
Book 237 

JanllaJT 21 - 2S, 1940 

Regraded Uclassified



- .& -

.laeriou Secnlritiea Owud .Abroad 
See ... CODditiCDa 

-B-
Bel< ot .Aaer1oa 

J'ederal Reeer ... Board aalced to meet with Treasury 
ao that united rront 11&7 be pres811ted - 1/v./ 40. • • • • 237 289 

To be repreMDted b)' Ollohi.D& aad Cushing, or 
San Francieoo, at beering OD Febr11Ar7 14th - 1/25/40.. )l.l 

BreaU 
See Latin Jaoerioa 

Buineao Conditiooa 
Baaa -l'BIICla OD aituatioa tor •eelt eD<ting 1/20/40 .••• 

O&bl~a (Treasury) 
db~• stete Deportment 

- c-

Transportation: Xeeahin reports- 1/23/40............... 199 
Collins Board 

See liar Condi t i ona: Purcbeaing lli88ion (Britiah-Freneb) -
United States C..-ittee 

Coordinating C.-J.ttae 
Sea Tiar CoadJ.t.icca: Purcbaaing lliasion (Br1tiah-P'reneb) -

United states Caoal.ttee 
Cuba 

See Trede .&g:reeaenta 

- F-
Financing, Oovern~~~ent 

Tennepsee Valley Authority: Proposed financing -
(Baas aemorandua) - 1/24/40... . ......................... 314 

Finland 
See liar Oonditioaa 

Foreign Boadholdera Protective Council 
See Latin .Aaericat Brezll 

- G -. 
Gold 

For preaent Britiab holdings, see Tlar Oond1t1ooa: Great Britein 

Indiana 
See Tax Enai011 

In~ioan Bank 
s .. Latin-Merle& 

Japea 

- I -

- J-

See Silver tor Pittau'a letter concerning purchases 
J obll&OII, Louie 

See liar CoD<titiooat .&irplcea 

- I( -
X811tuok;T Rook Aapbalt Coapeniee 

See Tax .Evaaiont Indiana 

Regraded Uclassified



LaUa .-n.oa 
llnaUa 

- L-

111ainv or nu- tell• Catteq Dft eobedule or 
Pl\ll \a •tbtaot017 to llllited Stet.ee &114 
~ pre-t tawrebla tre&tu.t -.Joy..S 
IDider the ran .,.u or the .&rU>ba plu by 
Jluoope~~~~ bandholdwe 1e baiq dram upJ &].obal 

Boot 

uaomn or N®otioa &leo -t.10De4 - 1/22/40.. .. . 237 
.a) IRll'a &D...r- l/23/£0 ••• ••• •••• •• ••••••••• .. ..., or cWI\ deftloP*It• to data - 1/22/JJJ •••••• 

a ) Di-••d at Illite lloua 
l..tp Bmdboldare Proteou .. CoaDolla Stet. Depart t 
· illt- "-'101&11 ..,.._,., IIJ.o da J-ao, or ....,.nt ... 
~ oaa.eotioa with Dft plan- 1/25/JJJ ••••••••••••• •••• 

Ia~eriOilll B&Dit a Coat•- ODJ praMDta BIIJ'r, O.etoa, Darla, Coollrul, 
Cotton, Foley, Barnne1D1 8Dd llhita - 1/23/40 ••••••••• 

LiaiiOil eo..tttM (IIDitad StateeJ 
Sea Jar CoDd1t1on11 .Purobaaill& lliaaion (Britieh..l'...,ob) -

llaited Stetee O...tttea 

-P-
Praeid.t'• LiaiiOil C...tttea 

See Jar ConditiC>Gaa Pu:rcbaailll lliaeioa (Britilh-rr-h) -
United States C...ttt .. 

-R-
Roper, ~el 

See Jar CODditiODII Pu:rcbaaill& 111aa10D (Br1t11h-Frenoh) 

- s-
su ...... 

255 

Pitta&D'• latter Oil traa1111r7 porobeaea troa Japu- (1/10/40) .. 367 
a) lhite -orend~a OD proposed anner - 1/25/40.. ... .. .. .. 362 
b) !rea1111r7 answer - (1/ 29/40) . ....................... . ... . 364 

Sooial S.Oartv .&ct 
nll'e -.....dua to BlUr raiaiDc q1111stiCD or daeiMI>illV 

or redlloill& 1Dtar .. t oon to the FadareJ. buclcet or the 
o~ A&a trun Paad ..... - 1/23/40..... . ..... . .......... . 268 

etetaO.pan..t 
trw.11117 Oablaea CODtidential. h&Ddlill& outliD..S 1D 

Coobran -NDdwoJ queetion rdeed by Paavolek;y1e 
reqaeat to ... oae- l/23/40..... .. .. .. .. ............. ..... l8l _,_ 

bd1 •n•: 

~/;;?40~-~~~~~~~~~:.~~-~~.: .. 
a) Foley report• oe certaiD &a)l80tl or buaiDeea 

at trea.ur.r ... till& - 1/25/40••••••••••••·•• ••• •••• 
~-- Vallay &aathol'ity 

See "'-iDe, Gotel at 
Trade •• Dta 

IIIIU1o1•t tiM tor etuay by 'frKiar7 apiD 1De1eted upon 1D 
IIILI'r '• latter to a..,. r. 0n4;r <••detent S.Oretary or State) 
1a -ect101l with wppl-tary Caban trade acremmt -l/2J./40 ..•••.••.•.••.• ••...•......•..•••.••...............•.• m 

Regraded Uclassified



- u-
Book Paaa 

U.S.S.R. 
See War CODdi tiona 

War Conditiona 
Airplaneat 

-I-

Curtiaa P-36 now inferior to a new llaaaara~tt -
ao Ziegler (successor to Jacquin) talla HYJr -
l/21/ 1.0 . •.•.•••.••. ••• • •• ••••••••...•... 0 0 • •• 0 0 • • 237 

a) Bell (Bell Aircraft Corporation) discusses 
tbia ·situation with IBIJr &l1d Collins -
1/22/40 ... . ................................. . 

Curtiss and Bell plant viaita diacuased by I!IJJr 
&l1d General Brett- 1/22/40 .•••••••.••••...••••.• 

Ecanuel (Victor) and Baal confer with HYJr and 
Collina- l/22/40 ••••••••••••••.•••••••..•.•••.•• 

Continental llotora - ilwlkegon, ll.lchigan: 
Collins' mectorand1111 on conference with llild , 

aalea aanager- l/22/40 •••••••••••••••••••••••••••• 
Jacoba llrera.tt EDgine C...paey - Pottstown, Pennsylvania: 

Collins' .. morandUII on conference with J. s. Scrlth, 
president - l/22/ 40 ... . .. ............. . ........... . 

Ball (Ball Aircraft Corporation) 1 IIIIJr, and Collins 
conter - l/22/ 40 .... ........ ........... . ... .. .... . .. . 

Recapitulation of tentative estimatea to date -
1/23/40 •••• . .••..••...•••••.• •••. . •. .......•••..•••••. 

Johnson, Louis : Ways in which to atop his vicious gossip 
discussed at Treasury conference - 1/24/40 .... .. ..•••• 

Pierce-Arrow Plant - Buffalo, New York: 
rDR aaks that "it be given the once-over• - 1/25/40 ••• 

a) Collins' report - l/26/ 40: See Book 238, page 52 
Aaarican Securities Owned Abroad: 

Gittord (back from Lolldon), Pi.naent, HUJr , Cochran, 
and Bell discuss- 1/25/40 ••••••••••••••••.••••••.•.•• 

Exchange ~~arket reSIDI - l/22/J.O, at cetera ••••••••••••• • 

Finland: 
Ta)'lor (l'iayne) tranallits intonoation to Acarican Elobassy, 

Parle - 1/22/40 •••.••••••••.••••••••••••••••.••••••••• 
a) Cow act to FDR .......... . ........ .. ............. . 

Loan legialation sent to Senate Comaittee on Finance 
attar baing ccapletely altered: libite aa~~orandua -
l/25/40 ........ . .......... . .. . ................ . ...... 0 

Great Britain: 

l 

144 

7 

l2 

63 

ll5 

144 

169 

284 

321 

327 
40 ,184, 

296, 360 

15 
269 

Gold Holdings: Knoke study- 1/23/40............... . .... 233 
Purchasing llission (Britieh-Freoch} : 

Sea aleo War Cond.i tions: Americ&l1 Securities Owned Abroad 
Roper (lleJrlel} reported to be accepting c..Uoaion to 

De&otiate aalea- 1/24/40....... ....... . .... . ......... 288 
a) HMJr diecuasaa with »oble- 1/25/40..... ......... 370,380 

1) lobla'a anner - 1/26/40• Sea Book ZJ§, pep 21 
heoch ltiDJ.ater or AnlaeDt a&ka for uraect asaiat&l1ce in 

obtaining ThOIIpSCID auiHaachine aun• &l1d uchine tooll 
tor ~ate ahipoent- l/25/40................. ..... 32L 

Regraded Uclassified



- I - (Ooatillued) 

llaJ' Coadi.Ucu (Oaltillued) 
l'llroba.tAI 111Niaa (Brl.ti~PreMb) - (OaltiDued) 

1Jilited lltatee ea-t t tee I 
Pllll aat.Uiee Seoretariea or 1l&r, laV7, aDd 

TrM81117 that illto..-1 co.oittee baa bHII 
set upa O.ptaia Oollilla (Procv.r....rt. DideiOD, 
Tre&8lll'J), laJor Geueral G1bb1De (CNartarueter 
a-.1, J.rwtT) , aDd Bear .&daoir&l SJ-1' 
(JV-eter Geueral, laVT) - 1/23/40........ . .. 237 

a) lbite lfouM apia aaked to &DDOUDce 
eo-o•lled ColliDe Boa.NJ la.r~ acrea•1 
IIIIJr doea uot wilh l'raDCh atrair repeated -
1/22/40 ••••• ••• . ••.•••••••• ••• •••••••••••• 

1) IIJIJr am Bell, C.atcm, aDd Schwars 
to prepare releeM 

2) 10ft' a reactiOD ra_ported by Ear~ 
to Gaatcm- 1/23/40 •.•••.••••..••.••••. 

Seouritiea ll&rketa (Ris!>4lrade) 1 
Ourreut DevelopMDtal llaaa MIIOraud.lll - 1/23/40 ..••.. 

Strataaic Materials• 
Buttenorth reports OD oOD!ereuoe with Riet, Bullitt, 

at cetera, ill Parh OD hie ~ b&ck trc. lJDited 
States to LoodODJ ao~~~~~~a, alualD•, at cetera, 
41acuaaed.- 1/22/,40 ............. . .. .. .............. . 

'fill aDd Rubber• IIIIJr aeke llobla tor !icv.ree OD euppq 
aDd aporte to Rueda ill cODDeotiou with Louie 
3ohDSOD'e etetecaut- 1/22/40 •.•••••••.•.•••• •• •. •• 

a) ~4~~~:~. ~ • ~~~~~. ~:. ~~ .~. ~~~ .-
'fqet•: A.erloaa liabaaq, Perla, report a OD dliOQ.8810D 

ill Lioboa or purcbaMa 11h1oh M;T eveut~ reach 
~ aud Russia- 1/23/1,0 ••••• •• ••.•..••....••..••• 

U.S.S.R.: 
Ship.Dte t o - 'llbita -oraudua - 1/25/40 ............. . 

Pace 

154 

2 

153 

188 

21 

136 

m 

?49 

369 

Regraded Uclassified



JanUAry 21 , 1~ l f <{o 

(Dictated January 22 , 1909-

Ur. Ziegler, Chief Engineer of t he French llin­
istry of Air, cnme to my house at 6 o'clock Sunday 
night. He has taken over t he work of Colonel Jacquin 
who has returned to France. 

Ziegler says that sometime during December, the 
Gerl'lllne ~ot out a ne11 llesserschmit t pursuit plane which 
is some 60 kilometers r~ster than the ~xrtiss P- 36 and 
that they now hAve oupre~cy in the a ir. The French 
had a ne~ plane which was Just comine off the line and 
t hey have not put it in comm1Asion as they felt i t wae 
not work teaching their aviators how to fly t his plane 
as it is inferior t o the new Hesserschmitt. 

He sai d they want to buy a plane i n t h is country 
that will do 600 kilometer3 an hour and it looks as 
though t he only plane we have that can fill the bill 
is the new Bell f1~hter which they claim will do 400 
ki lometers an hour. 

When I visited the exhibition at Bolling Fi eld, 
Saturday , General Brett told me that one of the things 
they need so <'.e eperPtely ! a t o have sooe t echnical man 
at the Allied front t o keep t hem posted as to latest 
developments in the air. He said he has been t r ying 
tor months t o ge t this, without success. He says the 
only information comes t o him thro•lgh one Curt i ss rep­
r esentative who is over there and th~t he did not know 
about the information brou~ht to me by Ziegler that the 
P- 36 was considered obsolete by the French. 

. . 

1 
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Pruent; 

Mr. Bell 
Mr. G&aton 
Mr. Schwarz 
Urs. ll:lotz 

•:~o P·•· 

fill Jr: 'l'hia is what happened. I c&lled up 
Steve tar{y &nd said I am getting on a hot spot again 
on this airplane bueineee. lf&e there any reason thia 
eo-called Capt. Collins' Board could not be announced 
by the Wh.1te Houeef 'l'hat that would be the anner. 
Steve Said •wn:r notf And let's aay you are going up 
Wednesday to inspect these pl&nte and General -Brett 
and Capt . Collins are going with you and, if necessary , 
take the other two members of the Board. I will either 
announce it tomorrow morning at my presa conference a t 
10:~0 or the President oan at hie at 4 o'clock.' If 
we had done that with the French, before th1e fellow 
dropped out of the plane -- 1f the hurdles are too high, 
he will let ce know. Ea.rly advised the same thing 
when I went to eee him about molybdenWII. l'e had the 
State Department D.rulounoe it. llobod;f haa ever quest i oned 
it. . 

What he wanta ue to do ie prepare a statement 
showing what the Col l ins Board ia, who ie on it and what 
it ie to do. 

Kow, lloRe1J10lda baa been in on thia. I don ' t 
ltnow, Herbert, whether you want hia to oome over to your 
office. I w&nt th1a written ton~ght , eo Steve baa it. 
llao ltnowa a a auoh about th1e ae anybody. Do you ltnow 
anything about it, Herbertf 

Mr. Gaston: All I know ie it 1a a clearance 
board to hilp regulate the purohaeu of the f oreign 
Gove1'11118nh, belligerent govern~~~ente, in the United Statn. 
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HU ,Jr: Uac wrote t he regulations and the whole busi ness. You had bett Pr get him and get the whole t hi ng into Steve Early's hands and come out publicly and said General Brett and I are going up there Wednes­
day to inspect these plants. I can't go to Buffalo without t heir knowing I go t here. 

oa, toD: Curt1ss- Wr1ght ? 

HU,Jr: Curtiaa- Wrlght and Ball . And let's do thi s bef ore. I am no t ~oine until Wednesday. 
You see, what ls hAppening, the Army ls again cllpoing thls stuff out 0 What am I doi ng thls for ? I am doing it to give t he British and French a break over our own needs.• 

Mr. Schwarz: Such a statement would throw it right back in their l aps. 

HU Jr: Well , it ' s t he President of the Uni ted States anA if he wants to designate t he Secretary or t he Treasury or the Di rect or of Public Health or a ny­body else to go up to Buffalo openly t o loOk out a plant - - can' t I go up and look at an airplane pl anU Wha t ' s the matter with that? 

Mr . Gaston: What ' s the matter with that f rom the Army etand,point is t hey have had this function of clearance bef ore and i t has been t aken out of their hAnds. 

mt ,Jr: There is smoke t here, H,er ber t l you think there i sn ' t ! 

Ur. Gaston: I should not wonder. 

