea llr. t . B. Sedlaceic, D111tr1ct Cbl.ef 

c. B. llctean, llaticnal BaDk Bx:alliner preeentl;r located 1n 

Pbl.l.ldelpbl.a1 NqUestilll tha to report to llr. Soey110ur wtll 

euch tu. aa he releaoee t~. 

lleasra . Sedlacek, Williams and llctean are 

1nt'--tel;r acquainted with the background of the Bank of 

.Peri.ea cue. Th'!r are all 811Plo7- of long stAnding and 

han all e:xainad the bank. In co-operation with the other 

lllllllllbars of the atatf who are aY&il.able 1n Weahington they will 

be able to furnish to llr. Se;yiiOUl' all tha facta and collateral 

1ntor.t1on concerning th1e caae. It naturall;r .fbllowa that 

the Cbl.af zx..inar and bl.a assistant.. cScmcllad 1n WaaJWletoD, 
, 

1n additioll to U1J other at~ of tha Coolptrollar'a office, 

will be anilU>l.a to llr. s.,.our aD call. 

Preston Dalano 

~ 
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,,,. to til SI;;DD!J' 

:Dl on.r to s in 11r. Soyull' \be hll e..!:4 

ot t.hia ottioe, - -· ollbjeat. to-r- awre-..1. c:'rl· +'nl 

C. L ~. lleu-1 lluk l!rw!Mr P* &&~ lAe.W 1a 

Pb1ladelpl>ia• requeet.iJIC th• to r..,.-t. to Ill'. S.Ju u ..t.U 

AMri.M - ~ - all ~ ot loac •' "na 811 

Sat-tl- --·-'1.1 .... \bia- I\ •taral.q Jlbn- u.t 

ta. c:IDo.t 7 hw _. b1e ~ 1..!e11ed 1a ~ • 

• Sa '"M• 1oo .... oUior ateaboo ot \ho ~u.r•• otfi.M• 

:.99 
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?00 

I '7U.l~ 

..,,,. m m ·=••v 

Jill ...... , 1 ........ ...,..,._ • Nl ...... 

11.- ........ pa [ 0 
.......... J.. 8. Serf! tP. Dletftn c:a.s.~ 

_,_, IIIII* .. .w_, •= a '''• "'= , .... •• ..... 
a. wnu 1 latl.-.1 ... •..a?a•ll%'o ... J'J '••J _. ..... 

-·tot. u be zoel=- u-. 

....... led] •• , .,,,, 
-s 1'01--

•• , --- --ni$11 .... Uda-. ft _, 117 It'' 

... Clts.r ... _ ... ld.e •"'"""-'- 2 ,,, ... ill~ 

• ill ... .,.. te ............... ~\be C ;1P.U•'e ens., 

.. _ • ..u.. 

....... 111""111'-
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STRI CTL Y CON FID ENTIAL 
TREASURY DEPARTMENT 

201 

INTER OFFICE COMMUNICATION 

DATE J~ 12, lglio 

To Secretary Morgentbau 

""'"' Mr. Cocbr&A 

Mr.(. p , Chon dropped in t o aee me thia atternoon at 3 o'clock. He 

vill be i .n tovn OTer the veek-end and at lee.at t hro\l&b Tueedq, and would 

like t o oee the Secretary before lea't'inc. 

In our con•eroation, Mr. Chen mentioned th&t the tiret ahipment ot 

500 tone ot tin troa China vill arrive i n the 11Dited Statu &t the end ot 

t h le 1110nth. He viU then h&n it hated, and vlll let the Procure110nt Di't'i­

eion ot the TreaeurT h&Te tirot opportunity at purchaoin& it the TrearQrT ie 

intereoted. He io aeeinc Captain Collino on Se.turday, Mr. Chen otated that 

t he Chine•• Gonrnme.nt baa 4ooo tona ot tin in otock, 10 that IIIUOh .. ore can 

be ahipped it found ad't'iMble. 

In anawer to .y inquiry, Mr. Chen otated th&t the french vere otill 

boldine Chineoe tW~&Shn in french Indo...(:hina, It thlo vare reltaoed by the 

French, Chen thinks about one-halt t hereof could probal>l7 be ohipped t o the 

United Statu. He would be &lad to contil'lll t hlo tlgure vith hlo Go't'er~U~~ent 

it the releaae can be acco~~plhhed. He hopea that the french vill pay 101110 

heed to repreoent&tiono toward the liberation of thia .. tal. . He underotood 

contl dentlally t hat the Chlneae OoYerDMnt had lowed a private 'Oltl.•t- to 

J'rance thet ohipmento tor China t hro\l&b J'rench Indo...(:hlna lho'Old otop. Chen 

ve.o worried over the recent bombing of the rallv.y betveen H&lphong and 

interior China, on the Chineae oide ot the frontier. 

Mr. Chen offered to prep&ro a memorandUlll &lYinc the torecoing and wch 

other information u he ma:r ha't'l aY&llable for the Secretary, and vill drop 

b7 Saturdq •orning to leave it. Hlo chid' 1ntoreat 11 to procure tundo tor 

China to bu¥ eooo nt ialo. He think• f inancial aooiotance at thio time would 

;Teatly help Ohineoe morale. It the Socretar.r dooiroo to fix an appoint ment 

tor Mr. Chen, I could £in hlm t hia word -.hen he calli on Saturday morninc. 
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TREASURY DEPARTMENT 202 

I\ 1a n..,.o~l;r .._.de4 U.\ We CIUJ.e,na (1157, ta\e4 ~._. d, 
19;59, troa •• ..._,_ lllalnw at len),, ... .._ wt~ U. nperte ~ \M 
rruoo-~* _ _,o uA t&MMlal -.r-'- •• ot u. .,.olal ..._.lo­
llwUIIII arruc-t, onl4 Jl'ofl~ 11e _,. u. •*'lac pout twa.,..., 
)Tow 8l!Pft'h u to U. po .. llllo ~faot ot •• lrUlM-Jraola pollol .. "*' 
- - __ _, u4 _..., . ...... . 
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Secret&r,r of State, 

Wa.Mnct on. 

con 

157, December 28, 4 p. m. 

OIUI 

BarD 

Dated Deceaber 28, 1939 

Rlc 1d 1:30 p . • · 

I lear11ed l.hio liOI'DlJl& that tbt Swho Ooui'DI>8nt 

11 co11oldarlng a prQPOoal b7 l.he Bank of !Jl&lal1d to 

oat up a claarln& arrange.,e.,t for SViu trade Vil.h the 

eterll11g ez'OUp of COWltrlea CO"!'&rable to l.he pqmento 

arr&Jl&&.,.nt recently concluded between Great Britain 

and 5\leden. The proposal vaa rece11 tly dlocuoeed 111 

Londo11 with a epecl al repreee11tat1v1 of l.he Swho Ocve,._ 

.,..,t (leller) and it la beln& debated bare toda7 at 

l!atlol1&1 Ben!< b7 repreee11t at1,..o of all lntereoted 

f ederal depart aenh and l.he !latlol1&1 Bank. Doctor Ieller 

will r eturn to London after l.he tlrot of the 78&r vi l.h 

the Swi oo Oovei'DMnt 1 o rep l7. 

I undero t al1d on good authorlt7 that the Swioo 

r aactlo11 1o not l lkel7 to be favorable Ul1leoo the British 

Ocverru .. nt plane to stabilize the pound.-11¥111 f r anc rat e 

b7 the eotablhh,..nt of a clearl n& accoWlt in LoDdo11 aa 

part of a cenaral ocbelM int ended to abolhh all free 

.unto 

':03 
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h .. -a- Jo. 157, Decezber 28, 4 p . a., troa Bern 

u.rlteh tor oterliJ!C to include tho Ulll.tod Stetee, 

SWho t r ade with the Ulll. ted UJ!Cdoa 11 f&Toreblo but 

nora&llJ unfaTorablo taking oterling aonet&r,r bloc 

countrioa aa a whole, 

I waa a eked b:r :teller quite intoraall:r it there 

had boon arq prcpooeh along auch linoo of aterling 

rate ot uch&Dp control &Ida to tho J.aerican Go"""'" 
aont b7 the British anthorit111o Yould eonllquentl;r 

appreciate arq intora:ation which a1pt approprlatol;r 

be pa .. ld on to b.UI, 

Ro aloo aentioned that he bad aucceeded in obtain­

i ng rol8l<&tion of Bri tiah import e111barso on Sviu 

wa tchea (admitting one- third of normal importo) and on 

eabrciderieo and la hopeful of obta1n1DC conceaaione 

&lao on ailk gooda and foot wear, 

IWI!USOI! 

1111. 

204 
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TREASURY DEPARTMENT 
205 

INTER OFFICE COMMUNICATION 

TO Secre~ Morcentban 

V.r. Cochran CONFIDENTIAL., 
Another dull dq vao experienced in tho foreign u ch&nce lllAl'ltot. 'l'he opening 

quotation tor oterling vao 3·95-1/4. Shortlf thereafter the Chaoe Bank r eported 

that it had recei .. ed an order troll! a forei&n bank to purchase 1.100,000 and thio 

order, coUpled with oo•e olll&ll con:ercial purchaoing on balance , r ahed the rate 

to 3.96 about nooD-time, Late 1n the a1'ternoon, the rate otrccthoned turthor 1n 

& thin ~~~erlcet and reached a high ot 3.9&-1/2. 'rile clooi1141 C!Uot&Uon wao 3.9&-1/4. 

Sales of apo t oterl11141 by the four reportin& banlta totaled 10308,000 hoa 

the tollorlJ141 aourcea: 

Purchaooa of spot otorlin& aDOUDted to I04o7 ,000, ao indicated below: 

'l'he tollowin& r eporting banlta aold cotton billo totAling 1.11,000 to the 

Br itiah Control on t he baaio of the official r a te ot 4.02-1/2 : 

10 7,000 by the Uational City B&Dlt 
4 ,000 b7 the Ow.rant7 'l'ruot Co . 

1011,000 '!o tal 

'l'he r ate tor the Cuban p eso waa 9- 7/S$. dhcount, which 1s the best price oinco 

October 26, 1939. 

'1'he other important currenciea cloaed aa tollowa: 

French f r anca 
O.Uldero 
Swill franca 
Bolpa 
Canadian dollara 

,0224-5/8 
. 5}50 
.2243 
.1685 
lL-3/~ diacount 

!he Dow Jonll Ucnr carried an A, P. deopatch from Buono• Aireo atating that 

the lxchaiiCe Control Boord of the Centr al Bank of l.rg81lt1na announced th&t hero­

after all Jronch uchaJlce , both.,.,.,. and credita, reault1J141 t r oa aalea of Arcentino 

gooda t o Franco would be 1184o anila blo onl7 tor purchaaoo hoa Fr&DCe and tor 
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transfer to !'ranee aDd J'rench poueoaiona. '!'be Bank alao announced the creation 

of a special account eialle.r to t be account recently eatabllebed !or the Brithh 

pOW>d. J.ccordiD« to the nawe Uu, in!ol"INid IOW'C&I eaid that the action indicated 

that the !ranee aD4 pou.Dde raeul.UD« fro• J.rcentine cpo.rte wGQJ.d be ,hen ,;ue.ran­

teed Yalua. 'l'bie action 1e re,arded by mtboritatha quarter• u likel.Jr fUrther 

to r eetrict Ar,entina purchaeee from the Uni ted Statae, '!'be deepatch etated t hat 

in informed oourcee it wae belieYed that t hie action by J.r,en tina would dele;y trade 

,anerall.Jr becllll&e tbe ve.r had alread.v elowed up ohip .. nte froa Great Britain aD4 

Fr~e. 

lfa purchaaed the followlD« a110unt1 of aold. !rom the ee.rurked accounte of the 

bank• indicated: 

$6,290,000 fro• the Benk of llorwlQ' 
1,125,000 from the Bank of Mexico 

$7,415 ,000 Total 

!'hera Wire no new aold ahipiDIInte reported to uo t oday. 

l!r, C.-ron of the Federal ReoarTe B&Dk of !few York called aD4 eald that the 

Bank had racaind icatructlone from the BNik of Finland to pll!.ce $1,250,000 at tho 

disposal of t he Finnhh Legation. The Lae:ation wanted thio a110unt paid to the 

national City Bank of New ~ork aDd , in order to eave t he lo•• of one 4aT by mall­

i a& ita inatrucUoca to Jiev York , 1t v aa &rTanged that the l etter addreued by 

the J'lnnieh Minister to the J'ederal Roaern Bank ot !few Yorlr: inotrucUD« 1t to 

l!l&ke pQ11118nt to the National Oi t;y Bank be delhared to m;y oftico. '!'be latter 

contalnine; t he inotructiona wao received from the Finnish Minieter and, upon ita 

receipt , the contente vera telepbooed to lfev York. The latter vaa .ubuquentl.Jr 

forwarded to tbe !'edaral l!ee&M'e Bank of lfev York. 

In London, both t he spot and forward p rice• f or e11Tar vera fixed at 22- 3/M, 

off 1/Sd for each delhery. '!'be U. S. equivalent• ware 39.80; and 39.49~. The 

!ombs;y ailver price remained fairly steady, ita U, S. equi'falent beine; 42.67;. 

!IandT aDd llarii&D' • aDd the Treuur;r ' • price• for foreign allYer vere both W1Chane;ed 

at ~3/4; and 35;, respecthel;y, 

lie made eli purchaaea of eilver totaling 4oo , OOO ounce• under the Silver 

Pu.rchua J.ct. or thle UOCUDt 100,000 ounce• vaa trading allvar prevlouol;y pur­

chaeed by ona of the lew York banlts end the reaainiD« 300,000 OUJ>Cea repreoente 

nov production eilvar !rom foreico eauntriee purehaeed for forward delivery. 

Mr. Xnoke gave me by te1ephoDe thh afternoon fir;urea with respect to l!o.uian 

balel>eea in li., York u of January 12, eo~~>pared with elm11ar fir;urea for Jsnnar;y 5 . 

The bal~U~ee or the llu.uiiUI State Bank v1 t h tbe Chaae 1e up $1,500,000 to $4,000,000. 

Letter• of credl t of the State B&Dk of l!o.uia w1 th the Chao• 1Dereaae4 by $1,100,000 

to $7 ,000,000. !he .btorg balance v1 th the Cha11 reMined unohiUiged at $2,000,000, 

The follovlne; vera the principal 1n and out pa;ymento in the Ruaeian State Bank ac­

eou.ot 4tlriD« tha week1 after rece1v1ne; $2,000,000 fro• the llotterdaa Benk 1aat 

Wlek, a hrtbar $5,500,000 baa been paid 1D froa tbe .... eourc• thla Wlek, !he 

Swiee Benk CorporaUo11 contrilla.ted $1 , 500,000, u4 $)00,000 .... froa a .r•-•e 

b&Dk. AaoD« the out p~h were $2 ,250, 000 to tbe .Utore:: $600,000 to the 

Litlll:lanian Central Bank; $125,000 to the letonian Central Bank; .750,000 to tbe 

Ualou Benk of Swltserlaad; u4 vvtoua eaal1er p~uto. !he .btorg 1e etill 

0~ credlh for copper ·~rh. C 0 N F I D E N T I A L 
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Mr. X..Oa allo ..,uoaed t hat the Snr1c-• Ribballlt had or4are4 oae tru.ter 
or $10,000,000 fro• 1 to .eeount to t he Jlational CH7 :Balik. !be S-rer1£H :ait:oballlt 
account vitb the J'ederal baa b ee quite actin tor oenral weke, 1a'r0lrl• 
1aport ant out p&TI'IIlh t o banks i n Jlew York Ci t7. 

coNF\DEN TIA'-
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ST RICTLy CD;~FIDENTIAL 
TREASURY DEPARTMENT 

INTER O FFICE COMM U N ICATION 

DATE J&llUAJT 12, l94o 

TO Secro\&r7 Morcentbau 

,.110.. Mr. Cochran 

Yo1to~ Mr. lrlck1on, Comoerclal Conoular of tho Swedi1h Lecation, 
telephoned me and arr~ for an appointment for ll o ' clock thl1 morninc. 
When Mr. lrickeon arriTod, I found t hat tho Svodi1h Mlnieter vae vith him. 

Tho Miniater r eferred to the deci1ion of tho rodoral ReeerTo Bank of 
Mev York not t o grant aDT credit to the STorisel Rik1bank except &sainlt 
cold hold in tho United Stato1. The Mlni1tor 1t atod that t hl1 propo1ition 
val not of 1Dtereat to OoTOrDor Rcoth at t hl1 u... J'urthor co""""icat1on1 
had, hoVIOY8r, boon recontl7 rocelTod from Rcoth ln r1prd to two pouible 
t7P .. of credit that ai&bt bo 1ougbt troD tho Jxport-lllport Bank. '1'ho 
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firot vao for a otroisllt esport credit of porhap1 one 7aar; tho 1ocoDd vae 
ony1eecod f or a period of four or fiTe 7oar1. !he M1D11ter asked vbotbor 
tho Jxport-Import Bank or the Roeonatruction liA&DCo Corporation would be 
tho more l1.kel7 t o grant tho crodito 1D qno1t1on. Ho reform to the ltato­
mont carried 1D t hlo •orn1n&11 p r oal and attributed to Mr. Jeaeo Jono1 t o 
tho effect that negotiat ionl wore under ¥&7 for a $10 , 000,000 credit to 
Sweden. The Mlni1ter al10 inquired aa to whether Mr. Warren Pior1on, Proli• 
dont of tho Export-Import Jank,had returned to office. 

I telephoned Mr. Pioroon 1 1 office and lotll'Ded that he 11 leaTln& tho 
hoopital t omorrow, and i1 not ozpected bank at hio office for one week. I 
c ontii'Md that tho Vice Pruidont , Mr. Vhltt .. oro, vae in charse. When tho 
Ui D11ter 1tated that hl1 no&et1at1ou had boon vith Mr. Pioroon, and aokod 
whether he 1hauld nov 100 Mr. Ybittesoro or prof1rabl7 Mr. Jono1, I told 
him that it ho dooirod to appr oach Mr. Jone1, he would han a proper r1aoon 
therefor, llaDolJ, tho pro11 1tateaent of thi1 morDina aboTo mentioned. Tho 
Minl1ter 1tated t hat he had di1cuaeod vith Mr. Pior1on oricinal lT tho idea 
of a poa1iblo credit for $25,000 ,000, rather t han $10,000 ,000, and vao di l ­
appointod that tho Jxport-Iaport Bank vae not 1ookinc ,... inereaae of 110ro 
than $75,000, 000 or $100 ,000, 000 from Con&roll· Tho Mbloter 1trooood tho 
importaDCo of Svod11h puroho1oo froa the United Stahl Md the hlsll orodit 
otandlnc of hl1 OOUIItr,.. 

In auver to repeated qnooU ona of the M1D1otor ao to vhet hor it would 
be tboo lloeonotrocUon lillallCo Corporation or tho ~ort-h~>ort llanlt that 
cotll.d holp out and for hov lone a term , I inlioted that those qno1Uon1 cotll.d 
o~ proporl7 bo an1vorod b7 Mr. Jone1 and the offioor in charse of the 
lzport-hoport Bank, and I roeo .... oDded t hat the Min.iotor cot 1D t ouch at oDOo 
vith Mr. Jonoa. lnoidontl7, he told ao that he undorot ood tho annOUilCoMnt 
of tho $10,000, 000 orodlt from tho lxport-Import Bank t o Borva.7 t o be pro­
•h.ro, Re acreod, hovonr , that vith tho pre1ont ataoophore of .AMr1cu 
171lpatl!T for .... 11lhro1t in $nenA!aari&,1t would appear t o bo a propitiouo 

U• to pro1ont t ho Svodioh roqnoot f or c/ ~f 
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J'roar 

JN>Uar7 13. 1940 

!1M Secret8Z7 

Mr. TO'IDI& 

!le: IDe- Cert1tlcate Plc 
tor .&crlcultwe 

I a4Ybe4 Mr. L&llclllln Ourrle that the 'l're&.ury 

memoran4ua hNi been COII!>lete4 la1t nl&bt, but tb&t. 

I h&cl 4el8J84 forwar4ift4 lt. to h1a untll I had recel•e4 

the aeaorandua on the - •ubJect hoa the Federal 

Ruene t hb Mrllins. 

I ha•• nov recelYecl the -rand- troa Federal 

!lnerYe, 8114 both or thea• ha•• been 4ul.7 t.rcaalt.te4 

to Mr. Ourrle. 

~· 
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TREASURY DEPARTMENT x 210 
INTER OFFICE COI\41\4UNICAT10N 

OAT& JaDUarT 13, 194<> 

To Seoretar,r Morgenthau 

FROM Mr. Cochran CO NFIDENTIAL-
In e. thin foreign axche.llge .,...ket , the rate tor eterl1ng otrengtbened on 

fair co-reie.l buTing. After opening e.t 3.']6-1/2, oterl1ng edve.nced atoe4117 to 
a high of 3.97-5/8 aro11114 noon- U•. Jwot bator• tho clooo the rate euod and 
tbo !ine.l quotation waa 3·97- 1/8. 

It h lntereotlng to note that t he tau:r reportioc banb a:eouted no oterUoc 
tre.noactlono todq by order or foreign be.nD. lor a ccount ot oo-rcie.l concerne, 
the r eporting be.nka executed ae.loo or opo t aterlloc tote.ling Uio,OOO and p~>.rehaoea 
to t oling 1.227 .ooo. 

The Obaoe Natlonnl llank reported t het 1t had oold '-2,000 i n cotton blllo to 
t bo llritioh Control on the baeia ot the official rete or 4.02-1/2. 

Continued improvement w eo reported in thor a t e t or the Cub&.ll peoo, todq 'o 
quo t ntion being 9-5/8% diocount. The Mexican peoo wao oteady at ito current low 
of . 1672. 

The other i mportant currencieo clooed ao follov11 

J'rench :&anc o 
Cluildero 
Swioo franco 
llelgaa 
Ce.nadian dollaro 

.0225 
· 535li 
.22li3 
. 1686 
11-9/ 16;' dhcount 

Ye purchued gold ve.lued at $1,125, 000 troa the earaarlr:ed account of the 
:Bank ot Mexico . 

The State Depar tll8nt forwarded to uo ce.bleo 1 tatlng thet the following gold 
obip.,.,nh would be 111!4e: 

$3 ,087,000 from India, repreoenting three ohipmente b7 the Nat ione.l City llank , 
llollb&J' tc t he .U.Oriee.n Truot Co~~pany, San J'raDChco, 

1,194,000 !rom India, ohippe4 b7 the Ne.tional City lle.nk, llomb&7, to ito head office 
in llev York. 

262,000 from India, ebipp ed by t he llatione.l lle.nk of India to the Ouaranty Trwo t 
Co, , Sen J'raneioco . 

230,000 fro• India, oh1ppe4 b;y the l!at ional llank of India t o the Cba .. llaUone.l 
llank , San J'raneh co . 

1,743,000 fro• I:JIClal>4, e h1ppe4 by Sa:111el Montago. A Co. t o t ba Ouarant;r Traat Co., 
lew York, 

70,000 f r o a En&] end, a hipped b7 Johneon l'.atthe7, London, to Johnaon llaUbe7, 
lew York. 

14,000 t r oa :J:acland, ebippod b7 Sallllel Montacu Ia Co. to Mr. Vite.llo llachal.u , 
=-=--- llew York, 
$6,6oo,ooo tote.l 
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Of U.e aboft aiU:p.ah, Uloee ani "fiJI& a\ Ia huo1- wlll \e eoU \ o U.. 
U. I . ICld u.-, u4 tboM c olldpe4 to Iw Toft wlll \e eol4 to tile U. I • 
. beq ~toe. 

Ia tu report troa tu holeral Beeern llall: e1 Iw Torll: mowtac 4~eth 
tor llocoaat ot .lila ae r~e4 b7 tile Iw Torll: acuatn td .Japa»M \eab oa 
Ju.U&rT 10, wob 4epodh totale4 •35, 7115,000, aa lliGI'•M of alloat tl,50Q,OOO 
ataoe tu laat r.apar\ oa .Jaa'U%7 J. Of tlah •out, t2•,6911,000 rapreaa\e4 
4epodh vUlt. \u T•ll:ob=• lpaole Jlaall: 1lir U.elr maobaa ill Cbi¥. !b.a nw-
4rott oil tu lloob ot tlae Toll:ob•e lpeole ltaall: 1a Iw Totk tor ac_, ot 
th b.ee4 ottloe ta .l'ft!PeD wae •n ,6o3,000, aa lllor•M of M.JQO.OOO at.aoe 
Ju.U&rT 3· 

C ON FlDENTIAL 
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January 13 , 19~. 
11:53 a.m. 

H. M.Jr: Hello. 

Operator: Oo ahead. 

P..". Jr: !!ello. 
John 
Traphagen : Hello Mr . Secr etary. 

H." . J r: Row are you? 

T: I ' m f i ne , t hank you. 

H. li . J r: l·!r. Traphagen, these gent lemen have left. 

T: Yes . 

H. •• . Jr : And I think we nade so"!le progress . 

T: Good. 

H. ".Jr: Nov this, we pinned t hem down to thi s pr oposal. 

T: tlhich proposal. 

H." .Jr: The suggestion Wh i ch you Made. 

T: Yes. 

H. 'I.Jr: For three years you see? 

T: Yes . 

H. •·. Jr : That they buy t1ve hundred thousand dollars f ace 
amount of their own bonds as retired . 

T: Ye a. 

H. H. J r: It t hA.t could be e:Xtended - extended ever t he life 
of t he loan they, I think, are r eady to commit 
t hemeelvea to that. When t hey first started they 
ea 1d they would not spend more than t wo hundred 
thousand dollars a year t o r etire bonds, you see? 

T : Yea. 

H. H.Jr: nov they say, it t he counsel would agree to their 
proposal over t he lite of t he i ssue they would, 
each year, buy i n and cancel t1ve hundr ed thouAand 
dollars wort h of thr ir bonds. Hello. 
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T: 

H . l~ . Jr: 

T: 

R.l' .Jr: 

T: 
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Yea . Well o f course that' s going to t ake a terribly 
long time to pay ott t hese bonds. 

Well -

It'd take about ninety years. 

Oh, no. 

~Tasn 1 t it t orty-U ve million of the bonds at t1 ve 
hundred thousand a year? 

True . 

They'd be r etiring half a mi llion a yea.r. 

Well - at least it ' s more t han they ' ve ever agreed 
t o before. 

Yee. 

Now as to the baok interest, t hey're suggesting 
six t o ten year script . Hello . 

Six t o ten year scrip t . 

Yes . 

Yes. 

On t he back inter eet. 

Yes. 

Just before they got up to leave they said, •Yel l 
couldn't we have a three per cent tor t he 11fe or 
t he loan • and we - and I shrugged oy shoulders and 
aaid, "Well I t hought ve hnd covered enough ground 
:Coday•. Hello . 

Yes. 

And it didn' t i mply anything in any vay, and as to 
the Mortgage Bank, they said t hey were not authorhed 
to tallt but they vould get i n touch and have whoever 
vas authorized to tallt t o come up here 1111'11ediately. 

Yes. 
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And they told us that they were i n ravor or coming 

to an agreement on the Mortgage Bank, bu t they 

could not talk tor t he Mortgag,e Bank. 

That• e good. llell now may I ask you a question 

about the split t or the baok interest, elx to ten 

year. 

Yea. 

~laB it their idea that they would issue scrip t tor 

the full amountt -

\fell -

'l'hlrteen and a halt million. 

It wasn ' t discussed. It was just- first place they 

recogni zed the principle tha t they ehould do something 

on the baok int erest . 

Yes . 

That ' s Number one. 

Yes . 

Number two - whatever they do they ' ll do it in 

scri pt. 

Yea . 

What the amount would be or how, t hey didn't 

d iiiCUSS. 
• 

I see . I see. 

See' Nov they would like to talk with you again nov. 

411 right. 

Personally, it I mi ght make a suggestion, I think 

that it the counsel oould Bee ita way olear or 

eaylng t hat they will retire eaoh year five hundred 

thousand. 48 a starter that ie getting further 

t han it eeeme ae though it had ever got ten before. 

Yea. Yea. Wall I'll be glad to see them 

Mr. Secretary. I u not - I'm not too hopeful about 

getting the counsel to agree , but I 1 ve been doing 
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H. !-' .Jr: 
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'! . r.: . Jr: 
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H. l·' . Jr : 
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H. I! , Jr: 

T: 
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a little figuring since I go t back here on 
l~.r. Jones 1 plan. 

Yea . 

Which I think e i ght be worked out . 

I see. 

The net effect ot it would be t hat instead ot paying 
tour per cent interest they ' d be paying three 
per cent interest. 

Yes. 

They' d be applyi ng one per cent - the difference 
between three and tour, to t he r e tirement or t he 
baok interest and over a period ot !!!teen years 
they could r e tire the back intereet at three 
per cent i nstead or the figure that it accrued 
at, six. 

Yea . 

And the sum that they would pay would work out 
the same. It would all come into t\oro m1ll1on 
t hree , and I think t hat where we 've got to ge t 
together, i t eeeos to me, is on a oueetion ot 
how long a perlod we wi ll permit t heo to buy 
in five hundred thousand !ace amount or bonds 
instead ot five hundred thousand dollars at 
market value. 

1/ell I doubt if you get two million three cash 
a year. I doubt it. 

Yea . 

I think the size or the pie 1a two million 
dollars. How are you going to divide it, that ' s 
aubJeot to negotiation, but I very ~~ch doubt 
1! you get more than two million. 

Yea. 

Now as to how many pieoee of pie there are, t hat ' & 
another c.uestion. 

Well , may I ask you thiat 
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Please . 

Wae there anything ea1d at the meeting by you or 
your aesooiatee on t he committee that would ind1oate 
t he beet - t hat tvo milli on vae agreeable to yout 

No . 

It vas not . 

No, no , ve didn 't. 

I see. 

No we wouldn't do that. 

No. Right . Well ! 111 go over -

No. Vbat I 1 m saying 1e Just my own reeling but there 
vae - no we did not ind1oate anything. 

I eee. 

No. 

First rate . And t hank you very muoh ror calling me, 
I'll get in touch with then right away. 

Just a minute . Mr. Jonee wants t o say something. 
Just a minute please . 

Yes . 

Mr. Jones suggested Why don' t you issue a nev bon~ 
running ror thirty or rorty years and t hat that bond 
should be retired at the rate or five hundred 
thousand dollars a year. 

Yea, yea. Well ve can -

That would get over t he n.1nety year thing . 

Yea. 

I mean - r orty year bond retiring nve hundred 
thousand dollar• a year and I take it what 
Mr. Jones means at the end or rorty year -

They'd refund 1t, 

Or - pay it orr. 
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Yes. 

Yes . • 
Right. 

You see? 

Yes . 

Just a minute. Somebody else - Cotton wants to 
say something. Cotton says t he eo-called Laylin 
proposal will grow to two o1llion two a t t he end. 
But they never accepted that. 

Yes. 

217 

But we didn 1 t in any way say as to -..11a t the &J:lount 1a. 
Just after talking to h1m an hour and a halt is my 
impression that's all. 

Yes . 

But I agree with you, they ' re good horse traders. 

They oerta1nly are . 

No thing the matter with you either. 

Well I 1 o a novice compared to t hose fellows but 
I ' m not afraid of t hem. 

Well, all right. Pins. 

Thank you tor calling me. 

Thank you. 

Goodbye. 

Goodbye. 
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H.!CJr: 
Bob 
Dough ton: 

H. l' .Jr: 

D: 

!! .!' . Jr : 

D: 

D: 

H. I! . Jr: 

D: 

H. l!.Jr: 

D: 

H. M.Jr: 

D: 

B. t~ .Jr: 

January l J , 194o. 
12:05 p . m. 

I ' m tine Bob . How• s everything down your way? 

Well we •re going along down here trying to sea 
what we oan do about extending th i s reoiprooal 
trade act. We•ve had two days you see in the 
paper, getting along pretty well I reckon, but 
it's goi ng t o be a kind ot hard uphill tight . 

I wouldn't be surprised. 

2!8 

What I oo.lled you here , they're trying to raise 
some ot these many i nterested American manufactures 
against it and some ot t he farm organizations and 
every selfish group you know , that l ikes the old 
plan and would start fi ghting ue , I think we ' d 
make it in the House all right. It'd be quite 
drawn out and l abori ous. What I called you 
about Henry ia the matter you came down to see 
Ed Tinsell (t) about. 

Oh yea. 

I think this, that somebody will check up on the 
house leadership. We were i mmediately - af ter 
you were here , and had a conference with t he two 
men, you know I suggested that 's What I would do. 

I know. 

~ell I go t in touch with them right nov - lese than 
an hour after you lett. 

Yea. 

And confidentially didn't get any encouragement 
a t ell . 

I see. 

They seemed to be r a t her i ndifferent or would not -
maybe that ' s not the right word, rather opposed to 
anything ot t he kind, that ie not favorable at all. 

I see. 

So I Just don ' t know. I vas wondering Whether or 
not I ehould take 1t up with the steering committee 
or just what I should do. 

Well g1 ve me a chance to thi nk about it. 
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Yes . 

And t o talk it over w1th t he man across the street. 

Yes, well I t hought t hat was the best thl ng to do. 

I'll do t hat. 

I wanted to let you know and so then you- I wasn' t 
going to make any fUrther mo ve until I heard trom 
you again. 

\·lell I apprec i a te that very much and I ' ll try to 
get some eort or an snover tor you. 

You know t here wae ao~eth1ng said at t he pr ess 
conference yesterday aocord1ng to the papers. 

I know. 

And I - just walt now un t il I hear trom you. 

All right Bob. 

All right thank - I want to see you again some 
ot t hese days. 

Oh, any -

Dld John Hanes ever aar anything to you about a 
better posi tion tor Mi ls Xitchen, eon ot 
Gord Xitchen , vho 1 a dovn in the Departcent ot 
Justice nov. 

\fell I don 't remember. He might have. 

He told me he was going to do that and seemed very 
much interested. J.~ill s i s down there, and t he 
pos ition, I think, is tar below his worth and 
merits an.d experience and all that kind or thing . 

Well let me take a look at it Bob. 

You take a look at that because I vant to help hi a . 

o. J:. 
And he'• worthy or it. Hae Jackson taken t he oath 
ot ottice yet' 

Not t bat I knov ot. 
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D: 

H. Jo( .Jr: 

D: 

H. II . Jr: 

D: 

~ .H.Jr: 

D: 

H. M. Jr: 

D: 

H.M.Jr: 

D: 

- 3 -

He baen•t gone in yet. 

No . 

Ae soon as be gets in I want to talk to him but 
I don't want to talk to him until after I talk to 
you, and I wiab you ' d talk vith John Hanes 1t you 
think ot 1t . 