Don' t 

m.t , J r : .. But I wanted Bell to know about t h1e thi ng. See? J ust whAt ' s goi ng on. But I will leave it up to you. The whole War Department -- Wo~-1ng, Arnol d, J ohn­eon , have fought us to a standstill on this thi ng and t he President of the United States want s to do it this way. Woodri ng and Johnson argue wlth hi m s o he has to use me. All right l I thlnk I am serving ~ country by using me. I may have to tPXe the rap . That's all. But get thls thing toGether toni ght . Walk it over yourself, Chick. What would you think -- t ake Coblina over t here tomorrow or 

3 
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Just walk it o•1er? No. I think you walk it over to 
Steve tomorrow and wait in his office . Get t here about 
9: 15. You got any doubts about this, Herbert? I will 
be investigated and everything else. 

Ur. Gaston: No. We had better not have a mystery 
about it . Haven't hurt anything but the f eelings or the 
Aroy. 

KU,Jr: I can't help it. 
te.lll thllm what he said. 

Tne President at Cabinet 

Ur. Bell: That the Secretary was out in7estigsting 
a i rplane plants to see if they could be expanded particular­
ly to manufacture engines , ~ot only to meet our own needs 
but also foreign needs . Monday morning it was in the naper. 
ThAt's all he had to say at the Cabinet meet i ng. _, 

Mr. Schwarz: 
it becomes complex. 

It's eo simple that by speculation 

HU ,Jr: I can eXPlain it, but I CP.n 1 t say I am do­
i ng i t at White House ordern. Well , why doesn' t the 
White H~1se say there 1s a Collins Boord and Steve Early 
says 1 let 1 s say it before some Frenchman drops out of a 
plane . • 

llr. Gaston: We eight mention the Coordination Board 
which the President had, the Chairman of which was the 
Director or Procure~nt. Coordination Board on Army and 
Navy purchases. 

Ur. Schwarz: As a precedent. 

(At this point, Hll,Jr spoke to Ltr. tlcReynolds and 
following lathe Secretary's side of the conversa tion. ) 

HU , Jr: List en , we are fixing up some publ i city 
tor Steve Early on what I call the Collins Board and in­
asmuch as you drafted that thing, come on over to Herbert 
Gaston's office and help the boys fix it up. Right away. 
Big day to fi nd you there at a quarter of tive l All 
right. Gaston will be ~alting for you. 

oOo-oOo 
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Oaptalll 
Oo1111lll 

BI(Jr: 

0: 

HM.Tr: 

0: 

HMJr: 

0: 

HMJr: 

o: 
HMJr: 

C: 

HKJr: 

0: 

HMJr: 

0: 

HMJr: 

o: 
HM.Tr: 

0: 

HM.Tr: 

01 

I ftl woll4ering it 1. t would be pollible at h11 
reque1t to let Bell o011e in to IM :pou tor jult 
two llillUtel to110l'I'OW! 

Yell, DOW )"'U an4 I are going up there Yelqe141Jo 

I 41dn1 t !mow that. 

Well, it hal juet been arranged. 

Oh, I eee. 

And he'll hear troa General Brett right awar. He'• 
going to oall him. 

U.ha. 

11'e 1 re going up there 11'e4Du41y. 

All I going wtth rou, ei~ 
Yeah. 

I 1ee, air. 

AD4 the White Route, UD1e11 they change their plane, 
are going to announce the eo-aalle4 Ooll1nl Board 
and the tact that :rou and I are goiDg up there, 

I eee, eir. 

!her' re going to do it ri~t out in the open. 

I lee. Yell •••••. 

Bell oould ooae in and eee 1111 to110rrow and •••••• 

What U• would be OOD'ftnlenU 

ne'ftD-.aurtr. 

~e, air. ~'llbethere. 

I • 11 haft h1111 iD thn. 
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0: 

HMJr: 

o: 

o: 
H!'Jr: 

C: 

HMJr: 

C: 

H!{Jr: 

0: 

Hl!Jr: 

o: 
H!I.Jr: 

c: 

- 2 -

Ele•en-thirty. 

Yea, e1r. 

I think that you ought to -- I'm going to haTe 
Gaston and 1 0hiok1 Sohwar~ write a release tor 
Early •. • •. 

• • •• •• and I think you better oome o•er here to 
Gaston• a ottice and see it and help. When oould 
you come over? 

Any time you say. Tomorrow you meant 

No, now. 

Oh, well I could come over now. 

Well, come over to l·lr . Gnston•s ott1ce , will you'l 

I'll do that . 

Right. 

Yes , sir. 

Thenk you. And 11ow that's tor Bell tomorrow at 
eleTen-th1rty? 

Eleven-thirty, sir. 

Rigbto . 

All right, e1r. 
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l!MJr: 

Operator: 

HI1Jr: 

Gen. Gee. 
Brett: 

Hl~Jr : 

S: 

H!!Jr: 

B: 

m:Jr: 

B: 

m·Jr: 

B: 

!ii:Jr: 

B: 

ln!Jr: 

B: 

Hello. 

General Brett . 

Hello. 

H. 
General Brett 

Mor genthau. 

Yes, sir. 

How are you? 

talking. 

January 22, 194o 
4: 22 p.m. 

Fine and dandy, how are you, sir? 

General , I thought that I•d, aft er lunching with 
the President, that I ' d go on up t o Buffalo as 
you suggested and see the Curtis and the Bell 
plant. 

Yes, sir. 

No1t, is Wednesday all right? 

Wednesday is tine , sir. 

\'te l l • . ... . 

I • .... • 

What airports do you go t o? 

Well , we go right t o the - - the Buffalo airport, sir. 

Does •.•• • • 

And either Bell -- either way you Wish it - Whether 
you go t o -- desire t o go to Bell first or Curtis 
first, why their representatives will meet you and 
then we'll go right out to the tao tory and go 
through t he f actory, epending as muoh time as you 
wi•h. Then we can go from there direct ly over to 
the CUrtis factory and spend as much tias as you 
wi sh there. 

7 
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!DI.Tr: 

B: 

HMJr: 

B: 

HMJr: 

B: 

HMJr: 

B: 

HMJr: 

B: 

Jn.!Jr: 

B: 

HMJr: 

B: 

HMJr: 

B: 

- 2 -

11h1ob would :pou eusseet going to tirett 

Well, I would eucgeet going to the Bell t1ret, eir. 

All r18ht. Now -- ve 1 d only go it 1t was a good 
daJ. 

What tiae vould :pou le&Te in :rour plane' 

Yell, ay plane doee about 150 miles indicated air, 
which Taries trom 135 up to 1~, and I would -- I 
think it1 e approximately an hour and t orty-tiTe to 
two houre 1 trip. 

LeaTe about eight o'oloo~ 

Vhat 1 e that, eir? 

Lean about eight? 

Eight vould be fine. Where do you take ott from' 

Yaehington Hoover. 

You take ott Washington Hoover. 

Yeah. 

Yell, I could keep in t ouch With you and -- in fact, 

l uet follow :pou up ae far aa tha~'• concerned. 
bout What speed do :pou make' 

We oru1ee -- I 1 Te got a Loohheed. We oru1ee at 
about 16o. 

Yeah. Well, I'm - I 1a afraid you're a little 
taeter than I am then eo I 1 ll plan - Illl tell 
:pou What I'll do, Mr. Secretary, I'll plan to take 
ott - oh, probably half an hour, thirtJ-fiTe 
minute• ahead of you. If the weather ie o.x -
I 1ll get a report - have my pilot get a report 
trom :pour pilot and if you • re planning to take 
ott at ei8ht-th1rtJ I'll plan to take ott around 
IITin-thirtJ eo that -- in rtew ot the tact that 
I 1a elower. 

8 
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!l!-!Jr: 

B: 

B: 

HI~Jr: 

B: 

HHJr: 

!l: 

HJ.fJr: 

B: 

HJ.!Jr: 

B: 

H!l.Jr: 

B: 

!!l!Jr: 

B: 

HJ.!Jr: 

B: 

H!~Jr: 

B: 

!!MJr: 

- 3 -

Well, I 1ll take ott at the -- supposing I take ott 
at eight- thirty? 

All right , sir. You take ott at eight-thirty and 
I ' ll take ott at eight. 

Yes . Now, my pilot's name is Burke - - B-u-r-k-e. 

B- u-r-k-e. 

And 1111 have him at t he weather bureau a t the 
Washington Hoover field at seven- thirty. 

O.lt., sir. 

Yes. 

And how oould he oontaot your mant 

~Tell , I 1 11 have my pilot, 'Whooe name is Berry -­
I1 11 ha ve my man oontaot your pilot at -- at 
seven-thirty, sir. 

At the •••• •• 

At he ' ll oallhim at the Washingt on Hoover Airport. 

Yes. Well, he'll -- the weather ~ureau. 

Yes, sir. 

It's --he's a Lieutenant in the Coast Guard. 

Yes, e1r. I'l~ have him oall your man there. 

And they oan deoide between them whether the weather 
is dll right to go. 

Ye8 , air. 

Will you make the arrangements with Bellt 

I' ll make all the arrangements with Bell, yes , sir. 

All right. 

9 
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B: 

HMJr: 

B: 

BMJr: 

B: 

HMJr: 

B: 

HMJr: 

B: 

HMJr: 

B: 

HKJr: 

B: 

HMJr: 

B: 

HMJr: 

B: 

RMJr: 

B1 

JDIJrl 

----
I 1 11 pt a ire ott etaUns that w•re planntas to 
leave here eight-thirty on Wednee4ay, lbou14 arr191 
about ten. 

Tee. 

Inepeot the Bell taotorJ firat an4 then followed by 
an lnepeotion ot the Curtie taotory. 

I'• -- I'll plan to take ott at eight-thlrtr. 

light-thirt7. Yea, sir. 

And I think I'll take Collins with me. 

Very well, sir. 

Do 1011 !mow bia' 

Oh, 7e1. Captain Collins. 

Tee. 

Oh, yea. 

You get along all right with hla. 

Ver7 well, air. 

What? 

In taot I get along verJ well with enrfbody. 

(Laughs) Well, so do I, but it 11n1 t al-7• two _,. .. 
Tee, air. Well, I'll •••••• 

low, I'• not -- I'a I'Oi!'lr to V)' to keep thle quiet 
beoaa .. I 4oa1t l1ke aD7 publloltr. 

Very well. Well, I oan - 1D faot Larry Bell 11 up 
at -- he -• up at the carlton thie afternoon. I•ll 
tr7 andJet ln touoh with hia an4 tell h1m tbat ve•re 
ooalng a there le to be no pabUolty. 

lllpt. lllcl1t. 

10 
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B: 

m~Jr: 

B: 

m~Jr: 

B: 

ffi'Jr : 

B: 

I!!!Jr: 

B: 

m~Jr: 

B: 

HI~Jr: 

B: 

HHJr: 

B: 
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So we 1ll just slip in and nobody would know anything 
about it . 

The President had a grand time there Sat urday. 

Oh, good. 

Yeah. 

I want to thank you for helping us out on that, 

Well • .••.• 

We were very anxious to have hio oome but we didn't 
know quite how to persuade him t o do it. 

I ' m having a l i ttle trouble now with the press 
because they say that -- t he same thing t hey 
started last time, that I ' m trying to push things 
for t he Allies over t he -- our own domestic require­
mente, which of course isn't true. 

I eee. 

As long as the President want s me to do this I ' ll 
do i t and I ' ll have to take the rap I guess. 

I see. Well, I ' ll tell you we'll. get a much better 
picture of it after we've been t o Buffalo . · 

That• a right, 

Yes, sir. 

All right, I ' m looking forward to it. 

Yes, eir, Bye- bye , 
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January 22, 1940 

Present: 

Mr. Victor Emanuel 
Mr. Seal 
Oapt . Colli ns 
Mrs. Klotz 

l.!r. Seal: 
engine running by 
Septer:~ber. 

We are goln~ to have the Lycoming 
June and delivered to the Navy in • 

~ Jr: Let's say it is acceptable and the 
engine ~success, beg1nn1~ with Seotember 1940 
you say it will t~ke ten months · to tool up, provided 
you can get them. R3ve you talked to the machine 
tool people? 

l.!r. Baal: Yea, ~e have, and they are ful l to 
capacity a t the moment and are behind. I have an 
idea that things can be done to expedite those deliv­
eries -- plant expansion in the machine tool industry. 
For a program of the kind you want, we will need 
1,600,000 feet . If we were to get an order to pro­
duce 1,000, we could not do it at Williamsport, but 
if " e were to produce 250 a month we could do it at 
Williamsport. We would need a footag e requirement 
of 500,000 square feet and ~ould use the plant we now 
have at Williamsport for an experimental plant. we 
would put the new plant somewhere near the airport . 

. r ,Jr: Rave you studied the tools which are 
availab e at Packard and Reo? 

l.!r. Seal : The aircraft engines are different 
from automotive engines and are not, therefore, adapt­
able. 

HM,Jr: If there was a~ order out for 1,000 
engines a month, you would have to build a new plant and 
supplement the tools that you have . You say that in 
September you will deli ver these engines to the Navy. 
Let's call it October. And you say ten months to tool 
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-~-

u'> , :-,nc1 I ··i l l s~J :"' ye~r . Th An "J0'1 '"O'..tl~ h,., ,,e over 
e yenr to b•111d n u1a nt nnd -et l'O"dy . By t:.~ ti:ne 
yo u -et yo'll' -,l nne t e s t ed , 1 t "'i ll be o•1 t o f a.nt e . Ho•·•-
cver , I m.oy be "T on- . 1 , 000 horo~'"lO"er .. ,111 not be 
1·r·a cnou··, . 

To 'lrO ,,tee 20') e:I-· i nes n r.to:-t t't , for t :1e ..,l a nt, 
too1e , etc . , :.o•· -mc:1 ··o·.1ld i t coot' 

:::-- . 3""'1 : 
'Jl nt 1 <;~:Jl ... . 

=-4:,_ : '"10'1! ­
:on4 :r? 

·o o·t ~ sel~ s coc:~ 
:- _C!IP ; .• ,lc 

::. E:can·.1c1 : 'Je ... ~ tl~ e1~· .,..,~ :1~.vo. t~ C!) :::at or 
d1.., IO"'e o? o:.:er ~sse";s t' . t ... e :lf've , "nd in a ln.r - e "lr o-
r• of t . .1:; qor~ ·-e '"O'tld ::.e -1111n · to C.:l t ::.-:; "lrovide d , 

<:>f co·Jr,JP , ~:1•: 1-: ·"as "lro!' i t· 'ole to 'l"e . '7e !1:-.ve s t oc': 
111 ... !' , ._-;~cr1 c~r. Air lines , •JO'.lt 10 , 000 , 0()0; r:lso l Or, o!' 
t .. C Ptoc:: o-: p ,-. n ru:tc~ic-n , "':.1c:. " tC'tn t., t o ;<!\bout 

: ,G.lo ,ooo t o ,;s ,coo ,c:o. 

i: .... . E~ttn'..lel : Yes . ·1e :.: vc t• · ,, C O'i">~.nies . We 
.. ,we 'oo•1t 110 , 'JOO or :15 , 000 r:t"l'es . 

. .. 
11':" 

..,. - ea1 ~ ) -·~ :: ... 1"0 ~~:~o::o· t-'-: "e.r-e '";~ t? -""ll 
: J."' lro-~""-: -~·J.l-i bP ..,rof1 t"':.>lP to -~~ . 
~~ ·o 1r::o t: .e "'1:....-,l"'ne> :l"n_t.,. ~: 1!'1n ~ . 

....!"'o?!6 ed 
7te -o~ld 

H: : ,J : 7 o·ll_, :;·:n? ~"'n ""cco~::'l: o:!' ~- ,P nel"":r in 
4
..: .1 n • ~ 1 "',o~1n- :·o·.t c o·.tl l. et " l 1c,. "e !'or o~e o:" t::e 
~ccr""~tC'" Pn ·1ne s , ... o·C.d t ·r .... 1n~~reB"; :ou? 

~oll~ :1.'ls ·.">Tone ... d '" to ::l"':e 
~:: ... ,.. --r~ "'i ··t1.n""' o!'l t::..,-: . 
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HU,Jr : 
hubs a day for 
to make seven, 
Whitney. 

I understand that you are maki ng f i ve 
Curtiss- Wright and that they want you 
but that you have nothing from Prat t -

Ur. Emanuel : That is correct . 