Well when I eee h1m I v111. 

I understand he ' ll be here Monday. 

I eee. Well I didn't know t hat. 

That ' s vbat his ottioe told. 

o.x. 
All right . Thank you Henry. Call me back when I 
oan work. 

Thank you. 

Goodbye. 
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Secretary ,£ 3t;atc , 

"llashi113ton. 

112, Jan~ary 13 , noon, 

0 LAlN 

London 

DatEd January 13, 1940 

1tc 1d 8:30a . m. 

I 

Gifford leaves London for r.cnoa today to board th£ 

!IANPA'.l'~AN . i,ll plans will bE held in abeyancE until h£ 

rcachts "iat~t!ington am discussEs m::ttcrs there . Tht 

FINANC1"l.!· i!C:"IS , Df.lLY El:P"!E:SS and DAliY T£LSG1APH conta1n 

reports to tl"'E t ffEc t that uari t ich holders of American 

stcur,. tiE s t~c-rt~ any !'!ill ions of pounds art to bE offered 

a nEW war lo<m in exchange ins tead o f cosh" . ThE:s t rc ­

oorts ore b~std o~ a press conferencE ~hl ch Colonel 
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Lltwtllin, l :.r1iai:1Cntary StcrEtar: f o thl: Ui ·istry of 

Sup:>lY h£1 <\ yto ~;trde.y 1n which hE d issErtatEd at l ength on 

thE war 'lOt tnt ~.ol of th£ Br1 t1 sh Em!llX'E . In tht coursE of 

his rtmc.r ks , t" ccord1~ to thE FI ~' J l:::I iU.. 1\E'VS , "h£ d1sc~~3s£d 

th£ me ~.llCY~s by 11 h1ch Br1ta1b could pay for hEr imports 

from rorci; n co··ntr1cs , in pnrt1cular the Unittd 3tatts. 

ThEre or e t' rEE co-s , h£ pointed trut , by whtch Britain 

could pay tor "her imports - gold 
.1hich 
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which :h- :~clc: , exports which shE o ov.ld ma ke , ond thE 

forci(l1l occl.!r~.tlEs hEld by hEr n;;. t~ .,n..,la . Folders of thesE 

rorclJn occ~~~tics , hE sai d , woul' 1hortly be depri ved of 

them by a benEvolent Treasury and _ivcn wc r loan or somE 

other govcrr-l£nt security insttnd . ·· The DAllY T~'lT:·3 

t akes t"' e line t lnt thEse rEports s!l.ould be treated "nit~ 

reserve " . !noif.mtclly I bad a Vlort\ with Ph11li '9S ~'lis 

mornins n!'!o -·~ icl. not then know of Colonel Llcwcllin's n;~\"!'­

sion i nto tl!E ·?rccsury's field cnf b!'.d not seen t his mo:-n­

inJ ' S pre oo !'E!'Or t s . 

C"B J' ·'NSO!I 

...., 
_,. ..,. -
:. 

i 
~~(' 

r 

-· c.: 
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P.E COLOMBUN FINANCE JanU&%'7 13, 194o. 
10:00 a.m. 

Present : Mr. Traphagen 
Mr . Jones / 
Mr. CoohranJ 
Mr. Cotton~ 
Mr. Yellee ' 
Mr. Feis ' 

l4.t.a. .. ' -; ,.,..,...J .. 
\w(.(l ~ 1l~ 
"'--:! P-

Traphagen: I think I ought to tell you , Mr. Secretary, if 
you vant me to begin •.•• 

J 

H.M.Jr: Begin anywhere you want. 

Tr aphagen: • • •• that I submitted a proposal 1n writing to 
the Ambassador last night and I submitted it 1n 
these terms: I eaid, •It ie an outline of what 
the Council v111 expect. • In reepect to the 
long-term dollar debt, direct cbUgat1one to the 
pubUc , llhich are outstanding to the extent or 
~ million dollars, VII would expect an annual 
payment of $2,300,000 a year. 

Jones : Interest a.nd pri.noipalf 

Traphagen: I nterest and principal, to be applied during the 
first three years as follows : For interest, 
$350 ,000; tor the retirement or coupons and 
arrears at the rate or one-sixth or their face 
value, 146<>,000; for e1nk1ng fund , $500,000. 
For the next two years: Interest at Jt peroent, 
$1, 575,000; tor the retirement or coupons, $450,000; 
tor sinking fund, $275,000. For the sixth year 
and thereafter until the bonds are retired: 
Interest at 4 percent, $1,008,000; tor sinking 
fund, $500,000. 

Then I vent on t o diecuaa the guaranteed obliga­
tions and I might tell you what vas indicated 
there, that on the baaie or five million out­
ltanding in th1e country, ve would expect annual 
payments of $250,000, of vhioh during the firat 
f ive years , $150,000 would be tor the interest 
at 3 percent , tor the retirement of back ooupone 
at $10 per coupon, llhioh 1B the eame thing ve 
are doing i n the di rect obligatione, 150,000, 
and for eink1ng fund, $50,000, and for the sixth 

'

ear and therea1'ter until the bonds are r etired, 
175,000, or 3i percent interest , 175,000 for 

e1nk1ng fund. 
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Then I have stated that in the eink1ng tunda, ae 
the pr1ncipal or the bends ie retired and the 
interest requirements are reduced, the sinking 
tund should be increased. 

Nov, I said to the Ambassador after some con­
siderable discussion - we were there until 12:00 
o'clock - that while I wasn't authorized to do 
so by my aesooiates, that if the Colombi an Govern­
ment came back and said to me or to us that they 
would accept thie plan with the modification in 
the first three years that 1netead or $500,000 
being applied to the einking tund, 500 race amount 
bonds, 500,000 race amount bonds were retired, 
I would be willing to recommend that to t he Coun­
cil, provided the otter oame to ue in that form. 
It the bonds could be purchased at 4o or under , 
wblch I think they could, that would reduce the 
payments during the first three years t o two 
million dollars. 

Jones: To two million? 

Traphagen: Yes. The Secretary squirmed around. He i s a 
very nice little fellow. I made it a point to 
keep on very good terms v1 th him and I haven 1 t 
felt there vas any advantage in getting into 
a controversy about what their exports were or 
what their imports are or whether their foreign 
exchange ie so much, or anything, but I have 
simply felt that thie vae largely a matter or 
making a deal vith these people and I think he 
is very anxious t o make a settlement that will 
accrue to hie benefit in Colombia. It seeme to 
me that thie formula ie an extremely favorable 
one tor them. They have, as a matter or tact, 
said that they could provide two mill i on a year. 
They backed avay from that a little bit 1n the 
first year by putt ing a million 750 thousand in 
there, but t he Ambassador is - he indicated to me 
that he was very loath to submit this otter to 
Colombia because be said it wasn't as good really 
as the Layl in proposal, which vas made laet August 
and which he submitted to his Government yithout 
any indication that it would be accepted and he 
said his Government vas very much opposed t o the 
eo- called Layl1n otter. He doesn't think this 
ie any better. 
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I s&id, 1 Mr. Ambassador, if 70u don't feel that 
70u want t o subm1.t this to 70ur Go•smaent, I 
would like to w1 thdraw this offer. 1 I s&id, 
•verr frallkl.7, this offer goea va:r be7ond an:r­
th1ng that the Councu feels 1t ellould. Ve 
h&Ye atretcbed our Yien a great deal to acooa­
IIIOdate rou and 1n doing so ve feel that ve h&Ye 
•er7 muoh inYolved our ovn poeition 1D dealing 
Yith future Go•ermaente. 1 I s&id, •we have been 
so liberal, ve have set up customs ve believe 
are going to be verr embarraeeing to us,• so I 
aa.id, 1 I would like to Yithdraw that offer. • 

Well, he didn't exaot17 vent 1118 to cSo that. 
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B.M.Jr: Vas La7l1D tberet 

Traphagen: Yea. The7 both s&id the7 preferred not to have 
ae do that until after the week-end. 

B.X.Jr: 

Jones: 

H.M. Jr: 

Traphagen: 

B.M.Jr: 

Traphagen: 

(Mr . Vellee and Mr. Feie enter the conference) 

That, in abort, ie about what happened last night. 
I oan tell it t o 70u in ten ai.nutes, but I gpt 
there at half paet 8:00 and I left there ahortl7 
after 12100. 

I would appreciate it if 70u would .••• 

Start it all over, then 111a7be I Y111 catch it. 

Are 70u going to leave me a cop7 or that thingt 

Yee, I v111 lea•e 7ou thia. 

You had better talk a little louder. 

I bad a •err pleasant talk vi th the Ambauador 
and Dr. Jaraaillo and Mr. Lq11n last night 
at the Ellban7. I vas sa7ing that .:r relatione 
Yith the Allba88ador had been •err pleasant and 
I like h1a 't'er7 1111ch and I can SJWI)athize Yith 
hie d.1tfioult1ea and I tried t o allow hia that 
I did. 

At hie requeet I deli"rered hia i.n wr1t1ng a 
ae110randua or a letter froa the Council vh1oh 

Regraded Uclassified



- 4-

I eigned ae one o~ the aeabere o~ the executive 
committee and I put it in writing becans• he 
aelr.ed •e to lllalr.e an o~~er 'llhich he oould trans­
sit to hie Oovemsent. The o~~er calla ~or 
p&Jaente on the part o~ the Ooloabian Oove~ent 
at t2,}00,000 a rear on account o~ the direct 
obligations. 

I n the ~iret rear, that t2,~0,000 would be 
applied ~or interest at } percent, tl,}50,000; 
~or the ret1reaent o~ baolr. coupone at the rate 
c~ one-ei.xth o~ their ~ace Value, t450,000; ~or 
the einlr.1ng tund, t500,000. ror the next two 
reare the intereet rate would be etepped up 
to }i percent, vbioh would require t 1,575,000. 
'l.'he retirement o~ ooupone would be the aaae, 
t45o,ooo, and the e1nlr.1ng tund would be reduced 
to $275,000. 

Then ~or the sixth rear the intereet - and there­
~ter, the intereet rate would be 4 percent, 
calling ~or a aillion eight and the einlr.ing 
tund, 1500,000. 

Bow, I sight ear that the Oounoil ~eels that 
th1e plan ia extreselr liberal. There 1B 
accrued 1n unpaid and baclr. intereet 11Jlprox111&telr 
l}i sillion dollare 'llhich would be uUled \J.IIder 
thie plan ~or a oaeh pa~ent extending over a 
period o~ e1x r eare - ~ive raare, at two sillion 
and a quarter dollare. I plead verr hard With 
ar aeeoo1atee in the Co~oil to eettle that 
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banlr. intereet on th1e baeie becauee the Ambaeeador 
explained to ae that he wae verr loath and be 
lr.new h1a Ooverament 10uld be nrr loath to oreate 
a new debt 1n the ~ora o~ a tund1ng obli gation. 
Mr aeeoo1atee on the Oounc11 were quite oppoeed 
to th1e becauee ther ea1d ther telt the eet-up 
an extraaelr bad precedent , but I persuaded thea 
t o eubsit it in thie ~ora. 

I th1nlr. I ought to eq, too, that we eubsitted a 
plan to talr.e care o~ the sortgage banlr. obl1ga­
t1one, guaranteed, vbich we eet1aate 11 about 
~iva a1111on 1n th1e countrr , ~ive a1llion dollare, 
'llhioh would require $25<),000 a rear to be applied 
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to interest during the first rive Teare, 3 per­
cent, and tor the sixth Tear and thereafter, 
}t percent, and the e1nlting tund pa:J111eDt to 
start at $50, 000, and application or another 
thousand to back interest on approx1aatelT the 
same basis as the other belongs and attar retire­
ment or back interest the sinking tund would be 
$75 , 000 a year . We have asked them also to 
state in anT announcement that ia made or a 
settlement, when it takea place, that the 
Colombian Government would welcome the initiation 
ot negotiations tor the settlement or the muni­
cipal and departmental debts or the Republic 
and that in the event those settlements can be 
arranged, t hat thBJ would endeavor to make 
exchange available. 

The Ambassador quite naturally - at least I 
expected that he would and he did ra1ae a good 
maDT objeotiona to this. I think he is a verr 
good trader. He ia naturallr wanting to do as 
beet he can tor hie Government. He said that 
he didn't r eel that th1e plan vae quite as good 
as the Laylin plan. I etretohed i t a bit further 
on my ovn responsibilitr br saJing that it t his 
Government would oome to us with a proposition 
that theT would aooept, on the basis or the 
sinking tund tor the tirst three rears, in race 
amount or bonda rather than in dollars, i n other 
words, that ther could turn in $500, 000 race 
amount or doll ars - taoe amount or bonds, rather 
than applring that to the purchase or a million 
or a mill i on and a quarter bonds, that I would 
be willing t o ear to him that it that otter 
came back t o us trom hie Govei'DIIIent that I would 
recommend ita acceptance. 

Nov, that would have the etreot or reducing the 
sinking tund requirements during those tiret 
three Tears trom approximatelT $500, 000 to -
or rrom $500,000 to approximatelr, let's sar, 
1200,000, because I believe ther could bur those 
1500,000 or bonds at llio. a bond, or 1io percent. 
I would be willing to make that reoo111111endat1on 
to the Council. Whether thaT would accept it 
or not , I don ' t know, but I would hope that 
theT would. I VOilld try verT hard to persuade 
them to clo 1t. 
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That brings the figure down to approx1mately 
the figure that they are talking about at 
the moment , $2,000,000. To me that seems 
extremely liberal but the .Ambassador vas loath 
to present this proposal to his Government . He 
said he vas loath to do eo because the Laylin 
plan had been presented. Well, I said, •Mr • 
.Ambassador, the La;rlin plan was never approved 
by Council. This represents quite a different 
situation in that I lUll bringing to you. a pro­
posal that comes from the Council and there­
tore it is much nearer the point of final 
approval all around. 1 

1 Well, 1 he said, 1 I am loath, nevertheless , to 
submit it because,• he said, •the Laylin plan 
vas not received with favor and, 1 he said, 1 I 
lUll very much afraid t hat th1s would be re­
ceived with little favor.• 

I said, •It you feel that way about it, I would 
prefer to withdraw this otter. I would like to 
take this otter back, because I teel that the 
Council has gone a very long way and set up 
some rather unfortunate precedents tor the tuture 
dealings that we may have and I would prefer to 
withdraw that otter. 1 

Well, hie associates persuaded h im that he 
shouldn 1 t let me w1 thdraw the otter and I t hink 
that on turther reflection he decided himself 
that he ehouldn 1 t withdraw the otter and he 
said, 1 I would like to have you leave it with 
me over the veek-end, 1 and he eaid, 1 I p romise 
you that I will not submit the otter to my 
Government unless I feel d1tterentl7 about it 
and unless I do feel ditterentl7 about it, I 
will return it to 70u and not consider that 
70u have submitted this otter.• And he said, 
' I will hope to come in to New York next week 
and see 70u about it.• 

Now, that is about the wa7 we lett it. Ky own 
reaction is that the Ambassador ie an excell ent 
trader. He tells me that we have a misconception 
here of the position of Colombia to pay. He 
teela that the figures that ve have had, and I 
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think he teel.a the figures, perhaps, that the 
Govemment has had, are not true figures, and 
I said 1n repl.y to that the.t it there was any 
~est1on about the facta 1n the case that I 
tor one vas perteotl.y vllllng to have a re­
examination ot those tact a, th.at I voul.dn t t 
Wldertalte to a.rgue it v1 th him but I voul.d put 
a man 1n Col.ombia 1n whom I had cont1denoe on 
the matter to atud7 it thoroughl.y and I voul.d 
be gl.ad to haTe the th1.ng thraahed out. I 
aa1d, "That is l!l)ing to take t1me. It you 'III!Uit 
to g1Te up the neoeaear:r t1llle and del.ay thia 
matter in order to do that, I am perteotl.y 
v1l.l.ing to do it.• 

I have etud1ouel.y aToided haTing any controTerey 
v1th h1m about figures. I don't feel. I know 
enough about the t1guree ot Col.ombia to argue 
v1th him and I voul.d rather have a man in whom 
I had more confidence go down and make those 
figures. Maybe Mr. Welles could make some 
figures available to us and perhaps the Depart­
ment ot Commerce could make some figures avail­
able to ue , other than we have. I think we 
have ottioial. tiguree. Perhaps they ought to 
be studied 1n a different vay than they haTe 
been studied. Certainly on the bae1B ot the 
figures ve have, 1t voul.d seem to se that Colom­
bia 1e well abl.e to malta these pa711enta. I alii 
not at al.l. certain that the Ambassador ian 't 
v1ll.ing to go ahead on this pl.an. I alii not at 
all. oerla1n he 1en 1 t still trading and try1ng 
to malta the beat deal he can. I th.1nk he haa 
~~ada a pretty good deal. up to date. I th1nk we 
have given up a great deal. when we have sa1d to 
him that ve are willing to forego the funding 
ot those arrears ot interest at l.Jt m1l.l.ion 
doll.ara. 

Can you indulge me with t hose figures so I can 
get t hem dovnt 

Yea, air. 

The tiret three yearet 
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Cotton: 

Traphagen: 

Jonee: 

Traphagen: 

Jonea: 

Traphagen: 

Jonea: 

Traphagen: 

Jonea: 
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The t1rat th.ree Teare - the eu•, total. awa, 11 
two mi.llion three. It would be divided up into 
interest at three percent, which woul.d take 

11,350,000; the retirement or baok intere1t, 
450,000; and the a1nlting fund, $500,000. That 

i1 al.l in dollars. 

But b7 taking bonda, that two mU.llon three •••• 

It we could bu7 these bonds at 4o, Mr. Jones, 
whioh I th1nlt '118 could do •••• 

What are the7 novt 

'l'hef are selling the• around 29, I th1nlt. I 
don t ltnov hew theae bond1 have raised J.n price, 
but I thi.nlt the7 have been aell1ng latel7 ac•e­
wbere between 25 and JO. Ia that right, Mr. 
Ccttont 

I think ao. 

Nov, thereafter, or tor t he next two 1aara, the 
interest rate would be raised to }! percent, 
which would take a million 575. Tbcae ooupona, 
$459,000. The ainlting tund would be reduced 
to 1275,000. 

Would that be in bon.da, toot 

Bo. that would •••• 

You are not settled on thatt 

Yea, ve are. I told the• that the bond purchaee 
would appl7 ror the tirat three 1eara. 

That ia still two mi.llion threat 

Yea. 

How long doee that l'llnf 

Traphagen: Two 1eara. Than tha aixth 1ear and thereafter, 
the interest would be tour percent, or a laill.ion 
800 thousand. 
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Jones: Al1 right. 

Traphagen: And the sinldng tund would be $5<>0,000. 

Feis: I explained the tact that the State Department 
gentlemen bad made you late and I don't tbi.nk 
the:r mind (speaking ot Colombians va1 ting in 
the reception room). 

Traphagen: The other is the guaranteed obligations ot the 
mortgage bank. Ve estimate $5,000,000. That 
is an approx1.mate figure, but ve could go on 
that basis. I told them in view ot the tact 
ve were g1V1ng up 1}! • .1111on dollars, the be.ok 
interest ot 2t million dollars, that I thought 
it ought to be ao. 

Jones: Do :rou regard this ae approx1matel:r as ravorable 
a settlement as the bondholdere are willing to 
aoceptt 

Traphagen: Mr. Jones, I think some individual bondholders 
would settle tor ver:r little. I think the 
intelligent bondholders that know something 
about Colombia - and there are a good many or 
them - I bad a letter trom a man the other 
da;r who baa been a bolder tor a good man:r :rears, 
ever e1nce these bonds came out . I would th1.nk 
the:r would teal that t his settlement vas ex­
tremel:r liberal to the Government and trom the 
Councll 'e experience 1n handling theae settle­
ments, I t eal this is by tar the moat liberal 
settlement that they have aver considered. 

J ones: You di d make your- :rou refunded •• • • 

Traphagen: The Republic did tund the interest, I think, tor 
one :rear. 

J ones: Only one? 

Traphagen: I think it vas one year. Kr. Cotton would know 
more about that. 

Cotton: 

Vel l ee: 

It vas two :rears. 

You mean the issue ot aoript I thought it vas 
three :rears. 
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Jones: 

Traphagen: 

Jones : 

Traphagen: 

Jones: 

Traphagen: 

J ones : 

Traphagen: 

Joneai 

Traphagen: 

Jonea: 

Traphagen: 

Cotton: 

Cotton: 

Welles: 

Cotton: 

- 10 -

I thought 1t vas two. I a111 not lllrll· 

JaraaUlo vaa Beoretar;r ot the Treasur:r at the 
time an"- I thought he ea1d three ;rears. 

Did the:r meet those aorip pa;rments, have the;r 
•et thellf 

Yea. 

Promptl:rf 

Yea. 

'l'he:r have all been paidf 

Well, no, but the intereet ia being paid. 

Did the;r give interest~ar.Lng eor.ipt 

The;r did. 

Coupons are not maturet 

The eorip baa not matured, just the interest. 

But the 1ntereet ot thh total 111 1noluded 1n 
the 45 111lliont 

Ro, that ie not 1noluded. 

Do ;rou ~•ber wbat t he •ount ot that 1nterast 
vae that the;r gave 1orip t ort 

.&pprox:111atel:r, I tb.1nlt it 11 a round 3i to 4 million 
dollars, 1Bnlt itt 

Yea , aometh1ng like that. 

So the;r owe that in add1 t1on to the 45 1111ll1ont 
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Ye1. There ara two 111llion dx ot 10r1p outstanding 
nov. !here vaa or1g1nall;r about Ji. 
So• ot 1 t hal been paid ott. 

Yea. About halt ot 1t hal been paid ott. 
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Jones: But you are not treating v1th that sorip 1n theae 
1'1gureat 

Traphagen : No. 

J ones : Doea that mature over a period ot yearst 

Cotton: It 1118.tures 1n 1946. 

J ones: The;r have made no ettort to bring that into the ••• • 

Traphagen: We dJ.dn 1t teel that 1t needed to be brought J.n, 
Mr. Jones, that 1t would be taken care ot Just 
as it is being taken care ot today and we telt 
that was t he best wa:r to leave 1t. 

J ones : I wondered it they had ••• • 

Traphagen: No, they haven't brought it up at all. The onl;r 
thJ.ng that we have added t o what was in their 
minds were t he mortgage bank obligatione. The;r 
would preter not to bring those into the eettle­
ment at this time but I said that I d1dn 1 t eee 
how they could possibl;r teal that we were curing 
the detaul.t or that we could teal that wa:r until 
the;r had made a settlement ot their guaranteed 
obligations, as well as their dJ.reot obligations. 

J ones: Who are the principal hol dere ot theee securitieet 

Traphagen: 'l'he:r are scattered all over the countr;r. 

J onee: Corporations or ind1vidualet 

Traphagen: Hostl:r individuale, some institutione. The:r are 
scattered all over the oountr:r and as near as we 
can tell the average holding is somewhere in the 
neighborhood ot three to tour bonds. Now, there 
are some people that have larger amounts, ot course, 
and there are some inetitutions that have larger 
amounts, but the:r are scattered all over the place. 

Jones: Do ;rou have l i sts ot the holderet 

Traphagen: Yea, not all the holder• but ot a considerable 
nu.aber ot them. 
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Yell, this is obrt:ouu:r 1110re than the AlllbaaJW1or 
ia w11Ung to - or 'llaiLte t o oone1der. 'l'h1.a oalls 
t or about 2t aillton, or at least a a1n1••• o~ -
about 2i million dollars 1.D the t1ret three )"sara. 

Ot couree, the 
the Treaeur)". 
and •••• 

.,rtgage ban.lt h not a charge upon 
That is an independent operation 

Jones: Yould we treat it 1ndependentl:rt 

Traphagen : I t hink we would. 

Jones: Be would rather not bring it 1n but • • • • 

Traphagen: Be would haYs to proYide r eYenuee tor t hat. He 
would haYs t o proYide tor an exchange t or it. 

Jones: I see. 

Traphagen: But it wouldn't go 1nto hie budget, as I under­
stand it. And I t hink the mortgage bank, trom 
all I oan tind out , i s doing reasonably well. 

H. M.Jr: That 11 what a Yer:rbod:r says, the mortgage bank 
i a doing all right. 

Jones: And probabl:r could make the p.,..eents it the:r had 
the exchange and the d.1epos1tion. 

R.M. Jr: Do :rou (Mr. Valles) want to aalt an:r questionst 

Welles: No, I th1nlt that ie entirel:r clear, what Mr. 
Traphagen has said. 

II.M.Jr& Herbertt 

Feie: Ro, eir. 

Jonee: KaYe :rou had &nT oontaota with the Ambassador 
s1noe we were here laatt 

I haYe seen the Aabaaeador and Dr. JaraaUlo 
tv1oe, but not since the aeeting ot l a st night. 
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H. M.Jr: Well, as I understand it, TOU would rather not 

be here when the Ambassador 1B heret 

Trapha.gen: I am inclined to teal that it llight be Just aa 

well it I were not , because I think it is moet 

important tor the Ambe.eeador and mTaelt to keep 

on t he ver,. beat poesible terma and I am Juat a 

little atraid that our conversations might lead 

to eome d1tterencea which in the preaenoe ot 

Traphagen: 

Vallee: 

Jonee: 

H. M. Jr: 

you gentlemen might make it somewhat embarrassing, 

either to him or to me. It I am going to be very 

tranlt in hie preeence, a s I would want to be, aa 

I have been here and I have tried to be verT 

tranlt with him, I think we might disturb b.1a and 

I still teel that in dealing with these people -

I have had some experience, not very muoh, but 

s ome experience with the people trom the South. 

I think TOU have got to ehov thl!lll a ll)'mpath.ettc 

and kindly attitude to get anTWbere w1 t h them 

and I would like to preserve that e1tuation 1t 

I can. 

You are atra1d it TOU got tranlt TOU might not 

be abl e to continue thatt 

I got a little disturbed at them on one ocoaeion 

laet night and I showed them that I did, but it 

onlT laeted a eeoond or two and I thought 1t vaa 

Just as vall to show them that below a oertaill 

point we could not go. But I will do 'Nhate•er 

TOU want . I think it is better it you vill let 

ae withdraw. 

I think Hr. Traphagen 1e quite right . TheT have 

told me theT ha•e the aoat pleasant relation­

ship. They have been very appreciative ot the 

attitude he has taken. 

They might tell their stor,. a little t reer, too. 

I am Yory such obli ged to TOU. 

(Kr. Traphagen l ett the oonterencs) 

(Ambassador Turbay, Dr. Jaramillo and Kr. L&Tl1n 

entered the oo nterenoe) 
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Mr. Ambassador , w ul.d r ou care to t~ us how 
rou are progressing with rour meetings with 
Mr. Traphagent 

I am not sure ot my English, that 1t is good 
enough to expl .a1n. 

(The conference continued with Mr. Laflin acting 
ae interpreter tor the Ambaaaador) 

The Ambassador eare he V!Ulta to express hie 
gratitude tor t h h meeting, that he thinks it 
will help a great deal in wrk1ng out the 
arrangement that he ia e1ncerel r t rJ1ng to 
reach and that he appreciates the help that 
th1a meeting i mpli es. 

Will r ou correct me in mr tranalationt 

I will correct you it neceaearr. I see no reason 
BO far, 

On beginning n egotiations with Mr. Traphagen 
about a month ago , the Ambaaeador reviewed the 
history of the n egotiation• to that dq, 

In t his conversation opening the negotianone, 
the Ambassador emphae1zed the willingness to 
d1ecuaa anr arrangelll8nt t hat vaa within Colom­
bia's capacit7 to par, but called attention to 
the recent d1fticultiea that the war haa created 
tor hie country, 

That the Colombian OoTernaent haa been atud)'1ng 
a proposal that vae put f orward in the conferences 
between the foreign Ambaaeador Lopez and Francia 
White that vas made before the war broke out, 
but the Government haa been etud)'ing it because 
ot ind1oations that were given after this time 
that that might be a t ormula vh1oh the Council 
would accept and Dr. Jaramillo corrects me b7. 
earing the OoTernaent l ooked upon it as being 
reasonable and acceptabl e. 

And that the OoTernaent atud)'ing t his formula 
found that it vas too high, ther thought , tor 
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their capacity ot P811118nt, but they did authoriu 
the Ambassador to renew negotiations on the basis 
ot an interest rate of 3 percent with one percent 
amortization, nominal. One percent of the prin­
cipal amount ot the bonds would be r etired each 
year and that after the settlement had gone on 
tor a few years , the annual service charge would 
come up to two million dollars. 

But naturally since t his is a negotiation, the 
Ambassador is prepared t o study any other proposal, 
taking into account f eatures that would be more 
acceptable t o the bondholders . 

And it was with this object that he requested 
the Council to put forward ita views so that they 
could be transmitted to Colombia. 

In response to this request, last night Mr. Trap­
hagen gave the Ambassador ths Council's sugges­
tions and the Ambassador has the essence ot them 
in this envelope, but he supposes that Mr. Trap­
hagen has communicated them to you. 

He has. 

Last night the Ambassador told Mr. Traphagen that 
he wanted t o study carefUlly before he gave any­
thing more t han his first i arpressione. 

But last night he did give hie first 1mpreseione , 
subject to studying i t, which he would like to 
repeat here. 

The first impressi on the Ambassador drew trom 
the proposal was that it represented a charge 
on Colombia ' s revenues greater than was con­
templated in the formula that was previously 
sent to Colombia, which, after studying, they 
thought was too high. 

The Ambassador said certain features ot it. 

But tor another part, t h i s contemplates also 
agreement upon the guaranteed bank debt which 
waa not contemplated in preVious conversations. 
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And that the third point retera to the amortiza­
tion - contearplated one percent o~ the amortiza­
tion baaed upon the principal amount o~ the bond. 
Now, the oaah that will be uaed to purchase bond, 
i~ the OoYerruaent abould purchase tbose bonds in 
the open market and retire one percent o~ the 
total principal amount o~ the bonds each ;rear, 
but th1a the Ambassador had oontearplated would 
be increased later aa the oapaoit;r o~ Colombia 
pel'llitted it • 

.And that i t is the Ambaaaador 1 a understanding that 
in the contracts made b;r the Council v1th other 
countries, and it i s a pro•iaion 1n the old con­
tract that we are nov discussing, that the amortiza­
tion abould work thle way and the Ambassador under­
stands that usually it involves one percent. 

Understanding the position o~ his Government, he 
considers that Yariation ~om thia would be one 
o~ the most serious ~enturea . 

What ~eature would be aer1oua, vhat . ~eature vas 
it that would be eeri ous7 

The ~eature o~ Mr. Trapha.gen 1 a plan that aaya so 
many dollars shall be ueed eYer;,. year in the pur­
chase or banda. The old contract ea1d that eo 
much principal amount o~ bonds wuld be retired 
e•er:r ;rear. Since that vae 1n the old contract 
and a1noe the Ambaaeador 1 11 instructions ba•e 
been Yery explicit on that point, he considere 
that it wuld be Yer;r di~Uoult in having - pre­
eenting to hie Government a plan to change that, 
that the plan would ebov that ;rou retired e o 11110h 
principal amount o~ bonds a ;rear and that thoee 
be purchased and rumiahed to the ~1ecal agent. 

Are you addressing that to the guaranteed bonds 
or the other bonds7 

That is to the direct debt . 

I thought ;rou vera talking about the guaranteed 
ones. 
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Be vaa in the prertoua point. 

!he Aabaaaador add there 1B a point on thia that 

dotteD 1 t deal 80 IIUOh v1. tb 1;be aOWit Of the tamrU­

zaUon tund aa tbe pr1noipal vhiah his OoTernaent 

oona1del"l Tery laportant. 

Yell, it I understand vhat Mr. 'r~n add, be 

vas willing to reoollllllend to the CounoU that tor 

the ti.rat three years you voul.d bu)" 1n $500,000 
vorth of bond.a at vb&teTer pr1oe you could and 

oanoel thea. Nov, do I take it that the point 

that you a.re raidng h, h that the pr1noipal you 

vould like to haTe extended oTer the vbole ll.tef 

Yea, OTer the vhole lite. 

And not just t or three yearat 

Hot jus t tor three years. 

Is that the only ditterenoet 

Yee. 

Rather than haTing it tor three years, you vould 

like t o ha.Te it OTer the vhole lite ot thiet 

Whole lite. 

Tha.t 1a the 41tterenoat 

Yea. 

It vae one ot the pointe that hie OoTemaent has 

mainta.1ned vith the greateet tiraneaa vith him. 

'rhe Aabasaador 11 asking a apecial point ot thie, 

Mr. Secretary, in order to ha.Te you IIJ)preoiata the 

.utt1cuU1aa that he hiaaelt 1a haTing v1.th hie 

own OoYernaent. 

I underetancl. ICa:f I juat alk a question, pleaeet 

Do I underata.nd that aa tar aa the t1ret three 

yea.re a.re concerned, that you and Xr. '!'rephagen 

are not nry ta.r apa.rtt 
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Understanding tirst that your question referred 
to the whole proposal in the tirst three years, 
the Ambassador remarke~ that there is a d1tter­
enoe as to how the arrears ot i nterest should 
be t reated. My tormula contemplated • • •• 

You say ' my formula•. How do you mean that? 

Well, I vas the one thAt proposed that. It was 
the formula that we were all studying when we 
resumed negot i ations. That f ormula contemplated 
that in the tiret year there ~uld be retired 
six months ot arrears ot interest, ao that the 
charge was not ao hea.,.y to begin with. There­
after, in each year they would retire one year 
ot back i nterest. 

Do you mind it I interrupt you t I want to try 
to see it- let ' s put that aside a minute, the 
arrears. 

Yes. 

That i s a question, I take it , that you are not 
interested in. With that exception, looking a t 
this thing tor the tirst three years, the amount 
ot payment, and leaving t or the moment the guar­
anteed debt to one aide, becauoe the Secr etary 
ot the Treasury' s tirat interest ia what comes 
out ot the Treasury, and as I understand the 
guaranteed debt lt is not so ve could talk about 
that , but leaving the guaranteed debt to one side, 
with the exception ot that and a rrears, are you 
and Mr. Traphagen practically together? 

I am sorry tor the discussion, but we wanted to 
clear it. On your question, as it vas understood, 
leaving aside the point ot the torm ot the amorti­
zat i on and guarant eed bank debt question and also 
this questi on ot the arrears ot i nterest; without 
authori ty on the part ot hl a Government t o say 
that it i s all right , the Ambassador t hinks gen­
erally that lt would be and he would be very 
glad t o t ranem1 t it to hie Government . 

ldth a reoo=endation? 
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Turbay: Yea. 