We have enough assets to finance ourselves i f 
the aviation program will be a profitable one for us. 
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FROM: 

DATE: 

American Embassy, Parie, France, 

January 22, 1940, 0 p.m. 

NO.: 10:5 
·. 

The following is personal and confident i al tor 

Secretary Morgentbau trom Matthews: • 

Reterenoee: Your letter ot October • asking that 

oerta1n messages be transmitted to Mr. Wayne Taylor. 

Telegram No. 94 ot January 19 trom the Embassy. 

I had lunch tod.ay with Mr. Taylor. He said that 

he had oeverai important impressions about the situation 

in Finland tlhich he would like me to tranomi t to you 

by cable . Finland in the first place, he oaid, is in 

deeperate need ot every oort ot munitiono and armo, 

As tor the munitions, fortunately Finnish guns are of a 

similar caliber to those ot the Rueeiane, and captured 

euppliee have enabled them to keep going to a large 

Notwithstanding this, when Mr. Taylor lett on Christmas 

eve the Finnish military were even then coapelled to 

husband the munitions they still had, In this regard 

the moat help has come trom Sweden, but even eo the game 

will be up unless l arge quantities ot munitions, guno 

and airplanes are received by Finland by spring. 

15 

He eapbasized a second point, and that wae that theee 

euppliee and supplies of the Red Croee are needed immediately. 

Mr. 
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Hr. Taylor said he i a not familiar with the shipping 

situation, and he vaa not inclined to put forth any reaaone 

or blame tor the lack of t ransportation facili t ies; 

however, be felt that the fact that i .sportant quant1t1ee 

ot Red Cross auppliaa and ot her materials whi ch are verr 

muoh needed are being held at New York because ships are 

lacking for their t ransport - whether neutral , Allied or 

American ehipa - (omission) the Finnieh caus e serious 

harm. Mr. Taylor sai d that January 19 waa the first date 

on which a Red Cross ship cleared, and he expressed the hope 

that i t might be possible tor you to bring some pressure to 

bear to influence t his particular aap eot of present cir­

cumstances. He mentioned that food is the one thing that 

the Finns are not in need of, and t hat it would be a leas 

to the cause of Finland if any cargo epaoa were waetad on 

ehipsente of food. 

The Finne have f ound very useful the money and f unds 

whi ch have been received through t he Hoover Relief 

Committee. However, Mr . Taylor said that t he volume hae 

been disappointing, and he expreee~d the hope that somehow 

there Y111 be f orthcoming a l .arger volu.me of voluntary 

contributione. Hr. Taylor f elt it would be of only 

limited aid to Finland if the Uni ted States Oovernsent made 

any loan with restrictions preventing ita utili zation tor 

arras 
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arme purchases - and he said he ie well aware or the 

factor• influencing such reetrictione. 

17 

He eaid that one of the principal reasons for the 

defeat of Finland would be the lack or man power, unless 

eubstsntial quantities are furnished by the Allies in the 

near future, through an expeditionary force, a move which 

is very much favored by Kr. Taylor. The 15,000 volunteare 

from Sweden he said are excellent, but that sheer exhauetion 

is taking ita toll or the forces made up or Finne, 

END SEOTIONB ONE TWO AND THREE. 

BARNES. 

EA:LW 
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PARAl'BRASI: OF RO'fiOJ FOUR OF TELEGIIAX JO. 103 ot 
Januar7 22 troa the Aaerican Eabaeay, Paris . 

18 

Kr. Taylor aa1d that the situation in Finland could not 

be better trom t he point or view ot morale and organ1&at1on. 

HovaTer, be aa1d that the leader• do not have eny 1llueiona 

that once spring is here they will be able to bold out 

1n the absence ot much more assistance by way ot man, 

money and munitions than baa eo tar appeared on the 

horizon; be added that the J'in.na are spending a pearl at 

a time, but that 1t would all be over by summer unleaa 

they received aaa1atance 1n a big way trom t he All ies or 

trom the neutrals . 

END OF MESSAGE. 

BARNJ:B. 
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.... 

DEPARTMENT OF STATE 

WASHINGTON (! 
J&nU&1'7 22, 1940, 

Tbe Secretary of State preeente h1a oompl1mente 

to the Honorable the Seoret&l'T of the Treaaul'7, and 

enoloeee tor h1a 1n1'oraat1on one oopy o1' pa.raphraee 

of telegram No. 103 of JanU&ry 22· from the American 

Embassy , Par1e. 

? J -v . 

">""- I 
\,J 

o> 
("I 

"' 
.; 

' 
;;,: 
' 

., 
i ::) 
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TO: 

FROL!: 

January 22, 1940. 

!I!:?~RA!IDml 

Secretary l!argenthau etf!__ 
llr• Gaston 

Herbert Feb called me today at 3:50 P.U. to tell ma 

the following: . He said I was proba~ nu.1l1er with the tact 

that BrazU had quite considerable iron deposi ts. United 

States Steel Corporation, he said, on its 01m 110tion and not 

as the result of an;y sugcestion b,- thi s Oovemment, had sent a 

committee of seven experts to Brazil to look into the possib1l1ty 

of developinG these resources . The report of these experts hu 

been received end a tentative decision 1a understood to have been 

reached that 11nited States Steel will not go into BrazU. The 

State Depe.rtment thinks it desirable to review this situation • 

.lccordingl;v they are calling a meeting tor Wednesday at three 

P.l!., to be participated 1n ey representativea or various depart­

ments. State will have a memorandum prepared for discussion. 

The purpose is not to reach Bey decision but r:erel;v to see it 

20 

ey g ood ideas em be noked through discussion. There will be 

persons present r epresentine tbe R.F .c. end Ccmmeree and a repr..­

Gentative frail the Treasury Department 11 asked . Ed Noble...,.xpeeta 

to attend Cld poeei~ Jeeee Jones hiiNielt. I told Jlr. Feia that 

,.. 11t>uld be represented . 
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DEPARTMENT Of' STATE 
WASHINGTON 

January 22, 19.0, 

The Seoretary of State presents his compliments 

21 

to the Honorable the Seoretary of the Treasury, and 

encloses f or hie information three copies of despatch 

No. 4,266 of January 3, 19.0 , from the American Embauy, 

London, transmitting a memorandum by Hr. Butterworth 

setting f orth the information he conveyed to the Embassy 

in Parie at the request of the Secretary of the Treasury. 

- .... 
~~ .... 
""'"' "' . . .. s ,..., 
~- _, 

~. ..: 
~ - , ..... •, ~ 

.. 
'"';,: e; :.. 

~~ g :.;. ... 
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' . L . to wuv}:&. ·.<.: •• ~.u J.t~4s 
•'r"'" •,ho hmbaaay a t London, England. 

!!!.2!.!1!UU! 

·· · ·3· JAH. 1C~O 

Dl l'WM ~ tbe 1Jft1 ted Sta tea to IMICI«l I Naobe4 

Parh at e,•a a.a. an Satoul'ISa7, DM-"er 1e, and len tbl 

AiJ' Pl'alliDe 'l'eNiA\UI at 12 noon Oft the •- 4&7· 

Betore lea'f'1na Waahlngton the Seoretu:r ot tba !'rear 

v.r:r ~·Mil that I ... M. Riat 1n r arla Who ba4 ttret 

ralNd with )ll' , llattbewa tba quaaUon ot axporta ot .ol,..._ 
4- aDd that I J.ntol'lll hla ot the e.gre-ant ot tM Al!lal'1-

1101)'bdia- produoera to Ntl'aln t'l'cla e'IJ)ortin& to Ruaala 

or Japan tor the t1me baiDg. In tum, I • IJ6geatec1 that 

a1noa daYa1o~ta would no dCJUbt oocnar J.n oonnMtlon wUb 

thla queet1on 'bet .. en rrt departure .rr- Ylaeh1ngton and wt 

a1'1'1Ya1 1n Parte that • talegraa ot 1ntoftlot1on and J.n­

atNotlan be aant oara ot tlla EI!Qiaaa)' 1n Pal'la whlob 'WOIIl.4 

ton~~ m a ut hor1tat1Ya baa1a tor an)' tallc I 1111ght hava wltb 

• · lllet. .A1noe I waa J.ntor.ad b)' ttw labaa a:r in Pal'la that 

no auab '-lesrua had bean raea1vad I 414 not aaalc o.n app->1nt• 

•nt with •• R1ato. !lor c11d 1 - an:r other orttolal 

Pl'elleb Ocl're-t or ot tba a.n1c ot Flwlaa. 

Aa "parted 1n .., • .., , DM.._...r 18, I did han the 

opportounltJ ot blld.ng wUb •~" • Ndtlwwa .n4 Mr. Otrte 

aDd I ba4 a telephone oanvar aa t1on with /IJI'ba .. a dor ~Utt 

llho ... at bla •-trT plaoe at Chant 1117• 1 lett with 

llr. Mat~a. aDd 1 ao 1ntor.ad t.-baua4or Blal.l1tt, two 

oop1ea of tn. tol1owins enolo..S 4oo-••• 

(1 ) " llot .. on 'rlpr1d PrortuGtlon or Uo1tb­
d emua aJld on Conau~~~Pt1 on b)' Cart" 1n C ountrle a • 
wh1Gb waa £1.'Yen to tbe Jecretal'J' of the ~aaa• 

ur)' on ,P.oatlbar 6 b)' the C1111uut Uol'Jbdanua 
OOI:lp&n'1 onc1 Regraded Uclassified



(a) a loUer of DH~er g whieb .... 
hill Do .. l'loa or *be lnternattonal Wteal 
COIIpaiiJ' .,..,e to lll'o AJ'tbur Do r-rte, a 
0C1P7 of 111b1eh tho laUe• poRod to • MN of tho l'llll AJ:tel'io.n Ollppero 

'l'heee doo-h oonett tut od tho onl7 Wl'ittll'l u terlal 
whloh I had on thla general quoot10Do 

I aho ga'fe 1111ara . ~atthew1 11114 Of tle nob Oftl 1D­

tor.at1on • • I bad . I e xplained that I waa 1n !In YCIII'tr 
et tho ~enll Reoerve Bank on the arte,_ or Pl'lday, 

'Dio•bot• 8 , when l.lr . ll!orgl!nthau telephoned .nd 1ne t l'\loto4 

ae to oall 1=oc11ately upoo ur. Purrla 11114 attor \alk ill(! 

24 

w1 tb h1s to take t.'la nl1;ht t l'lin tor Wa llhingt on J thet '111\on 
I 1aw lllr , Purvh he h ad returned thet ~m1ng rr. l'u htng­

ton 'llbeN he had 1een IIJ' , Yor g enthau 1114 dhoualod tho 

pNbl• of t ho pJ'Oh1b1 t1on or l!IOlJ'bcllllla export• ln 1'1• 
latlon to the other ol-ta ooe~poa1ng alloy 1t .. h, thot 

arter - lng Rr. l' orgonthou be ha4 t alko4 with lh• , 9ta:>l.,. 
of tho I n tarnat1onal 111olcel Coepanr who, on bh O"'l 1n1tia• 

Uft, bAd 16J'004 tha t no t'llrthor niokol oxporta to nuu1a 
-.14 be • do 'b7 h h C011panr but he oollld no t undertake 

any ~t:llclt u 1'18~ e xporta t o Japon wltbout pl'ior 

oonaultatlGD rith Ilia LondOD I IIOOlateiJ that lfro Nerloa, 

the Ch ief lleb lllll'g h t or tho I ntomaUon&l Jrlokol OGepttAJ', 

w.a to pt"'pG'' a brief Npoll't OD tho ~110111 pi"'bl• 

whlch 11 now to be found ln the letter to wr . ~~ of 

Doo•bor t. I a b o into~ llelll'l . llatthnl end ortlo 
that I ba4 atM! 'ocl OD 8atlll'da7, DHembol' G, the -•till(! 

bot - • •· J~Ros•tb8a and the offl otah or tho Oliaaa 

llol J'bclanua Corporation and • •• gl'fen at that t~e a oopy 
of tLLe "llote1 on Worl d Proctuotloo or l!olJ'bcllllla and on 

c on '"""l"· .. oo<l_ Regraded Uclassified



Conwapt 1on bJ Certai n Countri .. " , tho or1o1nal or wh1ah 

bad b- .uppl1ed to llr. Morgenthau on o.o- ber &. I 

atated that it -. Agreed a t tho 111eetlng that the Cl 1Ma 

»olJbdenua Corporation woul d to~ate vr opoaale wbiah .,-
would be pre .. nted t o ll!r . Uol'gentbau 1n the csouree or 

the fol lowi ng -e:<, tlu.t a t the mHtil'18 tho ort1o1al• or 

t be Cllr.ax Corporat i on had uproend oppoe1tlon t o the 

idea that tbe Brlt.leh and ~'roncsh tdght , by - r or~P«t­
eation, buil d up unusual etooka or ~olybdenu. •• \~~ 
cont rary to t heir general bueineas policy but tha t ~7 

appeared to want o.n oppol:'tunity to demonetrate the extent 

or the utility or their pr oduot to our own HayY aa wall 

as to the nr itl eh and F'r.mob eteel i ndllet r1ee. I al.o 

stated that when t he otficiale of the Cltaax Molybdenua 

Corporation were aaked Whether in delay!~ any aalee t o 

Ruella or Japan they ooul d not advantageouely refer to 

the Preaident•• public etateacsnt or ~Clamber 2 they stated 

that the ~t of mol Jbdenua Wbioh want i nto an airplane 

waa eo •a.ll that thor felt it would be better mer ely t o 

adopt a pol10J or delay in anr dealinga wh1ch they llliebt 

have in the very near tuture wi th ei t her ot theee buyere 

until the whol e poe1t1on had been tul:'ther clarifiod. 

I abo paeeed on a menage trom llr, l!or genthau t hat 

althouGb ~•ual e t forte bad been made i.n r aahi ngton to 

meet the Fl'enoh Oovernment•a ursent d&mAnd in the matte!' of 

aluainua, including the personal i ntervention o r t he r l'eai­

dent w1 th the al\alnum company, the French representative 

mentioned ln the Paris nboosy •e teloc r&ma hnd not rondo h1e 

a.ppenranoo in " aahington and t bo l'rcsnch J::lolbaaay in ~eshtns­

t.- !mew n othing or biel . Regraded Uclassified



1 ~ .. ,.. ... • M ..... ,....._ • ... ~ -rs ae 
rr.. ••· .......... •-. .,..., uaa• be • ,. ,..,_ 

ll'e .. ,._ _. • .... hie MlOWI' ..,_ .,......,. 

Ulll UH .... U Ule peN.-! .... 1- IIIMe be ,._.. t• 

~. •• to Hill! •a. .,.. -11111'7 ,._*"Ill w• 

Uld •p1q ~ ... ~ pr•- •x•. 

W. W • BVIIIRIOI& 

LCJillOI, h=e'T a. lMOe 

.. -
I ; 
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110'1'18 01 wau.D PRODUC'l'IOI! OP KOLDIIDI* 
Al'lD o• COifS!JI!t!lCJI BY 01!R'l6111 COIIII'BUp, 

21 

t'he prod\a.Ucm of _1,.,_ hr tbl :r-u 19all ao tu 
ae ou - be oatS..ted, w1U be appi"'JEboat.t7 ae foo11ow 
(:t'1SUJ'OO uo 111 peaada o:t' ~- oontalned 111 aU 
forwa ot .ol.J'Id•- pl'Oduoto) 1 

Other CO!f!Uoi.Ot 

lluleo ._,. 
... u .. 
'lf1eooU~~n-. 

-----
1,000,000 
1,000,000 

aoo ooo 
100 •• 000 - 8,600,000 

ae,aoo,ooo lbe. 

Aa 1Ddloated aboYe , Cllaaa ••-•• tor a'bollt '1~ ot 
the world produot1cm. 