J ones: 

Layl1n : 

J ones: 

Layl1n: 

Layl1n: 

H. l!. Jr: 

Lay lin: 

Welles: 

I dido 1 t understand it. You eaid, leaViJlg asi de 
vhatt 

Leaving aeide t he question ot t he torm ot the 
amortization, or rather aesuming that the 
amortization woul.d be the nominal emount, llhioh 
would mean that the bonds were purchased at 4o, 
that it would coat $200,000. 

Assuming that woul d be the case, that would be 
acceptable' 

Aaeullling t hat to be the case and leaving the 
whole question ot arrears ot interest up in tbe 
air, as I understand it. Is that the vay you 
understood itt (Speaking t o the Ambassador) 

Ieeping the idea that eomething would be done 
about arrears ot interest •••• 

Excus e me. He feels something should be done 
about arrears ot interest? 

Right . He accepts that . 

He accepts that aa a principlet 

Right . 

The Ambassador hae Just made the suggestion aa 
a poseibi lit;r that scrip might be ottered tor 
the arrears ot interest which could be amortized 
over a period ot ten ;rears, That is the basis 
ot hie diecueaion. The basic idea is to d1m1n1eh 
ae much aa posei ble the cash payment s that have 
to be made during the t1ret t1ve ;rears on a ccount 
ot the various obl.igatione that the Oovernaent 
has to provi de tor. 

Ae I understand it, the thing 1e taking shape 
like t h1•: That i s the baaic amount ot dollars. 
He r eels that that is a reasonable amount . 
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To put 1t b1unt1)', and the .Azabaeeador rill 
oorreot ae 1f I aa 111atall:en, he fee1e that for 
the f1rst )'ear the total.- aaount of dollars 
shou1d be d1etr1buted 1n two wa)'B, one 111111on 
750 thousand do11ars . The amortization for the 
first )'Bar wou1d be on1)' for a e1x 1110nthe period 
instead of a twe1ve 110nthe period. Tha 145<1,000 
for the t1ret )'Bar vou1d be paid at the rate of 
11x aontha, 1225,000. A.tter that, talt1ng oars 
of the arrea.re of i .ntereat in 10me -.nner euoh 
a• that vhich he has propoeed, the tota1 ..aunt 
of do11ara vhioh the Co1omb1an Ooveruaent vou1d 
be w1111ng to pa)' would amount to $2,000,000. 
I1 that oorrectt 

Including pa)'llenta that would have to be 11ade on 
the arrears of 1ntereat. 

Leaving the two 111111on outt 

Yea. Including the fUll pa)'llent on thea over a 
period of a1ther - from a1x to ten )'Sara. 

Mr. Ambassador, eitt1ng here on what we oa1l the 
a1del1ne•, 1f )'Ou understand, I mean sitting to 
one aide, it locka to me as though )'OU are a 
ver7 able business man. 

Turba71 lfo. 

And that )'OU haYe taken ver)' good care of the 
1ntere1ts of )'Our OoYeruaent. Nov, 7ou have 
been ta1k1ng recentl)' about 11,750,000 and 
Xr. Traphagen baa been talking with h1s peop1e 
and has 1a1d two m1ll1on three, or nothing. 
Vall nov, he baa come down and said - 1t look• 
a• though he ha• aet )'OU about ha1f-wa)', beoauae 
he 1s ta1k1ng nov about 12,000,000. That 1e 
the 11ze of the p1e. It 1a a tvo-mill1on-dollar 
p1e, but how man)' p1eoea that 1a going to be 
out 1nto or how 1t 1a going to be d1atr1but ed, 
I should think the iiiPOrtant th1ng fro• the 
•tandpo1nt of )'Our oountr7 11 the aaount of 
foreign exchange vhioh 11 &Ping to go out. 

Yel. 
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But it does look to me as though :you gentle.en 
had sort or met b.al.t-wa:r between what each or 
:you were talking about, Ian' t that correctt 

The Ambassador is saying that he reiterated to 
Mr. Traphagen last night that the Colombian 
Government hasn't modified the position it has 
expressed to him in the slightest degree, thai 
in general terms it has taken ita total debt 
of 50 million dollars and e:xpressed a willing­
ness to pay 3 percent interest on that :yearly, 
which amounts to $1,500,000 cash and nominal 
amortir.ation, $500,000 a :yea:L', meaning a cash 
amort1r.ation of 250. The bonds representing 
$500,000 would be turned over or canceled each 
:year. That is the position they still maintain. 

And Traphagen said he recogn1r.sd the principle 
of eomething on the back interestt 

The Ambassador baa just repeated that to me, 
that he is willing t o agree 1n principle that 
the arrears of interest should be paid over the 
period of six to ten :rears. 

In scrip? 

Xes. 

Putting that to one ai de , it our information ie 
correct - of course, I haYs no wa:r of knowing. 
I understand that this guaranteed bank is doing 
ver:r well and is aolYent, I mean in good shape. 
Ie there an:r reason ~ that bank shouldn' t 
resume pa:yaenta on ita debtf 

The Alllbassador sa:re the OoYsrnmant of Colombia 
is disposed to move i mmediately for that settle­
ment. Legally, the Government cannot act for 
a bank because the bank has Juridical personality, 
The Government of Colombia, in other words, is 
not the bank. 

Xou Just used a word that I d1dn ' t understand 
what it meant. 
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That ie a Spanish term meaning legal entitJ. 

'l'b.e Oovernae.nt can 1t move untU •• • • 

The bank hae to do the negotiating. The Govern­

ment oan't negotiate tor the bank. The Government 

1B the guarantor tor the bank. 

!las a demand eYer been made to malte - form th1e 

guaranteet 

You mean legallJ' 

Yea. 

The Ambassador reminds me , which I had forgotten, 

that last JBar the mortgage bank d1d approach 

directlJ the American banks, creditor banks here 

tor an agreement. 

'l'b.e banks got in touch v1th the Protective Coun­

cil and the Council told them not to malts an7 

agreement aeparatelJ. 

Who vould the Ambassador suggest vould be the 

proper person t or Kr. Traphagen to talk to 1D 

regard to t his guaranteed bank! Who ahould 

Mr. 'l'raphagen talk tot 

The Central Reserve Cit7 Bank and some bank in 

Chicago. Those vould be the banlts Mr. Trap­

hage.n ought to gat 1D t ouch vith. 

I meant the bank 1D Colombia, this bank we are 

talking about, wbo can speak tor themt 

!1.ther the Manager of the bank 1D Bogota or an7 

representatiYe he m1g'lt appoint t or that purpose. 

It the Oovern.aent approved, oouldn 1 t some repre­

sent ative iiiDiediatelJ cOIIIB up trom that bank 

so that - because I th1nlt that 1t the tvo th1nga 

could be done together it 11011ld leave a more 

favorable 1lllpreaeion 1n th1a countr7 as to the 

mole matter that ve are tallting about, JOU sse. 

I tlllnlt i t vould leaYe a much .acre taYorable 
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impression and a more friendly reeling. Could 
somebody come up trom Colombia who would have 
the authority to talk for t his b~t 

The Ambassador says he sees no objection himeelr 
and that he will inform his Government on this 
suggestion. 

The way I reel, Mr. Ambassador, I reel that t h i s 
talk has been very usetul and it aeema to me that 
you are getting closer and closer together all 
the time and I think that as long as both parties 
are ao tair i n their approach, it looks a a though 
you ought to be able to get together. 

My f eeling ia exactly the same. 

Mr. Traphagen went back to his hotel and said he 
would be very glad to see you gentlemen again 
today if you would care to . He is waiting t here 
at hie hotel. Atter this conference, he said 
he would be very glad to sit down and talk again. 

I might make a suggestion. I think he is a very 
busy man and he doss this on his own time and it 
would be too bad not to avail yourself or the 
opportunity or having another talk and we will 
talk to him again &!ter you leave and tell h1m 
the impression we have hAd ot our convereat1on 
with you gentlemen. 

Yes. 

T&e Ambassador says that not only does he see 
no obJection, but he would be very happy to haTe 
the opportuni ty, but he would like f irst to make 
a suggestion. 

Please. 

The Ambassador makes a very practi cal suggestion, 
which i s a diftioult one. He says that it be 
transmits this to hie Government, he can only 
tranemi t it as a pure plan which he knows before­
band will not be faTor&bly received and he real­
i zes that both be &nd Mr. Traphagen &re acting 
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as IUddJ.emen and he feele that it would be 

Ter;r helptul .indeed it so11e co!lproadae aclution 

could be suggested which would malts it easier 

for Kr. Traphagen to go back. to h1s people and 

for the Ambassador to report to h1e Government . 

What I am hoping l s that when ;rou gentlemen 

aeet together again t oday, that you will get 

aome ••• • 

Come closer together. 

A little closer together and we will have another 

talk. over the telephone with Mr. Traphagen and 

if Mr. Traphagen would be willing to extend the 

pr1noi ple ot three :rears over the lite ot the 

agreement, and if you people would say you would 

buy $500,000 worth of bonds eaoh year until the:r 

are all retired, at llhateTer price the:r ooet, 

but if the price goes up it means the credit of 

Colombia ie that aruch better and you can afford 

to pa:r a h1gher pr1oe and you ought to do it. 

It works automatically. 

As I understand it, he is going to limit it to 

the total dollar amount of $200, 000. As I 

understand what you said, you were willing to 

pa:r $200,000 out of pocket, but Ws.t I am sug­

gesting is that it you would aay , •ve will buy 

'500,000 worth o r face amount of the bonds · 

a :rear,• and if you people would aa:r that and 

Kr. Traphagen would say, • well, we will take 

that tor the lite ot t he thing,• it see11a t o me 

that that would be a compromise, you eee. You 

can well afford to P&7 the increased price 1t 

your credit is that much better, and I am sure 

the minute that th1e agreement 1e over, :rour 
credit, even though it 1s very good now, will 

be that ~mch better afterward. 

Yea. 

That would help a lot. 
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And then this question ot scrip would be eome­
tiUng that you could suggest to him, as to the -
on the bank interest. But that, 1t would seem 
to me , would be the middle ct the road. Then 
indicate to him that you will aslt your Govern­
ment to send somebody to come up immediatel7 
b7 airplane t o talk about thi s guaranteed bank. 
Does that sound all right t o you, Jesse' 

Yea. 

We t eel like we are all t he same tamily, eo 
we are doing our talking out loud. Am I going 
too tar t 

I don 1 t think eo at all. 

I n other words, you don 1 t think it 1s time t or 
the reteree to step in? 

Not yet . We will talk to Mr. Traphagen on the 
telephone betore he sees you. 

Mr. Secretary, there i s one other point which 
we raised with Mr . Traphagen last night on thie 
same t eature. He ottered, very confidentially, 
and as a personal matter, 1t t he Colombians 
would make a counter otter t o change t his 
amorti~at1on through the t 1rs t two r ears, to 
do hie best with the Council to get them t o 
accept it on that baeie. I said, •can't rou 
give us something eo that when we send t his 
down to Colombia now it won ' t give t hem the 
impression it i s the last proposal, 1 and be 
said - it i s the one time he seemed t o d r aw up 
rather stittly - he said, 1No , that is asking 
t oo much ot me. • I think it would hel p a great 
deal it we could get that eo it wouldn ' t give 
the impression that it i s a backward step as 
against that other formula. 

It my aeaooiates agree with me, and I take it 
the)' do , vbat we will suggest is thi s, that it 
r ou gentlemen say, •we will r etire over ••. . • 
Ae l ong as the issue i s outstanding, $500, 000 
a rear ot bonds , that Kr. Traphagen r ecommend 
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Welles : 

H.M.Jr: 

Welles : 

H.M. Jr: 

Welles: 

H. M.Jr : 

Laylin: 

B.M.Jr: 

Turbay: 

-- 26 -

to hie committee that they accep t that in 
principl e, you see. 

With the further statement t hat t he Ambassador 
will a elt hie Government to have s omebody sent 
immediately authorizing him to deal tor the 
guaranteed bank. 

That i s r i ght . You made your suggestion with 
scrip on the back interest. As I understand 
it from Mr. Traphagen, you simply want to 
establish the principle that the bank interest 
does exist and some kind or a token payment 
be made on the back interest. Whether i t is 
one-sixth or whether i t i s ecrip, at least 
that r ecognizee that there i e a back interest. 

The Ambassador says t heir t hought is that the 
proposal should be a firm 3 percent without 
modification throughout t he entire period. Ky 
impression is that that is t he point that can 
still be dieoueeed. 

I think t hey had better talk t hat over with 
Traphagen. 

The Ambassador says he will take, as the bash 
tor an agreement, t he arrangement suggested f o r 
the first three year, peri od in regard to acorti­
zation and I also understood that would cover 
the straight interest rate at 3 percent t hrough­
out t he whole period and not jus t t or t he first 
three years. I think that is a point that could 
be further dieouseed. 

It would be t oo much to e)(J)ect you to come to 
en agreement in one day. Mr. Laylin wouldn ' t 
be working t or you tor hie r eee. 

But, Kr . Secretary, tha t i s the ;65th day. 

It is only the first time I 
Ambassador on this subject. 
fast. 

have ever met the 
We make progreee 

We will meet Kr. Traphagen and apeak with him. 
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Fe1e : 

H.M.Jr: 

Cochran: 

Cotto n: 

Cochran: 

H. M. Jr: 

Cotton: 

H.M. Jr: 

Fe1e: 

H. M.Jr: 

H. M.Jr l 

Jones : 

- 27 -

I think tll111 ep1r1t :rou are shoving 18 ver7 nice. 
So glad to have seen :rou. 
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(Ambassador 'l'urbq, Dr. Jaramillo, Mr. La7l1n,Mr. Jonu 
and Mr. Welles lett the conterence) 

Don't :rou think we had a good meet1ngt 

I don't think we could have gone turther thie 
morning. 

I think that wae a good meeting. 

That eorip ought to meet Mr. J ones' problem, too. 

Yea. 

It the bondholders don 1 t object. 

He said scrip tor e1x or ten years. I personally 
think the thing should be 3 percent over the lite. 

Nobod7 mentioned as to whether you would r efUnd 
the whole ot this. I presume Mr. Jones would 
be v1lling to cut in halt . 

Jones can ' t hold out other than what we all 
agree. 

Ae thie amorti uti on proceeding taltea $5()0,000 
ot bond a out ot the market, I think we could 
give them a chance to bring that interest rate 
pouibl7 up to 7t and :rou 111ght tind :your com­
promiae there . .t.tter tive :rear• atep up to 
)t or aometh1ng like that. You were absolutel:r 
r i ght in letting that alone . 

You can ' t do i t all at one time. 

(Mr. Jones re- entered the conference) 

We have got a call in tor Traphagen. 

I think the:r can get together it :you give thaa 
a little 110re t i me. 
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H.M.Jr: 

J onea: 

H.M. Jr: 

Fe i s : 
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Feis: 

J ones : 

H. l4 . Jr: 
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When you were 1n t here, they r aised the queation 
or interest, couldn' t it be 3 percent tor the 
lite. I telt it was enough tor today. 

Fine. 

I didn't e87 anything. 

Fine . I think they will get together it we give 
them another week or ao . 

I don 1 t see how Traphagen can retuse - 1t they 
will s87 they will r etire 1500, 000 a year !ace 
uount or t hose bonds over t he lite or the thing, 
it seems to me that is all the1 can ask tor. 

The Council has already accepted similar arrange­
ments in other settlements. 

How was tha tt 

The Council has already agreed t o ailll11Ar arrange­
mente in other settlements and I don 1 t see any · 
bae1a on which it could stand out in this. 

It they ware • • •• 

(Mrs . Xlot~ enter& the conference) 

(On phone) Hello. (Telephona coversat1on with 
Mr. Traphagen follows: ) 
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!bee are troubled 4&7a, 1D which graTe queat10D8 

ooncerD1Dg our relatione with the outa1de world preaa 

tor conaiderat1on. Jo one could be aore aware ot tb1a 

thall I, deal1J\c, aa I do, with our 4a7-b7-4a7 thoal, 

aonetar7 and tore1gn-exohallga probl .. a. NeTertheleaa, 

I aa oonT1Jioed that it we d1reot too auoh ot our atten-

t1on on tore1gn probleaa, we are apt to forget that our 

-Jor troublee 11e not 111 J:urope or the Par kat but 

here. We auat raaeaber that our t1ret raapona1b111t7 ie 

the internal welfare ot our own couatr7. 

We haTe our own aa1Tat1on to work out. lhateTer 

e7etea ot goTernaant or a1e-&oTernaent Europe ohooeee, 

be 1t raao1ea, Ra&1aa, or Coaaua1ea, tor ua here 1n 

Aaer1oa onl7 one e7etaa 1e tb1Dkable. We haTe a pol1t1oal 

tradition ot deaoorao7, an eoonoa1o tradition ot oap1-

t&l1aa. We aean to hold tan t o th• beoauee we th1llk 

the7 oonet1tute the beat pol1t1oa1 tor-., the aoet 

ett1o1ent eoonoa1o 1netruaent and the h1gheet eoo1al 
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er&er that baa 7et been a.Ylaed. B7 deaoorao7 .. aaan 

1ntere.ta of the 1n41T1dDala ooapoalllg U; that aYU7 

in41T1cb&al 1e equal before the l aw aad h" r1ghte of 

wtUoh he oannot be 4epr1Yed b7 arb1trar7 t1a11; that 

e•er7 oitiaen, of whateYar raoa, oolor, oreed or ••z• 

haa the r1ght to partloipate 1n the goYern.lllg of the 

nation. B7 CapUaliA we aeaa the •7•te• of fr" enter-

priae and pr1Tate propert7 1n which tbe dr1Y1ag foroe 

ia ooapetition and tbe profit aot1Ya. 

All the great aah1eYeae11ta of our nation haYe been 

aoooapliahed under thla partnerablp of oapitali .. and 

&eaoorao7. 1'be7 are the tWill pillara uphol41DC our 

order of aoo1et7. Deaoorao7 and oapitali .. , boweYer, 

oaa oont1ll11e onl7 1t the7 are auooe .. flll, oll17 1t 

the7 oan a.liYer the goode. 

Regraded Uclassified



- 3-

What, thea, should our objeoti?ee bet We auat 

haTe a conatantl7 rialng at&ndard or l i?1ng. We 

aake it po .. ible tor aaoy aore people to acquire 

priTate propert7. 

The problea that ie e?er present 111 87 ailld 

can beet be atated not 111 the languace or eoonoaiata, 

but in huaan taraa. What hope haTe br1Jbt, pluok7 

bo7e or girl•, leaT1ng high aohool, or aoqulrlng 

a profi~able buaineae or their own 111 their life 

t1aee. Unleee th1e alaple queat1on oan be anewred 

"Yea, the7 haTe a ch&Doe1 , all ~alk about tree 

enterprlae and the driT1ng toroe or ooapetition 11 

aooker7. 
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~be 41ttioult;r tbat Allerioan :routb baa 111 .. tabl18b-

1Dg iteelt in bua1Deea ia not, ot oouree, tbe whole prob-

lea; the eaall producer, eYen when be gate atartad, whether 

on a tara or 111 bueilleee, baa l ittle proepeot ot euooeee 

under an eoono•io e:rat .. tbat baa neither atabilit;r nor 

growth. And we cannot baYe etabil it;r or growth unleee 

the e.all bue1Deu .an baa an opportWI11:7 to get eetabl1abed 

and be euooeeatul. 

I ehould l ike to indulce in a figure ot epeeob. One 

ot the a~irable aoh1eYeaente ot the New Deal baa been ita 

coneerYation ot t oreat reeouroee, ita teaching ot the 1m-

portanoe ot re-planting out-oYer t oraet areae. It ie 

aa1larl:r true that aen and women, :roung or old, who waDt 

to etart a taxi atand, a oottee ehop, a oloth1ng atore or 

a .. oh1De ehop are t .be eeedliage ot oapitalin. When the)' 

die out our e;rete• ot oapitaliea With ita tree enterpriee 

and priYate ooapet1t1on 1e aleo dead. 
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rroa ~ experience at the head ot the rara CrecU\ 

.ldJDini s \ration, I know what the lew De~l hae done to 

help tara bo7s and girl• to own their own tarme. The7 

haTe toda7 the aeane ot aoqu1r1ng teohnioal eduoa\ion 

Through agricultural ooopera tiT .. organ1:ted under the 

auepioee ot the Federal OoTernaent the7 have acceu to 

credit on terms aore tavorable than ever betore in our 

hietor7 and while the7 are engaged 1n pa71ng tor their 

tarae the7 oan call on the governaent tor a&n7 valuable 

eeM1oee. It we could do as auch tor the courageoue 

b07 or girl who wante to eetablhh h1118elt or hereelt 

1n a esal.l shop or .-11 taotor1, we ehall haTe gone a 

long W&7 toward aak1ng our capitaliet •1etea 111ooeeetul . 

In the nature ot th1nge, ._r1cane cannot all be 

in bueineee tor theaeelTee. We can hope to have a nation 

ot one-taa1l1 tar .. , but a na t1o11 ot •all bue1neeeaen 
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would throw ue baok to the cottage 1nduetr1ea ot the 

Eighteenth OenturJ when a pair ot lhoee coat a ~nth'• 

earn1nge. Koet '-er1oane 1n 1nduetrJ will neceaaar11J 

be wage earnera. 

What lhould capitalism mean to themt Aaong other 

th1nge 1t ouaht t o bring to them, ae oonsu•rs, oonatantl7 

better and oheaper goode, which ia another waJ ot eaJ1ng 

l I 
' 

' 
I 

a higher standard ot l1Y1ng. It ougbt to give them a 

oonetantl7 1noreaeing measure ot eoonom1o eeouritJ, I t 

ougbt t o preeerYe t or them the treedom to enter whateYer 

l 
~ 

( , 
• 

l 
~ 
: 

~ 

~ 
' ~ 

I ' 
' 

eaplo;raent theJ pleaee and become •mbere ot the labor 

union ot their oho1oe -- the tirat rights which total!-

tar1an e7atema take away rrom the worker -- and malte it 

possible tor aanJ aore people to han priYate propertJ • 

.&.gain I want to apeak ot eiaple th1nge. '!'he bed 

tora ot prl nte propertJ ie the hoaa. llothlng eo 

j 
' . 

--..-·:.., ....... - - ~ ..... ;·· ... -.,."':'f- . ~ ' 
:;.. .-". ~ - .t .... .... ·-
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certainly expreeaes t he phraae 1 t he more abundant lite• 

as the owner~p or one'e own hoae. Cap1t a11sa .uat 

make 1 t possible t or 180re and -.ore people to own thslr 

own hoaee. Perhape no other problem baa eo occupied 

members ot thh Adm1niatrat1on as the dlttusl on ot hOlliS 

ownership. I ~eelt haTe partlolpated i n oontinuoua 

attempts to epread home owner ehlp and I know how .uob 

serious ettort baa gone l nt o t he prograa. 

Agaln, the eyetem ehould give wage earners a reaaon-

able hope or aocumulat1ng the aavtnsa t hat wlll peralt 

thea to help thelr oh114ren, t o glve thelr children an 

eader lot and a ohanoe to go fUrther ln the world. It 

should also gtve thea the hope ot aavlnge adequate to 

auppleaent tt. old age pa7Mnte tbat, at last, tl» llew 

Deal 1e br1JIC1ng t o the greater ~rt ot our o1Ur.ena. 

When the llew Deal caae 1nto power 1n 1933, th1a 

country waa aov1ng away trom tbeee obj eotlvea or a 
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hi gher standard of living, or greater economic security 

and or more widespread ownership or private property 

at so alaroing a rate that the very atructure or 

capitalism was being threat ened. All through the 

preceding tour years thi s trend auay from these ob j ec-

tives or democracy and capitalism had gone on at an 

alarming paoe. By 1933, the separa tion of people from 

their homes , f armers from their t aros, businessmen 

from their bueinsesee , investors from their savings , 

workers from thei r jobs end youths from their families 

was delivering shattering blows to our system or free 

enterprise, property rights and production tor profit. 

The great achievement of the New Deal was t hat lt lm~ed-

lately directed all i t a energies towards reversing thle 

disastrous trend, that i t at once took measures t o 

strengthen the foundations of democracy and capitalism. 

ZS2 
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One of the f1r1t etepe of Ule Jew Deal wae ~ take 

in hand our tottering banking eJSt.a Free enterpr1H 

oannot thri n w1 thout a eound banking 878 tea. '!l:lere-

fore the Mew Deal at ono1 introduoed banking reform• 

which have out down our banll:1ng failure• froa 27 huDilred 

a Jaar ~ llea thaD 50· J'ewer b111u f a1l now than at 

enr t1• 1n the paet oenturr and the emall depodtor 18 

Yirtuall7 illllliUne froll the lo8e of h11 depoelte. 

It adopted the l!leo~r1t1el & Exohanp Aot, one of the 

aoe t '--J)o:rtant step• that hae eYer been taken to help eafe-

gua:rd the 1nYeet•nte of tbe e:aall innetor1, and ~ pre-

nnt adYantagel being taken of his ignoranoe of t he ee-

our1t7 •rket b7 un1e:rupaloue oorporat1on1. 

IIOre than a aillion ho•• were aan4 b7 thl BOLO 

an4 thl other houaillg agenaln han hllped 2i ailllon 

faa111el e1thl:r to iaproYe their preeent ho•• or w 

llu1l4 new -•· 
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Reccgni~ing that a healthy capitalism cannot e~iat 

Without a healthy labor movement, t he New Deal s t rove 

to foster the growt h of organized labor. Labor ' s 

stake in the surVival of capitalism vas increased by 

the growth of collective bargaining, by improvement in 

vorkin~ conditions and by higher vages. 

lnoving that capitalism t hri ves beat When competi-

tion is fair, the New Deal adopted the Fair Labor Stand-

arda Act to protect capital a.nd labor al ike from sweat-

shops. I t is the Magna Carta of the lowest paid workers. 

Recognizing further that we cannot have full employ-

ment or our resources unless the prices of key co~oditiea 

are free to move with the judgment of the market , the 

New Deal has i nitiat ed a comprehenoive investigation of 

the price rigidities which clog our present economy. 

An essential fact of a t otalitarian economy is t hat pri ces 

may be eet by a dictator from his mountain hide-away. 
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What reason have ve tor calling oure a tree econo~y it 

pricee or key and i mportant commodities can be set by 

a little group or men i n t he ottices ot a New York 

corporation lawyer? Whenever prioee are kept fixed 

at a level higher t han the market just1t1es, hundreds 

and thousands or workers are denied jobs t hey otherwi se 

might have. The Temporary National Economic Comnittee 

set up by the Nev Deal is now engaged in examining t he 

w!lys· and means \t which price tlexib1li ty can be re-

stored to capitali sm. 

Nor &;l the Mev Deal igno~a lees obvious threat 

to oapitaliem and democracy. The youth or America sav 

the door or opportunity closing to them. Back in 1933 

vast numbers or boys and girls coul d tind tor t hemselves 

no place at all in our economic system. At loose ends, 

hopeless, passive -- they repreeented an explosive force 
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that could readily be turned into an active struggle against 

the system Vbich they telt had callously let tbeo down. 
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The •ew Dea.l ia proud of Ua reoord in oreat1a1 

oppor~nUie 8 for J OUth. '!'be OCO and lrYA han pro-r1ded 

a laoa t a a1ll1on young • n and WOJUn a 7ear 111. th hea.l th, 

linllllood lind tbe preparation fo r a fUtu r e oareer. 

Wh1le other oountrie a , taoed w1 th the aa.. problea, 

were oonaoripting their JOUth 1nto ara1ea and labor 

oa.pa, we ohoae to open produot1-re path• for the •n 

a nd woaen of toaorrow. 

Finall7, real1z1.ng that eoonolllio aeour1t7 1B aa 

iaportant to aan 1 a bapp1neu as food or ahelter, and that 

the growing laok of auoh aeour1t7 t o r t he maaa ot our 

people was the 110at aer1oua 1nd1ot1118nt ot oap1tal1aa , the 

•ew Deal took the t1rat 1aportant step toward proY1d1DI ao-. 

aoonoaio aeour11;1 tor all. A• the Booial 8eour1t7 Aot oo•• 

1nto tull operation aore and 110re worker• will be aore pro-

taoted aga1nat the hazard• ot old age and uneaplo~nt. 
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Suoh ie the pattern or the New Deal. 

D-6a 
l-13-4o 

Not all the 

parte or it have been coordinative; not all elements 

are harmonious. But one design rune through that pat t ern. 

One pr1noiple has dominated t he program of the New Deal 

to restore to capitalism its strengt h , 1te Vitality, 

ita flexibility, to make our eyet eo provide an abundant 

ure r or all. 

~le know that we have made some progress in the right 

direot1on . But we cannot emphasize often enough that we 

have made only a start . We have gone but a small part 

ot t h e way on the road we must travel before democracy 

and oap1 tal1s!ll are sate. lfe cannot atop moving. We 

must continue on t he road we have started. To wander 

from th e direction the New Deal has set wi ll be f atal 

to the American system. The path we bnve ohosen ie the 

only pat h by which capitalism and demooraoy can be 

preserved and strengthened. 
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Yea, the Jew Deal 1e forward-looking -- the New Deal 

1s Uberal. Ite 11beral1sa 1s the w1111ngneea to adopt 

new, progressive aethods, but to adopt thea in the ettort 

to preserve the f inest in our national tradition. It 

does not believe that the solutions to our problema 11e in 

return t o the old days. It recogni~es tha t change, adapt-

ation and growth are necessary to oapitaliea it it ia t o 

survive. Conservatives, on the other hand, would eaori!ice 

the reel essence or our traditions and institution• in 

order to hold on to the devices that protect their apeoial 

interests. In tbat aigniticant sanae the llberaliaa or 

the New Deal ia more trul7 conservative than the con eer-

vatiam or itt opponents. 

Reaot1onar1ea tail to understand this. '1'he7 contuse 

the preservation or cap1t&Uaa with the preservation or 

apeo1al privilege. They tight to maintain the statue quo 
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and ex1at1ng •••ted 1ntareata, bl1ndl;r unaware that 

b7 ao doing the:r are .. pp1ng the toundaUona ot tbe nr:r 

•7•'-• the7 w1eh to preen•n. The aeaaure a which the 

•ew Deal baa taken to protect tree ent arpriee and to 

the aanotit:r ot priYate propert7 and the protit aoti••· 

Tbe;r ha.a oppoaed •ew Deal aeaaurea on thoae aiatalten 

ground• and aUll are oppoaing thea. 'l'h1B ia tb.e tatal 

error. Tba7 would Ulperil de110ora07 and the capital1at 

a7atea rather than torego an7 curta11Mnt ot their poware. 

The real threat to the aur•i•al ot capitalie• ar1aaa 

when 1t taila to dal1Yer the goode. When ov ecooo-r 

tail a to pro•1de our people w1 th eiiJ)lOJMnt, with a 

raaaonable aeaaure ot aaour1t7, with a atandard ot l1•inc 

within the reach ot our capac1 t1aa, then it ia ta1l1aa 

to clal1•ar the goode. ADc1 when 1t ta1la to dal1••r U. 
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goods peop1e beooae more w11llng to turn from honest and. 

practica1 atteapts to correct detects in the a7atea to 

destructive "iaaa•. Their just discontents are diverted 

into destructive channe1a. We m~at not f orget tlllt. We 

must not f orget that it is not so much ideo1ogiea that 

toater discontent aa it ie that diaoontent fosters 

ideo1ogiu. 

A cure tor our il1a ia not t o abandon our retoraa 

but to extend thea, not leas democrac7 but more, not 

weaker but stronger cap1 tali•. We auet ~~a1nta1n and 

en1arge our civi1 11berties. We must continue our 

attempts to achieve a h1~er etanderd of l1v1ng and 

economic "curi t7 tor a11. We m~e t ll&lte equa11 t7 ot 

opportunit7 a living rea1itJ. 
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!'heee are troubled days, in vh1ch graYe qu.eet1ona 

concerning our relations with the outside world press 

t or consideration . or this, no one could be more aware 

than I , dealing, aa I do, with our day-by-day tiaoal, 

monetary and toreign-excbange problema. But Europe and 

Asia must not be permitted to divert our attention trom 

our tirat responsibility, the internal weltare or our 

own country. 

Here in this country we have a politioal tradition 

ot democracy, an economic tradition or capitalism. But 

whate't'ar system or goYernment or mis-government Europe 

ohoosee , be it Fascism, Na~ism, or Comcunism, tor us 

here in Amerioa only one system ia thinkable. Ve mean 

to hol d taat to democracy and capitalism because we 

think they constitute the beat political rorm, the moat 

ettioient economic inatrument and the highest aooial 
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order that has yet been devised, By democracy we mean 

that the government ot the community exists tor the 

interests ot the individuals composing it; that every 

indiVidual is equal betore the law and has rights ot 

Which he cannot be deprived by arbitrary tiat; that 

every citizen Whatever raoe, color, oreed or sex has the 

right to participate in the governing ot the nation. 

By Capitalism I mean the system ot tree enterprise and 

private property in Wh1oh the driving toroe of compet1--
tion and the profit motive. All the great achievements 

ot our nation have been accomplished under this partner-

ehip of capitaliem and democracy. They are the twin 

pillara upholding our order ot society. 

Democracy and capitalism, however, oan continue 

only it they are euooeaatul, only it they oan deliver 

the goode. What, then, ehould our obJectives bet Ve 
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must have a constantly rising standard of living. We 

must have economic seourity. And, parentheticall y, the 

annual wage already establi ohed by oertain forward-

looking concerns ie a courageous attempt t o grappl e 

with this problem. And, finally, we must make i t 

possible tor ma.ny more people to acquire private property. 

The problem that 1s ever present 1n my mind can 

beet be stated not i n the language or economi st s , but 

in human terms . What hope have bright , plucky boys or 

girls, leaving high school, ot acquiring a profitable 

busineee of their own in their lite times. Unless this 

s i mple question can be answered ' Yee, he hae a chanc~• , 

all talk about tree enterprise and the driving force of 

competition i e mockery. 
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The cUtt1oul ty or American youth in establishing 

itself in business 1s not the Whole problem. It is 

true that unless we have an economic system that bas 

both stability and growth, the emall producer, whether 

be be on a farm or in business , has little prospect 

ot ultimate success. Yet i t is no less true that 

Without an opportunity tor the small business man to 

be auooeastul, we cannot have stability or growth. 

I should like to i ndulge in a figure or speech. One 

ot t he admirable achievements or the New Deal has been 

its ooneervation or toreet resources, ita teaching or 

t he importance or re- planting out- over f orest areas. 

It 1B similarly true that men and women, young or old, 

who want to s t art a tax1 stand, a coffee shop, a 

clothing store or a machine shop are the seedli ngs of 

oap1 ta11Bm. When they die out our syetem or oap1 tali em 

with 1te tree enterprise and private competition 18 

aleo dead. 

274 

Regraded Uclassified



-5- D-6 
1- 12-l!o 

From my experience at t he head of t he Farm Credit 

Administration , I k.now what the New Deal has done to 

help farm boys and girls t o own t heir own taros . The y 

have today the means of acquiring technical education 

in agricultur al colleges of an extremely hi gh qual i ty. 

Through agricultural cooperatives organized under the 

auspices of t he Federal Government t hey have access to 

credit on ter ms more f avorable t han ever before in our 

history. Whil e they are engaged in paying tor their 

farms they can call on the government for many val uable 

services. If we could do ae much for t he courageous 

boy or girl who wanted to establ111h himself or herself 

in a small shop or small f actory we will have gone a 

long way toward making our oap1talist system successful. 

In the nature of things, Americans cannot all be 

in business f or themselves . We oan hope to have a nation 

ot one-f amil y tares, but a nati on of small businessmen 
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would throw us back to t hs cottar s i ndustries or the 

Eighteenth Century when a pair of shoes coat a month ' s 

earnings , Moot Americans in industry will be wage 

earner s . 

What should capitalism mean t o them' Among other 

things it ought to bring to t hen , as consumers, constantly 

better and cheaper goods , which ie anot her way of saying 

a higher standard of living. It ough t to gi ve them a 

constantly increasing measure of economic security. 

It ought to preserve tor them the freedom to enter what-

ever employment they please, and t o become members of 

the labor union of t heir choice , t he tirst right s which 

totalitari an systems take away from t he wor ker. I t 

ought also to provide tor a more widespread o>mership 

ot private property. 

Again I want to speak ot simple things. The best 

torm ot private property 111 the home . Ca,pitallso must 
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make 1t possible t or more and more people to own their 

own homes . Perhaps no other problem has eo oocup1ed 

members of t h1s Administrat i on as the d1t !us1on ot home 

ownership. I myself have participated in continuous 

attempts to spread home ownershi p and I knOW how much 

serious ettort haS gone into the program. nothing so 

certainly expr esses the phrase •the more abundant lite•. 

Again t he system should g1ve wage earners a r eason-

able hope ot accumulating the savings that will permit 

them t o help t he1r chi ldren, to give their children an 

eae1er lot and a chance to go further 1n the world. I t 

should also give them the hope ot aav1ngs adequate t o 

euppl ement the old age payments that , at laat, t he New 

Deal i s br1ng1ng to t he greater part or our o1t1zens. 

When the New Deal came 1nto power 1n 1933, thia 

countr y was moving awaY trom t hese obJectives of a 
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higher standard of living, of greater economic security 

and or more widespread owner ship or priva t e property 

at eo alarming a r ate t hat t he very st ructure ot 

capitalism was being t hreatened. All through the 

preceding f our years t his trend away trom these ob jec-

tivee or democracy and cap i t alism had gone on a t an 

alarm1n6 pace. By 1933 , the separation ot people f rom 

their homes, tamers troo the ir f aro&, bus1neeemen 

t rom their bua1neaeee, i nvestors t roo their savings, 

worker s troa the i r Jobs and youths from their t'nm1liea 

was deliveri ng shattering blows to our system of free 

enterprise, property rights and pr oduction for profit . 

The great achievement of t he Netr Deal was that it i mtled-

l ately directed all its energies towards reversing this 

disastrous trend, that it a t once t ook measures t o 

strengthen t he foundations of democracy and oapi taliao. 
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One ot t he firs t s t eps o f t he New Deal was t o take 

in hand our tottering banking Rystem. Free enterprise 

cannot thrive without a sound banking system. There-

t ore t he New Deal at once i ntroduced banking rerorme 

whi ch have cut do~~ our banki ng failures t ron 27 hundred 

a year to less t han 50 . Fewer banks r ai l now t han at 

any t i me in t he past centur y and the small depositor is 

virtually i mmune from the loss of his deposits . 

I t adopted t he S.E. Aot , one ot the important steps 

wh ich were taken to help safeguard t he investmentj or 

t he small inve&tori, and to prevpnt advantage; being 

talten o f hi& i gnorance or t he security market by un-

&orupulou& corporations. 

More than a million homes wore saved by the HOLC 

and the other housing agencie s have helped 2i million 

families either to improve t heir present homes or t o 

build new ones. 
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Recogni~ing that a healthy oapitaliem cannot exist 

Without a healthy labor movement, the New Deal strove 

to footer the gro>rth or organized l abor. Labor ' s · 

stake in t he survival of capitalism was increased by 

the growth of collective bargaining, by improvement 1n 

working conditions and by higher wages. 

Knowing that capitalism thri vee best tthen competi-

tlon is f a ir, t he New Deal adopted the Fair Labor Stand-

arde Act to protect capital and labor alike from sweat-

shops. It ie the Magna Carta of t he lo>reat paid worker s. 

Recognizing further t hat we cannot have full employ-

ment of our resources unless t he prlces o f key co~dities 

are tree to move With the Judgment of the market , the 

New Deal has i nitiated a comprehensive investigation of 

t he price rigi di t l ee whi ch clog our present economy. 

An essential tact or a totalitarian economy ls that prices 

may be set by a dictator from his mountain hlde- avay. 
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What reason have we for calling ours a tree economy if 

prioes or key and important oommoditiee can be set by 

a little group of men in t he offices or a New York 

corporation lawyer? \'lhenever prices are kept fixed 

at a level hi gher t han the marke t justifies, hundreds 

and tliousends or workers are denied jobs they otherv1ae 

mi ght have, The Temporary Nati onal Economic Coamlttee 

set up by the New Deal ia now engaged in examining the 

>'";; 
· ways end means fi ~thich price flsxibili ty can be r e-

' 
stored t o capitalism • 

• ~ j 
llor did t he New Deal ignore a less obvious threat ... 

to capi tali sm and democracy. The youth or America saw 

the door of opportunity closing t o them. Back 1n 1933 

vest numbers of boys and girls could find tor themselves 

no place at all in our eoonomio system. At loose ends, 

hopeless, passi ve -- they repre sented an explosive torce 
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t hat could readily be turned into en active struggle against 

t he eyetem Yhlch they felt had callouel y let thea down. 
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The New Deal is proud ot ite record in creat ing 

opportunities tor yout h , The CCC and NYA have pr ovided 

almost a mi llion young men and women a year with health , 

l ivelihood and the preparation t or a future career. 

While ot her countries, r aced with the same problem, 

were conscripting t heir youth into armies and labor 

camps , we chose to open productive paths tor the oen 

and won en o t tom..,rrotJ . 

Finally, realizing t hat eoonomlo security was as 

near to man ' s happiness as rood or shelter, and that the 

groWing laok ot euoh security tor the mass ot our people 

was t he most serious i ndic t ment ot cap1talieo, t he New 

Deal toolt the first i mport ant step toward providing it 

tor all. As the Soci al Securi t y Act oc~ee i nto full 

oper ati on oore and more workers will be more protected 

against the hazards ot old age and une~ployment. 
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Such is t he pattern ot t he New Deal. Not all the 

parte or it have been ooordinative; not all elements 

are harmonious. But one design rune through that pattern. 

One principle has dominated t he pr ogram ot the New Deal 

to r estore t o capitali sm its strength , its vitality, 

its flexibility, to make our aystec provide an abundant 

Ute tor all. 

~re kno11 that we have made oome progress in the right 

d1reot1on . But we cannot emphasi1.e often enough that we 

have made only a start. l·Te hpve gone but a small part 

ot t he way on t h e road we Must travel before democracy 

and capitalism are sate. We cannot atop moving. \1s 

must continue on the road we have started. To wander 

t r om the direction the New Deal hae set will be fatal 

to t he American system. The path we have oboaen 1s t he 

only path by Which capitalism and democracy can be 

preserved and strengthened. 
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Reactionaries rail to understAnd this. They contus e 

the preservation or capitalism with the preservation or 

special privilege . They tight implacably tor t he status 

quo and existing vested interests, blindly unaware that 

by eo doing they are sapping t he foundations or the very 

system they wish to preserve. They have fought against 

the measures that the New Deal has taken to protect tree 

ent t>rprise on tbe ground that they were threats to the 

sanctity or private property and t he profit moti ve . This 

is the fatal error. They would imperil democracy and 

t he capitalist system-rather than f orego any curtailment 
It 

• 

of t heir powers. 

The real threat t o t he survival of capitalism arises 

when it ralls to deliver t he goods , l'lhen our economy 

fails to provide our people with employoent, wltb a 

reasonable measure or security, with a standard of 

living w1th1n the reach or our capacities , then i t 18 
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! a i ling to deliver the goods. And when it tails to 

deliver the goods people become more willing to t urn 

!rom honest and practical attempto to correct detects 

in the system to destructive 1 isme•. Their just d1s-

I~ conten~ ~e diverted into destructive channels . We 

must not forget that. ~le oust not forget that 1t 18 not 

so much ideol ogies that r oster discontent as i t i s that 

discontent rosters i deologies . 

Yes , t he New Deal 1s rorwnrd-look1ng - - the New Deal 

is liberal. Ita l iberali sm 1B the w1111n~ees to adopt 

new, progress ive me t hode, but to adopt them in the e!!ort 

~o preserve t he finest i n our na tional traditi on . It 
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does not believe that the solutions to our problems l ie in 

r eturn to the old days.. It rscognues that change, adapt-

a t ion and growth are necessary to capitalism it it 1s to 

aurv1ve . Conservatives, on the other hand, would 

aaoritioe the real eaeenoe or our traditions and inst1tu-

tions in order t o bold on to the devicea t hat pr otect 
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their apeo1al interests . In that significant sense 

the liberalism of the New Deal ia more truly conservative 

than the conservatism or its opponents . 

A cure for our ills is not to abandon our reforms 

but to extend them, not lese democracy but ~ore, not 

weaker but stronger capitali sm. We must maintain and 

enlarge our civil liberties . We must continue our 

attempts to achi eve a higher standard or living and 

economic security for all. We must make equality or 

opportunity a living reality. 

~86 
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PARAPIIRA.SE OF TELEGRAJ.I RECEIVED 

J'ROU: Ameri can Embassy, Rio de Janeiro 

NO. : 16 

D.ATE: January 13, 1940. 

Reference i s made to ~ despatch no. 2345 ot 

January e, 1940 . 
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~ 

I vas i nformed b:y the Brazilian Minister tor Foreign 

.Atta1re that he agrees with t he statement s contained in 

my memorandum. He revteved 1n its ent irety his position 

with reference to the debt ques t ion and went on to say 

that i n his opinion it was very important that t he 

Brazilian Government resume aome payments on the f oreign 

debt . He said t hat at t his time the Government vould not 

be able to undertake tull payments as set torth 1n the 

.Aranha plan but that later on it would be able to do eo. 

He said h1a i dea vas as tollovs: 1It is my suggestion 

that you i nform the United States Government oonti den­

tiall:y and informally t hat t he Government ot Brad l 1a 

contemplating reeWD.1ng payments on all dollar bonds under 

the .Aranha plan on the bas1a or 50 percent ot all payments 

on dollar bonds wbloh were due 1n 1937-that being the 

last :year when payments were made under the plan. I have 

not been authOrized b:y t he President to give you thle 

intormetion 

Regraded Uclassified



288 

- 2--

but I feel ccntident that I can get hie agreement as well 

as that of the cabinet. I should be nry glad if it 

oould go into effect before my departure tor Bueno• Aires 

on January 19 . • 

I f Brazil reeumee payments, euoh reeumption will be 

Tcluntary. A proT1eion for increaeed payments i n future 

yeare would be i ncluded i n the announcement of reeumpticn 

of payments; ' under conditione e11111lar t o the i ncreaeee11b1dl 

proT1d8d in t he Aranha plan, 1 Aranha said; 1all clauses of 

the plan would be reepeoted. 1 

I remarked to Aranha t hat obnouely t bls proceeding 

would be a Tery complicated one and I inquired as to whether 

or not he had considered a year-by-year flat-percent~ 

i noreaee. He answered that he would gin further study to 

t bls point. 

END OF MESSAOI: 
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CoatluaUal 

A hucr .. (ao. 27) or Jasa:rr 1~, 194o, troa the 

.&aerlca Ellbauy at C~ac quotea a •••-ce or Jaml-

ar.r 13 fro• the Coasul at !UAnaAtu wbioh rende oubeiantlally 

u follower 

!here 1a a ehort.,;e o:t cuolb.e eiocka tor prhate 

uee u4 tbe cuolhe alW.aUon b lluulaAt'cl 1a cou1dere4 

acioue. !here 1a a prnalenca ot ruacre to the attect 

that tbe J..,ueae are conUIIId~>& to preu the J'ranch 

.,.thoriilea to put a atop to abipauta o:t cuollu by 

railway, otteri~>& h return to deaiat troa boabi~>& the 

railway. Although fre1&ht trattic in ceneral 1a • till 

auapellded on the Laot:ay- YUilllalltu Railway, trattic on 

or41ury train contiiiUoll , each puaeacer bei~>& pera1ite4 

to ha" about 88 poulldl ot baccace tor tald~>& acrou the 

brobn aeeUon by terry. So• aaall ahlpMilh o:t fre1&ht 

are eolliac thrQ11&h, it 1a aa14. It will reqllire about 

tbrH wHll:a to repair the 4ua&ed br14ce, in the opiuon 

ot 1't1nuJltu ottlciala . !he Soutbweat !ruaportaUon 

Col!pu;r will try to brill& tra1&)1t throuch by orcanidac 

a portace ayatea ot ito oWil, accor4i~>& to a repreaentatiTa 

of tbe OOI!p&JI;T • 
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TO 

TREASURY DEPARTMENT 

INTER OFP'ICE COMMUNICATION 

Seoretar~:~nthau 

l~r. Ra:M' 

DAT& January 15, 194o 

In response to your request that I determine how extensive 
i s the i ncrease in r etail bread prices mentioned in the New 
York Times th1e morning, I find t hat the beat source of infor­
mat i on seems to be t he r etail price data coll ected by t he 
Bureau of Labor Statistics. Retail prices of bread i n 13 
cities , as of tomorrow's date, will be available 1n the Bureau 
of Labor Stati stics on Thursday, at which time I vill make a 
further report. 
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1:8 8ROADWAY. N&W YOIIIK 

BRmSH PURCHASING COMMISSION 

January 15, 1940 . 

Dear Wrs . Klotz : 

Mr . Purvis will t e 1n Y:as"tington on 

WednesJay , probably arrivtn& l A•e on Tueseay 

afternoon . He would like a short interview with 

the Secretary on Wednesday if that can be con­

veniently ar ranged . 

He can be reached here tomorrow, or 

at the new offices or the Anglo French Purchasing 

Poard in Washington (National F981') on ~1ednes, ay . 

• 

Krs . Klotz , 
Office of the Secretary 
W· shington, w . C. 

Very truly yours , 

2. f ~~:_.__, 
(Kiss) ~ . L. lrady 
Private Secretary 

of the Treasury , 
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Secretary of State , 

Washington . 

'T 

GRAY 

1
. Paris 

\ • :... ' ,,1 
·. i o· Dated January 15, 1940 

Rec'd 11:08 a. m, 

74 , January 15, 3 P • m. (SECTION OtlE) . 

F<n THE TREAS1JRY FROM ! !A TI'E"IS . 

Normal and permanent budgetary rEvEnue for November 

1939 published in today ' a Journal Officiel total ed 

4 , 387 r.tillion francs wl"..J.ch is only 101 l'lillion less 
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thm for thE corresponding month of 1938 . This slight 

decrease resulted prtonril~ fr~ reductions 1n registra­

tion duties (136 millions) and ~1aocllaneous indirect 

taxes (185 millions) . Increases includEd thE special 

national salnrlts tax (177 million) thE business turn over 

tax (172 uillionsl and thE tax on ougar and sacc~~rint 

( 91 n1111ons) . 

RR 
·;rIC 

BUU.ITT 
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SEcrEtary of Stat£ , 

Waahi ngton. 

127, Jnnuar7 15, 7 p . m. 
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PLAIN 

London 

DatEd January 15 , 1940 

REc 1d 3 p . m. 

FOR TREASURY FROM OOTTERWORT!l . 

1 . I had a short talk with l!onEt nt n lunchEon today. 

HE fEEls thnt thE st~s which havE rEcrntly bEEn tokEn 

havr gonE a lone way to EnsurE that Purvis will have 

knowlEdgE of nll buyi nG in thE UnitEd StatEs rvrn though 

it is impr actical 1n cErtain inotancEs to hnvE thE Anglo­

Frrnch Purchasing CoJlllllission c.ctunlly nEgotiat E thr 

purchasi ng of crr ta1n raw mat r:rialo and manufacturEd 

articlEs . MonEt cmphcsizrd that thr coopEration with 

Purvis was now not only rtorl:ing wEll but would br fUrthEr 

improvEd . On thE broad question of Anclo- FrEnch coordina­

tion hE appEarEd also to br satisfird that glvrn thE 

magnitudE of thE task ~atisfactory prosrr sa had bern 

mad£ end thnt within a month or two thr machinE would br 

worki ng qui tE smoothly . 

2 . No doubt at tr.E rrquEst of t hE Treasury Colonrl 

Llrwelli n , Po.rlinmEnt ary SEcr Etc.ry of thE !tinistr y of 

Supply, issuEd a statmEnt ovr:r thE vtEEkr:nd to supplEmEnt 

that 
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REB - 2- "127, Fro~ London, J cn . 1~ , 7 p . m. 

tho.t reported in my 112 of J:muo.r 7 13, noon. The new 

sto.te1nent wo.s to the effect tho.t h is previous stntemcnt 

wo.s or 0. gentrnl cho.rnctcr and that t h e inference in 

some quo.rters tho.t :m:r po.rticulnr schtmE wn s unde r con­

sldero.tion by t h e Trco.sury I'IO.S not wo.rrcnted by o.nything 

h e hc.d so.id o.nd wns due to a mio.undcrstanding of his 

remn r lcs . 

3 . As ~Entioned i n cy 81, Jo.nuo.ry 10, 6 p . m. the 

Prime Llinister' s S;>EEch of thnt d&te initio. ted the :mti­

com;>lo.ccnc:r co.m,nign, end the Chancellor of the Exchequer 

followed up with c. s ,)EECh nt Olnnsow on So.turdny night . 

' The speech contained nothin(l very new but go.v c s lightly 

r~ore p recisi on to the propacnndo. for savings and against 

wo.ge rises . In pc.rticula r he said: "ThE principnl clement 

in the cost of things which we buy usually is t!'le pay of 

the people who mnkc ~\d distribute them, If nt o. t ime 

wh£:'1 thin!;s c.re in short suppl:r the Ttnges of these people 

c.re increas ed to correspond with t he first incrcc.se of 

cost , tho.t increase nt once increases the cost further , 

o.nd t h o.t incrco.sc of cost in turn gives a c l aim to a. 

furthe r wo.ge rise , and so on . That is t he most dangerous 
for 

type of spiral which faces l\9 today. It vtns/thnt reason 

t l'o.t thE Prir.lt lli nistcr 1n h is Hnnsion Houst spHch earlier 

in t he week s pok e c s he did o.bout wc.gcs . " 
Except 
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REB - 3- #12? , From London, Jan , 15, ? , , m, 

ExcEpt for thE Labor DAiLY HERALD thE London prESS 

EChOES Simon 1 s stntil:tmts , ThE SUNDAY Tit,ES goES so fs:r 

o.s to point out tho.t 11ThE vicious spiro.l has c.lrEo.dy 

bEgun , ThErE ho.s bEEn a ctrto.in risE in thE official 

figurE of thE cost of living o.nd sEVEral of thE largEr 

groups of workmEn havE o.lrto.dy obtainEd incrEasEs on 

account of it , OthErs art now 8£ Elting :~imilo.r ris £8 

and thE risk of o. gtntro.l movtmtnt upwo.rd is imminEnt . 

ThE GovErnmEnt cannot long dEfEr to.king c. morE dEfinitE 

o.tt1tudE about it , " 

JOHNSON 

CSB 

I ' rJ 
-. 

• 
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SEcrEtary of Stat£ , 

Washington. 

GRAY 

Paris 

DatEd January 15 ~ 1940 

REC 1 d 1 : 25 p. m. 

74, January 15 , 3 p . m. (SECTION 'l'WO) . 
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REvEnUE fro~ indirEct taxati on f or thE month of 

NovtnbEr was 359, 000, 000 francs lEss than EstinatEs 

c onpartd with a dEfici Ency in this rtsptct of 797, 000, 000 

f or th£ month of OctobEr ( my tElEgratl No. 2953 of 

D£c£1:1bt r 11, 1939, 6 p . n . ) . ThE NovtobEr dEficiEncy 

wa s caus Ed chiEfly by drops in custor-.s rEcEipts 

(127, 000, 000) , o iscEllantous indirEct t axEs (115 ,~, 000) 

and prOC EEds rron thE busintss turn Oll£r tax (85 , 000, 000) . 

On£ nor£ oornnittE£ is addEd t o thE growing war list: 

undtr a dEcrEE publishEd 1n thE Journal Offi ciEl of 

Jan'uo.ry 14 provision i s nodE f or thE cr£0. ti on of a board 

in t h£ Mi n i stry of Public ~ orka and Transports to adviSE 

on quEStions r Elating t o th£ supply of r1otor fuEl , liquid 

oor bustiblEs or substi tutEs thErtof . 

R.'{ 
·.me 

.. 

BULLI'l'T 

• 
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HSM 

Scorctnry of Stntc , 

Washington. 

GRAY 

Pnr1s 

Doted Jnnuary 1~ , 1940 

Rto 1d 2:05 p . ~. 

74, Jo.nua.ry 15, 3 P • n . (SECTION T!REE) . 

This 'body will 'be c01:1posed or thrEE SEno. tors, six 

dtput1£s , ElE vcn r epres entn t1ves of the Government 

dcpartuents concerned, nine rcprtstntat1vcs of 1nd·w try 

and four rcprEsEntotivto conau~crs and six tcchnicinns . 

Under an arre te published in thE Journal OfficiEl 

of today n fund is sEt up to equalizE doncstic and 

i n port prices of ell catEgoriEs of scrap iron. 

It is reported tln t a Franco-Spanish co::n£rcial 

agrcca:nt will 'bE si gned in lilo.drid t ocorrow involving 

French purchases of pyrites and iron ore , lend , zir.c 

and ncroury i n cxchnngc fr:rt' Frcroh wheat, North African 

vhcspha tcs and ricE fror:~ Indo-China . ThE a grc tr.1cnt 

likewisE covers French exports or aut0l:>O'b1lts , cbErJical 

products , pharmaceuticals and various manufactures . 

ThE 'balancE o f payncnts will 'bE adMinistered by a o::iXEd 

Franco-Spe.nish c OI:ID1sai on. 

BULLITT 
DDM 
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FS 

SECrEtary of StatE , 

Washington . 

GRAY 

paris 

DatEd January 15, 1940 

HEc 'd 1:55 p . :n. 

74, January 15, 3 p. m. (SECTION FOUR) . 
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An optimistic communiquE has bEEn i...ssuEd by thE 

Information CEntEr on FrEnch Economic rEcovEry sincE 

OctobEr 1939 . It claims that thE gEnEral industrial 

production indEx which had fallEn to 50 in SEptEmbEr 

rEcovErEd to 83 in NovEmbEr (comparEd to 85 in NovEmbEr 

1938) . ThE communiquE addEd that coa l production in 

OctobEr 1939 totallEd 4 ,119 million tons comparEd to a 

monthly avEragE of 3,875 million in 1938 in spitE of thE 

f act that thE numbEr of minErs has bEEn rEducEd from 162,000 

in 1938 to 140 thousand . On tExtilEs , wool praluction is 

givEn as 4432 tons in OctobEr comparEd to 4912 tons in 

July . ThEsE figurEs which arE prEoumably hand pickEd arE 

th£ first of this naturE to bE publishEd sincE thE war. 

(END MESSAGE) . 

wwc BULLITT 
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TREASURY DEPARTMENT 
304 

INTER OFFICE CONiioiUNICATION 

TO STRICTLY CONFIDENTIAL 
FROM 

I b&YI IIOQCh\ tba &Ula\a:Ace of tile Jederal IUIJ'TI Balik of ••• Torlt lA 
brliiCiDC to !Sate \be fipno f~tt Junar7 J wi tb reepeot to J111Ai all bol41nc• 
on ov -.rltot 'llbiob Dr. lb.ite broupt to 7W1' attcUon. Tbol followiJIC are 
tile 4ata ao obta1ne4 froa Ill'. IDolte at 5 o'oloclt to~l 

Ool4 hel4 =4er oer..rlt with the Je4eral 
b11rn Banlt of ... Torlt 'b7 tile Balik 
~ .,.,... •• • •••• . . .. •••••• •••• ••••••• •• • • • •• • • •• $7.30(),()()() 

Dollar 'balaDeoo of tile Jazolt of J1Alan4 
with tho Jedora.lllellrYe Balik of ••• Torlt.. ... ••• ~.900,000 

Dollar balaAcu of tile llult of J1Dlaa4 
bel4 with other 'bealto 1n ••• Torlt •••••••••••• ••• S,3QO,OOO 

Prl..a\1 Jinniab tlmdo on the ... Tor It -.rltet 7, ax>,ooo 

TO'r.U. .21. 100.000 

(!bo firot two lt•o, for the .Jed.oral lleooi'To liMit of ... Torlt, are ae of 
oponlJIC of lnullnooo oa Jan. 15; tile other h o lt••· with reopoot to tho 
••• Jerk -.rltot ouh141 of the Je4aral boorYI Bait, are ae of J&A. 10) 
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RE PROPOSED LEGAL ACTION 
AGAINST TREASUllY DEPAR'l'lo!ENT 

Present : Mr. Young 
Mr. S1lve:rblatt 

H. IJ. JI:'I What 1a your troublet 

Silver•t : That tipsy Coast Goard. 

Januaey 1 5, 1940. 
12:00 Noon 

H. M.J:r: Now look, here is a :report signed by Kr. 
Carmody and Mr. l!anea and everything else 
on the settlement. Now, I am not going to 
go behind that . Ir you are not satisfied, 
I can•t do anything about it. I a sked 
ltl:r. Bane a to handle this thing tor me . 
Here ia the agreement signed by Mr . Carmody 
and Mr. Banes . As far aa I am concerned, 
it ia settled. Mr. Banes spent hours , days , 
weeks on t h is thing. 

S1lve:r 1t: I know. I did have a long hea.:ring, everything 
that I asked ro:r . I have no complaint about 
that . The onl y thing that • • • • 

H . ~. Jr: Were you treated fai:rlyt 

Silve:r• t: Absolutely fairly, so ta.:r as the hearing was 
concerned. 'l'be only thing is this , that I 
thought I had been handed a very legalistic 
decision by the Government taking advanta ge 
or every possible legal benefit in my doubt 
but overlooking entirely practical feature s 
ot it, and tho net :result was that I took a 
substantial licking. I knew very well, M:r. 
Secretary, that you we:ren 1 t going to change 
thh t hing but I have taken thls thing :right 
through slowly. It has been over a ,-ear and 
a half. Frankl,-, I reel that I have got to 
teke 1t through the Court or Clailu and didn 1 t 
want to do t .hat beto:re I had apokon to ,-ou. 

~t 1a the privil ege ot an7 citizen. I don't 
know of &n'J' case that Kr. Hanes spent aa much 
time on as hs has 'J'Oura. 

I f eel certain that he baa, but you were the 
Head of the Departaent and I thought I would 
oo&e in and apeak to 'J'O~ and tell 'J'OU what 
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H. ll. Jra 

Silver 1 t l 

H. !.I.Jr: 

Silver' t: 

- 2 -

1117 position was and tell you that I had fel t 
and do feel that I have been very, very un­
fairl y treate d . 

One minute you say you have been treated fa irly 
and tbe next minute you say you haven ' t . 

I nave had a fair heari ng. At the hearing 
i tsel f I had e very opportunity to present my 
case . I find that I hne been given a hlgbly 
legalistic deci sion. I am told tbat although 
you might be entitled to this , under the Comp­
troller's decision so-and-so we can't pay this 
amoun t and a lthough you may have spent so much 
money, under Oo~ptroller 1 s decision so-and- so, 
we can't pay that . 

No case that I lmow or bas boon given more time 
and more consideration than yours bas . If you 
are not satisfied, if tho Courts uphold it •• • • 

Naturally. that is a costly procedure, but I 
just wanted to tell you of m,,- experi ence in 
person. 
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T H E INSTITUTE FOR ADVA NCED STUDY 

SCHOOL Or ICONON ICS AND POI.fT'ICS 

PIUNCI!TON, NEW JERSEY 

Honorable Henr.r W, Morgenth&u, Jr, 
The Secre tary of the Treaeur,y 
Washingt on, D, C, 

Dear Ur, Se creta ry: 

The draft of 1Qur speech arrived late Satur~ afternoon. I 

have gone over lt oeveral t lmee and_, rea etlono are s t lll too 

•lxed to be of llllch help to you. I lUte t he ~neral approach. I 

like most of the opeclfl e ecn ten t, T,.X.n paragraph b7 paragraph, lt 

seems to me thnt lt refleeta your own approach nnd peraonall ~. Yet, 

taken as a whole, lt oomebow doe on 1 t oound llke you. It doe on 1 t ' 

seem to mo t hAt l t "g ooo over.• I have trlod to put ., f l ager on 

t he spot or opot o ro oponalble and haYin 1 t 7e t been a bl e te pin thea 

down, 

Thlo lo an unoat lefactor.r letter, but I dlcln ' t want te bold 

l t up longer, Aa ooon at I get a opeclfle ldea , I'll write ~in. 

Wl llfle ld W, Rl afler 
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0 ROtJP IIBB'l'DfO J&nUA%'1 15, 1960, 
9 ! 30 a.m. 

Preeent1 Jlr . Baas 

Foley: 

llr. 
llr. 
Jlr. 
Mr. 
llr. 
Jdr , 
llr. 
llr. 
Jlr . 
lire 

Ora vee 
Cochran 
Whl.te 
Thompson 
Cotton 
Gaston 
Schwarz 
Foley 
Sullivan 
Klotz 

Do you have anything, Her bertt 

No, I haven't anything. 

Mr. Ooughton keeps askins ue about IUlea Kitchin. 
Jrnow anything about hilllt 

No . It is somebody he reoomm&nded for a Job. 

I thi~ it 1a up to Bob Jackson to take care of 
him. 

What else do you knowt 

Thuman Hill ie 1n llalone, New York, this moming 
and he is going to join with SEC 1n asking for 
a change of venue for Aeeooiated Gae Electric 
oaee. He 1e goins to call me at 10100 o ' clock 
and I am to tell h1a whether o r not be 1s to make 
&DJ e"Qggeetione to the court. 

Who 1e Th=--n Blll.t 

Be 1e head of our reorgan1cat1on section in the 
Bureau ot Internal Revenue. 

Be 1e our lawyer wbo would normally handle thle 
oaee. Do you want hla to alee any euggeetione 
to the court ae to n&Mif 

•o, I ban no euggeet1one . Have yout 
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Fol ey : 

ll . !I. Jr: 

Gaston: 

S . Y. . Jr: 

Gaston : 

H. b! . Jr : 

Gaston : 

Gaston : 

S. lf . Jr: 

Gaston: 

H. U.Jr: 

Gas ton: 

l"ole:;r: 

- 2 -

Well , we talked about two names on saturda:;r 
and I was wondering if there was anything 
fUrther on those t wo . 

Let the SEC make the suggestions . 

There was something I forgot to mention . The 
yawl , Lekala , which we had a lo t of fu ss a bout, 
trailed down the Coast and the Department of 
Justice had to read the riot act to them and 
charge them not to 60 out of the jurisdiction 
of the United States. It is these ex- officers 
of German boats . She put out to sea for Palm 
Beach and hasn't been eeen since . She put out 
to s ea last l!onda:;r for Palm Beach. She has 
escaped our jurisdiction. 

V~oee faul t is that? 

Theirs , I should say . 

309 

Who is "theirs "? 

The Germans on board the boat . They were simply 
told under penalty of the law not to go out of 
our jurisdiction and we were tol d to keep her 
under observation but not to trail her. 

\U1o told you about it? 

Justice. 

I can't get excited a bout that . 

There i s nothing to get excited about . The:;r 
have no considerable eupplies a board and they 
are just trying to get back to Germany, that 
is all. 

Anything e l se, Herbert? 

That is all. 

I think we ought to keep i n mind , as far as the 
Bank 0 r Ameri ca is concerned, that we have 
deposits in tbat Bank of about SO mi lli on dollars 
and we ought t o be thinking about mether we are 
going to leave those deposita 1n there . 
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H. M. Jra 

Foley: 

H.U, Jr : 

Foley: 

B. U. Jr: 

Foley: 

H. !L. Jr: 

Foley: 

B. M. Jr: 

- 3 -

You know What the collat eral ia , don't youT 

Yes , i t i a .1\llly secured, But I think 
psychologically that i s a factor . 

l'lhatever move we make mu.s t be made ca.re.t\llly 
and s tudied out, planned. Now, when are you 
fell ows going to come in t o me wi th a plan 
as a result or that telegram? 

Well , do you want to do i t this afternoon? 

I want to do it when you men are roady. 

l'le can be ready this a.rternoon w1 th a telegram, 

I will be ready at 3 : 00 o'clock , 

All right . 

VIe checked the New York State personal income 
tax and we don 1 t find what you are talking 
about. 

Di d you see Steve s·tep on i t Saturday and kill 
i t , Steve Earl y? 

No , I missed that . 'Ihe only thins that even 
s ounds like it was something that LaGuardia 
t ried 1n 1933 - '34, and that was 15 percent 
of the amount of the Federal income tax paid 
by residents of the City of New York, but they 
never d i d collect it. They repealed the law 
the .following year and refunded the t ax, 

310 

steve Early - look that up, Chick. He stepped 
on t hat Sa turday IIXlrning very hard, that 10 per­
cent business, b ecause I !bowed t he Presi dent 
a memorandum Friday that there was no such 
thing and I think - am I not r i ght that St eve 
s tepped on 1 tf 

nat 1s right . 

And John Sullivan, I think he gave i t to me , 
but you can ask him, what the President thought 
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Sullivan : 

B.M.Jr: 

Sullivan a 

. M. Jra 

- 4 -

he had and hadn't done . Yihatever was the net 

UIOunt of the tax you paid in New York , that 

you a dd a fixed :;>ercent . Aak your men what 

would one percent a dded to your net tax be, 

I mean after a l l the deduct ions, you aee , t or 

eith er indivi duals or corporations, ons percen t 

on the net on the individual and one percent 

on t he corporat i on, based on their ' 39 r a turna. 

ilha t '110\l l d that provide, see. I think that 1a 

what the President wants. 