Booallao of blldnua oondl tiooa els-a• pl'Oduotlan 1n 
1~11 w1U be 1-r ~ 1t -.. 111 lN&. Ilul'!ns reoent wooko, 
~ ...... Cllaaa ~ -.14orabl:r f.noNaaed 1ta rate of pro-
12uoUOD and at the -• 1a pi'Od1lo1ng at tba rato ot approx­
S..hlf •.ooo,ooo lba. por -· 

x--u•a .o1.J'Id- 1a a b,--p~t of Mppor 1111to 
tJtah 111M, Ua ~ pi'OdaeUcm tMNtore ftl'let 
aoool'd1ng to 1to oopper pi'OdlleUcm. E._tt 1.8 lm- to 
haft J.Mr~and. 41aP1J1a the laa' tw -11:• lto .... ot jiliiCIM• 
1Aa ooppor allll, haaeo, .olJ' d. 1 • 

l!!talp ,._ .. .,, • 

Olbu .... a -tNot 111 ... .-bar 1~ wlth tho W. tor 
the totalltUaolUl Nqall' =to of .o!r::eaa• hi' tho~ 19a9, 
lhl..-u •p'••• Ulla •• ..,... ... at GODPl•ted. 'lbe 
P~ t. ':!re= to ltuoala aa to ... , Europ- blqen, 111 
the :t'- ot ~~ n1;hlcl; --'"*••• 29\a reqlll~ta 
- ooUaato4 lD tho eonV..I: •' ..., •tr1e toaa ot qcm-· 
tratoo wlllb tbe P""lalon tbat 11 the USSJI Nledo4 11101'8 -­
oontra£-a tbef would s he Olbu a chaDoo to euppl,. tho -· 
'rlw7 414 need ..... , ao that tba total llhipas.uta undor tho -, 
traot aro eot1118t ed, ln ot...S ot 6200 •trlo tone, at ..., •trle 
tona, equl•.t.nt \o appi'OII1Mata1,. V, '100,000 lbo. ot MlJ',tiiMIS.­
oontdrwd, 
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'rhe molJtle!- conoen\nt .. are d elivered t o tha ftuulane 
t . a .e. Paw York or 'ialt.l~, -•h agllin.et ra1lroe4 b ill ot lad1!16• CU..X baa nothina to do w1 t h the ah1pp1ncJ &rftllga• menta beyond t bat . 

'l'ba total u til:late<S ~alan purohaaea o t I:IOl Jtle!eJWa tw t h e paat three yeara are •• tollowa; 

1Q37 
1~ 
19:19 

8,700, 000 
5, 000, 000 
9 , 700,000 

About. a r-onth &£0 Ml t ors approa~ " lloax ras;a r c11n& next 
,.ar ' a r e qul r•enta. '!'bey 1nt1rlate<S that t !le:r would want to ,ja)ca a contnct baa.CS on eat l r.at ed raqu1r•ent a ot ~ tone 
t ot' t he ya&r (which woul d 'be leu than •OlC or what they toolc 
thie 7'811r , but w1 th a prov1a1on a11111lar to t ho on e 1n tb& pnaont contract whereb y they •1~t a pplJ to Cl~ tor 1'\u'­
t h ar quantit1el. The c11eouealon on the contract tor 1o•o waa c ene r al 1n natura and oa=e t o no conoluelon. !lothin ; turther 
htu boon beard f'rol:a N•tor g on t he aubjeot elnoo than . 

\Jn.dar the contr act the USSR cu.ar..ntaaa not to NJ•export the molybdanU!Il product& a a INch and prom!.aaa to cona,_ the 
l'IOl;rbdanwa 1n Ruaa1a. llat urall7, Climax baa no way o r cbeo~ up a :s t o the tultU~t ot th1a 0;u arantae once the l:la tarlal baa been loa4e4 on a ta&IIUir& tor Rueala. 

I n view ot nu aa1a 1 a large purohaaea th1a yea r it would aeo• llkal7 that eba wlll ba(l"ln 10•0 wi th a lar&e a t ook ot 1>0l;rbdenum on hand. 

PUrohaaae b7 c ertain Other Count rloa. 

Cl i max' aalea to Germany, r.ngland Prenoe ond Japan for t he l ut three y ... ra h ave b een aa follow• (all 1n pound• ot c ol ybdenun contained) • 

Prance 

Japan 

10~ s.vw; 1~ 
o,iid,uou 

2 , 500, 00Q 

1,060, 000 

:s, soo,ooo 
'l'ha oon5\lmera ot tho above oountr1ea, unlik8 nuaaia, make purcha .. a alao rr- o t her produooN than (:11J:aJK. Since , how­over, Cls..&x a oeounta tor 7~ or the world proCiucti on and &inca the other produoera H ll part or t h alr • olybdenwa 1n 

the Uni ted St ates, it would b e not f ar ott to aJauaa that the 
Ol~ aalee to tho tour aboYe 111e nt1onec1 countrloa ecoount ror 
at l eaat 75~ or tha t otal purohae .. or the aaid oountriea • .. 
~a ~ 3•PM> ,.... -d• t~ .the let~<l lng Ja ana" 

e~port-LRport houaae . Del1Yo r1ea t o Japan, like t hoao to Ru aa1a , are ~do r . a . a. }~erloan porta, oaah arainat railroad 
b1ll or lacUng. 'l'he J apanu e make " cuarantae a101\i l~r to t he nue a1an t ha t the molybdenum will not be re- exporL&d but wi l l bt conawwd in Japan. 
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Paul D. alor ioa 
67 Wall s treet 

llew York Oi'7· 

llr. AI' tina' n. PIU"Yla. 
a& Broadwa7, 
.. w Yol'l:, W.Y. 

Dear Kr. l'llr1rlu 

Following our oon•eraation }'eaterday I ot t er the" 
o~ente on the allo7 oteel a1 tuation. In order to be 
br1et • I baYe bad to •o•er genor tllise" al'ld 70\1 will ap~ol• 
ate tbat there are _,. q\lal11'1cat101U1 that abou.ld be a44e4 
1t enn t.hlo Ualted area or the whole pi'Obl• "~'• to be 
prooented in ito nal COIIPle.&lt}'. 

1. A11o7 ataela include •cona~tloaal• or 
•at ruotural" at .. la, tor which ooa61iitlano or ~u. 
oopper , lli&Dganeae, - l }'bdemaa, niolcel, a1Ucon and YIID;A-
1\181 are ourrentl7 uaed and tool otaala, partloular ly "bigb 
opHd• ateela, r or wlllch tu.ngatan, ohr0111i\1811 JDOl}'bd­
.nd •anad1WI are u•ad• ~r all ot tbeoa oteelo, •• .. u 
•• rcr plain oarbon oteelo, -.nganeae lllld. elllooa -7 be 
regarded aa the moat eoaent1al conatituenta (althoulb 
Qant&n}' 1a reported to be \lalig a •xaai• -nsana .. -tree 
oteel, dataile ot w~ch I d o not ha•e). 

a. ReterrlJ28 tor a •-t only to •oona truot1onal 0 

oteela, the allo,.a .. ., be dl't'ided ln'«< two groupa -

(a) aolJbdm\181, !Uckel and Yan.dlla whloh 1n nrl-a 
aiMblnatlona uauall7 with o~• and mangane" 
7ield t.be blah gNde allO}' atHla, and 

(b) olll'a.l\181, ~zaneoe, s ilicon ( IIDd copper) ot wh1oh 
ooablnat lono .. ., b e produced haYing propertiu 
approaohlag tho .. or •a• but whloh are genoral.l7 
interior in rallab111t:r and un1t0l'JI1t7J t h eoe aH 
•aubot1 t uta• 51'&4•• or allo7 atealo. 

The hea Yiar t he oen1on ot the steel arUole 111\d the •­
oevere tba ael'vloe req~anto, the 110re erldent 1• tl» 
d1apar1ty ln part'Or..!Oe bet .. en these tWO gJ'a.deo Of &tHlo 
'rhere h a oonaldenble an4 110~ 41Yora1t:r 1n praou .. 1A 
epao1t71ng all07 ateela and a g ood 4eal ot aubatitutlOD within 
tbe 8eDeral llalta .uageotad abo•• ta~o plaoe hare and abroad. 

a. OeneMUdq Ye'l"'f broedl7, UDaYa1lab111ty ot tha 
•a• al107a w01&14 NrlCNaly vlpple tha pi'O~ot1on ot haaY;r 
alloy at .. l terCiq•, - lal'a• g~~na, heaY;r ar.or plate, l ooo­
IIOtlYo IID4 ·.-Mne"7 heaY;r torglnaa end 111 .. and would 1apdr 
~ ott1oleao7 an4 ral1ab111'7·ot au~tlY& oonatruetlan 
(V.elca• '-llta, 'MOMN), ucf...,,1Rlarl7 Usat ot alJipl&Mo. 
I' WOII14 notf howeYWI', . ab•1•t•l7 require pneral re4eaip. 
UDAYallablll'Q' or ~ •b• poup aa .. u would, howeY&r, 1a 
110at hMo nqlllre rectoola:la at oqal..-t end aaohiftOI'J' Uld 
-u1c1 1n4ue a -jor dialooaUon ot produUOD. Onl:r bF abu.~ 
tlq ott both •a• an4 •b• allOJ•. theret-, oould -J• 
1nterrupt1CID ot •hi~ partor-.noo• at .. l proCiuot1on be ae­
OIU"e4J a 110re lla1tad r .. trlotlCIIl wou.ld brlq aaraly l.rrl\atica 
an4 trlotlots b7 break~ al'ld unreliable parr-... 
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f , To part.icala r lae a mor.ent: tho •xten t to wh1oh 
aubot.ltut.ion ay bo ~· in all07 otaol obvioual;y depande 
on ~any taotora, 1nolud1n~ pnrtioul arly the statue o r deal~ 
..,. the .,.Ct1e lano)' o r :;<anut'laoturlns >-J'oduotion . It wlll "&1')' 
w•ly ~ 1n dlrta:-ent ioduatr h l n olda. In Lbo nel da ot 1 
~ o:~:,_ 

iit (a(:lijll ""'•• ~ltlon, -chine t;Une , o tc., "a" 
~ ~.euP al loya are hardly uaed s and t he "b" a lloya -=-·- ontl r e l y adequate, 
!i -~ 

(b~~ga guna , heavy &1'*)1' pl .. t o, tii'IIIOI' plereino; p zoo• 
nJ ~til••, heavy 1nd ua t r1a l torp.1ng• , larg e diea, 
~ ~'-· • •a alloye are almoat neoeaaarys and aub­

at1tut1on ot wb" o lloya would work ra•l hardohlp. 

(o) 

(4) 

(e ) 

(t) 

AlltOl!ICit ive vohlolee t ruolca, t a11l<a 0 traotora "•" 
alloya uro d iatlnoti y p retera blol but "b" .t!oya 
could be auba t 1 tute4 withou t uob doai rn obango 
but with lowered r ol i oblllty ot porro""L~c• and 
enduranoe . 

Airplanoe • ~a• all o;ya Al.J!>Oe t MOe a SAl'}" t o r v1 ~ 
parte ; aubet1~At1on or "b" al l oy• would certainly 
work l,.rdeb1p , 

LocORotiYe ane r~lre4d equ i pcent , • a• allo:• ar. 
d1a t1nctl y gretorable tor hoovy pnrt•; but b" 
all aye ooulO bo sub a ti tu t ocl1 ca rbon • teola could 
even be ueed 1n pa.rt , 

Wach i nory and machine toole (o~olud1nc working 
tooh tbe:u ol vu) 1 uoept tor hoovy part. (pro•• 
tor1:i nsa , dioa • el.o,, "b" alloye could be aubat1-
tutod ro r tru. proret•able • a • onoo; l!IUOh could be 
dono ev&tn wi th .. angano llo- ail1oou steel a 1r neoouar;y. ) 

&, Inam>.>oh ua 11r oduot 1on o :' nlo kol ( Canllda) • or 
JGOlybdenUIII (U. s , ) and or " ""adi- ( Peru) 1a tdrll' whuply 
loo.Uhod , •~Pll' ot thoae alloy& aJ.I')\t without t oo ouch dlt­
tloulty b o controlled , On the o ther hand , Puasia 1a ~~e ~r1nc1-
pal producer or 'Nll)8ane .. ; terro-a111oon u or eould be pro­
duood llftywhoro; and obro.Uto oro 1a widely aval~ablo (curran t l 7 
proc!uoed in 'XU<;oalarta, 'Jreooo1 .....,rlcey t Cuba, "h1lli p1nee) . It 
would ap,IO&J' at l eaa t d1tt1cul l: t o a chl.eve adequate control o r 
all or the "'b" allo)'a neoo aaary to achieve the larger objec­
tive or para..rapb •:s•. 

<'me abo\.114 alao not o Ye r l oolc the illportant posi tion ot 
llueala oontrolllns tho Ma j or por tion or the production om d e.x• 
port or t be b i l;b grade aangane .. ore• whiob are llllloat onm­
tial tor atool produo t iODJ tho atrat eg1o vul.nercb111ty or 
euAh au ppl1ea u an timon)' ( China) 111£}\t a1111l orl y be noted. 

Reterrln8 now to •tool a toel•" • tho unava ilability or 
tuns at en ( u well aa o r i t. andogue, 1110l ybclen1.1111) tor "h16b 
apeed• kol a tMla ( ooota1nin6 aleo ohrcai- and v ... adl\8) 
would a01'1oualz or1Po!' .anututlll'ins produo tion or atHl o q\11p­_,, .. -JOF por£ on ot ~unaaton prod\&.ot1on 1n Central Cb1Da 
h , howoYer, no t invuln.,rable atrateglaally and d l pla...tioally 
to l'llaaia end J'apao. 

!'baH are rathe r d1ojo1ntod o~.,ta but I tl"lou., bt you 
111 ht oaro to h ave th«'' t.od&y ev .. 1n Ul la rona , I ohal.l ba 

lad to I)UI'IN! the aubjeot tllrther at your au ;:_-.. tion. 

Youra ve f"1 truly • 
( S1G'Ied ) Paul D. l!erioa. Regraded Uclassified
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January 22, 1940 

Seor et&ry Henry Horgonthau, Jr. 
Tr easury Department 
Washington, D.c . 

Dear llenry, 

Once more I have to express ~ apologiea t hat the dc~ands 
of 'I!Jif regular job have oade it impoeoiblo for me to find ti~ to 
read the dro..ft of a speech -.Dich you sent me until tho weelc end. I 
have now read it carefully, o.nd he.Ye -de so,.e Nrg1nal con- ent& 8lld 
queriea with reapect to deteUo . As for the opecoh a s a whole, I 
lcnow rou want m,y honest opinion, and want it expreased frnnlcly . It 
is e .. enttally a political speech, in support of the !lew Deal , oould 
be given appropriately onl) on ~ political platform, and would re­
ceive & cold , if not hostile, reception tram any audience which is 
not already definitely and unqualifiedly coorittod to the !lew Deal . 
There ia almoat no argument in the speech, and it consist& largely of 
more- or- leas dogmatic claims with respect to dab~table ioouea . The 
olo.im thot only reactionar ies can be critical of the !fOYt Deal is 
argumentum ad hominem, ond is not fair tre•tment of at least aome of 
the oritioa . 

If the apeoeh i& in tended to p ro'fide a nublic demonstration 
that the Adminiotration has your full support, it mi~ht be of aar-8 
help to the Ad.tC.niatration, and for this purpose it seems to me to be 
r athu oleYorly designed, for 1 t avoid a dealinp; w1 th the core contro­
'Vftrsie.l aopecte of the !,ew Deal in torma aoeo1t1c onou[h to open you 
to ver7 effective rejoinder either rroo ito critics in «en•ral or froo 
critics or particular it...., 1n the prop:rao end record or the !lew Deal . 

31 

If auch io the purpose of the speech, I would ou~reet that it be not ~iYen 
until the c&Dpa1r.n 1s in full swinr;, and be r,iv tn then under auopicef 
r.hich ~ke it clear that you know you a re cakinr o polit ical spe~ch . 
It the apeech does not have this ao ita prioary purpose, I co6't see ~hat 
other purpoao it can usefully sen e, but ~u ay or courae halve somethins 
in mind which I have not ~eased, and whic makes the obove cocments ir­
roleVD.nt. 