'lha t i s one percent of the taxable i ncome , not 

one percent of the t ax' 

No , when you ge t al l through and I have t o pay, 

aay, a thouoand dollars tax - that 1s t he t ax 

I pa y on my 19:W income , isn't itf Yea , 1939. 

I mean my tax to the Government 1a a thousand 

dollars , see , the net. No~ what woul d one 

percent added to that be, on the indivi dual and 

on the corporation. Do I make mysel f eleart 

No . One percent of that would be ~10 .00 . 

o. K., 'llhat t10uld that be for everybody who had 

a t ax to payt 

That woul d be a bout $260, 000. llo , one percentt 

Five and a helf is everything . Income tax is 

a bout SO percent or that , It TIO uld be about 

$26, 000, 000. 

And on the corporations, too. 

That includes corporations. 

Bow do you get one percent or 26 mi llion' 

Your total income tax was about 200 million, 

aa I recall tha f i gures offhand, 

Well , cheek i t up and get me a lit t le mamora.ndWD, 

because I think tha t i s what the Preaident hae 

in mind and I think - he is all contused. We 

gave him this memorandum Friday and Saturday he 

killed. the story, you see. 'lbursday the story 

waa given out from the lihi te Bouse, I think. 
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Foley: 

H. M. Jr: 

Sullivan: 

Gaston : 

H. II. Jra 

Gaston I 

H. !4. Jr t 

Poler: 

Gaston a 

Gaeton t 

H. r.t. Jra 

Fole71 

312 
- 5 -

'lben we a bowed him that be badn ' t done tba t 
1n New York but he bad doubled th e i ncome 
tax rates . 

A hundred percent. 

A hundred percent. 'lben what be thought he 
had done . Let •e show him what it would produce 
1t he had done what he thought he had done. 
Do I make myself clearT 

Yes , s ir. 

ne had one rear there or so- called gross income 
tax which wasn ' t the gross i ncome tax, it was 
one percent of the actual net income w1 thout 
personal deductions. It was a f la t one percent . 

'MlenT 

In 1931 or ' 32, I th ink. It was 1932. One 
percent so- called gross income tax. 

You a.nd the Presi dent are both wrong. They have 
been all through it. Whnt they di d was , you 
pai d a one percent • • •• 

The rates were one, t wo and three and they were 
made two, four and six, just double the rates 
and it made the tax a hundred percent more than 
it bad been. 

I will l ook i t up , too. 

It anyone can find what the President has in mind, 
you would be doing him a ser vice . Talk to Ed 
a fterward . 

Yes. VIa had a gross income tax. 

Well , what the President had i .n mind i sn ' t a 
gross. He baa got a per cent age on whatever the 
net amount that you pay, see. I made myself 
cl earT 

'lbat 1a what LaGuardia t ried to do 1n '34. That 
1a the only t hing that even approaches it. He 
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H. M. Jr: 

Gaston: 

B.~ . Jr: 

.Poley: 

Gaston: 

B. li . Jr: 

Foley: 

H, M, Jr: 

Gas ton: 

R.M, J r: 

Coohran: 

R. M, Jr: 

- 6 -

canputed 15 percent of the tax - Federal tax 
paid by resolution of the City of New York 
and that was the anergency tax to pay for the 
City to defray extraordinary expenses for 
relie f', 

Tbis thing that you have 1n mind, Herbert , bow 
muoh would you tll1nlc it would produce? 

I don ' t remember how much, It was on account , 
as I recall it, of the e.mergency expenditures 
relief. 

At the Presi dent's press budge t seminar he 
turned to me and sa 1d • "What were the rates • " 
and I said, "I don ' t remember , but I can tell 
you how muoh it produced . It produ ced 19 million 
dollars, It was the first amount of money you 
produced for unemployment rel i ef." I was right 
on the money. I didn't go off the end of the 
11mb. When we l ooked i t up we found he bad 
just doubled the rates. 

He recommended to the l egislature a 50 percent 
i nc r ease and the legislature made it a hundred 
percent increase • . 

I think the first year was one percent, ne t income 
w1 tbout deductions • and I t h ink they doubled the 
rate on that . 

He baa been all through that . You look it up and 
see whether Ed ian' t right , becaus e he has gone 
all through t he statutes. 

I will give him a copy of the memos . 

Well, Herbert, you a re no worse off than the 
Presi dent , but he is not a Republican. 

I know I am right about the gross income tax. 

I wouldn't bet you. 

Do you wiah to receive llr. Chen t his weekt 
will be bare through \Oednesday, e:nyr.ay. 

S: OO o • clock tomorrow. 

He 
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Cochran : 

H. M. Jr: 

Cochran : 

H. M. Jr: 

Cochran: 

Cot ton: 

i:i . £:. Jr J 

Cotton: 

Cotton : 

!l, lo! , Jr: 

SchTtarz : 

B. M.Jr: 

Schwarz: 

Thompson: 

- 7 -

You know Mr. Heath arrived Saturday? 

1'1111 you tell him I would like to have him lunch 
Tilth me today? JuA t Mr . Heath . 

Yes , I will . 

AnythinG else? 

No , si r . 

Traphagen called me after seeing the Colombians 
on Saturday . lie bad a l'&ther discoura ging inter­
view, Yioul d you like to hear the story now? 

Yes , There are a lot of Colombians here . 

We l l , be, according to him, •1as - Turbay is now 
undercutting his two million dol l ar offer and 
Traphagen is getting a little fed up with the 
whole t hing. He was really quite discouraged 
about the whole thing. He l eft it that Turbay 
wo\lld write him a lette r 1nd1cat1ng v;hat he , 
Turbay, would be prepared to recommend to the 
Col ombian Government . 

Would you communicate that to Mr. l'iel les and 
Mr . Jones, please , wha t you are tell ing me? 
You can wri te me a mororcmdum and send them 
each a copy. All right? 

Yes . 

Chick? 

I just want ed to report that Mr . Thompson on 
Saturday tol d us to participate over at the 
Budget Bureau in a meeting directed tollard a 
repl y to Congressman Wigglesworth, who is 
a t tacki ng Go vernment information. 

Is doing what? 

Attacking Government information expendi tures . 

Tbe Budget wanted to get a picture of the whole 
subject . 
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Schwarz : 

n,.ompson: 

H.lai . Jrs 

Thompaon: 

Schwarz: 

H. II . Jr t 

Schwarz : 

H, li! , Jr: 

Schwarz : 

H, :.I . Jr: 

Schwarz: 

H. W. Jr: 

Schwarz: 

H. loi.Jr: 

Schwarz : 

n. M. Jr: 

Schwarz : 

H, J4, Jr: 

Schwarz a 

- 8 -

We participated with Agriculture, Interior, 
and some of the other Departments . 

The Treasury made a very good ahowing. 

I would be curi oua to lmow 'Clat it costa. Our 
expensea now must be vary low. 

They are very low. 

Relatively very meager. 

Ho- was i t , do you remember the figureat 

None of them have cut looaa with the figures 
yet. They are all going to make surveys, but 
we will have an over-all pi cture 1n a abort 
time . It was a matter of definition Saturday. 
We had to agree, • • , 

Besides yourself, who is there that is charged 
up to Public Relationat 

We have about aix or aeven people but some of 
thoee are clarke, of courae . 

OUtside of t he clerks. 

n,.ere are three others. 

'Who are they! 

Mr. Atkins and •••• 

Ian ' t Atkins on Internal Revenue! 

But it is charged to Publ i c Relations . 

VIe carry a lot of dee.d wood around here thet 
doe en • t do anything , aa far a a I am concerned. 

They are going to do something. 

Pardon met 

n,.ey are go!Jl8 to do plenty. We need apace, 
1nc1dent&ll;r. we need a working room e.nd alao 
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H,L!, .Tr: 

'lbompaon: 

B. lo! • .Tr: 

Raas: 

B. I'. Jr: 

Sullivan: 

n. ~.: • .rra 
V.hitet 

B. H. Jr: 

White: 

H. III. Jra 

11hi.te l 

- 9 -

a place to receive the publi c eo they don't 
trip over something, 

Well, sometime in the next 24 hours I will go 
up and look over that apace. 

I am already at work t rying to ge t them some 
room. 

I will go up and look over that apace. 

George? 

I have nothing but th1e regular material {hand.1ng 
report to Secret ary) , 

It Sullivan and Graves and you { ~mpson) will 
a t ay behind a minute please, 

JohnT 

Nothing, sir. 

Harry? 

The exports of last month's figures are just 
in. They are the largeet 1n nine years. They 
are 25 percent h1gber tban last month 's, 35 
percent higher than last year, the same month, 
with a total of about 360 million dollars. We 
haven't got the breakdown by countries or can­
modi t ies , yet , so we can ' t know to whi ch coun­
tries they are increaa1ng, but we will find that 
out in a few daya . 

And on thst re-export stufft 

we are jus t getting permission to do t hat . I 
don't know whether it hall come th rough yet . on 
that ma tter of tin that I spoke about, I over­
looked s omething quite important, Tin 1 s not 
kept in bond at all. There 1s no duty on i t . 

I aee. 

So we will have to find other ways of finding 
out what 111 available, but we are f ollowing 
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H. M. Jr: 

Ylhite : 

H. lf . Jr: 

v.b1te : 

P. . tJ . Jr: 

i.b1te : 

H. la! . Jr: 

;,'lUte: 

s . t.: . Jr: 

'r.b1 te: 

H. r.t. Jrl 

- 10-

that up. I have that 1nfornat1on on the chrome 
depoaHa in Alaska that you asked about. 'lbere 
hae been an out now of cap1 tal neatn , about 
15 million dollars , mostly short - t e ro balances . 

Aldrich has writ ten another article, included in 
his annual report , I take i t - I am no t sure -
on this matter of f ree gol d and some thing else 
that he is driving at . We can eithe r have a 
memorandum for you - it i s unimportant and he ia 
wrong , but that i s one thing. 

The second is whether we oue;btn 't to give s ome 
publicity to our view. VIe thoue)lt we .:ou l d in­
clude - we have already included t reatment or 
that 1n those articles we are preparing but if 
you want to do sa:~e thint; a epara tely on 1 t or 
if you arc not bothered by it, we can just let 
it go . 

Yes , I am bothered by it, particularly since 
Pi tbnan took 1 t up. 

Did he, on this gol d? 

He said he endorsed Aldrich. 

I didn't see that . 

Yes . 

I don • t know "hat device you might use . You 
might uoe a gain the device of a let t er fro~ a 
Senator. 

You had better get buSy on it. 

On a letter from a senator? 

Something. 

All r1gb t , I rlll talk it over. Something you 
want to be a ble to make public? 

Yea . r.taybe f r om Pittman. Look up what he said 
1n hie sta tement in support of Aldrich. 
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'flhito: 

R. l! . Jr: 

Ylhi to: 

R. M. Jr: 

\'Illi te: 

H. II!. Jr: 

l'lhito: 

B. loi . Jr: 

Whi t e: 

B. II!.Jrt 

Vihite t 

• 
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I will find out . That letter from Senator 
Pi ttman, with respect to our purchases of 
Japanese silver that you tu.rned over, raises 
s ome ques t i on that I think we ought to consider 
to.lcing cognizance of tho infonna tion which was 
r el ayed to us from Dietrich, which I take it 
Cochran either baa or will speak to you about , 
of the reported deal mad e to the J apanese i n 
regard to Japanese si lver held tn Tient sin, 
that they would give the Japanese the s ilver 
if the Japanese would atop the bl ock in Ti entsin, 
all of 'llbich suggests we had better make up our 
mind about the purchase of that silver. We 
have a little lese grounds to a tend on , because 
the s ilver comes to New York through the London 
ma~et now. 

Rave they go t that in Ti entsin? 

I don ' t know, it i s a question of policy. 

I have been of fered that silver t hrough dip­
loma t i c channeJs for over a year and I have 
said no. 

From the Ja panese! 

No, from the banks tha t o•n i t. 

The arrangements reported now h that they are 
going to turn that silver over t o Japan. 

They h ave discussed that for months . 'lhe las t 
I saw was - Just check llQ' memory - was that on 
this question or t hese three men who took refuge 
w1 th the English in t hei r compound 1n Tientsin , 
1n that deal 1n connection w1 tb the Japanese; 
it was reported aa a part of the deal the English 
said they woul d turn over the silver in the 
banks 1n Tientsin to the Japanese. 

This is s anewhat of the aame character. 

It mus t b e at least three months old. 
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'lhia article was dated December 9 . 'ihe memo ia 
dated January 12. ~i• ian' t ofricial infonnation • 
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H. IC.Jr : 

White I 

H. IJ. Jr: 

\'Illite : 

H. X.Jr: 

Ylhi te : 

H • .: . Jr : 

Whi te : 

B . ~.Jr: 

Vlh1te : 

H. l.!.Jr: 

WhJ.te : 

H. M.. Jr: 

White: 
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It ie only a copy or an article ~at haa 
appeared. I think r.e ouaht to decide here 
partly in order to answer the letter and ' 
partly i n order to determine our policy, 
whether we want to attempt to i dentity • ••• 

Barry, you bave got to sit down and tal.k ~at 
out, You can't do i t here , 

I wae going to suggest we have a meeting. 

Ask f or a meeting. 

\'lell, let • a have a meeting among ourselves 
flrat . • 

That i a mat I r.as thinking. 

You r emember some time a go, four monthe ago, 
three or four months ago, you asked for de­
tailed information to be kept ln your book 
with regard to the balanoee or the various 
countries , There ~re a lot of things we 
have had to do and it has finally cane throush 
and now we get them weekly and we are ready to 
change your book when you want it or I have got 
the eturr on the table. 

lib en :you bring that 1n •••• 

I have it here, if you want it. 

Vlell , when you get a chance to put that in my 
hand, I will talk to you about a lot of t his . 

Vlhen I get a chance to put t he chart 1n your 
handt 

Yea, and I want to eit down and talk to you. 

I have got i t here. 

All right. 

I have a cable here that • • • • 

1beee tblnge that you are t a lking about are 
worth an hour or t wo. 
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11h1te: 

H. II! . Jr: 

- 1.3 -

These cables I want to see 1ou about and I 
have eomethins else I would like to see you 
about. 

If you will sta1 behind until I clear these 
gentlemen , I will see you. I want to aee 
thee e three and if you will wait , Har~, I 
will see you. 
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TREASURY DEPARTMENT 
321 

INTER OFFICE 00114114UN1CAT10N 

OAT1t J....,_.., 15, lgilo 

llr, Coobna 

01l Sa\vclaT llr, Buahh 111toholll - to ... ... Bo 1o a Br1Uoh ll'libJeo\ 
who f or Mftnl. ,....... repr .. ea\e4 \M O.aral llotora lillaoc lllc CarporaUoa 1& 
Loll4oa aa4 \ranle4 exteaa1Tel.7 oa \he CoDUMD\, -re I CK~C&a1~17.., 
hi&. Be told .. \lla\ he 1a DOW a -her of Ill-, Parrlo• ot&tt 1a •ew T•k. 
Be • • --..aie4 'b;r llr. G. 111ller 1!74e. 1llbo 1a \ o be otaUened 1a •ahS.Jict• 
aa Seore\&r7-0elloll'&l of \ he Aaclo-lr..U Pvch&oiac Board., wi\h ottioea 1a \he 
Bibbo :1o1141ac. llr. B;r4e b a :ra=c la.,..r f raa lloatraal. 
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TREASURY DEPARTMENT 

INTER OFFICE COMMUNICATION 

DATE 

Seeret&r7 llorc-atbau 

STRICTLY CONFID ENTIAL ,110 .. llr.Cochrazl 

llr. Pinaent , l'iJialleial COI1Jioelor ot t u llritioh Eabaoq, telepbou4 • 
at 12110 noon to let • bow tbat hh !:lobaoo7 ba4 ,l1ut reee1n4 a prell.lliD&r7 
rep17 to the • •-ce 'lbioh llr, Pilloent ba4 o•t ia ropr4 to tho SeorotN7' • 
.ucceotioa with reopoct to 4iapooing of Britioh aa4 Jreach oWDo4 4ollar oo­
euritioo in the UDito4 Statoo. It will bo recalled that tho .uccootioao 
wore ade to lloaoro. Pino•t aa4 Loro~Boaul1ou whoa tuoe t wo repro .. nt&UTeo 
were roooiTo4 together b7 tho Seero\U7. The aoooac- o>preoee4 oincore t~o 
f or tho Secret&r7' • &4Tiee, aad ill41catod that hie Tiewo were ~4 '117 tha 
Britioh GoTeraaoat , I\ •• faared, hcwe'ror, tbat tho Jronch would aot 'be 
able to act 1D tu near f'tlture along tho lilloo ~oted.. 1'1>6 Britioh are, 
hOWOTft', otill 1D t o'OCh with the French on th1o po1Dt , llr. Gifford 1o now 
on h11 ~ to t ho Vldto4 Statu aa4 1o chlo hero oa JamJM7 24. J.e oooa &I 
he &rriTOO tho llritioh will co 1Dto tu o0C11Z'it7 qu1Uon, but DO action 11 
aat1c1pate4 bOifor e that tiM, 

l.ll anewer to ~ quutioa &I to 'lbether aa;y further word ba4 been rocoiTOd 
Oil tho earlier qllOitlOD &I to tho proportion &ad ol<tent of COld aDd .. euri­
tiol tbat tho llriti1h and Jronoh WOI114 411POIO ot thi1 year , Pinoent tol4 • 
that the Britieh QoTo~Dt bad prepared a tontat1To e1tiaato, but W&l with­
holding this pending & UoialOil fro& the J'roDCh GoYirnaont , which 11 &nZiOUI 
to 100 Loro7-B..uliwu before SiTing their ano .. r. 
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TREASURY DEPARTMENT ~{ -INTER OFFICE COMMUNIC ATION 

OAT a 

Mr. Cochru 

CO N FIDE NT IAL 
In a thin torai~ •xeb&Dc• market, ater linc ~reciated trca 3·96-3/4 at t he 

openinc to 3.97-3/4 b7 t he lata afternoon. It aubaaquentl7 receded to cloae a t 
3·91-1/2. 

Salea of apot aterl1ng b7 tho four report1nc b&nlca t otaled 10324,000 from 
t he following oourcau 

By eomaerc1al oooeerna •. • •• . ..••..••....•...••. ••. , 207.000 
B7 toreicn banko (Jaropa ) •• ••••••••••••••••••••••• IO 114,000 

fetal ...... 10 32 ,000 

Purcbaaeo of apot eterl1nc &IIOWlted to 10351,000, aa i..Ucated below: 

The Ouarant7 Truet Company reported that 1t bed aold cotton b,llle totali116 
:1.5, 000 to the Bri tieh Control on tho baaie of t he official rete ot 4.02-1/2. 

~tatione tor the ~ilder aD4 the balga, which cloeod et .5354 and .1686, 
r eepecUvel,y, on Saturd.aT, euetained louee todq, probabl 7 aa a rotult of t he 
dh qu1 at1D£ repcrta r e lat1ft to ou......,.•e intentione tovN'd Holland and Bolc11U1. 
Tod~'• cloeing quotation• vera .5321 tor the cuilder and .1679 tor the balca. 

The other i mport...S currencieo clooed aa tollovu 

J'ranch f ranca 
Svita frn.llco 
C&Da4ian dollare 

.0225-1/2 
,2243 
11-3/~ diecount 

The rate for the CUban peeo vaa ~5/Sf. dhcount and for tho Mexican peeo 
.1672, be t h r atea unc~ frc• Satur~. 

!l'ba Federal Reeer.,e Bank purch&aad JO,OOO Italian lire and JO , OOO &Uildera 

t or the Bank of LatYia. 

Ve purchooed $1 , 76o,OOO in gold from t ho earonarked ..:count of the llational 

B&Dk of Bel gium. 
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The Federal Ruer-n Bank of !lev Yon: reported t o .,. the tolloviDC 1hipment1 
of goldt 

$3 , 732,000 !rom Cana4.o., 1hi pped b:y the Bank of Oll!IM.a, Montreal, to the Federal Re­
oerve Bonk of !few York , for 1ale to the 11. s. Ala&7 Office. 

2, 711,000 from South Atrlea, 1h1pped b7 the South African Reeorve Bank to t he 
federal Be1er'fe Bank of l!ew York , to be e&n~arked for account of the 
Bank of Sweden. 

2,248,000 frolO J:ng]end , 1hipped b7 the Bank of b&l&Dd to tho f ederal Belll''t'l Bank 
of lfow York, t o be e&r3arked for account of the Svioo National Bank. 

2,198.000 troa :IDC]alld, eh1]>!>1d by Samuel Mont~~«U and Compaey to the Banken 'rruot 
Co •• !lew York, for account of tho Bankori !ruat Co., London, f or 1ale t o 
the 11. S . A11a7 Office. 

1,125 ,000 !ro111 Italy, 1h1pped by the :Bank of Italy to t he Federal ReaorYO Bank of 
llov York, to be earmarked !or account of t he :B. I.S. 

563,000 from Svit•erla nd, l hipped b:y the Svlo1 Nati onal Bank to t he Federal Re­
eerve Bank of New York , to bo earoarked for account of the B. I . S, 

280,000 !rom ~land, 1hi pped b7 Samuel Mont~~«U aDd Coapany to Chaae National 
Bank, llev Yor:C, for account p! t he !ventoche :Bank, .l.otlterda:D, !or oaJ.o 
to the 11. S. Aaaa:y O!!ico. 

100,000 !roo Illdia, ahlpped by the llethorl&Ddo ! r adi "6 Soeiet7 to t he Cbato 
National :Bank, Uev York , !or account of the Chaao l!ationaJ. Banlc, London, 
for oale to t he 11 . S. Aasa:y Offi ce. 

520, 000 ! r oa Switzorlalld, ahi pped b7 t he S¥111 Bank Corporation to t ho Chaao 
Nat ional Ba nk, !lew York , for aale to t ho U. s. Aooa:y Office. 

113 ,000 f rom Sviturland , 1h1pped by tho Banque l'ederalo :Born to t ho llatlonaJ. 
.~r:;;;;--;;;;:A City Bank:, Now York, for &ale to t ho U. S. Aaea:y Office . 

Total 

Tho federal Ro1erve Bank of !lev York iDforged u. that ao of t he clo .. of 
buoioeea tonight, gold en route to the Unit ed Statao f r om fore!gn countrlea t otaled 
$107,993 ,000, the d i epooition of which l e to be aa !ollova : 

$ 55. 635.000 t o be e&nl&l'l:ed at t be Federal lleaerre Balik of liev York, 
Tarloua forelp central 'ba.!lko. 
tor 1&10 to the U. s. Aoaa:y O!!lco at liev York. 
!or eale to the U. S. mnt at San l'rancileo. 

=~~~~* dhpoaltlon unknown at t he preaent t11111. 
n .>, ' "'u Total 

for account of 

intereotlng t o note that at tho preaent time there l o no gold en route !rom 
t o t he United Statu. 

Th L -• fi~"' p rice• f or IJ'DOt aDd ! orvanl allnr were bot h 21-3/44. of f e O=On ~..., • t1 1y Accordl DC to a 
!he U. s. equinlento varo 3S.SJt! aDd 3S. 591i.O::~::e ~l~r arltet t hm 

r11001't fro~> London reeelnd b7 one of t he !lev Torlt ' aDd l!anaaD aDd 
utreme1J t hin !he pr i c• fixed for f ore i ll' olh'er by lland7 

t he Trenary .,.;e unehan«ed at 34-3/'41 aDd 351• reopeetlnl)'. 

C o .- ~ --:- l D E N "i' i A L 
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We u4e •icht piU'Cbae .. of aUrer totel1DC 725,000 OUDcea 'CUider U.. Sllnr 
Purcba• Act , Ot th1a ..ount, 100,000 owocea r.pr .. ente4 a aale troa lannto17 
'1>7 one ot the retlUDC COJIP&Zl1 .. , &124 the r-111111& 625,000 ouncea coulatK of 
n.., pr oduction allnr troa torelt;n countr1 .. purcbaaecl. tor tonrarcl. cl.e1h'e1'7• 

J'roa Jazma17 2 to JazJ1D&r7 15, 1no1ua1n, tote! purcba"a ot allYor ..ountecl. 
to 5,628,000 oUDCea 'CUider the Slber Purcha" Act, In the lrew York 11arll:at, 
5 ,128,000 ounoea were purchaaed, and the balance of 500,000 OUDCea were boueht 
troa Canada 'CUider our aonthl7 a,creement to 'bQJ up to 1,200,000 ouncea , 

• • 

• 
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H.M.Jr: 

Operator: 

H. l! .Jr: 
Guy 
Helvor1ng: 

H. l ' . J r: 

H: 

H.'' .Jr: 

H: 

H. I' .Jr: 

H: 

H.H.Jr: 

H: 

H . ,~ . Jr: 

H: 

H.,' . Jr: 

H: 

H.M.Jr: 

H: 

H . t~ .Jr: 

H: 

H.M.Jr: 

Hello . 

CoMmissioner Helver1ng. Go ahead. 

Hello . 

Hello. 

Guy? 

Yes. 

326 
January 15, 19~ • 
10:09 a . m. 

I have here Sullivan, and Harold Graves and 
Norman Thompson. 

Yea. 

And we round this l etter or yours dated November -
Deoeober 15, to Hanes in regard to the hobby 
matter. 

Yea. 

I wan t to congratulate you on that letter, particularly 
the last paragraph. 

(laughs ) 

Where you refused to take it out or the decentra lized 
procedure , see? 

Yes . 

!low I'll give th1B - a a long as Su1l1 van 1a here, I 1
1D 

going t o give it to h1m to tlllte ba.ck, you see? 

Yes . 

And let the thing go the way all the other oasee go. 

Sure . 

But when the matter 1G settled I ' d like to have a 
cony tor my tile t he complete tile on this , 
correspondence between you and Hanes and you an4 ,the 
tield• 
Yes. 

When the matter 1e settled. 
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H: 

R. J.I .Jr: 

H: 

H. M. J r: 

R: 

H. ' .Jr: 

!!: 

H.'' .Jr: 

H: 

H. M. Jr: 

H: 

H . !~ .Jr: 

H: 

H . l~ .Jr: 

H: 

H. Y. Jr: 

H: 

H.N.Jr: 

- 2 -

Yea. All right. 

See? 

Yes . 

327 

Bu; I take it t hat t hie being writ ten Deoe~ber 15. 
It s al111oRt - well i t is a month . Maybe something 
hae happened down t here since then. 

How• a that? 

Maybe the t hi ng has been settled or something . 

Uo , no. That copy or the l e tter we were goi ng t o 
send to t he field. 

Yes. 

That 's attached t here. 

Never went'! 

It didn't go until we had the approval ot our 
position on i t . 

\•fell you mean t o say that Hanes never approved it . 

No we never got 1t back. I asked h1m, 1t you 
notice, I wanted him to appr ove my memorandum, 
explanation to hi m and when be did that, then I 
enclosed there I think, you ' ll find in t he tile, 
a copy ot the letter to our man in Dallas. 

Yes. 

That l etter was t o go as quick as he approved the -

Well would you suggest that I write a little note 
to ~~ . Hanes and ask him why he never acknowled«ed 
receipt of your l etter. 

Well of course I don ' t know Whether that's necessary 
or not. The only thing I would like to have, a no t e 
to you to me eo -

Oh I ' d love to give you a note. 
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• 
H: 

H.H.Jr: 

H: 

H.M.Jr: 

R: 

H. V..Jr: 

B: 

B.!!.Jr: 

H: 

H.M.Jr: 

H: 

H.~~ .Jr: 

H: 

H. M.Jr: 

H: 

H.M, Jr: 

H: 

H.li. Jr: 

H: 
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That you approve the stand we take and to take this 
matter up immediately. 

I'd love to write you a note and I'll say t hat I 
picked this thing up out or the tiles and I'm sur­
prised t hat the thing was delayed so longl 

Yea , that's right. 

See' 

That's right. 

And t hen I' ll restate my poaiticn on the decentralized 
units. 

I 1 d like to have you do that. 

See? And I'll express amazement that t he t hing 
wae held up so long. 

Yea. 

You'll have that before lunch. 

Yea, all right. Thank you very much. 

Now an.y other oaeee like that , until we get t hem 
straightened out will you bring them to my 
attention. 

Yea . I ' m getting up a list or eome that are along 
the eaoe line -

Right . 

Right along the same line and there ' s several others 
that were mentioned. 

And would you like - would you like me to -
euppoeing we write thia letter in a way that you 
might want to circularUe 1t. 

That's it. That•e it exactly. 

To the other - to the ueere . 

Yea air. That would be tine. 
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R.M .Jr: See! 

H: Yea . 

R.I!.Jr: 

H: 

H. li.Jr: 

H: 

H.'( .Jr: 

H: 

H. !J.Jr: 

H: 

H. !! .Jr: 

H: 

H.V.Jr: 

H: 

H. ! .Jr: 

Supposing you do that . I' ll have Harold do that . 

I'd like to ciroulete l t right bore ln the Bureau 
too . 

O. K. ~/ell this ie the kind o! letter that oan 
circularlze, or might even see dayl i gh t i f 
necessary. 

Yes. Well that would be a flne thlng. 

Of course I ' ll have trouble getting Herold Graves 
to wrlte thla klnd of a l r tter. 

Well I have an ldea you will . 

Harold ' s grlnnlng !rom ear to ear. But I think 
under pressure he ' ll eubmlt gracefully. 

I thlnk he understands the situati on, too. 

Yea , under pressure he ' ll aubm1t gracefully. 

All right , you put the pressure on h1n. 

I ' ll put the pressure on hlm. 

All rlght. 

All rlght . 
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Operator: 

H. H. Jr: 
Robert 
Jackson : 

H. M.Jr: 

J: 

H.V.Jr: 

J: 

H. I'.Jr: 

J: 

H.M.Jr: 

J : 

H.'' .Jr: 

J: 

H.'.Jr: 

J: 

H. ~ .Jr: 

J: 

H,M,Jr: 

J: 

H. l!. Jr: 

J: 

:!30 
January 15, 19~. 
10:30 a . e>. 

Go ahead. 

Hello. 

Bob Jackson. 

How are you? 

I ' m tine this morning. 

Have you called up to complain' 

Yes. I had suoh a good t i me , it was a great l et 
down afterwards. 

I eee. 

Oh I had a grand tioe . 

Good. 

I though t . the Chief did too . 

I think so . 

~lhy I Just >~anted to check Hi th you. I' m sure that 
you feel as I do about i t , but I jus t ~tent to make 
sure . 

Please . 

There's been a stat ement as you know that i ncone 
tax r eturns be used to prosecute anti-Semitic 
sentiment. 

tfell Bob, who made that statement? 

It was oade by the Attorney General in a press 
conference . 

Well I didn't know that. 

I think it would be terrible. Have you seen t he 
law suit that was brought in New York to stop i t ? 

No. Well the first place I ' ve hnd no requests from 
the At torney Gener&l and it' I did I wouldn ' t comply. 

Well I Just felt sure that wasn't e~resslng your 
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R. l·I . Jr: 

J: 

H. H.Jr: 

J: 

H. l' . J r: 

J: 

H. J• . Jr: 

J: 

H. 1' .Jr: 

J: 

H. 'I.Jr: 

J: 

H. !l.Jr: 

J: 

H.M.Jr: 

J: 

H.H.Jr: 
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sentiments . That woul d be a terrible thing. It 
would discredi t t he l\'hole proces~ and 1t would 
result in t he other crowd do i ng t he other t hing you 
knO\f. 

tlell if he asks me for it I wouldn • t give it to h1m. 

Wf!ll -

Bo that - and I 1 ve had no reGuest of any - along that 
nature. 

I want to do what I can to counteract that kind -
that sent i ment and I Just want t o be sure t ha t I was 
going along with you in doing lt . 

How did the Senate - I wish you'd do me a f avor. 
Coul~ you get mea copy or his statement that he cede 
1n his oress conference and sent i t over to me that 
relates· to that. 

Yes , I think I can . I don 't know whether t here i s 
a copy available or the actual conference . I'll get 
you the report on it. 

Could you? 

Yes. 

Then t he other thi ng . Would you send me a copy or 
the speech you made on Jackson DaY' 

Yes. 

I'd like very much to read t hat. 

I • 11 be glad to . 

t11ll you do that? 

Fine. 

No, any time Bob you wan t to know whArA I stand 
I' 11 tell youl 

Well I was Just sure t hat we wer en't misunderstanding 
the matter. 

And there's so many things t hat I want to talk to you 
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J: 

J: 

H,J.! , Jr: 

J: 

H.M.Jr: 

J: 

H.~ ~ .Jr: 

J: 

J: 

H,H.Jr: 

J: 

H. lf. . Jr: 

J: 

H.!I.Jr: 
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about . 

Yea . 

Are you by any chance tree Thursday tor luncht 

Thursday, I don't think I ' m committed in any way . 

What? 

I dcn• t think I ' m COIMiitted in any way, 

332 

Yell supposing you come over and have lunch with me, 
Vill you? 

All rigbt. 

You lrnol: where ve eat in - I eat inside. 

That' e tine. 

Will you do that? 

I'll be glad to . 

I want to unburden myeelt ot some ot the Treasury 
problems that we have with Jus tice. 

All right, I ' ll be glad to do that. 

O. IC . 

Goodbye. 

Goodbye, 
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Hello . 

Mr. HalTering . 

Thank you. 

Go ahead. 

Hello. 

Hello. 

Yea, Guy. 

Miaa Epps has been calling over here today, several 
times about tiles on oases, all or vhioh vere to be 
in thi s memorandum I ' m getting up ror you. 

I see. 

For instance, one oeee abe wanted vas t he tile i n 
the Cudahy oase . or course I'm sure t hat you didn 't 
vant t hat t i le because we ' d have to have a truok 
to take it over t here. 

I tell you what 1t is, and I onn get that strai ghtened 
out right away . Phil Young was here, you see . Hello . 

I say I •m sure you wouldn't -

No, no. I t ell you where - Phi l Young vas here you 
eee. 

Yea. 

'l'o eee me , and I asked hlm what other cases are 
t here like the Texas oaee. 

Yea. 

8o he said, "1fell the only other one that he knev or, 
vas t he Cudahy case• . 

Yea . 
So 1 aa1d, •Well let me eee it• . Hello. 

Yea . 
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So I guess that • s lfh!'re the trouble 18, I' 11 send t or 
Ph1l Young and Miss EPPB . 

Yes . 

And see that there's no oroo81ng ot wires. 

Well she ' s asked t or several oases , all of whioh I ' m 
going to give you a memorandum on and this one I ' m 
preparing . 

Ohl 

About thi s National Bank oaee end the A. G. Budge 
oase , and Cudahy oase and -

Well w~at do you think I ' d better do at this end. 
I guess Phil Young was working on it. 

Yes . 

Tell hi m to drop out. 

Yes. Just tell him t hat you ' re get ting that 
informat ion from another aouroe. 

All r i ght. I' ll do that . 

I won't need to bother with them because i t just 
dupli oates t he work . 

I ' ll - well he waen't- I only asked him on the 
Cudahy eaee . 

Yes. 

And I'll send tor hi m and Mise Epps and tell them t o 
forget it. 

Yea, all right. 

I'm glad you oalled me • 

All right. 

Thank you. 
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Hello. 

Hello Henry. 

Hello Morrie . 

Yes, ~~t o~n I do tor you? 
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tlell I tell you what you oan do. I think you are, 
or were, or have been, a - something t o do with the 
banks , t he state banks. 

That ' s right . I ' m on the banking board. 

Right. Well strictly between you and me . 

Yes . 

What would you t hi nk if I reoo~ended to 
~~ . Roosevelt t hat he taka Mr . Whi te and put hi~ 
in the place or Leo Crowla.r, at t he head or FDIC. 

I t hink it'd be a- he ' s - I 
trould be a marvellous move. 
.rou'll olear with Herbert. 

tell you, I think i t 
I think, or oourae 

Well that's up to the President . 

Yes. But I mean t hat 's all. I think it vould be 
a marvellous move. He' s a very decent guy, cautious, 
I think it vould give .rou a tremendous amount of 
support from the State Banking superintendents or 
the nation. 

That's right. 

He's stands ver y well with them. 

Yes. 

He is, or oouree .rou knov he's opposed to the 
ext ension or t he national banki ng a.rstem, as I aa. 
I mean he • a afraid 1 t ' s going to gobble up all the 
State banks. 

Well -
And you ought to talk t o him about that philosophy 
first insofar as it might interfere, but he - I 've 
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connected him with t he TNEO. 

H.~.Jr: Yes. 

T: 

H.M .Jr: 

T: 

H. I>I . Jr : 

T: 

H. l.! . Jr : 

T: 

T: 

H.H.Jr: 

T: 

H . !~ .Jr: 

T: 

H. M.Jr: 

T: 

fi . M.Jr: 

T: 

f! .14.Jr : 

Yea. 

He•a very - he ' s devoted to the New Deal. 

Yea. 

There ' s no question where he stande . He knows the 
ropes. I t!link the onl7 thi ng t hat e i ght be an 
embarrassment 1& 1n connection v1th some New York 
State situat ions that are pretty hot. 

Yea . 

And t hat are pending at the moment t hat you know about. 

No I don •t. 

liell there • a two or three very crucial si tuat1ona 
at stake . 

State banks? 

Yes . 

Well no, I wouldn ' t know about those. 

Well but you see t he FDIO 18 in on it. 

I see. 

You see? 
Well they oan•t be so hot because t hey have - when 
they get real hot Leo writes me about them. 

Well they' re so hot that they're working out now, 
some method or trying to reorgon1~e and merge and 
put in money. 

I see. 
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And the only reason I ~ention it is, it seeos to me 
that as to those two th~t he •a ~en working on -

Are you referring to Yonkers? 

No I'm referring to Syraouoe and Utica. 

Oh well I don 't happen to know. 

They' re very import ant and it seems to me t hose 
ought to be cleaned up before he goes 1n, if he 
goes in. 

I see . 

So that he wouldn't be e~barrassed. See? 

Yea . But you told ~e what you - and I would say -
what you tell me that he ' s a ewell guy. 

'o question and a very able- he ' s done a much 
better Job than I thought beoause he ' s not a very­
imaginative guy i n the sense or dopi ng out new 
types or approaches, but on a particular probl em 
he is perfect , he ge t s the confi dence or everybody, 
he ' s got courage, complete integrity end he ' s go t 
t he backi ng or everybody, I have yet to hear 
anybody really swear at him even after he turns 
t hea down. 

Wonderful. 

You see? 

I've got a f ellou do>m her e . I think he's a friend 
or yours. 

Who ' a that? 

Whitney Seymour. 

Oh yes. Yea. Well you're lucky t here too. 
That ' s a great guy. 

Well When you come in -

I •11 be down on Thursday. 

Well drop in and see me . 
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Hello. 

Yea Henry. 

339 
January 15, l 94o. 
5:28 p . lll. 

I don' t know whether they showed you what I said at 
my press conference or not, about Asaoci ated Oast 

No. 

Well let me just read you the little part that I 
Bald : "Said Seo. Xorg was a sked whether he , 
Treasury would have SEC appointed trustee in 
bankruptcy for Aasooiated Gas. He declined to 
state any preference on the choi ce of trustees, 
but Bald that lf the court and Commission consider 
it beat t hat the SEC assume t he trusteeship he 
would be deli ghted•. 

Thank you very much. Very nice indeed. 

Is that all right? 

Yee , swell . Just exactly right. 

I was amused, The New York Times fellow put us on 
t he grill on t he thing, you see , started all ott, 
and at the end, he said, •well how do you people 
teal about Raneat • Beet 

Yes. 

So when they asked us that , I ga•e t hem t hi s , I 
thought - I knew the oueation was coming. 

Yea , air. 

So I had P'oley at t he conference. He handled moat 
of 1t. He handled it very well. But I thought it 
vas amusing that t he Times reporter vas - what do 
they call 1t - primed with the ques tion. 

Oh that's Arthur Xrock. 

Yea. 

Arthur and Johnny were close. 
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I thought it va s amuoing. 

Very tunny. All righ t . Thank you for calling. 

Goodbye. 
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Oood morning Henry. I ' m sor ry t o t~ ll you t hP t aft er 
the promi sing start that I though t was under way 
when I l e tt your office at noon on Saturday, things 
did.n•t go so well. 

So I hear. Prom Traphagen t o Cotton to ~e. 

I see. So I heard i t of cour se from the Col ombian 
side . Jaraoill1o had d inner with me Saturday n1$bt . 

Yea . 

And told me that tor the f i rst time in any ot their 
conversations with Traphagen t he latter was extremely 
intransigent and overbearing, refused to consider 
any modifications ot any charact er including thone 
they t entatively discussed in t he morning before be 
ca~e to see - I mean the day bef ore you eaw hi m. 
And said that he desired to withdraw the proposal 
t hat he had made. So that was the result ot it. 
Nothing at all was accomplished and no time was 
fixed t or any further conversations. Wha t did he 
say to you? 

Wel l he didn't say anything to me but to Cotton, he 
told him that he f elt, I don 't know Wha t the word 
t hat he used but t he inference vas that he vas 
trying to , Traphagen sa id, in his opinion, he 
t hought the Colombians were trying t o chi sel under 
the two million, that t hey' d made and nov t hat he -
Traphagen, was waiting tor a letter fro:~ the 
Colombians, from the ~~bassador and t hat the 
Ambassador pr omised t o write Traphaeen a l etter. 

\fell , What t hey told me was that they were r eporting 
tully to their Government everyth1ne· that had 
transpired and Jaramill1o told me t hat he was 
sending a personal letter t o President Bantoe 
urging him to give them a little mor~ elasticity 
so that they could, it necessary, gc up a little. 

I eee. 
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That thuy were rather discouraged and frankly 
eomevha~ annoyed. Deeply appreciative of everything 
that you Bald and everything that took place a t 
the mee~ing they had in your office. 

I thought I vas good . 

I thoug11t you were very good. Very good indeed. 

Well l et me - I told Cotton t o write me a memorandum 
ot his conversation with Traphagen and to send a 
copy to you and Jones • 

.Ul right . 

And t hat is in the mill nov. 

Rigbt. 

And -

Ot oouree t he thing that concerns me a little is 
t.he tin•e element. 

I ngree with you. 

And since I ' m leaving tonight, I feel t he one 
thing ,. ought to do 18 to try to keep them talking 
with each other. 

While ~rou' re gone Vho will you designate t o 
represent you? 

FeU. 

o .~ . 

All right . 

I ' ll - I ' ll put all the pressure on I can Sumner. 

.Ul right Henry. 

Because I ' d like to eee it done. 

You bet. 

'l'bank you tor calling. 

'l'banlts . !banks a lot. Goodbye. 
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I spoke to Feis immediately after speaki ng with you . 
l!e says t he only i nterview th~tt he ' s had >rith 
Francis ltr. i t e , l~h1oh I knew about, was i n New York, 
when he happened to be up t here some t~:o weeks ago. 

Yes . 

Tha t had to do solely t:ith t he Brazilian negotia tions 
and carried out the fe eling that we all of us ~ad, 
that if t c ey were ~ing t o deal with t he 3razilian 
debt situation , with t he Europeans having their 
r epresentatives in Rio , t hey must send somebody t o 
talk with the Brazilian Government. They couldn't 
lea ve it in abeyance. He sa i d t he Colombian discussion 
was not touched upon exoept in the rno@ t casual 
way and had nothi ng to do ttith negotiations . 

~/ell , it gets do>rn to t he question of t he truth or 
one person. 

He told me t hat he had i nformed Cotton fully or t his 
at the time. 

Well t hAt' s surprising. 

And he also asked me to let you know tha t the full 
f ile of all of the Brazilian cables was in the 
possession of Dr. White exoept a short one t hP t cane 
in t oday, whi ch be ' s sending over to you. 

Well, White only told me this morni ng he was waiting 
for i t, maybe he got it today. 

!ha t I don ' t know. He says Wh i te has it. 

11ell -

Except this l ast one which Feis is sendi ng over to 
him. 
Well you go away on your vacation and when you come 
back we'll talk about thi s . 
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All right Henry. 

I mean - I - I ' m not eat1etied, and you and I and 
Jones have worked so hard on this t hing that - and 
any unnecessary cress currents make it that much 
more ditt1cul t. 

Naturally we want to avoid them. 

And-

Decidedly. But he made a frank statement and 
he sent me a memorandum at t he time Which had to do 
solely with the Brazilian situation, their sending 
a r epresentative. 

' Well, t here is a writ ten memorandum or his conversation 
that baa to do with Colonbi a . 

Well that I haven ' t seen. I've only seen the -

No , it's not in your possession, but there ia one 
in existence • 

I see . 

Between the - the conversation between himself 
and Francia White. And it he.d to do with Colombia , 
and it had t o do with the negotiations, but -

Well you know Francie is - I've l'.nown him tor 
twenty-five years. He ' s not always very scrupulous. 

Having been told this, and working so hard, not 
making any progress, anything that I know on th18 
is - I'm going to pass 1t en to you tor w~At 1t's 
worth. 

Please do, and I'll do the same. 

Thank you. 

All right Henry. 

Goodbye. 

Goodbye, 
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Sorry I waan•t here when you called. 

Well that's all right. It• a your last day b r 
your vacation. . Sumner , I was kind or uo~etet~f: 
morning . I wae told on t he very best or authority 
that Feie baa had at leaet one meeting with t his 
Francis White, since you and Jones and I have been 
di scussing Colombia. Hello . 

Yes. Well i t he has I didn't know it. 

Well - and I wondered without - whet her you wouldn't 
ask him to write ror you Just What he discussed 
With Prancis White , as tar as Colocbia went in 
eettling t he debt . 

Oh yes indeed. Certainly. 

And then I' d like to have a copy or it. 

Why certainly. 

Because I think ror everybody's eeke we ought to 
have it. 

11hy yea I' 11 get hold ot him now before I leave and 
ask him to do that . 

l'lill you plea se? 

Why yea, surely. Henry, in that connection, did 
you hear anything further rrom Tr aphagen?· 

Well now let oe think. I haven't heard trom hi m 
direct. '!'he only t hing I heard was my talk this 
morning with Cotton. I asked hi m to write it out 
and give you - send you a copy and co=uni cate 
with you. Now I heard rrom you, I 1 ve heard 
nothing else. 

Why after I saw you, the reason I was away when 
you called was I was down at the Inter-American 
Committee meeting, and I saw Jaramillio there. He 
gave me to understand t hat What he wanted to do 
wae to have a turther conversation, in New York it 
neoeeeary, wi th '!'raphagen, and at that interview, 
give h1a what t he Colombian Government believed 
1e ma.x1awa proposal t oday. 
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Yea . 

And he gave me to understand personal1y, not in 
conJunotion with hie Ambaasador but personall y, that 
he waa getting in touch direotly with t he Preaident 
of Colombia. 

R1ght . 

With whom you kno11, he in on very intimate t erms. 

R1ght. 

And suggesting that they appr ove t hat proposal. 

I see . 

Now I think that anything that you can do to further 
that m.eet i ng between the Coloob1ans under those 
oonditions and Traphagen be very much t o t he good. 

Well I' m anxious tor everybody' s sake 1n the 
adMinistr a tion, to get this thing through suoceaetully. 

Yes , And I would just suggest this, if you ' d allow 
me, t hat it you'd tell Cotton or i t you care to 
telephone Traphagen yourself and say that you believe 
it to be trui ttul and hel pful it they ~:culd have a 
meeting before this week i s over and as soon as 
possible. I think it might have the necessary 
effect. Re then could ge t in touch with them and 
say he • d be glad to see thea in New York on such 
and such a day. 

l ' 11 call Traphagen myaalt. 

That will be awfully helpful. One final thing. 

Please . 

There ' s a development with regard to this Brazilian 
debt eituation since we discussed it briefly on 
Saturday. 

R1ght . 

And I'd a~preoiate it if you could, call a meeting 
of the commtttee with Fei a to replace me so t hat t hat 
matter could be taken up. It ' • more a question t hat 
you be informed~ that Jene be i nformed. 

Well nov, when tbat takee place will Fe1B bring 
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t he communications t hat have gone on between the 
State Department and our embaUJ 111 ~&11. 

Yee. 

In regard to this thing . 

Yee , I' ll ask him to do that. 

I'd like to see all communications that bear on the 
debt question. 

Yes . Well naturally you don't want them back over 
the years. You mean Just recently. 

No , recently. 

Sure. 

And any COIIII!IU.nication t he t Feie may have had with 
the bondholders committee recently on t he Brazilian 
matter. 

Yes . I'll ask him to bring over that tile, and 
will you call -

But anything that he haa personally has had with 
them. 

Yes. 

On t he Brazilian t hing also. 

Yes. lll. right . All right Henry. 

It you please. 

I'll be glad to do that. 

And when I have that tile, t hat - before me, that'll 
serve as a memorandum. 

tlbhuh. 

To call a mee t ing. 

All right . Thanks. 

I hope you enjoy your vacation. 
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'!'hank a a lot Henry. I th1nlt I' 11 be back sooner 
than I expect. 

You ' ve cer tainly earned one. 

'Thank you. Thanks a lot . 

Goodbye . 

Goodbye . 
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349 

INTER 01'1'1C& COMMUNICATION 

DAn J anuary 15, 194o . 

TO Secr etary Morgenthau 

Mr. Ha~ -

The number or persona employed by the Works Projects 
Administration i ncreased by ~.ooo persona !rom 2,152,000 
persona during the week ended December 27, 1939, t o 
2,160,000 persona during t he week ended January 3, 1940, 
as i s ehovn in the attached tables and chart . 

Attachment a 

I 
I 

' 
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Weelt Ending 
1939 

Hay 3 
Hay 10 
May 17 
May 24 
May 31 

June 7
1

,. 
June .,. 
June 21 
June 28 

July 5 
July 12 
July 19 
July 26 

Augus t 2 
August 9

16 Augus t 
Augus t 23 
August 30 

September 6 
September 13 
September 20 
September 27 

Ootober ~ 
Oct ober 11 
Oct ober 18 
Oct ober 25 

November 1 
Nov~mber 8 
November 15 
November 22 
November 29 

Deoember 6 
Deoember 13 
Deoember 20 
Deoember 27 

January 3 

WORXS PROJECTS ADMI NISTRATI ON 
Number or Wor ker s EmploJed _ ~eeklJ 

Unlted States 

350 

tiumber or lforkera 
(In t housands) 

2, 136 
2,660 
2 ,623 
2,609 
2 ,600 

2 ,593 
2 ,590 
2,578 
2 ,551 

2,3$S 
2,290 
2,250 
2,200 

2,0S2 
2,054 
1,977 
1,897 
1,842 

1 ,662 
1,696 
1, 735 
1,790 

1,834 
1,875 
1,898 
1,901 

1,901 
1,929 
1,961 
1,987 
2,024 

2,075 
2,123 
2,144 
2, 152 

2 ,160 

Source: Worka ProJects Adm1n1strat1on. 
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1937 
January 
Februar7 
Maroh 
April 
May 
June 
July 
August 
September 
October 
November 
December 

1938 
Januarr 
Februar3' 
Maroh 
April 
14aJ 
June 
July 
August 
September 
October 
November 
December 

1939 
Januar)' 
February 
Karoh 
April 
May 
June 
J U13' 
August 
Septe11ber 
October 
November 
December 

WORXS PROJECTS ADMINISTRATION 
Nuaber of Workers !aploJed _ Monthl 

United Statea 1 

Number of Wor kers 
(In thoueands) 

2,138 
2,146 
2,115 
2,070 
1,999 
1,821 
1,569 
1,480 
1,451 
1,476 
1,520 
1,629 

1,901 
2,075 
2,395 
2,582 
2,678 
2,767 
3,053 
3,153 
3,219 
3,346 
3,319 
3,094 

2,9S6 
3.043 
2,980 
2,751 
2,600 
2,551 
2,200 
1,842 
1,790 
1,901 
2,024 
2,152 

Source: Worke Projects Administration. 

Monthly figure• are weekll' figures for the lateet 
week of the month. 

They 1nolude oertifled and nonoert1f1ed workers. 
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TREASURY DEPARTMENT 
353 

INTER OFI'ICI.' COMMUNICATION COIIFIDENTIAL 

January 15, 194<> 

TO Secretary 

l'ltOW Mr • Haa7sz....'/'T"<< 

Sub ject: The B s1ness Situation, 
Week ending January 13, 1940. 

Conclusions 
I 

(1) A more bearish turn in businesa sentiment has been 
reflected in -- and influenced by -- a downturn in security 
pr1cee , which wae accompanied by i ncreased toreign selllng· 
a downturn l n sensitive coomodity prices marked by an an~­
ent collapse ot the speculative boom in ~1lk prices; and' a 
sharp reduction in steel out put scheduled tor this veek in 
aever al districts. 

( 2) The expected business setback, however , has been so 
widel y advertised and anticipated that many adjustments t o lt 
have doubtless already been made. The key to the business 
trend during the coming months Will be the amount and the 
timing ot new orders. 

(3) A rising trend ot national income, which reached an 
annual rate ot $72.5 billlons 1n November, is being reflected 
in an inoreasing volume ot retail sales. While this should 
provide a sustaining influence tor business activit y during 
the oom1ng •onths, an element ot weakness in the sales outlook 
is t he increasing volume ot current ealee bei ng financed on 
credit. 

Background or the current situation 

The FRB index (adjusted) rose in December to a nev all­
time high ot 12~, aocording to preliminary data ot the Federal 
Reserve Board making a gain ot 4 pointe over November . The 
apparent rise: however , was due entirsly to seasonal adjust ment, 
the unadjusted index declining 3 points in December to 121. 

With new orders currently at a level substantially below 
the l~vel ot output, it 1s rather gAnerally believed that 
1nduetr1al aot1vity will not show the usual seasonal expane1on 
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during the early montho of 19~. and is more l ikely t o 
deoline. It is believed that the vol ume of orders during 
the next f ew months will remain below that or the last 
quarter or 1939, ainoe (1) many ordero originally intended 
to be placed with aanutaoturera 1n the apr1ng or 19~ were 
advanced by the war, and have already been booked· and (2) 
the danger of price inflat ion and delivery diffic~ltiea 
envisaged a t the outbreak or war, is ehown to have been' 
exaggerated, hence there ie l i t tle ground tor expecting 
soon a repetition of the buying boom of laat tall. 

The key to the business trend during the coming months 
will therefore be the volume and timing of the next upturn 
in new orders. The extent of present unfilled order back­
loge will determine how long production can remain above 
the level or incoming orders. 

canadian business activitf lower 

354 

Evidence of hesitation in the general business rlee i s 
seen in a decline in business activity in Canada duri ng 
November, which appears significant i n that (1) business began 
to i mprove in Canada lR&t opring several months earli er than 
in the United States , and (2) i f war orders are to become an 
i mportant business taotor, they might be expected to show 
their influence more i mmediat ely in Canadian business acti vity. 

The index of Canadian manufact uring activity (adJusted), 
ooe~plled by the Dominion Bureau of Stat18tioa, declined to 
136. 9 in Novee~ber from the peak of 1~3.7 reached in October. 
These figures contrast ~lt.h t.he ye~r•e l ow of 105.0 established 
last February. Graateet setbacks were shown by t he tobaooo, 
rubber , petroleum, lumber, and i ron and s t eel industries. The 
adJusted index of steal output declined 3 par cent, and pig 
iron output 12 per oent. This decline, aooording to some 
observers might reflect a transition s tage from the production 
ot goode for domesti c use t o t he production of war materials. 
An improvement i n steel orders has been noted since the holi­
daya, although order e are running below the high average 
reached last quarter. 

Busineaa eentiment turn• more bearish 

The attitude in busineas and f inancial cirolea toward 
the buei neee outlook has t urned somewhat more bearish during 
the past week. This obange has been due in part to the failure 
ot stook and commodity prioea to show greater strength e1noe 
the beginning of the year. It has been influenced also by a 
relat1Yely low level of new steel orders, and by reoent weak­
nee& in the rate of eteel aot 1Yity. Deoltnea are scheduled in 
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steel operating r ates t or the current week, accordi ng to pre­
liminary data from the Pittsburgh , Youngst own , and Shenango 
Valley di stricts, apparent l y because of the failure of steel 
buyi ng to increase since the holi days . 

355 

The change i n busi ness sentiment has been reflected in -­
and influenced by -- a downturn in stock or ices and sensitive 
commodity nrices during the past week. Declines in sensitive 
price indices (see Chart l) have been due to various i nfluences. 
Commodity prices in general have been affe cted by i ncreased 
uncertainty over possible war development s this spring, and by 
uncertainty over the domestic business outlook, which have 
t ended to discourage new buyi ng. 

Prices t or certain i ndividual commodities have been ;·ealt­
ened by specific development s. Heavy additional sno~~all over 
the drought areas , and pr ospects of more duri ng the current 
'fssk, have brought a sharp decline i n ~/heat prices. The rains 
and snows of the past week , according to the Weat her Bureau, 
"pr ovided pot ential soil moi s t ure t hat will be decidedly bene­
ficial, when the snow melts, over large areas which have been 
peroistcntly dry". I ncreased ava ilable market supplies or 
wheat and cot ton , result i ng from repossession of loan s tocks 
by farmers, have also t ended t o depress prices or t hese commodi­
ties. 

The sharpest price break or the week has been i n silk, 
marking a col lapse or t he speculative boom (centered i n Japan) 
~·hich has been under way s i nce t he beginning or t he yeer. Silk 
futures in New York l ast Friday declined t he permissible limit 
of 25 cent s a pound, c l osing a t $J.6o tor t he February contract. 

St ock orices turn downward 

A downturn in s tock prices l a s t week was accompanied on 
Friday by a marked i ncrease in British selli ng or securities on 
our markets . (See Chart 2) Prices of speculative bonds weak­
ened somewhat more than prices of high grads bonde, bringing a 
slight f urt her decline in our i ndex of confidence. (See Chart 3) 

Sinoe t he i mpendi ng business set back will be probably the 
most advert ised and most wi dely anticipeted of any in r ecent 
years many adjustments to it have already been made, both in 
security prioes and i n business policies. The current downt~n 
in stock prices r epresents a continuation ot t he saggi ng tren 
that began las t September, r ather t han a new deoline . 
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New Xork Times index lower 

Current bueineao activity, as measured by the New York 
Times index {shown on Chart 3), appears to be in a declining 
trend. For the week ended J anuary 6 tho lndex shows a re­
duction of 0.9 point to 105.9 . Substantial setbacks in the 
adJus ted indices or steel production and automobile produc­
tion in that week will be followed by further declines in 
those indices during the week ended January 13, according 
to preliminary data. The indices of el ectric power produc­
tion, lumber production, and cotton mill aot1~1ty improved 
~uring the J anuary 6 week, while the two csrloadlngs l ndlces 
declined. 

Sales r iee with higher national income 

A sustaining baeic influence in the current business 
recovery has been a steeply rising trend of nat ional 1ncoce, 
which ehowed no more than a brief hesitation during the 
business setback or early 1939. An annual rate or ~72.5 
billions was reached in November. (See Obert 4) Farm in­
come in 1939 (lower section of chart) made a l ess favorable 
compari son with 1938 than di d the nat i onal income as a whole. 

In terms of purchasing power, based on the Conference 
Board index of living cos ts, the nati onal income in November 
wee higher than i n any month since m~nthly figures are avail­
able, going back to the beginning of 1929, wi th the single 
exception or the •soldiers• bonus• month or June 1936. 

The increase in national income bas been reflected in a 
rising trend or retail sales. Department store and variety 
store &alee (seasonallY ad justed) roee graduallY during the 
second half of 1939. (See Chart 5) The seasonally adJusted 
index of rural sales (lower section or chart) has shown a less 
favor able trend, in line with t he l ess satistsotory l evel of 
farm income. 

A weakening f actor i n the outlook tor retail sales bee 
been an aoparent increaoe in the voluce or buying to abo7e the 
current level of incomes representing an expans1on in buying 
on credJ. t (see Chart 6~ our oomposi te index or sales roes 
in Novemb~r to abOve the estimated •sates equivalent o~na~i~9;; 
income•, reaching a relative level siimltlbarst~e~~~d!~ ~~edit ' 
which was followed by a sharp drop n e a ·• 
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executives are reported to be considerln~ t he ~dootlon of 
stri c t er credi t policies, f ollowing a llber e lizat i on of s uch 
ooliciee in 1939 . 

Increased for ei gn buying report ed 

Pr ess reoort s of increased foreign buying have aooeared 
during the pas t week, though it is difficult t o differentiate 
ln the news between actual orders and inouiriee . Si nce it 18 
usually to the interest of foreicn buying agents to conceal 
th~ ext~nt of their buying , it i 8 P0&8i ble t hat war orders may 
be a mor e important cur1•ent factor than generall y realiz;ed . 

Domestic exports in December, totalling ' 356 a1llion8, 
rPached t he highest a1onthly value s i nce !larch 1930, i ncreasing 
25 per cent over November. The buai neaa s i gnificance of the 
exnort t'i~ea, however, cannot be aporalaed unt i l more detail 
i a twailable . 

Reports of large British and French buying , such as ao­
peared r ecently , mus t be i nterpreted in the light of cha nged 
ourchas i ng methods . Last week ' s hup-e purchases by the United 
Kingdom or 61 , 000 , 000 bushels or Australia n and 20 ,000 ,000 
bushel s of Canadi an ~1heat, were t he l~rgeat such purchases 
s i nce the \tar began. The l ast l a r ge nurchaee of Canadian 
vheat by the United Kingdom was for 10, 000 ,000 bushels on 
ilovember 2S, 1939 . It must be kept in mind, however, that 
t h i s repr esents an entirely ne•, me t hod ot purchtH;i ng, e.nd 
interpr e t ed accordingly. The report last t:eek t hat the Unit ed 
Ki ngdom has ourcha sed Canada 's entire surplus of aluminum , lead, 
and copoer, 1a1Jnense quantities of lumber, and 2,000,000 yards 
ot linoleum, is spectacular, but orobably r epresent s no mor e 
buciness t han i f it were d i vided i nto small orders. 
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TREASURY DEPARTMENT 
364 

1~11: OF~CK CONMUNICAT'ION 

.... {_ l - U.) 

TO 

E. H. Foa:r • Jr. 

Re t Increase in N'"' York lllernncr P,rson&l !ncO!!! Tax since l9:n. 

other than the lOO per cent increase in personal income tax r&teo 
tirat en&oted in 1931 and described in a:t IIUOr&ndu of January 9, 1940, 
there baa been no at&te ~pney tax 011 personal incc.ea iapoaed b7 the 
H.., York Lesul&ture except a tat l per cent -rsenc:r tax. Tb1a tax 
a s orl s:' nelJ;y iapoaed DpOD personal tnc:<x.a receiYed in 19)) and since 
then baa been conti.nnlod !n>a ;rear to yu.r, lltbousb at tirat the scope 
ot the eae~c:r tax W&3 ac.nbat c11lterent 1Na tbe regular personal 
inca. tax, the buu on 'llbich tb.e tax 1a """ cOIIjlUted 11 tb.e - u t.b&t 
ot the no.-1 tax. [I.. 19)9, e . 5fn • c , 9)5 l 

Tbe •~called •teaporar:r inereaee of t he tax on personal inC<Dea" 
adopted in 19)1 baa beecae absorbed into the peraenent tax structure and 
t.bo rates now ranso !n>a 2 per cent to 7 per cent plus the -rsenc:r tax 
of l per oent. 

The atate reeoi fts the entire proceeds or the -rsenc:r l per cent 
tax and the Joint J.esi.alatiTO Cooaittee on State Fiscal Policies baa 
at&ted •that -re thi.a -rglllcy' incOCIII tax to be repealed, there would 
be a deereue in etate revenues of approxiatel;y w ,ooo,ooo.• [Leg. Doc. 
(1938 ) No. 4l (Dec. 2), 19)7)] 

f..t, · 1-L 
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Functtona nnd Juriodlction ot 
:Field Divioiona of the Technical Stp!f 

CO!.LECTQtS OF IliT!:I!!W. IIE'o'bNUb, 
nrrmw. REVZ!lllB w IYrs Ill CHARGE. 

SP!CUL AGE!l'l'S Ill CHARGE, 
!lEADS J..llD COUliSZL <F ftn:l DIVISIO!IS 

CJ' Tlii: 'i'ECi!li!CAL STA..<'!', .lllD 
O'l1ll!3 OFFICERS A::D t:'l'LOYE!:S or '!El 

:SU!I!o\U 0'1 I:l'l'E!!UAL R:o:m,'U!: CONCEBJIED: 

1 . (a) There shall be ten field diviei~a of tb~ Technical Staff 
of the Commissioner•• Office, herein r cferTed to ae Staff Divtsi one, 
with deeignatiOl)S end t erritorial Jurisdiction, reapecthely , as follows: 

Staff Division 

New l'ork 

kotern 

Atlantic 

Southern 

Central 

Teoteru 

Territortel Jurisdiction 

l!aine, Jle'lf IIAmpnhlre, Ver11ont, llassa­
chu.aotto, Conne~ttcut, P.!lode Isl~.nd 

!lev York Stato 

Nc• Jeraqy, NnniiYlY&llle 

llary1and, Delowere, Dhtrlct of ColUJ>­
bin, virclnia, Toot Vlrctnia, !lorth 
Carolina 

south Cnrol1nn. Gcor,;ia, J..laba.aa , 
Tonnoeaoe, florldo 

llicll!.gan, (hio, Kontucey 

Illinois. Indiana, wloconnin, Mlnne­
eota, North Dakota, South Dakota 

Iowa, IUIIourl, ][eooa.a, !!obr,.ka • .,-o­
ain£, Colorndo. lew l!exlco 

( .,...r) 
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Staff Division territorial Jurisdiction . . 

Sou~weatern Xhaiaaippl, Louis11U111.1 lrkanae.a, 0\cla.. 
ho:ne., Texas 

Pacif!: California, Oregon, Washington, Idaho, 
V~ntana, lJe\'&da, Utah, J.rhona, 
J.laska, Hawaii 

Except aa otherwise pr ovided herein, t he St&!f Division• will perform 
their dut ies under t he C~iasioner 1s supervision, through t he Head 
or the Technical StaN, :Bureau of Internal Revenue, Washington, D. C. 

(b) Local and branch offices will be oaintnined a t the following 
pla.eea, and ~<t eueh other placea as in the .1~ont of t he Commiaaioner 
mq appear advisable : 

Staff Division Local and :Branch Offices 

!lew l:ngla.nd Boston, !.lass. 
llew Haven, Conn . 

!lew York : .New Torlc C1t.,-

!'.utern 

J.tlantie 

Southel'll 

Buffalo, !I. Y. 

: lle.,nrk, N. J. 
: Philadelphia, Pn. 
: Pittabur&h . Pa. 

: :Snltillore,_Md, 
Wilaintton, Del. (~ranch) 

: h ehingtoa, D, C. 
: 1!1ehl:lond, Va . 

llwltingtQU, W. Va. (Branch) 
Gr~enaboro, B. Car. 

J.tlnnta, Ga. 
Jackeonville, J'la. 
'81 r llli ng ~.Ill , J.lt.l. 

Baahville, TC!IIIl. (llranch) 

1 

.. 
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Stat! Division 1 

0&)\tral 

·Southwestern 

Pacific . 

Loeal and Branch Of!ieea 

l)etro1t, lllch . 
Cleveland, Ohio 
Cincinnati , Ohio 

Lcuisv1llo, Xf, (!ranch) 

St . . Paul, 111M. 
Chicago, nl. 
Mil~. lie. (!ronch) 

lnd18lk~pol!•· led . 

St. Loo.le, llo , 
Xansas City, ~o. 

'll'ichita. KAna. (!ranch) 
lloaha, !lob • 
Denver, Colo, 

Dsllon, Tex. 
Bouaton, Tox. 
!lew Ot-leana, Ln. 
01-..lahoma City, ~. 

San FrGDC11CO, 0311!, 
~os A.Qgelce. Calif. 
Se."ttle, Wacl\. 

Portl4Dd, Ot-e. (BrMch) 
' 

(e) 'ftle personnel of each st&!f Dhielon will conailt of a I!M4 
· aM an A.uiatant Bead, to be designated b;y t ba Coaa1u1oner . a D1Y1-

alon Oou."'ael and an J.s.sistant Division Counsel, to be dee!OI&ted. b7 
tbe Chief Counsel , o.nd such technical advilore, attorne;ya, anditor e, 
clerlte, ~.other eroploye~• w: ~be neeeaear:r •. 

369 

(d) The A.asiatant Bead of eoch Staff Division will aaaiet the 
Bead o! t he Division as ·the latter~ d1root, and, dkri~ the abaence 
of the Bead frc. c!:uty within the D1Y1eion, will serve as Actinc BM4 
of the Dh1aion and ae auch will por!or~:~ the duUee of the !lead 1n 
bh own DUe . ~~ the abaence: of the Heed frc. ~ loCal or braAQII _ 
office on official bual.Jleu within tbe D1Yilion, tho .Udatant &.884 
~~ora at auch local or branch oft1ce, in t be ~ of tba !lM4. 
ncb ot \be c!:u\'1ea of tbe Bead u the latter _, diroct. 