1 hope that t hing& are goins quietly and omoothly at the Tr ea-
sury . 

Cordially, 
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Tbeee are troobl.e<l dqa 1 in wbicb IJ'&ft que.tiooa 

concern1JI& CIIX' relatione with the ouhide 'IIIDZ'ld preee 

ror ooneiclllration. or tbia, no CDe c01114 be_.. awn 

a.! COIJIIt.JT • 

Here in tbie cOUDt.JT w haft a political trad1ti011 

or -.ocraq, an eccmc.d.c traditicm or capitalia. Bat 

to bold tut to daoocracT llld capitalia beo1111ee w 

tbinlc tbe7 con.titute the be.t political ron, the 11011t 
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that the goteZIWJt ot the ccaamity existe tor tbe 

intereste ot the indhi~ CCIIIP<>IIinc itJ that eftl'7 

indi 'rldual 1e equa1 betcre the law 8ld baa ri&bt• ct 

which he cannot be deprlm b7 arbitru'7 n.t1 that 

ewr:r cithen•t..tever race, color, creed or eex baa the 
/\ 

r1&bt to perticipate in tbe gcnwrning ct the nation, 

B7 Capiteliea I mean the 178te ot tree enterprise end 
• 
~ prints property in 11hicb the driving torce -* oCDpeti-

tion alld tbe protit motift, All tba great achi••-ot• 

ct our nation haft been accCDplished under tbie pertner-

ebip ot capitall• and democrt.o7. Tbe7 are the twin 

p1llare upholding our order ot eoc1sty. 

~ 1t they are euccesetul, oaq 1t tbe7 can deliftr 

the KOOde· 'lbat, then, eboul4 our objectiwe ~? We 

33 
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looldng concerna 1a a counceoua att.¢ to pppl.e 

with this probl.e. And, ~. w llll8t ll&ke it 

possible tor IIAI'G' more people to acquire prime propertT. 

beet be stated nat. in the language ot ecODaliats, bat 

in lnaan tame. What hope haw bright, pluok;r boya or 

girls, lea'fin& b1gb school, ot acqu1r1ng a profitable 

buainess ot their 01111 in their lite times. Unlees tbie 

simple question can be answred "Yes, be baa a chance•, 

ecapet.ition 1e 80Cker7. 
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true that \IDleea w blmo an eooDOIII.o ~ that bu 

be be on a fiU'Il or in buainNe, bu llttl.a pro~ 

of ul.U..te wco .. s . Yet it is 110 lees true that 

without an opportum.ty for tha -.ll. bw~Uleee .an to 

I should. like to in~• in a figure of speech. One 

ita oonMM'&Uon of forest reeourcee, ita teecMnc of 

tbe illp>rt.aoce of re-plmt.iD& aut-o~ foreet. ar .... 

It 1s e1w11ar~ true that .m IID4 .,..., :JOUDC or old., 

1lbo WEt to etart a taxi etiiDd, a ootf" abop, a 

aleo dead. 
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Ad!p1nl etr&t1on1 I know 'llbat the New Dtal. bu done to 

haft todq the Mana ot acqu1r1nc t.ohnic:al. educt.tion 

1n qricultunl collagee ot an axt~.q hi&h qgal.ity. 

auapicee ot the hdar&l Ocnwuwt tberT haft accaee to 

cre<lit co terae 11ore tawrable than ncr before 1n our 

hiatory. While tberT are engaged 1n pq1ng tor their 

IIIIMicaa. It we coul.d clo ae IIIUCb tor the courqe011.1 

1n a lUll abop or lUll tactorr w 'll1ll haft gcme a 

1n bulinaee tor t'-Hlfte. 1fe can hope to haft • nation 
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1lbat eboGl.d aapl.~ - t o ~1 AIIClll other 

better tad oMeper goocla. 11b1ch ie cother 11111 or N,Jinc 

{Jj It oacht to preeene for tJ.a th8 treecl!a to eat.er mat-

tb8 labor 'IIDi.., or their cbo108• tb8 ant ripu 11b1ch 

( tot&litu18n Qet •• ten *11111 tr<a tb8 -'<er. It 

oacbt el.eo to prodde for • _.. ~ ~P 

37 
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he11 ot tb11 A4oo1.D1.1trat1oo u the c:li.ttu810D ot ~ 

-.hip. I ...U haw perticipetecl ill coatim>ou 

11rioua ettort bu gooe imo tbe prccnm. JlotbiD& •o 

able hope ot acOUIIllating tbe N'rillge that w1ll pal'llit 

eaa1u lot Uld a c'- to go turtber in the world. I t 

euppl t the old ace PIO'_,.• tbat, It lut, tbe llw 

llMl 11 br111c111c to tha cr-ter pert ot our citi ..... 

n.n tha Jlew llMl - into powr ill 19)3, th1• 
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at eo al.arm1tlc a rate that the Teq structure ~ 

capitall• wu bein& tbreat.ned. .lll tbrOIIIh tba 

prec~ tour years tbia trwnd &1NiiT trca theee objec-

t1Tea of democracy and capitall• bad. gone on at en 

alam1nc paoe. By 19JJ, the Mpar&tioo ~ people trca 

tbair '-•• tarmera rroa their tarma, buainea..n 

traa their buaineaaea, investors trca their aa'linga, 

workers traa their jobe and youths trca their fMiliea 

we cleUftrlng shattering bl.oww to our~ ot tree 

II'MrpriM, property rigbta and ~ion tor profit. 

dieutroua trend, that it at once took aeuurea to 

etNnct~ the foomdationa of dllaooracy and capitali.lll. 

Regraded Uclassified



'IIIlich haw cut dcNn our • ' •nc h1lm'ea ~ 'r1 IIIIDdred 

,!"u ~-- .. J 

a 7NJ' to 1e.. than SO. I'WII8r bullca .tall now thllft at 
1'\ 

'rirt'G&l4 ~ ~ tba 1.oea o.t b1.a dapoeita. 

e.. 
It edopted tbe S. !. Aet., cma o.t tbe illport&nt. atapa 

"' llhieh wra taan to belp aa.t..,.ard tbe ill~ o.t 

tbe ..n Smwtore, &Dd to jliateut. ..nant.agea beinc 

IICrupal.ou eor por ati01118. 

~~ 
liON to'- a .UU.Clll ~. wra Nftd liT tba JlllC 

"' 

bld.ld- -· 
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to .toater the 8l'owth o.t organiMC! labor. Labor' • 

1I01'!dng conditione and by hi&her wagee. 

t1oo 1JI .tair, tbe lin Deal. ado~ the Pair Labor Stand-

arde .let to protect capl.tal and Labor allke .trCIII ..... t-

abop~~. It 1a the llagDa Cart& o.t the l.Dwet paid. WOik:eu . 

ll8llt o.t oar reeoure.e lUlleee the pr:!.Ciee o.t kq cCIDXI1t1ee 

are .tree to - 111th the ~ o.t the ..n.t, the 

the pr:loe r1C141t1H wh1ch clog our preMnt eooo~. 

An e88entbl .teet o.t • totalitarlan 8ConaQ' 1e that prices 

'MT be ..t by a cl1ct&tor .trca ld.& ~ hi~ : • 
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a little group of 111e11 in the oU:I.oee of a !Jew torte 

at a laft1 h1cber than tbe ..nc.t jwrti.ti .. , lmndrede 

and thoueande of Wlll'lcen are denied jobe thq othel'WiM 

!..-::Wilra and M&ll8 in 'llb1ob prioe tlNibillt;r oan be re-

!for cl1d the !Jew Deel. ipore a leee oln'i.oue tbrellt 

to capitalia and deolooraey. The youth ot Amerioa .... 

the door ot ~UIIit;r o1oeinc to tb.. a.olc in 19)) 

no p1aoe at all 1.D our eoeaaaio e;r.W.. .lt 1ooM enda, 

the e;reta whiob the;r fel.t bed oeJl oul;r let tb. clown. 
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The New DMl 1e proud of ite NCord in creatine 

opporl'IDI1t1ee for youth. The CCC and lii.l haft pr<m.ded 

almoet a 1111llion young 1180 and Wlllll8n a year w:l.th he&l.th, 

l1ftlihood and the preperat1on tor a fUture caner. 

1lb1le other countrlee, faced w:l.th the •- probl.a, 

were cooecr1pting their ;routh into arlllies and labor 

cazope1 we choee to open ~ctift pe.tbe tor the 1180 

F1nal.la' 1 ...al1s1ng that eoooaoic oecur1t;v waa ae 

near to man• a happiness as food or shelter, and that the 

growing lack of such eecuri t:v t or the """'' of our people 

was the 1110et aer1oua indictment ot cap1t&l.1Sil1 the Nn 

DMl took the tiret illportant step tan:td prcm.ding i t 

tor all. .la the Social. SecuritT .lot c.-a into tu.ll 

operation aore and sore worlcere w:l.ll be aore proteoted 

againet the buarda ot ol.d age and ~. 
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.. u \be pGWrD ot ~- ... Dial. .. aU \be 

~· ot u ..... b .. E;;;;~ not. all.~ 
a-. bl.nGDiou. But cme dedp J'llll8 ~broach that pattem. 

~. t<tr all • 

..t c~ CD ~- ro.d • haft etartect. To -.nd8r 

.PI'III iucl ed ~ 
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quo and uinins ....ted intereet.a, b~ \III&'Al'e that 

by eo doinc tbq are sappinc tbe toomclationa ot tbe 'fVT 

tbe - that tbe Jiew llNl baa ~ to protect tr. 

enterpriae oa the cJ'01md that tll8)" wre threats to tbe 

1a tbe fatal. arror, 'rllq would iaperil ~l'V)' and tbe 

capltal.iet. .,..t.aa rather thao toreco IIZfT curtailMnt of 

tbeir powara. 

'lbe real tbre&t to tbe sunhal. ot capltalia ar1aea 

talla to prOYicle our people with apl..o1Mnt, with a 
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tailing to <lill'flll" the gooda. And when it tan. to 

trcoa honest and practical att.apta to oorrect datecta 

in the ll)'ste to destructift "illllll" . Their juat die-

contents are d1 wrted into destructi"" el'lalmel.e. .. 

auat not forget thet. 1re lllll8t not forget thet it b not 

eo auch ideologies that toater <liecontent aa it ia that 

<lieccutent toetere ideologies. 

Yea, the New Deal b torward-looldng -the !lew Deal 

ia liberal. Ita liberal111111 b the wUl.iJlgneee to edopt 

new, progreeaift methods, but to edopt t~ 1n the ettort 

to preeerft the tinest 1n our natiONl. tredit1on. It 

doea not belie"' thet the solutions to our prob~ lie 1n 

return to the old <IIlJa. It recophea that change, adapt-

ation and uowth are .-eaary to capital111111 it it b to 

euni:re. Conaenat1...,., on the other hand, would 

tiona 1n order to hold on to the dlrficee thet protect 
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~ter ~o :rour no. 1• ot Janu&%')' 20, 1940, 4- p.a. 

48 

'fh1a afternoon ~he X1n1a~er ot Finanoe and I d1acu .. ed 

the situation. He baa ~old hie debt expert to draw up a 

new aohedule ot p.,aenta latietaotorr to Ul Wbioh will re­

verse the present favorable treataent which 11 enJo:re4 

under the lit :rear ot the Aranb& plan b;r European bon4-

holdere. J.lao h11 expert haa been ine~ruo~ed ~o poa~ue 

the meeting 10heduled tor tomorrow until the atterneon 

ot Thur1da;r, the 25th. 

However, he l«fl tha~ due ~o ~he preeen~ ltate ot 

h11 bU48et, he will not be able ~o inoreaae ~he global 

figure, Wbich ia the aaount required tor tbe tiret :rear 

ot the Ar&Dha plan, 1et aeide tor tirat-:rear pa;raenta to 

oo-enoe on .t.prU 1, ].g40. 

EA: J'L:MBG 
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The !alloring is to suppl~t 7IfT J:leiDOrandum of 

S&turd&T with respect to the Bru111a> debt lll&tter: 

The qastioo of the Treuurra participation or nan­

participation in fUrther negotiations with respect to 

Brasilic debt c1me up tor discussion at the a taft caU'erence 

held at 11:45 J..u., Saturdq, January 20. Those~ ot 

the start co entered into a discussion ot the mtter - lleasra . 

Bell, 1lhi ta, Cochran, Cotton and Gaston - aareed that we ought 

not to participate. The Secretary signed a letter to thia 

etrect to Secretary Hull.. r-diata~ attar the cmfereoce 

I c8lled up Berberl Feis and told h1a tbat he could eoUDt the 

Treasury out oo the further negotiations oo the Brn111 ., debt. 

l!e .. :l.d, boorenr, tbat he 'IIOUld contin\111 to send us infot"Cl&tion 

on the Dtter. 
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T REASURY DEPARTMENT 

INTER OFYICE COMMUNICATION COIIFIDE!ffi.AL 

DATI: J'&llU&r7 22, 1940 
TO Secret~~~ntbau 

Xr . BuP"/1' 
The Bu1ine1e Situation, 
Week ending January 20, 1940 . 

ot: 

BW!!!17 

(1) In "f'iev ot the WIUeual dependence ot the 1939 reoonr1 
on the 1teel induetr7, a continued l&gging in nov ordere tor 
steel product• appears ot aaJor eignitio.noe ae an Wlta"t'orable 
factor 1n the near-tera businee• outlook. With nov 1teel 
order• in recent weeks at Onl7 one-halt the current output rate , 
untilled order• are being rapidl7 depleted. Bev ordere auet 
inorealt 1oon it a tubltantial tetbaolr. in 1teel aot1"t'it7 ie to 
be a"t'oided . 

(2) The outlook tor aoti"f'it7 in the textile induetr7 , 
second aoet iaportant in the FRS index ot induatrial production, 
hae been iapro•ed b7 an increaee in nov order• tor cotton and 
woolen goods. Conauaers' goode industriee in general eeea 
likel7 to aake a better ahoV1ng than the capital goode indu•­
tr1ea 1n t he aonthe 1aaed1atal7 ahead. 

(3) Alide troa the unta"t'orable near- tara outlook 1n the 
he&"f'T induatr1ea, ba1io conditions raaa1n general17 aat1etac­
torr . J. protpeot1"f'e bue1nel8 aetbaolr. , vhl.oh ba• been V1del7 
ant1oipated, baa 1n aanr reepeota been alread7 d1eooWited . 
·St ock prioee reaa1n l~v in relation to earn1nga; ooaaod1t7 
price• , though 1ntluenoed ourrentlJ b7 alaokneae in deaand, 
show an 1apro"t'ed balance between rav aaterial and t1n1ahed 
goode prioea ; and no exceati"t'e acaaaulation ot 1n"t'entories , in 
the ordinary uaage ot the tara, haa appeared, though there haa 
been eoae ad"t'anoe ordering 1n the 1teel induatrr. 

Low steel orders atteot current bueinees outlook 

J.s the nev rear gete further under var, e"t'1denoes ot a 
coa1ng 1etbaok in bua1nee• aot1"f'1t7 troa the high le"t'el ot late 
1939 are beooa1ng aore oonorete. Ot aoat a1gn1tioanoe ie the 
failure ot ateel order• to iapro•• eince the hol14af•, With 
eteel ooapan1ea nov expecting little 1apro"t'eaent 1a nev bur1ng 
untU aid-Pebruar7 at the earl1elt . 
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Seoret&rT Morgenthau - 2 

Confidential data fro• the United State• Steel Corporation 
show a continued downward t rend 1n new ordere (••• Chart 1) 
wh1oh are now runnag at the low 1enl or Auguet 19)8, ihll.e 
steel output or the Corporation 11 CRlrrentlJ being 11&1nta1.ned 
at double the output or that 110nth. !'be Iron Age •ntions that 
tor the 1nduetl'J' ae a whole, new bueineee now ie aYenl81ng ' 
about 50 per oent or ehipaente, with •o•• oo11Pal11ee doing u 
well ae 60 per oent and othere no better than 4o per cent. 