(cnoer) 

'"' . . 
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(e) Each local office, .including all branches thel."e.of', will be 
under the immediate supervision of a Technical Advicor in Charge, to 
be dosit;nat ed b;y the Co~~~nissioner, except that the duti.es' .of Technical • 
Advi~or in Charge at one local office in each d ivision w~ll be performed 
by the Assistant Head of the Division ~ officio. Durin& the nbaonco 
of tho Tochniciu. Advisor i n Charco from lll1Y l OCI'l office, or during the 
absence of the Assistant Read of the Division from the l ocal· office at 
which be performs the duties of Technical Advisor in Charge £! officio, 
such office wtli , unless the Read· or the Asoistant Read of the Diviaion 
i n there present for duty, be under the iocodiate supervision of a 
t echnical advisor des~~tcd tc~orarily by the Eead of the Division aa 
J.ctl.nG Technical Advisor in ctarc:o. Each bronch office will be in the 
dir ect charge or a technical aJ...-i :or designated by t he C<:aDissioner. 

(f) The Assistant Division Counsel will ass ist the Divis i on Counsel 
as ~he latter lll8¥ direct, and, dur ing the ob&ence of the Dhision Ca.11114l 
from duty witb1n tho Divisi on, will servo aa Ac tin& Divisioa Counsel, 
and oc such wi ll perform the duti~• of the Division C~~ael in hie own l) 
namo, Dur ing the absence of tho Division Counsel from any l ocal or 
branch office on off icial bu3inoea within the Division, t he· Assist ant 
Divioion Counsel mB¥ perform at such local or branch office ; . in the 
tWme of the Division Counsel, such of th<> duties of the Division Counsel 
ao the lnt ter may direct , 

(g ) ~ere will be an .ls9istant Coun~ol in Ch~rge for each locr~ . 
office to 'llhicb counsel may be perCMently aasiened, includir~ all 
branches thl>reof, to be designated by the Chief Cou:-.sel , except that 
the duties of Assistant Counsel in Cha:-re a t one l ocal office in aach 
divis ion will be perfortJed by tile J.~aiatant D11'11sion Cou."lsel .!!1!: officio , 
Durin& the 1bsence of the Asaistant Co~sol in Charge from any local 
office to w~ich counael ~ bo permanently anoi~ned, or during tho 
absence of tho Assistant Divlsion Counsel fro~ the local office at 
which he performs the duEi es of Assistant Counsel in Charge M officio, 
the duties of the Assistant •;O".t.'lrtl i n •:1! .•:ro .-u: , unlc•~• !i.e Hi7;don 
Counsel or the .l.raistant Diviol on Cou.noel is t here present for duty, be 
performed by an attorney designated temporarily by the Division COWinel 
as Acting Assistant Counsel in Charge , 

2. (a) The Bead of each Staff Divi• i on will exclusively' r epresent 
the C0111111iasioner in the determlllt\tion of Federal incoms-, profits-. 
estate-, and gift-tax liabilit~ (whether before or after the issuance 
of a atat utor,y notice of defic iency) in all ceses originating in the 
office of any Internal Revenue Agent i n Charae sitUPted within the t er- ) \ 
r itorial Jurisdiction of the Diviaion' in which the taxpayers have 7 
f inally protested the preliminary 4et~rm1nat1on of liability made by 
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I ' 
that t officer, exceptin& ease a ln. the pre-90-day stat~a in which th.o Spec1a\ 
Agen J.n _Qlarp baa rt'COII:IOnded crl.miMl prosecution• Pro91clacl..."'e' *i>r 

Stat! bivision ahall not eliminate tho a4 valorem r~-or neglipnce ' 
pc~ ty in any CAlle i ll tho eo-called 90.,4&y statue, .. or tho pro-90-c!ay 
etatua , except with t~o concurro~co ot the Special Agant in Charge. 

' . 
(b) The Road Qf ~h Staff Dhbion will 'al co haYe exciuat vc authority 

t o aettle by stipulation (1) &ll easea docketed by tho Oftitod Statea Board 
of 'l'n.x Appeal& and placed upon a .calendar for hearin& at any plae•, other 
than 'faohington, D. C. , within t~ territory comprising ' the' .jutiadiction ot 
tho Divioion, and (2) ell caaea originatin& in tho of rice. of any Internal 
RoYOnue Agent in Charge situated wi thin the territorial Jurisdiction ot tho 
Division, which are 'placed on the 1'aahin«ton calCllldar of said Board of !ax 

Appcalat'- Provided, That he shall net l:lake or apprOYo e. stipulation tor 
settlement 1~ any docket od cnus except with the eoneurronea ot the Diviaion 

. Counacl: and Proy1dcd further, That in tho abaenoo ot tho Head and the 
Aaoiotant Head of the Statf ·Dtvision, tho Technical Advisor in Chargo ot 
any local office shall haYO ~thortty to settle by i tipulation any 8UCb 
doclcot cd case, but only with tho concurrQllCe of tho Divhion ()owlael or of 
tho Aasi,tant eounoel in Charse, in which tho deficiency determined in the 
,tatutor;y notice docs not oxcood $500 and the' basis of settlement dooe not 

lnVOlvO eiJ OVCr&OIPSBmOnt ~n CXCCS8 Of $500. . . I ' 

3. (a) The Division eounaal will' parfol'!!! hie duties under the general 

INporvieion of the C!iiof Councel. lie will adviee tho Head ot the &taft · 

~
viaion, upon request , · upon legal queot1ona ariaint; in the do termination 

: f income-, protita-, eot-ato- , and gift-tax liab1l1t:r. He :wiU &dvito tho. 
ead of the Staff Division nlao wi th roapcct to any proposed aottlomont ot 
docketed case. He will prepare anawera to peti tiona tiled with tho Board 

bf 'l'ax Appeals, copies ot which will be fUrnished hilll by the Chief Cowlaol, 

in caaes originatint; in tho offices of the Internal .J!ovenue A&onh in Charge 
situated within tho territorial jurisdiction of tho'Di.tsion: and h~ will 
havo exclusive authority t o represent tho Commissioner in the defense before 
the Board of (1) cases placed upon e calendar for heerins at &nY place, 
other than Wachlncton, D. c. , within the territorial Jurisdiction of tho 

Division, and (2) cases originatin& in the off ice of any Internal Revenue 

Agent in Charge situated within the territorial .juriadiction ot the Diviaion 

which are placed on lhe Waahington celondar of ae.id Board of Tax Appeals, 
but be shall not stipulate boforo the Board for tho settlement of eAl' caao 
except with tho approval of the Head of the Sta!f Division. Tho D1v1aion 
Counael will consider all mo:ooran4& prepared in the Staff Di•hion diroetillC 
the ie.u&nce of atatutor;y noticea of deficiency pri or to their apprOY&l by 

tho Head of tho Division. ' 

(b) In the abaence ot tho Division Counsel and the Aaaiste.nt Diviaion 

Counael the Aaahtant Couneel 1n Charge at an;y local off ice will have 
aut hority to eoneur with the l!ead ot the Staff Diriaion or with the 'l'eeb· 

nical Adviaor ill CbarP ot that office, in a aetU-Dt by ati~ation ot 

(over) 

Regraded Uclassified



Colll. -Ui~eoeraph 
Coll. !lo. 4960 
R. A. No. 1014 
s. I. No. 81 
'l'. s. llo . 57 

- 6 -

e.ny dock~ted cu<> in Ylhich the dcficionc;r dot orminod in the atntutory 
notice does not exceed $500 and the basta of aattlcme~t does not involve 
nn overassessment in oxeoao of $500. 

Procedure 1:1 ?ro-90-roy Caoaa 

• 

4. Each Staff Diviaion~ill accord hcnrinsc upon protcst~d caaoa 
referred to it in accordance with pr o3cribod pr nced.!l'e oy the I ntorr\41 
Rovonuo AGents i n Charge aituatod "ithin tho t er r itor ial juricdiction of 
tho Division. It will not , however, conoidor boforo the ino11.1.nco of tho 
otatutory notice of deficiency &.'ly cn30 in t:hich no pr otest hac boon filed 
!rl th tho Internal Rovonuo A(or.t in c:>.arc<'. lt. '"'Y caoc in which prot oat 
haa been filed with the Intor<.al Revo!'1Uc A(;ent ir. Charge , it will not bo 
required to consider prior t o the issUilllco nf •ho etntutor!t notice new 
contentions or new ovidonco that ~· r o dccis i~c ~ith respect t o ~v ~or 
iosuc, but upc:> tho pr caent e.tion of ruc'r co:·.~r:ltic.no or cddcncc, JIIO..V 
roior the issucc invol•tod to the Intor n:U rtuvonuc At:cnt in Charr;o t or 
furthor consiciorat1on and for confcro:~c c "it~ the i~:cr if ndvioablo. 

5. \!hen the Rend of a Stnff Dbision h.'lu r eAched n fiMl conclusion 
with respect t o any cnae , ho wil~ prepare n oomorandum thereof setting 
forth the oxaet grounds upon which his con~luaion r oute. This memorandum 
will be transmitted wi t h nll the pe.p~rs in tho cna~ t o tho proper lnter~al 
Revenue Agent in ChArge, who will--

(a) Certify a deficiency to the C?ll~etnr i n 
accordance with Ui::;co.;:ra"h :l5S:1: 

(b) Isoue a atatutor;t noti:e o; 'iof~t'ionc)l : or 

(e ) Tr~~urnit tho case t o tho ?uro~u for tho 
pro}'Ql'ation of a c.crtifi~nto of ovorns­
so&cmo:~t , or o ther appr o:,riato action. 

Juriadiction After Statu~ory Hotico 

6. 'rhe Staff Div1aiona will 1-.I>ve oll~pht~· Jurisdiction of all ca••• 
after the issuance of the statutory notice. Upon the taxpayer's r equeat, 
tho Haad of a Staff Division may take up f or sottlomant any~oo in Which 
a atatutor y notice hae boon issued, and ~Y r,rant the taxpayer a hearing 
thereon. Except in li."luoual cir cuostaneoo , · bdwl:vor, he l'fill not grant a 
hearing in such a caao prior to tho filing of tho pet i tion if a hearing 
hne boon had in tho office of t ho In t ernal Revenue Arent in Charge , or .if l} 
tho taxpayer has rotueod an oppor tunity \o bo hoard thor o. 

?, After tho f iling of tho petition i n nny ca.so , tho Head of tho 
proper Staff Division will continuo t o hAve aolo aut hor ity, subJect t o 
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the provieiona of paragraph 2 be f 
vill hnve tho cuetod¥ of all f~leve , or the aettlemont of the ease, and 

/hi h i 8 • pa:pora , Nld documents relntlnc to the 
case , ' c " 11, however , a t all times be available to the Division 
Counsel for the preparation of the answer to the petition and for the 
defenao before the Board of the Commisaionor ' a dotormination, 

He ~~rings 

8 , At :lilY hearing 17anted by a Staff Dlvialon, whether at "' local or 
branch offico or on circuit, tho I nternal Rovonuo Agont in Chargo will bo 
repreaonted i f he so desires, or if the Head of the Staff Division, or the 
Technical Advisor in Charge of a loelll office , Nl the caae may be , dee:~~a 
1 t advisable; 3Dd nt nn,y such hearin& on a en .. in'fOlvitl{; the ad vlllor e:t 
fraud or net:ll«Cnce penalty, the 5peeil\l ~nt in CbN'«'! vill be reweaonted 
if he so deairea , Except "" lOllY be othorviae diroetod by the Co:omi~eioner , 
thrOllllh the Rend of tho Technical Staff, tho conduct of he,U"ings r.nd other 
proceedings by the Staff Division vill be in accordance with the nroeedure 
cuato!lll'..rily followed by the TechnicAl Staff, · 

Gonor!!l 

9 , Tho intont of the arrangemonte and procedure abovo proscribed is 
to p rovido ono , singlo, unified neency, with offico facilities at or nenr 
tho taxpnyora ' residences or plneoa of bueinooa , to oxorciso on the ground, 
for the Commissioner, all the authority which the Department or any of i t a 
branchoe may have under the law in the review of nrotested tax determina­
tions made b~ the Inter~ Revenue Agents in Chnrae , in the settlement of 
contested cases , and in the defense of ouch caaea , \Oben necessary, before 

the Bonrd of 'l'o.x Appe,Us , 

10. Tho tor= •profits- tax linbility• "'used heroin will be construed 
to include (n) the li~illty of contrnctin& pnrtiee !or excess profits on 
linvy contrccte oriain& under section 3 of tho Act of March 27, 1934 (48 
Stnt , L, 505; u. s. c. Title 34, section 496) , ond under thnt Act cs cmendod 
by tho Act of Juno 25, 1936 (49 st~.t . L. 1926; l!. s. c. SUp. II, Title 34, 
section 496) ond na further runondcd by aoction l4 of the Act of April 3, 
1939 (Public , l!o , 18, Sovcnty- oixth ConQcen , let Soeoion) , Md (b) the 
l1~bi11 ty of eontractin8 ~nxties for oxeosa prof it• on contracts for air­
craft for the Army orie ing under section 14 of the Act of April 3 , 1939 
(Public, So , 18, Seventy- sixth Congreus , lot Seoaion) , 

11, Notwi thstanding t~e prpvisions ot paragraphs 2 and 3 hereof , the 
He~ of ench Staff Division ~ill hove exel111ive ~tthority to settle by stip­
uln tion subject to the concurrence o! the Diviaion Collllllel , all cases 
docketed by t.lte United States Board of '!'ax Ap?Cal• vhlch oril:l neted in the 
office of any Interoal Revenue Asont in Ch~ce aituated within ~ ~~t~-
rial jurhdiction of 8llch Division, lfhlch at>)' be plnced upon a e 

0 

(over) 
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oaid Board for hearing at e, place , within tho t erritorial .jurindiction of ani Statf Division adjoining such Division; and the Divisi~n Counaol for 
such Divisfon "rill hn,o exclusive authority to repr esent t ho Cor.t~1osionor 
in tho defense of such canes ~oforc t ho Board, subject to tho conditions 
contained in paragraph 3 hereof with•reapcct t o the e ppro• al of stipula­
tions for settlement by tho Head of t he Division. 

.... 

12. Notwithstanding any of the ,foregoing provisions; shoul d the 
Commissioner de t ermine that it would bet tor servo the interests of the 
Oovornment , he may, by order in writing, withdrnw any case no t d~ckoted 
boforo the United Sta~oa Board of Tax Appc{'.l.o from t he jurisdiction of any 
Steff Divhion, , and provi de f<>l' its disposition under his poraonnl direction. 
Similarly, should tho Coamis§ioncr and tho Chi~f Counsel jointly ~ctcrmino 
t hat it would better s ene the int.ereots of t ho Govornmcn\ , they cay; by 
o rder in writing, withdraw any ca~o docket ed before tr.c :aoard. of Tox Appeals 
! r om the jurisdic tion of a.~v Staff Division, end pr ovide for ita disposition 
under their joint direction. A copy of oach or der issued under tho pro•i­
a'ions of this paragraph wi'll bu proll!ptly furnished t o' the Secret ary, with 
a s tatement of tho r eo.abna fol' tlo" action t a.lton. ~~ 

I 

13. The i nstructions contained in this mimeograph supersede pr ior in· 
atructions to ' the extent that auch prior inatructions are incons1eten't herewith! 

14. · Correspondence froo Internal Rl'vcnue Agenta in Char&e in regard to 
t he procedure deecr,bcd herein should refer t o the nuobcr of this mi ooograph 
and t o the symbol s IT: ? . Correspo~dence froo Heads of rield. Divis i ons of the 

., t echnical Staff shoul,_ tefer to the number ot t his mi.:~eogropb and to the 
·.,tymbola o-TSd ml. Corr espondence !roo Cour.ocl f or Field ;)ivio).ona of ths 
le~ical Staff Bhould r ef er to the ~umber of th i o mineograph and to the 
aymbola .CC: A.: <l!'S• . , ' 

• I 

14. 
·Qctobor 

Tho instructions contained in thio mimcotraph will bo effective 
1, 1939, • 

GUY '1' . m:LV&oell!O, 
Coamiasi onor . 

· .Lmon:D: Septer.tbcr 14, 1939. 

B • . WORGE!JTRAU, JR. , 
Secretary of the Tr!!<lsury, 
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December 1&, 19~9 . 

I have your .,...,r..ooua of Nov.,..oer 14, 19~9, t.rw>s.iltloini ~ 
letter t.o you t'rool •r· '11 , P . l!ooby ot.ted .•ovuber 15, 1959. 'thla 
corre·a-pondence r•latea to t.be lncOtAe tina .roru .. e t.a:x controversy 
of the Houet.on Printing Compcny, Houoton , Texoa, for the years 19!6 
!llld 1957 . ulr . Hobby addressed a letter t.o me under dote of Novem­
ber 10, 19~9, de•Hng 111th the same suoject . Undoubtedly , if the 
things mentioned in your •e~orondum ero t.o1ne pl~co in t he Houston 
office of the ~outhwectorn Division of tne Technical ~toif, 1t is 
a reprehensiole aitunt1on ~hich needs i~edinte correction. 

I hsve three reports fro111 the ::.toft Divieion in connection 
rlth this ceae. In ther>e report• it is att.teo that llr . Booby wa 
not present at &1\Y conference nth the Technical &t.aJ'f and that no 
ono in the &tart office •t Houston hu ever aeen or spoken t.o lda 
to tbeir knowledge aa late o.s their report dated Nove= er 17, 19S9. 
I mention thio circW>atllllce t.o obow tbnt "'r . Hot.by lUis bad to rely 
upon the r eportu oi' his representative or auociatea . In ~he ""'"" 
'If&¥, I ho.ve to rely upon the reporto·or the ~urenu employees . 

The Staff roporta deny that the eonforoe "agreed t.o llllow our 
( t.be colllpan)' ' o) contentions 1<ith re"peet to tlwt year (1956) . " They 
deny that the eoAferoe agreed that under the rootricti ve clause of 
the bOnd indenture or li.l:l 1 , 1951 •divinenda could not be peid 
durinl the yeo.r 19~ . · They deny that. the tupc,yer has •ohom that 
t.be letter given t.o the bo.nk by our eo11p&1\Y coostit-ut.ed a pert or the 
loan agreaaent and w&a u et'teetive •• if lt. bad been a cl•use coo­
teined in the &il'eesent;• on I.IUi contrat')', it bao been eonaiotentlJr 
ma.l,ntained by tho Field .,.ployee• of both the Aj;ent in Charge end the 
:,taf'f D1vioion that tho latter of Jul,y 1 , 193~ was, under the 
corporation atetutee of Tex&a , Ill\ unauthorized act not binding upon 

the corporation. 
These report• epec1fica11y deny tllllt the t,upeyar ,. •• reeogn1ted 

ae being entitled, under the law , to relief !"or the year 1956, a.nd 
that such ralief ,. ... dtbbeld be""U"9 tn• t,w.peyer refused to &coopt. 
the Gov.,.,....nt' 

1 0118 
for the year 19S?. The aupportin& eteteHnt 

prepared by tho Kouat.on office of the Teebnicel Steff end adopted 
by the Head of tba &outho:eatern D1vis100 on October 26, 1959, coo· 

t.r;ins the toUowin& paragraph: 
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~e~r~~ for Under Secretary Honea . 

"There !!!l!Y be so:ne ground for nrgulng tlw t tne tax­
payer was pronluiteo fro~ paylnf divl aondn during the yeor 
19!16 by the feet its ntio oL' current aaeeto t o current 
liabil ities for that year ~•a upproxl~tely 1 .50 to 1 ond 
that by it& indenture of .Ct~y 1, 19Sl, it 'f'bS prevented fro111 

paying dividends in the event ouch poy10ent r.ould decrease 
the ratio of current assets to current lla oi11ties below 
&.50 to 1. Ho...,.ver. tbe taxpayer makes no contention for 
rel ief fro~ that source , pro(~rrinn to rely Qntirely upon 
tho letter Of July 1, 195§, Opd thO Hffi dsvi t of •essr&, 
bapaon find Coherty . • 

Prom tbls it. ap;>enrs th"" even the conl"icienUel De!>QrE.nnu:s lD 
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the cue &al<es no such .. a.absion of error at regard• t.fte year 1956. 
Tho above~uoted stel...,ent rospectl.ni tho r&tlo ol" · c:u...,.ent &aaete 
to current l i abilities re~resentoO on *ccounting theory or ~~e con­
feree by which be .-as seelting to ..ark out • boots of $<!ttluent Yl.th 
the tnxpayer . The i>taff conferees do conecienUoutly endeuor to 
close cases . Opon clo•er anolyeis thoro • rose the gravest ooubt 
Oft lO tho accuracy of the conf"ore0 1 6 theory, out since no settlement 
bnd resultea it >.as coosiaered unnocoooory to ch:.nge the recarl< in 
tho supporting statement . 

According to the btaff report or Novoc"er 17, 1939, the follow­
in& 1& what tr_anspired at and shoriJ.y after the conference in the 
case: 

•llr . d . H. llllson hii.Ddled tho cu•e in tnu .>ffice for 
the 8Wf, 1/.DC the U:.XpbY&r ... re~reoente<l DY .,.. . H. I . 
Ulhela of tbe :S . A. thlliipo ~,.,po.n,y . .4r. 11 . t • Ho"by , 
tho President of tne corporation, did not appear lD tha 
conference nor has a.tJJ'ODC 1tL Lhla oft'lce ever seeD or 
epoken to hlm to their ltnow1e<lge. After bavin( reviend 
the f'acts 1n the ease , and Uet.ened to the arSU""nl• put 
fortb ~/ Mr. Wilhelm, Mr . ~i1eon states thHt he, at the 
conclusion of the conference, oavieod Wr . ~lheLo tn•~ if 
tho taxp<.¥er 1'i0uld suwit " propoeLl or settlement on the 
baaia tbat the :>tu'f allow tho c1oilll for aiviaend credit 
for 19!16 and .. ai ve the claill for oey credit i n 1937 be 
"auld seriously con&i dor recol.llllending ouch ~ propost.l . He 
otatao, however, that be tbon and there told r.r . '11Uhel11 
thn t he ... 5 still undecided r olu U ve t o tho yeur 1956 cut 
felt the Government ' s position .us cuch stronger for 19S7 · 
For sucb reeson he wns willing to seriously consider a r 
proposal !'or sett1eaent for 19&6 <.nd 19&7 on the beds o 
the allowance of the credit for 1956 and tho full deficiency 

tor 1957t llr . 'Piilhela Jmon0t~fA!er:~g~~1~v~~ 
by &n:1 0 the conferees lD til 
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• .-oroodua tor Under Seere+a- o--e -J.,..... • . 

•ar. Wilson woa of the 0 lni 
the conference tha t llr 'IIJ.lh r_ 00 at the conclusion of 
aueh a proposal, but.;. Wil:elm•::.~edf~~~ ~;r:ub~itt1ng 
1111 tting aueh a proposal ho wished to taJc th re sub-
with t he attorneys for tho companv A ef de matlter up 11 1\il • ., · n aye ater ~hen 
r • eon """ discussing another cuo with lir . 'fl'i .lholJa 

on the telephone , llr . Wilhelm adviaed hi• that after die 
e uaaing the ease with the taxpayer ' s attorneys they h d­
decided that the letter dated July 1, 1935, eo~stitute: 
a sufficient restriction relative to the ~aent of 
dividends to entitle the taxpayer to the credit cla.Uied 
1n both years and would therefore coneider no oosla of 
aettleaent other ~ the full surrender ay the St.Lff of 
the surtax asserted for both years , uount1ng to 
tS9, 040 . 19 for 19:16, and 8S&, 987. 77 for 1937. He there­
fore suuested to llr . Jillson that the statutory notice 
be issued . 

"•olr . Wilson is definite in hie recollection that be 
did not stste to Mr. Wilhelm tha t he admi tted that the 
tsxpyer 111!8 entitled to the r qlief sought for 1936, or 
tbst he ~uld not settle 1956 unless the taxpayer signed 
up for 1957 ." 
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The taxpayer' s r epresentative hae npporently never contended , 
or eubtaitted soy evidence to prove that there was a ratification 
by the Board of Directors of the subJect utter or the letter of 
July 1, l9a6 , eoP.Y attached. 

Under the eircu:astsncea I h&Ye c•used instructions to be 1aaued 
to the lle-.d ot the Southwestern Divlaion of the Technical Staff to 
call another conference 1o the eaae with a view or developing certain 
•ttere wbieh are ~>et forth in the attached proposed letter. I do 
not believe the t tbe circumstance a Juo tit)o ae in teldllg the ease 
out ot the regular decentrall,;ed procedure or cauaing the file to be 
traneterred to Weabington for review. 

(Signed) Gw T.Kelverlng 

Couieaioner. 

Enoloaurea• 
CoRY of letter deted 7/1/19!5 
Proposed letter 
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TREASURY DEPARTMENT 

INTER OFYIG& COWNUNIC.ATtOH 

•••• 
To Secl'lltary Jlorgentbau 

PRoM E. H. Foley. Jr. 

Re t Np lorlc City Indirldua1 !nncaoe Tax and Efta,t! TAL 

Tba City of N"" lorlc in 1934 iaposed an ine<XM tax on each l.ndi'l'idual 
l'll&ident of t he City equa1 to 15 per cent or the Federal ~ tax pe.y­
a bla b)r the l.ndinclual. for the ,..ar 1934. [Local LP No. 19 (1934), §2(b) l 
Tba tax WU to be paid in 1935 but bef0%'11 it be- Opel'lltift i t WU l'll­

pea1ed bT the llwlicipal .taseabl;r. 

In 1934 t.be City of llew lorlc &lao iaposed a c1t7 e.tate tax equa1 to 
IJ) per cent of tbe State estate tax. [Local Law llo. 23 (1934), f2] Th1a 
tax a pplies to estates of cleoe<lenta wbo W&%'11 non-reaidenta u n il a e to 
those wbo ware reaidente of the City. 

The law be- erteetin with the a pproval of tbe 11&,-or on December S, 
1934 and expired b)r its own teru De-bar 31, 1935. It was repea1ed in 
19)6, [Local Law No. 15 (19.36)] Tbe repe&lins law canceled all taxes 
impoaed and pro'l'ided for ret\Uida to pereona Tlbo bad paid tbe Cit;y estate 

tax. 

Tbeae two local laws adopted b)r tbe lmnioipel Aueably of the City of 
New Iorlc ban •- analogr t o tbe 5\l&&eetion ot a lD per oent supertax. 
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• .U I tol4 700l \hie ..,n>Uc, t.ba IIenau .t.ct of 1939 b ~ aa4 

larco a coo4 tu: 'bUl. lloo\ of t he boportaat ollaapo that wro .... 

aro aot oal7 dofoaoi'blo 'but deoi ra'bl o. !ho d1ffiault7 that thooe 

workiac oa tho Act wore eoafroatod with , howo._r, wao that the atti­

tude aad ataoophero ourroun41as tho deliboratioao wao alaoot oolol7 

for ~ rel ief ao4 'buoiaeaa appaaa .. oat. It i o hardl7 ~rioiac 

t hat t horo waa a coaotaat effort t o iaoort iato tho bill proT1oiono 

doolpod '\o &14 opoc1al 1atareoh or apocial cronpo, ao4 the oalr 

~rbiac faot b that ao t .. wore f1aoll7 oii&Otod. It obould bo 

tho introducti on of tho bill &D4 t ho Juno 30th 4oa4 line. 

Tho follow1D« tour aattoro are tbooo which ar office beUO'I'oo 

ohould not haTe 'boon 1noerte4 in tho bill• 

(l) 8oot1 on 22& - Paa-Aaor1eaa Tra4o OorporaUollO. Thb aaend­

•••t ia aa'batiLDCo proT14o4 that a deMotic corporation haT1DC a 40Mo-­

t1e aa'bol41arr eacacod in t r ade in Paa-AIIu i ca eaa fllo a coaoolldatod 

ro\'cll'll . 1fT office felt thla -•114aoat uadaoira'bla boeauao b7 ito toru 

it poral\o oolloolidated r et....,.. to a fow, &D4 pooolblr onlr to oao 

4o .. ot1c corporation, w1tbout&ll7 oouad 41ot1action botwooD tho corpor~ 

t1oaa u ta.ara aa4 &ll7 other tTP• of deMotic corporation• haT111C 

ou'boldiarlea. I\ waa inoertod, ao I underotaad , lu ordor t o aid the 

Onitod rrv.tt 0olllp&D7· !be uell4aont wao lntroducod b7 Senator Harrbon 

when tho 'bill reached tho J'iaanco 0-'-ttao . I boll on t he aaeDdMIIt 

aloe 11a4 the aapport of lleproaentat1n llcOoraaok of lla.oaaclmootta . 
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United huH Co8J>&DJ' baa i to -.in ot ftco in Booton. It h cenorallJ 

known tlu-o\lflhout tho tax world that thlo aaonaent wao 1Doerte4 tor 

tho aid ot tho Onltod hu1 t CoapanJ. 

(2) Arao-longth proou.pti ono with roopect t o eoaaotico tax. 

!hlo aaon4Mnt prorldeo in ertect that e aale ot co-uc1 by a ....,._ 

tacturor t o a oellinc corporation ohall· bo preouaod to be bona tido 

and at anu length if tho 118.11U.!acturor owno lou than 75 percent ot 

tho otock o! the oelllnc corporation. 1or a nuabor ot yoaro tho h.roan 

hal boon confronted with t ho pro bl• ot detenoinl DC who thor or not 1D 

certain caooo manutacturero haYo boon oolling product• to their allied 

oollinc oconto at !air prlcoa. It io iaportant to tho Troaoury that a 

!air price bo charged l>ocanu t he cooaoUco tax h l>aod apon tho price 

at which the article 11 oold by tho ll&ll\lfacturor. 'l'ho Pondo l><traot 

Comp&DJ' hao had a caoo in tho 'Buroan in which a oaleo prico wao found 

not to be at anoo length. 1oNor Sonator llardwick ot O.orgl.a had tried 

!or ooae Hae paot t o &ot an aaondaent to aid Pondo lxtract Collp&nJ 1D 

ito caoo. In 1938 llr. llacill wao oucceu!ul 1n harlng tho Conterenco 

co .. 1ttoo reJect an aaen4aont oia1lar to tho one which wao peoood in 

1939. !he aaen4aont 11 obJectlon.abh becan ... in tho !irot place, 1t 

woakeno tho operation ot tho cooaotico tax. which rathor noedo otrongth.n­

lng. In addition, tho preiUIIption 11 an arbitrary one, baood on a otock 

own8rlh1p which will help ooao coapanioo, Ul<o Pondo Collp&nl'o and will 

not holp other ccap&Aill which aay ho aoro d11orrlDC ot oqnlt7. 'lblo 

pondaent wao adncatod in the Senate linaneo Coaittoo b7 Senator O.Orp 

ot o.or&i& and aloo had t ho oupport ot Roprooonta\in lloCoraack of 
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(3) l.sDluioa of conrh&a, ooa\&iaua, u4 p!Ck¥1y cbarl!! 

troa t ho NH of \ho co-Uoa \az. 1hoder the law prior to \he -4-

aoat, tho oo ... tioe taz, aa woll ae &QJ other l&loo taz, ._. baaed 

upoa the price ohal'p4 tor the &Miele b7 tho -taoturar, 1nolu41ac 

the price of the conriac or coa\&iaar &114 the ))&Ol<a&1DC cbarc•· 

Jllaabeth J..rdea, lac., re\aiaed llr. Jcoeph !'uwlt7 ia aa effort to 

exclude troa the baae of t .he taz the PacltacliiC chal'p aD4 tho coat of 

the conrlac or COil\ai.,.r. llhaboth J..rdu,Iac., 4ooo Dot -ractura 
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ito on COD\&iaaro &114 4ooa aot ..,$oall7 4o tho peo""s'IIC of tho pro41lot. 

The coat of \ho ooDtainer ia tho caao of hlp priced co ... uco, ouch 

ao t hoae -racturad b7 lllaabeth J..rdoa, I ..c., h probabl7 tho aoat 

aubataatial itoa. 11r. '->1t7 illtoroated lloaator llarriaoll ill hie ••D4-

aont and 1t waa inaerted ill tho bill. llorol7 to atah tho ... DIIaoat 

abowa •hT H 1a objeotionablo but. 1n a441Uoll to 1to ob'l'ioue f011Ha, 

H abould ba pointed out that it drawa a aha1'P dhU..cUoa botwoea cor­

poratioao -r ... turlJIC tho1r on collta1aora aD4 thea• which hen ...,b­

o141&r7 oorporaUoao wbo -racture coata1aora for \boa. Thlo •­

to be a wbollT 1D4eteaaiblo e1tuatioa. 

<•> CoapauaUoll tor aor'l'lcoa roa4oro4 tor a porto4 of tho J'!&l'• 

or aoro. Tbla pro'l1a1on b nbat&Dco pro'l14oa \bat whore &D i..U'I14ual 

•1 •- -• 7••- tor aor'l'icoa roD4oro4 onr a porto4 rocah'n coap••••· 01l ~ v- -

of tift 7aara or aoro, thea hla taz ehall bo coapu.h4 u it tho c.,.. 

poaeaUoll ha4 liMa roceind ratabl7 o"tor tho tin JO&r• or aoro 41lriDC 

whlob \be eer'l'iooa "" roa4aro4. Ill ofteot \hie ia all anracillC do-

?toe tor \hie 1J"0QP of \a:<pa7&rl • 
It ruulta b a ftrJ aubatutial 

Regraded Uclassified



- 4-

redo.cUoll o! \ax ill tb&\ it &'OOiu ~llcaUoa ot \ba hlp our\ax 

rato1 to \be lwop wa eo~~peuaUoa &etu&ll)o rocoi n4 ill \he oao -,.ar, 

1'b11 aaeaAMil\ wu ill1ortod ill or4or \o &1111\ lfr • .Ubar\ Hoptiu, 

&n attoraa7 o! Chicago, Illio.oi1. Yr. Hopkln1 io.toro1\ed s1,..tor 

Harri1on in tb11 aaoDdaollt aDd i\ wa1 illltrtod while tho bill wao ill 

tho Soll&to J'l""""• Co•ittee. lfr . Hopklno oxpac\ed t o recelTO 1n 1939 

& larco too tor aorTlcoa which ho had rolldered tor a period ot aoro 

th&n !iYO 7&arl; conoo~ntl7, tho aaolldaellt wao aado etfoctiTI tor 

:roaro baclnDlD& after Dec•bar :n, 1938. Yr. Hopklno had a nr, toppoal­

iD& caoo, bo.t of couroe o.o aore app&olinc \h&n tba caoeo of Utor&ll7 

dnico. 'lhe aaon4aellt h obJocUoll&blo for &&n7 t ochlllcal roaoono . 

It lo, aoreonr, nr:r Ul1fa1r that IO&IOile who heo worked four yearo 

&nd 364 4&-,. 11 denied &n &YeraciD& doYlco whell ooaoono who bee ""rll:ed 

flye 7t&ro ...., hen &D &YeraciD& doYlco . 