It ie posl1ble that the independent eteel ooapan1ee are 
doing el1ghtlJ better on ordere than the United State• Steel 
Corporation, einoe their aYsrage output rate ( lower seotion or 
chart) baa been oonaietentlJ higher than that or the United 
State• Steel Corporation, and hal been eoaewhat better .. in­
talned in recent nell:e. 

A e1gn1fioant point ( ehown bJ upper .. ot1on of chart) ie 
that eteel p rodnotion hae been 8&1nta1ned tor about 2i 110nthe 
eubetant1allJ aboTe the leYel or lnoo.tng orders. !'hie ••an• 
that the backlog or untilled orders hal been •teriallJ reduced, 
and that the operating rat e ..,. eoon beooM dependent upon new 
order• alone. We eet1aat e that the United Statee Steel Corpora­
tion, at the aiddle or J anu4r7, had worked orr approx1.aaatelJ 
one- halt or t he peak backlog or untUled ordsre reached 1n 
NoYe•ber. OUr eeti .. tee indicate that the exoeee order• re-
8&1ning on the boob or the Corporation now equal el1ghtlJ 80re 
than three nell:•' production at an ~ per oent output rate. 
Trade reporte, taking into aooount the effect of current n.ew 
ordere, lndioate that the unfilled order baoll:log of the induatrJ 
Will be worked off ln about aix neb. 

A part of the preeent eteel ingot production 11 going into 
the rebuilding o f 8111 e tooll:a or eell1-f1n11&.d e teel, wh1oh were 
praotioall J exhausted bJ the urgent ehip•ent de .. nde of the 
last quarter of 1939. 

Export eteel deaand reported iaproYing 

I n the outlook for new eteel orders, the export 8arll:&t ie 
taking a 80re pro8lnent plaoe, now that do .. euo bue1neee hal 
slackened and produoere are able to g1Te acre aotiYe attention 
t o potential export bueinees. A substantial inoreaes 1n export 
steel purohaeee ooCRlrred in Deoe•ber, aooord1ng to trade report• , 
and e xport deaand CRlrrentlJ is shoWing s o•• i-.proYe .. nt. '!'in 
plate ourrentlJ 11 one of the ite•s met souSbt after, inquiries 
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8eoretarr Xorgentbau - 3 

and order• being reported rroa a&aT roraer ouetoaere or 
belligerent countries. I.n Tiev or the relatiYelr aaall pro­
portion or our atael produote noraallJ exported, hoveYar, an 
enoraoue percentage increase in export order• would be neoee­
earr to haYa anr eubatantial erraot on our nov ordere index. 

aaoo•err cantered in •teal indu•trz 

The unueual extent to vbloh the 1939 bueineee upturn vaa 
dependent on the 1tael lnduetrr ia 1nd1oat1d in Chart 2, vbloh 
ahova the aaount vbloh eaoh 1aportant induetrial group contrib­
uted t o the niB index. It 11 rather clearly oYldent in tble 
chart that the 1teel induetrr baa teaporarilT got out or atop 
With other induetriel, oWing to production haYing been roroed 
up aharplJ b7 order• baaed on war t'eara . The exoee1 production 
hae apparentlJ gone largel;r 1nto oapUal equ1paent , and into 
re1toring inYontoriee to aore nearl;r noraal leYele arter their 
depletion to low loYele in the euaaer ot' 1939· 

General outlook eatiat'aotorr 

Alide t'roa the proapeot ot' a oorreotiYo reaction i n the 
steel induetr:r, vhloh in eome degree would be rerleoted in 
Yarioue other induetriel, the underl;ring eituation appear• 
generallJ eatiat'aotor:r . The trend or real inoom11 or oon­
•umere hal ri1en to aboYe the 1929 leYel. Ita erreot ie being 
reu ourrentl;r in a rieing trend or retail burlng, vbloh va• 
indlreotl;r roeponeible t'or a sharp inoreue in textile bu;rlng 
ln the vboleaale aarkete laet vaek. 

The laok ot' an;r OYldenoe ot' exoealiYe apooulatlon in 
atook1, ooamoditle• , or in•entoriel, rules out the danger that 
a bue1ne18 eetbaok aight be aggraYated or prolonged b;r 11qu1da­
Cion or epeoul.atiYe holdings. On the oontrarr, it baa been 
apparent during the pa.et aonth or two that the Vidaepread expec­
tation or a bullneae deollne hae led burer• generall;r to t'ollov 
oonler.atiYo buring pollolel. Hesitation aaong burere due to 
thla oonaer.atiaa aa;r haYo been largel;r re~poneible t'or the 
recent low leYel ot' eteel ordere. 
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!he prioe eituation 

While eeneiti•• oo-.od1t7 prioee ha•• euffered froa 
tho reoent elaoltlle .. 1D 1nduetrial de~~&~~4, topthor with aore 
bearieh 4eYelopaente for oertaln indiYidual ooaaoditiee, a 
fi1'111ng of the BL8 illdex of raw aater1al pr1oee hae ooourred 
during tho paet IIODth, pl.aolng it in better balanoe with 
pr1oee of f1niehed goode. 

In Obart 3 we ooaparo the trend of the BL8 all-oo-.od1t1ee 
1Ddex nth the BL8 index of raw aaterial prioee (109 quota­
tiona). !hU ohart wae f1ret proeente4 in the bueiu .. -ran­
dua of Ooto'ber 2, at whi.oh tlae 1t appeared that no tllrther 
i .. ed1ate r1ee in tho all-oo-.odlt1ee 1n4ex waa likel7 'beoca8e 
\hie 1.ndex wee alro-.!7 too h1sh 1D relation to prioee of raw 
uteriale. In the pa.et eoYeral neu the balalloe hae t.proYed, 
the raw aater1ale 1ndex haYlng r1een to aeet the general 1ndex. 

Our weokl7 index of eono1t1Yo 1nduetr1al aater1al pr1oee, 
oo•orlng a eoleotod group of 9 ooaaod1tioe, ehowe a fUrther 
gradual deol1ne in reoponee to tho leee faYorablo reoent trend 
of bueineee aotiYltr. (See Chart 4) 

The deoline 1n eeneitiYe prioee ehowod eoae ind1oatione 
of flattening out laet week, when upturn• in oerta1n agri­
oultural prioee offeet weakneee in ooppor, t1n and eoao other 
1nduetr1al aater1ale. Silk prioee broke eharplJ f\U"ther, but 
ral11o4 later 1n the week, Spot ooppor pr1o .. were reduood 
ae -oh ae • oont b7 eoae produolng ooapanlee 'beoauee of the 
low leYel of now ordere, wh1oh are reported ae not aore than 
ilo per oent of current produoUon. 

••• ordore 1ndex rieee 

Our 1n4ex of new ordore for the eeoond week of Janu&rJ 
(eee Chart 5) 1noreaeod for the f1ret Uae 81noe earl7 Deoea­
ber, &it reiia1u about ae low ae at th1e t1ae a rear ago. A 
aarll:ed upturn in ordere for woolen goode during the week aore 
than offeet a 4eoreaee 1D eteel order•. A heaYJ 1noreaae in 
order• for oot t on ten1lee, reported 1n the trade at the end 
of the week, will probabl7 appear i~ next week'• 1ndex. Sale• 
of gra7 goode on rridaJ, eetlaated at 30,000,000 7arde, are 
bel1eYed b7 obeoJ"YeN to foreehadow a etrong text1le dound 
f or epr1ng ealee. 
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A eoaUil1l1JIC pMul. 4Mllao la 1No1u .. uUYUF 1o 
ohon bF a tv1;1Mr c!ontva of 0 . 9 po1a1; 1a 1;be low York 
'l'llloo 1114ez to 105. 0 fer the woellt ell4e4 J&a11&17 l:J, ..._ bF 
la41eate4 -'A!UOMl. 4Mllau 1a the eAJ•ne4 1a41ooo ot 
otool p1'0411a.1;1oa aa4 .. ,_llllo pro4aoUoa 4v1ac the fol­
l ow:lq week. All ~-·•• aupt tbe •- oarloot1aco 1.1l41ooo .,... lower 4v1q the woellt ot Jaa11&17 l:J . 
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.· 
TREASURY DEPARTMENT 

llr. Ooobr• CONFIDEN TIAL 
.Utho'Q.&b tloo TolUM ot aterllac truaaoUou .. chc b7 tloo r.portlac lluD 

Y .. nearq three U .. a that ot tloo laat ful.l aeuloa Oil l'r14q, \here Y .. ftr-­
ally ao 80TeMDt lD t he r&te, Attar opeDlJIC &t 3.96-1/2, e terl1ac nuctllate4 
wl thlD a u.rrow ranee all 487 eDd cloee4 at J . <J6-l/2. 

Salee ot opot ehrllnc lly the taa.r roportlJIC 1laDlco totale4 :1.792,000. he• 
t he tollowlac aourceer 

Pllrchaetl of opct etarllac a80W>te4 to o.472 ,000, .. 1D41cate4 belowr 

17 oo ... rclal concern•· ·· · ·•• ••••·•• ••• ·•······· ··· · ··* 210.000 
B7 toretco baata (Jnrope) •• ••••••••••• • •••• •• ••••••••• , 202.000 

Total,,,:!. 472,000 

The tollow1ac roportlnc b&Dkl aold cotton bllle totaltac :1.18, 000 to the 
Br1tlah Control OD the bae1a ot the official r&te of 4 . oe-lf2r 

:1. 16,000 by the Guaranty 'l'ruat Co, 
...... ~:=: b7 the Chaee .. Uonal lllllllt 

!'otal 

The otbar hlportact cnrreDClaa cloee4 ae follower 

l'rnch trance 
Cluildare 
IIY1u tr&Ca 
llelpa 
OauAlaD dollera 

, rtl24-5/S 
· 5315 
.2242- l/2 
.16!2-l/2 
ll-7/~ dlecount 

Ye porcbaaed tloo tol lowlnc .-aunt• ot ,old fro• the earaarked account• ot 
the blllllta 1D41oate4r 

$10, 000,000 tr~ tloo lllllllt of J'ra&W>e 
1, 250, 000 fro• the llaUonal lllllllt of llum&l& 
1, 015 , 000 he• the .. Uonal lllllllt ot llelclu. 
~,000 n-o. the C.Dtral lllllllt of Old.le 

fl2 , ,000 !-.W 
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1'he Jederal lleaern Bank of lrew York reported to uo the following ohip.,.nto 
of gold1 

$4,350,000 froa ClllAda, ohipped b;r the BIUik of CIUI84a, Ottawa, to the Jederal Re­
oerve !&Ilk of llew York, tor o&le to the u. s .. ba&y Office. 

139,000 from Switzerland, ohipped by the Banque Jeder&le, :Bern, to the lllatio!lAl 
City :Bank of lrew York, for o&lo to the U. S, Aooay Office. 

80,000 from Ceylon, conoigned to the Guaranty ~rust CompaDT, llew York, tor oale 
=~.,...-;= to the U. S. Aooay Office, 
$4,569,000 Total 

A lll.botantial decline in the Bombay oilver price developed in the paot week, 
with the quotation falling from an equiTalent of 43.15/ on J&~Nary 15 to 4o.l!l/ 
today, the lowest price since Octob er 20. ~he rece eeion in the price vas attri­
buted to liquidation of opeculative eilver positions built up in Bombay laat month 
in anticipation of an Indi&ll up-:country de.mand for oilver which ha.o not developed 
as expected. A lrev Tork hank reported that, a t t he end of laat week, the Reoerve 
:Senk of India had purch&aed silver lxi Bombay in order to ateed;r the -.rlcet. 

1'he London epot and forward fixing p.rices for allver, at 22d, were unchanged 
fron Satur~. 1'he tJ. S. equivalent& were aho unchanged at 39.27; and 39.07;. 

Baney- and Harman' a ""d the ~reaeury 1 s pricee for foreign s ilver were unchanged 
at 34-3f4f and 35; reapectivel;r. 

We made t hirteen purchaoee of silver totaling 1,161,000 ounces under the Silver 
Purcha.ae Act. Of t hil amount 286,000 ounces were from the inventoriee o! three re­
finin& companiee and 250,000 ouncea conaiated of trading allYer which an .AmeriC&D 
refining company had purch&aed oome time ago in llew York. 1'heoe a&lee were for de­
livery tomorrow, 1'he remaining 625,000 aunceo were new production ailver f rom foreign 
countries, !or forward delivery. 

Part of to~'• activity in oilver ealee me:r have reaulted from the release of 
the !Iandy and liarmn annual report and preee c011ment thereon, ouch aa the Journal of 
Commerce editorial &g&inot the oilver purchaae policy. Senator Pittman made a sta te­
ment in defense of the progrND i.n mid-atternoon. 

Mr. ltnoke told .,. by telephone today that the bal..,ce of the State B&llk of 
Ruaoia with the Cheae Bation&l Bank had declined from $4,000,000 on Jauwar;r 12 to 
$2,900,000 ae of January 19: thet the letter of credit account of t he State Bank of 
Ruaeia with the Cheae lration&l Bank had declined from $7,000,000 to $6,800,000 !or 
the oame period; and thet the .Aatorg balance with tho Chaoe had gene down from 

000,000 to $900,000. The largeot in-~nt for the period under reference con­
"'''"'a. of a rolllittanee to the State B&llk of lluaoia of $1,000,000 fro• the Bothrdaal 

Ont-pa;r~~ento from the lluaoian State Bank account 1nclu4edl a pa;r11ent of 
~VV,VliU to Amtorg; $5()0,000 on lettero of credit! $150,000 to the Lithuanian 

Bank; $350,000 to the ~atonian State Bank: $300,000 to t he Yeetern ¥Aeh1ne 
c::~ of PennoylT&Di&; and certain oeattered pa;raento, including one for intereot 
c on the 71- llualian State loan. .t.mtorg'e out-P811'8ntl were oeattered. 

/'~-f: 
CONFIDENtiAL 
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TREASURY DEPARTMENT 

PAOaiREMENT DIVISION 

WASHINGTON 

Jatftl&ry 22, ~0 

J.il!:WUNlXIt! FOR TI!S SECRETARY 

J.tter lamne ywr office this aornin£ I tw1 " 11lrtber comers­
tion 'llith !.!r. Elr.aruel. and !!r. I!eale. They are £Oin8 to ·send to 
:>e, ..,st intorcall.y, a oeaorandwa ns to the possib1llties o! 
production or the engine ,., discussed. llso, lUI to what addi­
t ional tacillties, machine toola and equipcent that 1l0Ul.d be 
roquired and an estimate as to their cost. 

It is expected this memorandum '11'111 be received the latter part 
or this liCok. 
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TREASURY DEPARTMENT 
PROCUREMENT DIVISION 

WASHINGTON 

UE!JORANWl.l FOR THE SECRETARI 
d · 

J&nUil'y 22, T 7 I 
, I . 

63 

A conference was had this afternoon with Ur. A. Wild, the Sales l!anager of the 
Continental Uotors , Uuskegon, W.chigan, concerning the possibillty ot their 
undertaking the manufacture of parts tor airplane engines ot approximate:!¥ 
1000 horsepower, both troc the viewpoint of utilizing existent facilities and 
on the basis of providing additional machine faci lities and noor space it re­
quired. 

Continental Uotors is at present manufacturing motors for use on aircraft, auto­
mobiles, and motor-driven farm equipment, The officers of the coopaey are 
c. J , Reese, President and General Manager; J , H. Ferry, Vice President; 
B. F. Tobin, Jr. , Executive Vice President ani Secretary; and L. P. Kalb, Vice 
President ot l!arutacturing and Engineering. All of the activities of this 
company are at present concentrated in L'uskegon, The plant ..trl.ch they had pre­
vious:~¥ operated in Detroit has been closed and is for sale, provided a suitable 
price tor it can be had. They have had t110 loans, one of $11 0001000 and one ot 
$3001 000 from the RFC, some of ..trl.eh total loan has been repaid, 

At the Uuskegon plant, with a total noor space of 7181 500 square teet, 119, 800 
square feet is used in the manufacture of aircrntt engines . Out of a total ot 
1700 men 360 are emp:Loyed in the aircraft engine division. They have developed 
a 1000 horsepower 12 cylinder, liquid cooled engine, on which a SO-hmir develop.­
mont test has been completed, and the engioo is now baing flight tested, Ur. Wild 
stated that pending the outcome of fligbt tests nothing definite as to performance 
can be given, rut it is expected th:lt at least 580 1lPII on pursuits will be ob­
tained, Should the tests prove satisfactory, deliveries could be started in six 
months at the rate of one per ..eek, and he believed th:lt, with some additional 
tools and facilities, deliveries could bs stepped up i n three to four months to 
thirty engines per month , 

!a-, Vlild further stated that they 110uld be interested in subcontract work, if of 
a type that could be performed with their facilit es, 
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11155 .... 
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Operator: Go ahead. 

HMJr: Hello. 

Ben 
Cohen: 

P.MJr: 

C: 

I!Y.Jr: 

0: 

I!J.!Jr: 

c: 

J-D.1Jr: 

C: 

f!l.-!Jr: 

C: 

RMJr: 

C: 

R!-!Jr: 

C: 

RMJr: 

Good morning. 

How are youT 

.Ul right. I ' ve met through hl1x a Dr. David .Ubal& 
trom lUgoelavia •••••• 

Yeah. 

•••••• the :tamoue surgeon trom Belgrade, the leader tf"' 
of the supporting community there. ~ 

Yes . 

And he• a a apeoial Attache to their Legation here • . 

Yes. 

And he's eager to meet you and t o meet other people, 
I think more to know what the real ei tuat1on 1B 
regarding our relations to turope and to tell you 
some o:t hie problema. 

Well ...... . 

He telle oe that he knew your father many years baok 
when he vas Ambassador to Tu.rkey, a.nd I ' ve Juet had 
a short talk V1 th h1m and he eeeos to be an av1'ully 
deoent sort of :tellov. 

Well, I ' ll - - I'll fix it up. 

Will you :tix it d1reot through the Legationt 

Yee . 

.Ul rigbt - - that ie, he apparently sakes hi• 
appointments informally r a ther than to -- so -- I 
11ean, it ' e juet on a triendly ~i• raDler . tllan ••• •• • 

I UDderetand. 
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0: 

HMJr: 

0: 

HMJr: 

C: 

- 2 -

•• ••.• •tr1ctly ott1o1al. 

o. r. 
All r1gbt. Thanke •o muoh, Henry. 

Goodbye. 

Goodbye . 
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CHRO!iOLOGr OF EVI!NTS IN ADRICAII 
N!GOTIAriONS COIIERNI!IG BRAZlLIAII OEBr , 

In Alll\ltt, 1939, at the inrltation ot the Brazillan Governaent , 

representatives ot the United States, British and French bondholders 

went to Rio de Janeiro to negotiate a debt se ttluent. llhen the war 

broke out the Aaerican representatiTe, 11r. Dana lllmro, returned home, 

Roweyer, the French and British representatiYes - both ot WOOl lin 

in Bu.eDos Aires - reuined in Bra&ll (except tor brier jaunts to 

Bu.enoa Aires) were thq nre IIUbsequentl,y Joined br a representatin 

ot the Portuguese bondholders and a second n-ench r epresentat.ive who 

67 

represented a ditterent group ot bondholders than did the first. Durin& 

the ensuing months discuseions betwHn r epreaentatiTes or the »u-opee.n 

bondholders and Brasilien authorities continu.ed. Following is a s...,_ 

111417 ot steps apperentl,r taken br the Allerie&n Governaent during 

this tiM. 

(l) In a report dated RoY .. ber 7, the AMrie&n l.abuaador 
reports that he had agreed at the tiu ot the outbreak 
of the war thet the -..nt was not then propitious t or 
continuing debt coDYereationa, but atetas that on that 
dq he had expreaaed to tile llinister ot Foreign Aftelra 
his hope that the Brasilian Gonrnaent would not poat.­
pone 1.ndetin1tal,T giving aeriou. consideration to our 
resuaption ot conversations. 

(2) On November 30 the Britieh Goverllll8nt sent an Aide -oire 
to the state Oepartllent stating that the Council ot For­
eign Bondholders in London undeutanda that the Aaerican 
Bondholders Protective Council share their rln that the 
geMral principle ot the Aranhe Plan should be preserved 
in ari!T sett~nt and aau the United States to uae their 
intluence with the Brasilian GovernMnt in favor of the 
adoption ot such a.rre.nc .. ent. 
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J. On December l2 the State Department cabled the Aaeriean 
Eaobesoy in BreaU, advising the American Aabessador to 
present to Aranb.a, in an informe.l. m&nner, the followinc 
points , 

a . that it 1e the belief of the State Department that 
an ear}¥ settleooent of the Aaerie&D pert of the 
Brazilian debt 1a atlll duirebleJ 

b. that a aettl-nt with the !>.lropean boodholdera 
110uld haTe deplorable effects in the Uni t.ed States 
unleaa Brasil worked out a settlement with dollar 
bondholder a simul t&neousl,y 1 

c. that the State Department foals that in ~ plan 
negotiated tha COIIp&rable .poaition of the dollar 
i ssues , including state aDd IIUnicipel issues, should 
be recognized aa they were in the original Aranba 
plan. 

In a cable of Dece:ober 15 the Aaerican AJibeasador intoraed 
the State Department that he had expressed the sentiments 
to the Brazilian llinister of Foreign Affairs. In this 
same cable the Allbessador expresses doubt that we could 
negotiate a settlement ahead of the British and French , 
illpl,ying that a settlement must be reached simultaneous}¥ 
by all bondholder• . 

4. In a cable of Dece11ber 28 the Aaerican AJibeasador, afte.r 
stating in aumury that the repreaentatina of the Brullian 
bondholders were on the nrge of reaching an agreement with 
the Brazilian govarnaent, under which all aonie& paid would 
be allotted to the federal debt alone, reports that •when 
matters had reached this point I took action last week 
to prevent a settlement of the federal debt alone or ~ 
other agree~ent with the Europeans prior to negotiat ing 
w1 th us. • Be SM• on to say that the Minister of Finance 
had , for some time been desirous (and was then insistentl,y 
desirous) that wo take pert in tho negotiati ons, but 
caop1•1 ned that his b&Dda had been tied by the Depertaent 1 a 
instructiona, and that it we were not going to negotiate 
for 80118t1M, he would liks to lll&lo:e this clear to the 
Brazilian gonrncent because the whole busineaa wa getting 
into a IIUddle. Be turther reports that Aranha rec~ed 
that n allow th• to reach a aettl-nt first with J!)lropean 
bondholders in order than to be able to &ive e better 
treatment to Aaeriean bondholders , but tbe Allbee sad or 
advises againat this . 

cs 
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(!J) Cia t'MIIIkr 29 llr. PiueDt., n-1a1 ~ellor of 
\be IIPlu..b tbQ'Vt t&lbd wl\b Jrr. alee)q ud Jlr-. 
IJ.""F ot ~ state ~. Ill thi.l CODYVMtiOD 
re)lrMelltet1 ..... ot ~ state Dep&rt.eell.t !Atoned llr. 
1'1.118nt. that tbia 00'1"1t1.-Dt. would 110\ aupport. &~~r 
propoM18 tor Mttl mt ot tha hdcoal debt alo~~e. 
~ &leo pointed out to llr. PiueDt. that the .&Mrican 
Oonz-.rt. doee not 1118h to diloourqe the mdeDt. d.111-
poa1t1oa of ~ BraailiaD ao.....-at at the prNellt 
tiM to .U .,.. 11:11111 of a de~ aetu-t, etetillc 
that tbia Ootli11WUt •• 101Dc to 1Dtereet itaalt acUYII­
lir ill the -ttar. llr. Pill8ant aabd it be llicbt be toJ.4 
ot deqloPMJrt. men tbe7 occv.rred tt-t repreaant.eu .... 
ot the state Dep&rt.eell.t aa14 that tbq could 110t UDder­
tab to do eo. 

(6) Cia O.C..ber 29 the state Depart..eat cabled the Jabaaq 
ill llruU 1Atorad.ll& thea that the lnllch and Briti.U 
repra-teu ..... ._.. be1Dc O%'&lq !Atone&! 'br the ~ 
part..eat that tbe Gotlt1Wt of the UIUted statu will. 
eupport. actinl,T at Rio de J'a~~e1ro the .&Mrie&D lolld­
bold .... ' 1Dt.areeta, that 110 partial eetU..11t llbicb 
tuora lllropean boJidbold•ra at the ape- of .Aioerican 
bo""holdera •ould be tolerated and that • .,.. prorleioll 
tor all dollar bolllle .... t be i110luded ill &~~r acreaent 
that ia Mde. In tbie - cable the state DepartllieDt. 
authorised the .&Mrioan .Aabuaador at hie d.iacreUon 
"to tab part. !At~ and illdependantliJ' ill debt d.ill­
cu .. iOD& with the appzopziate BrasiliaD ntborit1N• 
tor the purpoee ot 0 &8cart.aill1DC mat te... the Gotlt1w­
-t ot BraaU 1a prepared to otter•. '!be state ~ 
~ 8U.d that ebould ~ Ocwerwt. ot BruU be 
PNJII'ftd to ..tar iDt.o ciJ.e.,...aiOIIII, the Departa.zt 
woul4 • "•t.elir co.,.ider the queetioo ot whether tbe 
CO"Mil could tab a v.aeh1 part. ill tboee .u-aiona 
and wbetber ~ CoullcU aboul.d MDII a repraaentet1n to 
ltio de J'aneiro. !be St.ete Depart.Mat &leo pointed out 
that Ulr eettl xnt aat .U )II'OYUioa for all dollar 
bci>IU ill a ~ •'•" u to the pl.aa ot .u.n~~a, 
and et.et.ed that. tbe -'a C~~~Teatlir belli( d.iacuaed 
are .-11 tor a~ aetu-at, CO!ICludiDI that 
it a plaa bued OD .-11 pqMn\a WW& plAced OD a 
t.e.Jl01U1' buia it would be 110re l.ikal,T to aewre 
accept.e!ICe. 
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(7) OD Dece11ber .30 ltr. Feia bad met with 11r . Francis 1\bite, 
President or the Foreign Bondholders ProtectiYe Council, 
at New York. Tbie conversation ia described in a memo­
re.ndwo dated January 21 1940. 

(8) In a r.port dated Janus.ry 8 1 the Brazilian Aabessadar 
eeclo .. d copiea of a letter and &•orandWI be sent to 
the Bras1llan Minister of For.ip ALtura. The ce.ao­
randllll wu a atet-nt or bia interpretation or the 
poll"7 ot the Braailian Goverment with respect to debt 
negotiations and be asks the lli.niater to tell bim whether 
his interpretation ia correct . 

(9) In a telegru of Janus.ry 1.3, 1940, the Aller1can .Ailbasaador 
reports that the Brazilian 111D1ster of Foreip Affaire 
agrMd that his interpretation of Brasil's policy was cor­
rect and that the Brazilian 111D1ster of Foreign Affaire 
suggested to the Aabessador that he • intora tha United 
Statee GoTen:.ent, confident1al.JJ' and infonuJJ.;r, that the 
Brasilian Goverment is cont•pl.atl.:ag realllling pe.JMDta on 
all dollar honda UDder the Aranba plan on the b!Lsis ot 50 
percent of all Pli}'llellts on dollar bonds which were due in 
19.37 • • • • The llin1ater of Foraip ALtair a 1\lrther eta ted 
• I baTe not bean authorized b7 tba President to give fOU 

this information but I feel confident that I can get his 
agreuent as well as that of the Cabinet". 
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MEOORANDO» 

TO: Secretary Morgenthau 

FROM: Yr. Gaston 

January 18, 1940. 

McKay c a1led me up about five minutes after eleven, 

sa i d t hat Herber t Feis had at tempted to talk to the Secre­

tary ebout Brazil and the Secretary said t hat I should call 

Fei s back right away . I called Fei s and he said that they 

had had a cable from Rio, that Caffery had seen Aranha 

yesterday, that Arenha t old him that he had discussed the 

debt matter with President Var gas and that t hey were pre­

pared t o make a proVis ional offer on t he dollar bonds Yihich 

~rould be fifty per cent of all the dol.l ar payments due under 

the f irst year of the Aranha plan, increasing in subsequent 

years according to t he Aranha schedule. Caffery reminded 

Aranha that their previcus discussion had been on the basis 

of f i fty per cent of the payments due in the last year and 

to that Aranha indicated that t his Government mi ght appl y 

for a settlement on that basis . Caff ery said in his tele­

gram that Ar anha must have an answer t oday, since he was 

preparing t o leave f or Buenos Aires tomorrow morning. Feis 

said t hat he had drafted a oessa&e for Caffery and t hat it 

was necessary for him t o call up Caffery on the long di stance 

phone wi t hin t he next ten minutes. He then read rae the 

messege which he proposed t o read t o Caffery, which was as 

follows: 

"Assuming that the Brazili an Government makes 

clear that its offer is not a permanent settl ement, 

you may , while avoid in& any responsibility for the 

action of the Brazili an Government , indicate to Aranha 

that it t he Bra zili an Gover nment should make an offer 

of one-half of the payaents scheduled for the last 

(repeat last) year of the Aranha plan, wi th t he indi­

cat ed progressi o.n in subsequent years that this Govern­

ment woul d regard i t as a step forward . " 

Be asked me i f that would have the apJ)rovel of the 

Tr er sur y Depart me.nt . I asked him in turn two things: (l) 

did he not think either he or we shoul d consult the Bondhol ders 

Protect ive Councll; (2) did he t h ink t he offer the best that 

could be gotten. As to the first point he said t hat U any-

7/ 
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body talked t o the Council , he thought he should be the 
one to do i t , but he was inclined not to consult them. 
Be indica ted that if he did talk to Whit e .or Trapha gen he 
would t ell them that r egardless of their attitude they 
would probably make t his suggestion to Caffery . As to the 
second point he said he wes certain that we couldn ' t 1et 
any more t han ha.lf of the 1937 payment under the Aranha 
plan and a progressi on on t he Aranba scale . I t old him 
then that I couldn' t give him an answer immediately , that I 
would have t o consult other people in the Treasury and tha t 
I would t ry to call him again wit h in five minutes . 

I called Barry White 's office and he was in the big 
staff meeting. I went to the staff meeting and called him 
out . Barry wa s decidedly agaJ.nst our taking any snap act ion, 
d id not see t he occasi on for any rush and agreed wi th me that 
the bondholders council ought to b e consulted. The staff 
meet ing then breaking up, at about 11:30, I went in to see 
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the Secretary and told him what had occurred . Be later c alled 
in fihite, Cochran and Cotton. Yle were all a greed that there 
"as n o occasi on for such rush action and t hat we would not 
gi ve an opin.io.n at this I!Pment on the message that Pe t s pro­
posed to send. 

l'lh1t e explained that t he J..ranha plan would call for about 
thirty-two to thirty-four millions in the first year and forty­
five millions in the l ast year . Of this total amount the 
shar e of the American bondhol ders was estimated to be about 
one-third and fifty per cent of that would mean about s ix 
millions on the first year b asis and perhaps seve.n and one­
half millions on the last year basis. I said that I thought 
our r eply to Feis was plain that we would say that we thought 
the Bondholders Council ought to be consulted and tha t we 
couldn 't g ive a defini t e answer unt1.1 the meeting wh i ch had 
been arranged f or 2 : 30 t h is afternoon. The Secret ary said ne 
wanted a more clear cut answer than that, that I should say to 
Feis s imply that we could give him n o answer , yes or no , and 
could make n o comment on his proposed dispatch until after the 
afternoon meeting. 