You aado .. nuon h ae about a copper collp&D,J' aaelldaen\ . !be 
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onl7 one that I cu t hlall: of 1o the 1o-called laot-1n f1rot-out lnnntor, 

aaen4Mnt. !hlo aa&Ddaent baa bun e4'00e&ted nroncl:r b7 tho Aaerican 

Saeltinc &D4 JleflJlinc CoJOP&IIT, &ll4 tba7 ouecoeded 1n llltroclncinc "" 

obJocUoublo tom of it into tho 1938 .t.ct. Utor tba paooaco of tho 

1938 Act, bowonr, wo 

&ll4 .. h llOW &ppe&rl 

opent &&n7 ao1>th1 1a oYerb ... linc \he proYloiOD, 

ill \he 1939 .t.c\ we bolioYo it io a deoirablo 

aaoDdaon\. I mot adait, howeYOr, that quito a crouP 1n tho Bureau 

of Intoraal JlaYeDnl teelo thio proYloiOil to bo ulldooirablo. 
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• January 15 , 1940 

Merle Cochran t ol d me t hat he saw, over the weAk- end , 
Reuben Clark of Ut ah. Clark t ol d hi m two t hings . Clark 
has a oopy ot a memorandum from Francie Whi t e tel l}ng hi m 
ot ei t he r one or t wo conversati ons that he , Whit e , had wt t p 
Herber t Fe t e i n New Yor k in which Her bert Fe1s t ol d him 
certain things in connection wi th the settlement ot the 
Colocbian debt which are Just oppoai te from what I am t r y­
ing to do. 

I am going to a sk Well es to have Feis write down a 
report ot what his conversations have been with Fr ancis 
White. 

Reuven Clar% told him that the State De~artment t ried 
to get them to s end somebody down to Brazil to start these 
debt negot iations , but not being able to do it that the 
State Deportment has issued lnstruotions t o Cattree and 
t he intention is to leave bot h J ones and me out or the 
picture. 

It and when the State Department asks me to gettn on 
t he Braz ilia n debt mat ter , I am goinc to insist on having 
copies ot all cables affecting the Brazilian debt that have 
gone on between the St ate Depart~ent and our Embassy. 

380 

All or this demonstr ates thAt the State Department i s 
more a nxi ous to keen the Clatter in their own hands than t hey 
are t o g et the Treasury ' s a s sistance in helping them to r each 
a se t tlement. For a l ong t i me I have been suspi cious of 
Fete and it looks as though we had caught him r ed-handed. 
I am quite sure that Welles will protect hi m and I doubt 
very w ch it I will ever get the meaorsndum , alt hough, i t 
neces sary , I can get a copy ot Francis llh1te ' s ce:~orandum 
t o Reuben Clark. 

oOo-oOO 
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TREASURY DEPARTMENT 

INTER OFI'ICE COI104UNICAT10N 

381 

DATa l..a!7 15, 1940 

TO SecntarT Jlorputbua 

•RoM .roeeph P . CottOD1 h. 

• 

llro !ftpbapll called M lut Satardq at'ter ban.>& IMD the 

(:olcwMene nbMqMDt \o ha talJt with llro ,J-1 Jlr. hll• eD4 

~ 1 uld.Dc that TOIIl be intoraed ot the ruulta or h1a co,._ 

ftr'NtiOD nth tha Col.cabi&Da. 

8a aa1d that the COIIYV .. tiCID ... -t I&DMtia!actor7 aDd 

that Tvbq •• UDdarcuttiDC bia otrar or OYarall oerrlce or 

11,7~1000 1n the tint TNZ all4 t210001000 tbareaf'ter. It na ob­

't'i<NII \o 11.1.8 tbat Tvbi!T relt tbat h1a position bad been·~ 

-. tha attitude tba co..ittee .at ba're expre81ed \o the COloebiaDI 

tbat ~- llro !ftpheca la!t h1a couater-propoeal with !'llrbq 

eD4 tha ubuaedar ~ \o write Ida a lettar 1ndicat1Dc what be 

j .r.e r 

• 
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382¥ BAN K OF NEW YORK 
IIICW '1'011111 . .. r-I IIIII.T .AIIoi"' • '"0UIIoiD1:0 17•• 

46 WALL STREeT, NHW YORK ___ .. 

Dear llr. Secretary, 

I aa enclosing COPf of a letter I have to­
d.a;y sent to llr. Jones. 

ICY conversation with the .&abuaador at DOOn 
on SetlJrciq was veey unsatiatactocy. Aa near as I can 
tell be wa.nta to aalte tbe &mllal ~nts at about 
$1,775,000. I told h1a that I sill~ could not contin­
ue to discuss the subject on that basis and that it be 
wanted to negotiate tbe 1118tter with me I woulcl have to 
ask hiJII to write me a letter stating exactly what be hacl 
in mind. 

I aa eorcy to bave to BB:I that I u atraicl 
we are seeing 80re of the SAM tactics that d&Yeloped in 
tbe eablegraa that was d16CU8aecl with tha State Dep&rt­
.ant. At the - tiM I feel c;<mvineed that it we can 
take a strong and unified stand with tba .&abaaaador as I 
81188&st in rq letter to llr. Jones, a· proper aettl..eat 
ean be made. 

Sincerely yours, 

A A:_~,_#' ...... ~ _7,..~~ ----
lion. Heney llorpotheu, 
Seeretel7 of tbe treasury, 
•aabington, D. c. 
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• 

January 15, 1940 

I have asked General Watson to get tor me how many 
planes the Army and Navy will get eaoh month this year , 
by months and by makes, and havo 1t on the President's 
desk tomorrow and Watson's answer was , quiok ae a flash, 
"Now don 't take too many planes away from us • • 
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• R.~.Jr: 
Operator: 

H.M.Jr: 
Captain 
Collins: 

H.H.Jr: 

0: 

H.H.Jr: 

0: 

H.M.Jr: 

0: 

H.M.J r: 

0: 

H.M.Jr: 

0: 

H.H.Jr: 

0: 

H.M.Jr: 

0: 

H.M.Jra 

0: 

H. M.Jrl 

Hello. 

Captain Collins. Go ahead. 

Jlello . 

Good morning Mr. Secretary. 

How are JOU? 

Sir' 

Hov are you' 

Vall I ' • better. 

387 
January 15, 194o • 
9: 21 a.m. 

Good· Captain, if there' a going to be any trouble 
about getting t hat i nforaatlon I vant. 

Yea air. 

On t he U. 8. Army and Navy planes, production per 
month for •4o. 

Yea, e1r. 

I'll get it through General. lfataon. 

Oh I don 1 t thin.k they' ll be any trouble at al.l air. 

Vall I 1 ve got to have that by noon tomorrow. 

By noon tomorrow. Well I' l l get on top of it and 
if I oan•t aake it I'll let you knov and th en ve oan 
go to Watson. 

Yea , but let me knov in tlae. 

Yea, air, I shall. 

But 1f JOU oan' t get it t hen I vant to go to 
General Watson and get it beoauae I've Just got t o 
have tbat. 

Yea, air. Nov that ' • t he complete pioture. Everything. 

I vant to knov hov many planes eaoh month the 
U.7 and tfavy are going to get dell Yery during •II<>. 
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C: 

JL'1 .Jr: 

C: 

H.''.Jr: 

C: 

H. ' I , Jr: 

C: 

H. !! . Jr: 

0 : 

H.'! . Jr: 

0: 

H.H. Jr : 

C: 

H. J: .Jr: 

C: 

H. '!. Jr : 

0 : 

H.".Jr: 

0: 

l{.M .Jr: 

0 : 

By type. 

By type . 

Yes. 

By manufacture . 

By manufacture. 

See? 

388 
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Yes sir. \~ell tha t• s qu1te a big order for the Army. 

Why? 

Well they 've got t hen scattered over about hnlf a 
- f or bombers for instance, t hey've got three 
types ot bombers, and they ' re scattered over t hree 
or four canufacturers. 

Well -

But I ' ll get right on top ot it . 

~!ell i t you can 't get it l e t me kno>r th i a morni ng 
and I ' ll ask General Watson to get 1t . 

.Ul right sir. 

I mean, it ' s - after all if t he Army has 1t, it's 
just a oueet1on of putting a couple of men on 1t. 

Well ot course they've go t it better than that. 
As a mat ter of tact t hey should have that thing 
up ' to the minute you see , in photostatic form. 

But it ' s over a week ago you asked me . 

Yes , sir. Well I've been out for three days . I'll 
get right on top of it. 

And if it' s Just that t heY don't want to give 1t 
to you, let - it ~uet be tully a week. 

Yes, sir. 

Yes. O. IC. 

All r i ght sir. 
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• Operator: 

!! " Jr· 
c~ptai~ 
Collins : 

H.M.Jr: 

C: 

H.".Jr: 

C: 

H. 'f . Jr: 

C: 

C: 

C: 

H. M.Jr: 

C: 

H.!: . J r: 

Go &head. 

Hello . 

~!r . Secretary. 

Right . 

J~~uary 15, 19~. 
5:20 !>·"'· 

I ' m ver y sorry to have to tell you that I have not 
been able t o get that dope out ot the Army. 

I see . 

They - Valant was here t his afternoon, Colonal V&lant, 
and he j ust said that he would, that it had gone up 
to t he Secre t ary's office tor transmittal to me and 
he 's been giving me t he run around ever since about 
thr ee o'clock when he returned. I have not received 
the intomation. 

Le t it go. I can get, I ' ll get General tlatson. 

All right sir. I will - I have however, will have 
your anelrer tomorrow morning >~i th the dope on the 
Navy. 

You will. 

Yes. There was no trouble, ~~ey gave oe their 
res t ricted list. 

I see . And - well t hat ' s all right I - I-
1t doesn' t surprise me. 

Well it doesn 't oe either except I don't l ike t hese 
fellows to tell you one thing and then do so~ething 
else. 

Well didn't you bave it i n your hands. 

I bad i t t here , tha t was a slip, but I had to give 
it right back to them because it had been released 
by a ma jor over t here who h~d no right to do i t . 
And he was in such flat spin I - he got it back 
about the t i me I got it, and I s i mply took ott, 
all they had time to take ott the light bombers 
and the pursui ts. 

Right . 
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0: 

H. Y.Jr: 

C: 

H.'-t.Jr: 

C: 

!{.!' . Jr: 

C: 

H.!-' .Jr: 

0: 

H. l ' . Jr: 

C: 

H. •1 . Jr: 

0: 

H. !S.Jr: 

C: 

H.JI.Jr: 

C: 

390 
- 2 -

And t hose or course are the only ships in which the 
French are interested. 

I see. O. JC . 

All right air . !!ow we had th1e meeting thi a afternoon 
with the manufacturers . 

Yea . 

And that waa attended by Colonel Rines who is in the 
Muni tion& Board as wall aa Colonel Valent ot the 
Air Oorpo. 

Yea . 

And t he Douglas, Martin and Curtis are aittih~ 
down nov and trying to get aooe atate~ent to toke 
and give these people tonorrow afternoon, and 
they're goi ng t o clear their end or 1t thrOugh the 
Arl!ly and Navy Joint board. · 

I see . 

So we should know by then exactly what can be done . 

When will you know1 

Well it' ll be - the meeting will probably will not 
happen until oh, half peat three or rour in the 
afternoon. They're very anxious. The French want 
to get it out on t he Clipper on Thursday. 

Yea. 
And these boys are working tonight trying to aee 
what they oan do. Hartin hae taken a glorious 
attitude. Ha said he would like to be given 
an opportunity to prove that American industry 

can do it. 

Which Martin - who represent? 

Glenn Martin. 

Glenn oomea himself, 
lt Jlodglt1n - Joe Hodgkin -

That• a Martin himse • Now I think the French 

!;~et~e;;~~~!hwa~t~i~~l~~~ry much cheered over 

his a ttl tude. 
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• H.!!. Jr: 

C: 

H.I! . Jr: 

C: 

H.'' . Jr: 

C: 

lL'' .Jr: 

C: 

C: 

!!. !!. Jr: 

C: 

!! .H.Jr : 

C: 

H.'' . Jr: 

C: 

H." . J r: 

C: 

- 3 -

Well , strictly t or you and tor nobody else, I ' m 
goi ng over to t ake a look at the !!artln plant 
tocorrow. 

Yea air. 

I 've been wanting to do that tor two years. 

Yea sir. 

I ' m goi ng over thBre tomorrow morning. 

\I ell you' 11 see a very interesting picture . 

That ' s tor you only. 

Yea. Do they know you're CO'Iing? 

Oh yea . Yea , t hey knov it. 

llell I think you 1 ll see a Vl"ry i nteresting -

But I told t hem t o keep it quiet, because­

Yeo . 

'!art in d1dn 1 t say anything did he? 

Oh not a sound. I saw him - I saw h1o privately 
t or about ten minutes there 

391 

Well don 't say anythi ng to him, because I want to 
see it I can once go out or the Treasury tor a halt 
day without having 1t in the newspapers . 

(laughs) No I shall keep that absolutely ~uiet. 

O.lt. Goodnigh t . 

Goodnight, air. 
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PROCUREMENT DIVISION 

WASHINGTON 

January 15. 191.0 

A meeting ""'" held 'Dlureday at ""ich 11ere present representatives of the 
Pratt & 'fihitneY Cottpai\Y, Wright Aeronautical and Allieon Jlotoro , as 11ell 
aa Colonel QreenJ.ey, 11. Plevan, Colonel Jacquin, ~.:&jor Lingle o! the Arrq 
And ()oc!::ander Pride of the t:a-vy representing the Anv & ll&-vy t..'unitio~ 
Board, and the !Jirector of ProCUI'OiiiMt. 

Colonel GreenleY preeent.ed to the aeet.ing t.l'.e desire of the Allles to 
purchaee in tb1a country by April, 191.1, 3:1, 000 .oton, and ai"ter dia­
euaaion, extended Ilia delivery date to the first or ()etobe.r, 191.1. '!he 

discussion £urtber broUght out the fact that it •• desired that '5right 
2600s and Pratt & Whitney 18:J>e be furn1ehed. '!he Allison ia rated at 
1090 HP, the Wright 2600 at approximately 1650 HP, and the Pratt >, 'IIMtney 

18)) at approximately 1200 HP . 

lle;nOranda received SaturdaY !rom the engine contractors indicate the follow­

ing deliveries that adght be made to October l, 1941• 

'Dle above delivery includes new production plu.o all outsta
001

ng options 

on erlsting contracts . A roeeting is to be held todaY '!lith the airplane 
manufacturers for the purpose of detemininll ..mat plane• mAY be delivered 
througll september, 1941, baaed on tho above i catod n\llllber of ""tore 

'IO!licb will be available. 
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TREASURY DEPARTMENT 393 

INTER 0F1'1CE COMMUNICATION 

TO 8ecretar7 Korgenthau 

l'ltOM Kr • Wh1 te 

SUbject: Do .. at1c Exports t o U.S.S.R. 

United States do .. atio exporta to Rueeia i n Deeeaber 1939 
were 110.5 a1111on. In NoTeaber 1939 erpor t e to the U.S.S.R. 
were 7.0 and i n Deceaber 19)8, 17.~ a1ll1on . I n addition, 
there were aubatant1al re-e:rportl to the U.S .S.R. during 
December , but the data are not :ret aT&ilable . 

Pollowing i a a liet of e:rporte which increased in ~lue 
in Deceaber coapared with the aTerage monthl:r exports during 
the period prior to the outbreak of war. 

Deoeaber Konthl;r ATerage 
19~~ Jul~ 19/ g- Sept.l939 

n t houaan e o dollara) 

Total doaeetic exports • 10,517 • ~.233 
Copper, braee, bronze and 

producte 5,086 10 
Mol;rbdenua 1,906 271 
Power 4riTen pl .aner a, abapere and 

1173 grinm.n.g aaob1nee 857 

Other i ndD etrial aachiner:r 667 Jl J 
Power 4ri Tell f orging aaoh~r:r 281 ~ Electr ic .otora, etc. 205 

Dieael and eemi-Diaael engine• 1~ ~ 161 Wheat 152 rerro-allo:r• 

Aircraft eng1nee, inatruaentt, 
117 8~ 

parte and acoeaeorie e 

All other coamodit1ee 921 2,879 
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TREASURY DEPARTMENT 

INTER OFI'ICE C OMMU N ICATION 

OONFIDEN'l'IAL 
DAT& JanuarJ 15, 19~ I 

~ To Secr etar7 Korgenthau 

rROM Jlr • \1bl. te 

SubJect: I'OREIGH ECONOKIO DEVELOPMENTS 

(Prepared b7 t he 01Y1aion ot Monetar1 Research) 

'l'he lll1ee a.nd the American llar ltete 

The United ~1ngdo~. Fr ance and canada ha•e liquida ted 
almost $1 bill~on or dollar assets 1n t he t1ret tour months 
ot war. 

Sales or gold to United Sta t es 
Reducti on or dolla r bnlancee 
Net eal ee or eeour1t1ee 

Total 

$6oo million 
250 •Hllon 
~ million 

$950 million 

~ 
' 

,, 
Thh unueuall7 large pa)'Mnt t o ue b7 the llllee 1e 

not due t o an7 1ncreaee 1n thei r i.•porh t ro• ua to date. 
Froa the outbreak or ~e war t hr ougb Jo• e•ber our taYor­
able trade balance w1 ~ the lllle e wae only el1gbtl7 
8l'ilater tban laet 7ear•e - ($188 •.1ll1on i n 1939 and r 
'175 ullion 1n 1938). r roa one-four t h t o one-third ot f 
the $950 ailllon wae used t or He•• which wi ll not re-
cur: coYer1ng a abort exchange poaition England deYeloped 
bef ore the outbreak or the war, and adJuetaent or the 
bel.ligerente' r oreign trade t rom a credit t o a caeh bash. 
Additional eubatantial euae were talten tor advance pa7- / 
aente on araaaent contracts. Koet or the re~inder or 
the 1950 million can be account ed t or by t he ta•orable 
balance or pa7 .. nte noraallJ due ua troll tboae countries. 

During ~e t i r st t our aonthe or war reported ne t 
1mperte or capita l t o the Uni ted Statee t ro• all coun­
tri ee amounted t o $28 a1ll1on. Non-belligerents eent 
about $360 ailllon here while belllgerenta w1 tbdre• 
$330 aillion. 
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The liquidation or Ame i 
Alltu whloh averaged t 8 lli~l~~ seour~t~ee by the 
first three aonths or war de a wee uring the 
average or only t3 millio~ a !~!~~d in December to an 

Canada 

The absence or wa r orders is a disappointin 
e lement in the ourrent Canadian situation . Repo~ted 
Canadian orders aggregate only $90 million llh1l 
Bri tieh wa r orders have been oont1ned larg~ly t oe con­
t racts tor base metals and foodstuffs. 

Bri t1 eh Government purohase a or Canadian rood­
stuffs have made only a small dent in Canada ' s avail­
able exportable surpluses. The wheat surplus of canada 
is still a aajor problem facing ltle country. T"ne r e­
cently reported British purchase of 20 to 30 million 
bushels or Canadian whea t -- the largest since hostil­
ities opened-- is not expected by the market to be 
repeated before July 31 while the available exportable 
Canadian wheat on December 1, 1939 approximated 400 mil­
lion bushels. 

As yet no program or munitions buying has been au­
t horized. Hi@Ply developed steel industries and certain 
machinery industries, which have been repeatedly told to 
hold tneaeelves in readiness to produce munitions and 
shells, f i nd themselves in a dilemma. Should they con­
tinue t o make the necessary adJustments to their plants? 
Will the orders be torthoom.ingt It they neglect to make 
changes now, will they tlnd themselves unable t o take 
care of the v1 tal war demands la tart 

However, in spite or the absence of war orders, 
Canadian industrial and business activity has been 
maintained a t an extraordinary higb level in 1939· 
Numberous production recorda are being established. 
Canadian mineral output in 1939 reached an all-tiae 
peak. The gross value or agricultural products was 
the largest since 1930. Production of footwear in 
october was the hlglle et on record. Steel mill operations 
continue to rise; in October they were the largest since 
October 1918. Plant capacity in southern Ontario ie be­
ing extended. Employment i n ~~anutaoturing induetr1ee on 
November 1, 1939 was at record level and holiday reta11 
trade was the beet 1n tea re. 

Wholesale pr1oee rose sharPlY dur1 ng Beptelllber, 
but have leveled ott since . The index or wholesale 
prioes ie now only 10 paroent hi gher than in August. 
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Latin AMrioa 

The i-diate ettHt ot 1:be war upon Latin AMrioa 
baa been ta?orable to some oountriee and unta?orable to 
otbera, Brazil, tor instance, had an exoeee ot exporta 
ot IJO 111111on elnoe Septeabar, ooapered with a ba.lanced 
trade ln the , ... period or 19)11. Argentina' • export• 
ba?e b een running 11 peroent h1~er than l.ast :rear and 
Peru 1 e exports han been aalntaiDed at the lenl or 1a at 
:rear. On the other hand, 1t 11 reported that lfe:al.co'• 
export• a re ebarpl:r down althou~ the etatist1ca are 
not available. Exporte or the Doa1nioan Republic dropped 
35 percent in Roveaber, ooapared with Mouaber 19311. 

&xoh4llge ratee ot Latin Alaerioan countries han in 
general been 1181nta1ned a1nce Septeaber w11:b the exceP­
tion ot ••nco and Peru. 

Bowenr, Latin .Aaerioa •Y be taoed with a aajor 
ootte• crieia as a result ot 1:he war in Europe. Correa 
exports rroa Latin Alllerioa noraall:r 1'\ln $1/4 billion an­
nually and in seven countries cottee aocounte tor over 
one-third ot exporte. World cottee laporte aay decline 
15 pe roent in 1940 w1 th the burden tal ling wholly on 
Latin America ae European nat1one give pre ference to 
Ellpire eourcea t o avoid foreign exchange dra1na. The 
prloe or BraziliaD cortee ao t a r bas held up but the 
pr1oea ot a1ld corteea broke badl:r after e1~t weeka, 
pr1oea ta111.ng by fro m 20 to 25 percent. The 2 cents 
per pound decline 1n the price or a1ld cotree hit 
Ccloabia badl:r tor each cent •an• 15 a1ll1on per :rear 
1e .. in fore i gn excban@lt. 

"-newed agitation tor a hea1aphe re agreeaent on 
cotte e •:r be expected along with the tlood ot pr1oe­
aupport1J18 and produoer-au1atance •aeurea. All e:re • 
are on the United State• aarket but we al.read:r take 
55 percent ot world corr .. 1aporta and the de•nd 1a 

1nel.&atic. 
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England 

Mr . Chamberlain 1 a epeeoh or January 9 was the open­
ing gun in t he Government campaign t o bring home the 
need ! or curt ailing consumption. The Britiah Government 
haa wished to prevent wage lnoreaeea, i t not to r educe 
10118, but bas eo t a r t ailed to get aupport !rom t he 
Trades Uni ons !or i ta plane. The r a tioning e;yatem 
introduced last week i e only a !iret step and, by it­
eel!, will be ineff ecti ve in r educing ooneuaption. 
However, the sharp price rleea since the outbreak or 
war will b e much 1110re e!teotiTe . The Board or Trade 
index or wholesale prices rose 23 percent !rom August 
th rough December and wholesale food pricea rose 28 per­
cent. Tbe coat or living index roee 12 percent and 
the r e tail coat or f ood, almost 1~ per cent !roa Septea­
ber 1 to December 1 . 

Al though the Britiah preaa baa been • viewing wlth 
a larm• the increases ln wages gra nted to workers with 
i noreaaee in cost or living, the total increase in the 
wage bill as a result o! the wage increases during the 
f irst fifteen weeks of the war amount ed to only ~30 mil­
lion per ;year. 

The deficit tor the nine montha APril to December 
1e litf>05 milli on ( $2, 420 million) ae oompared w1 th 
i266 million ($1,075 aillion) in 19}8. The deficit 
hae been financed by 10290 million i n longterm securi­
ties i eeued under the National Defence Act and the bal­
ance waa raised by short-term billa. England now haa 
~.500 ($6 billion) o! short- term Treasury bills out-
atanding, and lit of long terme. 

England' 1 a tteliPt to i nduce foreign countries to 
acce t pay~~ent tor trade balance& 1n blocked sterling 
baa ~ucoeeded 1n sweden as well aa 1n Argent1 ~:· s!,k 
t empor ary agree~nt8h::i~e~~:~~:~ ~~~~!~ s!eden 
ot England ard e w ort surplus in blocked 
agrees to take par \~r e~!~ t e~l;y in thl! Br1 t1 eh Empire 
eterling wh ich oNan Z aland and Hong JCon g.) 
(except Canada, ew e 
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FriLDce 

J'r . 
20 bill~~· t;:.n!~n~~;~s -~lihuge our rent detial. t ot 

11 
.__ ~ ..... on) per aonth by •thode 

ua\Ul 1 cuu·acterized aa •innationar1•. 

'fetal eubecriptiona to arm•ent bonds durin 
Deceaber were onl7 about 6 billion trance; at thfa rata 
onl7 about one-fourth ot the budgetary detici t will be 
covered. lloreo·ur, a eubetantial pert ot the 6 billion 
trance waa eubecribed b7 banlte, and did not represent 
a genuine divereion ot purchaeing power. The Bank ot 
rrance hae adYanOed 5 billion trance to the gpvernaent 
each a onth e1110e October. Short-tara borrowing (prob­
abl7 unpaid gpvern•nt billa) baa eupplled the otber 
lO billion per aonth needed t o • e t the det1c1 t. 

Currency circulation i n rrance 11 4<l percent hi(tler 
thiLD a year agp, and atill rieing. 

Gera&l!{ 

Germe.ny hae 111de little prcgreaa eo tar 1n overco,._ 
1ng the · effect ot the war on the network ct commercial 
agreeaent1 on which her trade ia baaed. Trade talks with 
Rl1ee1a have been gping on tor CIIW' 4 aontha but no coa­
pleted trade agreement baa yet been reported. The onl7 
new commercial accord Germany baa succeeded in conauamat-
1ng Iince septellber ia the Ruaanian agreeaent, alg~~ed on 
Decelllber 20, wh1ob aeta a.llgbtly larger a onthly a1n1aua 
oil ah1p.en ta, and eatabl1ahe a a Re1chaaarlt value 110re 
favora ble to GersaDT· 

In the •anUae the A111u have completed trade 
agreeaent a w1 th soreden, Yugpalav1a, Greece, Turkey and 
8pa1n and have •de tentaUn trade agree•nta nth other 
non-luropean countr1ea, notabl7 Argentina -- to aaJ 
nothing ot their extenal ve new ooalll8rc1al arrange•nta 
w1 tb the Eap1ree and the Br1 t1ab Doa1n1cna. Br1t1ah 
eoonoa1o warfare, des igned t o bu7 up whole nation•' ex­
port eurplueee wblcb a1~t otherwile gp to Ger111n1, 1a 
providing etrategio raw uter1ale but alec export aur­
plulle ot product• tor wb1cil ehe hae no direct uee . 8he 
takee Yllgoelav1a' e aetal1, but JNat alec take her entire 
pi'W\1 crop; tbe !urlt1ah Govemaent aelll ita cbrcalua 
produo t1on to the A111es but th 17 11111t alec take 121! 
'furltieh t1g and gr~ export eurplua; 1t ia underetood 
that Greece ie try1Jig to uka the ea• lt1nd or arrange-

aent. 
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h On another front ot their economic warfare the Allies 
t:ve e~cceeded, 1n raising the price of Ruaanian all-- to 

emae vee ~ to German:v -- to double ita price rior to 
the outbreak of war. fbe final disposition ot th~ bulk 
ot Ruaanlan oil between the belligerents is still an un 
settled question, -

399 

The Gerun Governaent on Januar;v 10 announced a new 
plan which will result in a forced diversion ot a substan­
tial part of the income ot the working class to the state 
for war purposes. Ten percent ot the wages or German workere 
Will be paid in 1 promiaeor;v notes• or scrip, The plan 
under consideration is that halt ot this scrip ia to be 
deposited in savings banke, probabl7 to be invested in 
abort-term Treasur;v bills or in war loans. The other halt 
is to go to state institutions euoh as health and insurance 
funds, Part ot this scrip aa;v also be invested eventuall;v 
in government eeouritiee, 

Japan 

Inflation in Japan ie beginning to get out ot band. 
Price control measures are breaking down as the government 
ie forced to oontinuoual;v raise •t1xed• prices. Tok;vo 
wholesale prices have increased more than 15 percent since 
Septeaber, a 6 percent rise taking place in December. 
There are waves ot hoard1.ng ot essential oommoditiea, and 
tarmere are reluctant to sell their produce. Bank ot Japan 
has been toroed to purchase over one-halt ot the 1,4o0 mil­
lion ;ven national bollda ieaued in the last quarter. Since 
the end or August 1,200 million additional currenc:v note• 
were placed in oirculation, breaking all previous recorda 
tor a three-month period, The government debt increased 
b7 5,200 aillion ;ven during 1939, bringing the total debt 
to 21,300 aillion ;ven. In June 1937, the government debt 
waa onl7 10,600 million ;vea, 

!he Autumn rice crop in Iorea baa been out drast1oall7 
b7 the most aavere drought in over 90 ;veara. Without 
laporte rrom Ioraa, Japan raoae a considerable shortage 
and the rarmera, realizing this, are at present hoarding 
their supplies, causing a severe shortage in urban centera, 
The drought is also responsi ble tor the reduced rivera and 
raaervolra on the western mainland, which in turn baa ln­
tenaif iad t he ahortage or coal. 
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I'aly anA Hnpl!ft 

!here are unoonflraed reports of an Italian agreeaen* 
to 4efend Hungar7 froa aft7 attack b7 Geraan7 or Ruaeia. 
Suob an agreeaent woald baTe no eolid eoonoaio baae. 
Ge:r.an7 bolda *be wb1poob&nd oTer the Hungarian econoar. 
Geraan firaa are pralinen* in alaoet eTer7 branob of 
Hancarian bue1Deae. Italian influence ia negligible. 

During the firet eix aontbe of 1939, the Geraan 
J:apire aupplied 118 percent of Hungarian 1aporta and took 
52 peroent of Hungarian exporta. Ital7 eupplied on17 
6 peroent of Hungarian 1aporta and took on17 18 percent 
of her exporta. Hungar7 ie eo dependent on the Geraan 
aarkat that ehe baa oarrentl7 continued trade aTen though 
forced to accuau!ate a balance of about 45 aill ion aarka 
1D her olearillg account with Geraan7. Geraan7 18 eTen 
increaeing the prioe of goode, eucb ae dyeatuffe and 
cbeaioala, needed b7 Hungarian indDatr7. 

furkex, 1Pglan4 and frapot 

An eoonoa1o and financial accord uong Turke7, England 
and J'ranoe waa e1gned in Pari& on Januar7 S, 1911o. !hie 
accord 1s the sequel t o the Anglo-French d1ploaatic Tictor7 
with 'l'urke7. It reTeals that Britain and France are 
pa71llg dearl7 for Turkish eupport. !he total of ored1ta, 
loana or gif*• aade to Turk17 b7 Great Britain and France 
from M&f 1938 to J'ebruar7 19~ 1e at leaet •5S,ooo,ooo, 
{about '250 a1111on) of which •26 aillion wae granhd 
before the war and •32 a1.111on after. The latter included 
a loan of ~5 a1llion of gold. 

!orld Pricll 

!boleaala prioee continued to rise in aoet of the 
leadillg countries of the world, with prioea in Japan, 
Soand1naTia the Lowlands and the United J[ingdoa showing 
the greateei inoreaaee e1Dce the outbreak of the :-r· t 
IA Canada and the United Statee the eharpl7 upwar k •Pf 
1n prioee which occurred during the f1rat aix wee • o 
war baa leTaled off ainoe. 

Jor14 !'raM 
ru tion of trade which occurred during 

!he cenoral die ~fioult to d1eoern ae 78t an7 general 
Septeaber aaltee U d1 true for which export 
fore1gn trade trende. Of thi~ iie c~~7 those diatant fro• 
figaree for October are aTa a 
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the belltcereat area, aad thoae whoae prino1pal roretcn 
011Uete are other than J:uropean bell1prente eh1pped aore 
abroad th1e October than laet. Japan, China, the United 
Stat .. , •ew z.alaad, Canada aad Br1i1eh India are uonc 
th1e grovp. Exporh of the United 81iahe and Cuac!a oo~~oo 
1i1nlled to r1ee 1n MoYeabor (bJ 15 peroent) and Deceaber 
(bJ 30-35 percent). 

401 

SharplJ retaoed laporte 1n1io oolllltr1ee or the Br1t1eh 
J:llp1re, other 1ihan Canada, bear wUaeu to the effeot1Y .. 
neee of the reatr1ot1one on 1apor1ie 1n thoee c011ntr1ee. 
laporte were lower 1n Ya111e th1e Ootober ooapared with laet 
Ootober b7 23 peroent 1n Mew Zealand1 22 percent 1n the 
United l.iagdoa, 20 peroen1i 1n Br1t1an India and 13 percent 
1n Auetral1a. Caaada, which hae not JOt 1apoeed reetr1o­
t1one oa laporte, hae 11loreaeed her laporte e1nce the out­
break of war b7 aore than 25 peroeat. 

Gold. SUnr and Fon1cn lxObfp«e 

!he prel1a1n•r7 eetia&te of gold production 01Jte1de the 
United Stat .. in 1939 1e about l l bUl1on, an 1noreaee of 
10 peroent oYer 19311. United Statea net purobaeee of foreign 
gold in Deoeaber aaounted t o 1250 million, about half of 
whioh oaae froa the United 11:1ngdoa, France and Caaac!a. !bat 
doee not aean that their gold holdings deoreaeed that muoh, 
howeYer. The Brit1eh and French Eap1rea ourrentlJ produce 
gold at the rate of about 165 alllioa a aonth, and the7 
aa7 h&Ye had faYorable balanoea of pa71Jente with other 
oountr1ee. 

811Yer protaot1on Ollh1de the United Statea during 
1939 aaoanted to .. bout 210 aUl1on ounoee - ~ percent 
1AOreaee oYer 19311. !be TreaeurJ purohaeed 159 aUl1on 
oUAOee of foreign eU•er 1n 1939, and purobaaee eo far 1n 
1911<> haTe continued at ab011t the eue rate. 

!be ror.ign excbance e1tuat1on hae been relaUnlJ etable. 
!here hae been no eign1t1oant ob&Dge 1n ourrenc1ee 1'1e--Y1e 
tha dollar a1noe the f1ret of the Jear. !he t1ghhn1q up 
of lr1t1eh IXohange oontrole baa helped etrengthen t~bigh r 
unotf1o1&1 ahrl1ng rate 11h1oh 1e now about 1 peroen • 
than a 0011ple of week• ago • 

... 
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