Barry White raised t he point that he thought we ought to 
prot ect ourselves against t he c harge that we were f alli ng to 
cooperate and after some discussion the Secretary said that he 
would call Secretary BUll and tell him exactly what had occurred. 
I asked if I should await h i s cell to Bull before calling Pe i s 
and he said no, go ahead and call Pe1s . On my r eturn to the 
off i ce I put in a call for Feis and succeeded in getting him 
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within a few minutes. I t old him ~>nat had b een agre ed 
upon, that i s , that we would make no comoent on h is pro­
pos ed dispatch b efore our meeting, scheduled f or 2 : 30 
this afternoon . He replied 11 All r i ght, but I want to let 
you know t hat I am going to send the message anyway." I 
s a id "You a re telling me simply for n;y information tha t 
you are g o ing to s end the message ai1Ylray, i s that right?" 
Be s a id "Yes, that ' s right. • I reported this to the Secre­
t a ry by telephone and he told me t hat he had talked with 
Bull and that Bull knew nothing about the mat t er. 

Herbert Feis co me t o rey of fice shortly after 2:30, 
a ccompanied by FmUio Collado . Barry Yfnite, llerle Cochran 
and J oe Cotton r.ere present . I a s ked Feis what he thought 
t he next step in the BrazUian Matter i n vi ew of the dis-

14 

pa tch he ha d ~ent t oday . Be said he thought the only t h ing 
to do n ow wa s to wait untU v1e s e e what the BrazUian govern­
ment did as a r esult of the message. I s a id that so f a r as I 
could see there wa s nothing immediate for the Trea sury t o do. 
Feis volunteer ed t hat he had no criticis m to make of our re­
fusal to g i ve an immediate ensl'.'er on t he subject of the pro­
posed message . Be t hought be would ha~' done the same h~elf. 
r re!"erred t o a phrase in one o f the cables t o Caffe~· , in­
s tructing him t o pr oceed • inf ormally and :Independently" to 
make certa in r epresentations to the Brazilian government . I 
a s ked specifically if t hat mccnt tha t the n e&otllitions wer e 
t o proceed :Independent of the Treasury. Fe is d idn 1 t r e call 
the phr ase, but Collado did end said t hat :In h i s opinion it 
simply meant t hat Ce f fery wa s t o proceed :In h is negotielions 
:Independ ently of any of t he other countries interested . Feis 
agr eed th~t that seemed to b e tr£ pr oper ex pl anation . I then 
said t ha t it seemed t o me , in vieYI of all t h:>t had occurred, 
it would b e best f or the Treasury to stay out of the negotia­
tions and permit the St ate Deportment to ~o ahead. Feis s a id 
if the Treasury wished t o mak e that decision that it woul d be 
all right with t hem, t ha t t hey had a "clear conscience and a 
steady eYe," but t hat h e t hought t h e commi t tee of three might 
wish t o inake a d ecis ion on that point l ater. I told him that 
1n any case we would wish to b e informe~ of what went on M d 
he agreed t l~t he woul d keep us informed. I also s a id that 
v1e would be willing to give any expert advice or judgment that 
they want ed at any time. 

Feis then asked if there wa s anything we wanted to br~ 
up about Colombia. I told him I knew of not hing and !tr. Cott on 
contribut ed an explano.tion oft h e situat i on a s he unders tood 
it . Cotton a s ked if there we s anything new on the qu est i on of 
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United State• 8te~ coiDJ into BruU and Cocbrllll referred 
to a stoey 1n the Herald Trlllune ot thb Slrn:lnc. 1n the 
hll Street co•ent col111m. Feia add that United Statea 
Steel was not come into BrazU lll1d would not even accept a 
lllllDace•ent contract. This acreed .:In llllllstance with the 
Herald Trlllune stoey. Feb asked it that waa all we RDted 
to talk about lllld I said that it was. .l8 the7 l ett I re­
peated to Feil that tor t be present we would do nothiDJ 
'llbatever 011 the BrazUian debt utter but would look to thea 
to keep us :Into~. 
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COPY 
PARAPHRASE OF TELm!W.I SENT 

TO: American Embaeey, R 1o de Janeiro 

NO,; 13 

DATE : J anuary 18 , 1940 

17 
1 B 

Reference is !DAde t o your no. ?R ,dated January 17. 

While avoi di ng any responsibility for the action 

of the Governoent of Brazi l, you may indicate to -~anha 

(assuming it is made clear by the Brazilian Government 

t hat tts offer does not constitute a peroanent settle­

ment ) that the United St ates Government would regard 

1t as a step forward if the Brazilian Government ehould 

I!IA.lte an offer of 51' oercent of the oaymcnte which are 

scheduled for the l a s t (I emphnsize last) year under the 

Aranha plan with the indicated increa ses in subsequent 

years. 

EA:EB 
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January 20, 1940. 

I!EL10RAlfOOJ.t 

TO: Secretary Worgenthau 
FRO~: Yr. Gaston 

SUBJECT : Brazil. 

Herbert Feis called at 9:25 this morning saying he 
v.·ished t o give me the lat est from Rio . Re has a dispatch, 
v.Tlich he will s end over. He said that it now looked rea l ; 
t hat t h ose fellows were proceeding to make an offer . The 
offer will be the f i rst year of the Aranha plan, with the 
progression ind icated in the plan and they will announce 

73 
8o 

that it is purely temporary . This, Feis said, wasn't what 
we h c.d hoped for but might be the bes t we could get . Think­
ing of uhat occurred at our l ast meeting (t he meeting in ~ 
office on Thurs daf a fternoon of Feis, Collado, Cochran, Ymite, 
Cotton and ~self) and bearing in mind that responsibility 
had been asslgned to him as far as the State Department i s 
concerned, Feis said he supposed be should send this merely 
for our in format ion, but be was prepa red t o proceed in any 
way we saw fit. If we want to participate, or 1f we w;ant to 
refer it to the committee of three, or 1f we wish to withdraw 
altoget her , it wlll be all r i ght ·uth him; he w1ll handle it 
any way r.e wish. If we wished to participate he would be 
glad to come over and t alk the thing over with us. Be a sked 
that I let him know in the course of the morning what way we 
wish to proceed . He repeated that he would gladly go one way 
or the other, whatever way \7e wish. He asked 1f I d idn 1 t 
cons ider t ha t f a i r and I sai d t hat I d i d , that "e couldn't 
a sk anyt h in& more. I added that I would consult the Secretary 
v:hen he a r rived during the morning and wou ld let him !mow 
during the c ourse of the day what we wish to do. 

Co;>ies to: 
l4r . Cochran 
!lr. Y/bite 
Wr . Cotton 
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Y.y dear Cordell: 

January 20, 194o. 

I am writing t o confirm a decision with respect to the 
Brazilian debt negotiations ot which ~~. Gaston advised Mr. 

81 

Feis by telephone today, !h.ie decision ie that the freasur7 
w1ll not partici pate in the present deliberations and negotia­
tions looking to a settlement of the Brazilian debt matter, but 
will , however, stand ready and willing to supply any technical 
assistance in the way ot research or computations that the State 
Department may desire. 

I am impelled to reach this decision by the history and 
present statue of the Brazilian negotito.tione. 

You Will recall my telephone conversation with you on 
Thursday, in which I told you that we had been asked to give 
within a matter ot a tew minutes our approval or disapproval 
to a despatch which it was proposed to transmit that day to 

Ambassador Cattery tor communication to the Brazilian govern­
ment . This despatch wae to inform the Brazilian governme.nt 
that an otter in certain terms tor a temporary settlement ot 
the Brazilian dollar obligations would be regarded by th1e 
government as a •step torward. 1 

It seemed to me clearly impossible , as I informed you 
then, tor ue to reach an intelligent decision on so important 
a matter in the t1111e attorded, particularly in view or the 
tact that we bad been so lately informed of the negotiations 
in Whi ch Ambassador Cattery was engaged. Since the offer under 
discussion affected the interests ot ·private ored1toro , I alec 
h&d in mind our obligation to the Bondholders• Protective Council , 
the representative of those creditors. I was impressed, too, 
by the tact that the proposed despatch undertook to state the 
considered v1ew of this government, which seemed to me to sug­
gest that it ought to have the oaretul consideration of all ot 
us Who have been asked to center together on these problems. 

I therefore suggested that the matter should be given .ore 
mature consideration at a meeting on this subJect already sched­
uled tor that atternoon, at which Mr. Feie, Mr. Gaston and others 
were to be present. Mr. Fe1B woe therefore advised that 1.n ad­

vance ot that meeting the Treasury could g1ve no decision and 
make no comment on the proposed despatch to Rio. The matter 
being considered in the State Department to be urgent, the des-11. patch vas, however, sent and the Treasury Depart.ent eo advised. 
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I am nov informed that a repl7 hae been received rroa Rio 
vh1oh calla tor a new deoieion and that the ~reaaurr ie invited 
to parti oi pate in the coneideration or what further steps are 
to be taken. 

~e negotiations are now quite obviouBl7 tar advanced and 
their pattern has been aet. Without impl71ng anr cr1tic1em or 
what baa been done, I do not reel that the !reaeurr oan contri­
bute anrth.ing or value b7 entering into the d1eoueeion• at th11 
late etaae. 

Honorable Cordell Hull, 

Secretary or State , 

81ncerelr, 

l!leore tarr or the !reMurr. 
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Jeoretary of State , 

Washingt<"n , 

10~ , Janus.ry 22 , 6 ., , m. 

GRAY 

Pnris 

Dated Jan=¥ 22, 1940 

Rcc ' d 4 P • l!lo 

Fe'{ TIE T'lEASi..~ FR<'I" L!ATTHEWS . 

Supplcnu:nt1ng b1s recent articles nn war fjnanc1ng 

ll. rd thE capitlll circuit l?rEdtrS c Jenny published 1n 

lest cvEning1 3 I£ TEI!PS a plEB f"r greater us E of t;1c 

o:C.cck as n nu:nns of pnyucnt . llt starts from the premise 

t~nt the vnl~~£ nf bank dEposits in o c~untry d epends 

on the rtln t1vE prop.,rt! nn r f pnyments madE in cas !:I "r 

by check and that on the V"l~~E of bank dtp<"sits depend s 

in !)nrt the V<'lurt£ nf credit n vc.ilnblE t " the ato.tc f or 

ca:-ry1n,g "n war. Ec pr"cccds t" rnkc cc r.rporison.s in 

t "'.13 respect between Prance and Grent Britain . In th: 

lllttcr country h£ cstimntca that thE rc.t1~ <" f check 

pc.YJ~I:nts t o co.oh uay_n£nto 1s 5 t n 1 . Th is is s~CMn by 

tl:.c fnct tha t wi th o. n "t£ c1rcullltion " f 545 uill1on 

!JOuncls on Nrwntbtr 3 0 J..c.ot t 'l tal dt:>osit s bo t h of the 

Lc nd'>n clcnring bnnlro am nutoidc 1nst1tuti rno rEached 

o.ppr r xiro tcly 3100 :n1111on prunds . (END SECT! ':'t
1 

C'l'E) • 

BA.'ll<ES 

C3B 
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Sccrctary or Statr:, 

Wash1n:;ton. 

GRAY 

ParS.. 

Dattd January 2~, 1940 

Rto 1d 41 26 P• m. 

104, Jo.nuary 22, 6 P • m. (SECTION TWO) . 

I n Fro.nc E on t ht othEr ho.nd whErt dtpoaita i n th£ 

"84 

to\~ largE crtdi t tatablisbmtnta o.mounttd to 36, 00010~~ 

tro.ncs on Octobtr ~1 givin3 roughly a toto.l of o.ll bcnk 
. . 

dEposits Of bttWEEn 701 000, 0001 000 O.nd 75, 000, 000, 000 

frnncs notE circulation was 144,000,000 , 000. Thus 

wh ErE lump bo.nk dtpoaita wEr t six timta grEatEr tho.n 

notE circulati on in FrancE, nott 'o i rculo.tion i s doublE 

dEpoaitsl EvEn to.king into conaidtrction tht hoarding 

ho.bita of thE FrEnch public end t hE importancE of French 

a::.v1ngs banks dcpollits (almost 70, 000, 000, 000 at 'PXOEStnt ) 

of which a tro.otion rcprEsmts TrEasury funds it nppEcra 

tho.t total JnymEnte by cb tck i n From£ do not Equal tbt 

voluri.E of po.ymmta by ocsh. In v1tw of tht fnct thnt 

prEsEnt nott circulati on tXCEtdo 150, 000, 000,000 and of 

the turtlxr root tl:n t FrEmh banks art IIIA1nto.1nin3 a vtrng£ 

cash rEservEs Equal to 13 .5~ of dEposita it 1S ao.rc to 

any t ho. t if th£ Frcnch acquirEd tht ho.bit or maki ng not 

siX• OC:VEI~tlll!. 
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• ham - 2- No. 104, January 22, 6 P • m., from Pcris (3Ection 8) 

six-sEvEntha a11 1n GrEat Britain but EVEn two-t~rds ot 

thEir paymtnte by clEck total bank dEpOIIita :!ErE would 

automat1oclly IIOOn EXCEEd 200,000 , 000, 000 trancs &II 

against th£ 75 , 000, 000, 000 ot today . And it cash pay­

&IEnts fEll to a quartEr ot total paymEnts thE figurE 

would rEach 300, 0 00, 000,000 trance . 

BARNES 

EUB 
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• REB 

Secretary of State , 

Washington . 

GRAY 

Paris 

Dated January 22 , 1940 

Rec ' d 5 :15 P • m, 

104, January 22 , 6 P • m, (SECTIO!I TIUlEE) 

86 

Tilt advantagES to be cained thereby, he says , arE 

obvious . In tr.E first placE it is Essmtially from bank 

dEposits that trc available funds of the r.1oncy markEt arE 

drawn . It is therefore clear that the volumE of floating 

debt which the monty mar!ctt can carry and therefor c the 

resources which the State can derivE from the money marlcet 

depends directly on the volume of thes e deposits . lie 

points out that in London the floating dct-t. at the end of 

the ~ar rEachEd a total of l0.1,535 , 000, 000 or thE equivalent 

of 2'10, 000, 000,000 francs and that in thE coursE of the same 

year thE iSSUE Of tEI~Er billS incrEOSEd L272, 000 , 000 Or 

a;>prux1mat£ly 48 ,000 ,000, 000 frarcs . Secondly, a floating 

debt l"lher cundEr the obliaations IU't held by banks -- a 

natural developmEnt if the incrtaoc of bank deposits 

pennits is more stable than where ohort term oblie;ations 

ore !)laced by t hE State with thE public . This , he says , 

is a consideration wh ich fro1:1 t :1c ,>oint of view of the 

financial 
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• REB -#104 , From Paris, Jan. 22 , 6 p . m. (SEction ThrEE) 

financial and monEtary tuturE is far from nEgligiblE . 

PinaUy thE Trtaaury woul.d bt ltaa obligated to rtqutst 

advancEs from thE bank of issuE in thE proportion that it 

round morE rEsourcEs availablE in tht unrtstriottd marktt. 

BULL ITT 

EMB 

87 
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REB 

SEcrEtary of Stntt , 

Washington. 

GRAY 

Pari a 

Dnttd January 22, 1940 

REo 1 d 5 : 53 P• m. 

104 , January 22, 6 P • m. (SECTION FOUR) 

Government inflation would bE limited nnd n brakE put 

through thE risE 1n notE circulation . 

In conclusion Jenny with somewhat txcEssivE optimism, 

it stons to mE , urgEs thE GovErnmEnt to tndcc.vor to modify 

Existing habits snd EncouragE t hE greater usE of thE "ChequE 

B/\rr£11 (which as you know cnnnot bE cashEd but is only pnid 

through n bankinG account). HE is not spEcific 1n this 

rtspcct but says , 11Tht StatE can Easily by diffErEnt mEnns 

br~ such changE in a relatively short ttmc . It can 

doubtlEss oorE Easily do so today with thE powErS it 

poss Esses in view of thE war and tht diociplinE which 1s 

imposEd on thE public than i t could 1n normal timEs . 

SincE its int ervEntion is so manifEst on all sidEs EVEn 

whErE thE results art questionablE can' t it EXErCisE them 

in this domain whErE obviously its intervEntion could only 

bE attEsted? Why cannot its intervEntion b E usEd on bEhalf 

of c. rational crEdit policy." 

BARliES 

EldB 

88 
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REB 

Stcrttary of StatE , 

Washington. 

GRAY 

Paris 

DotEd January 22, 1940 

Rtc 1d 6 : 23 p . m. 

104, January 22, 6 P • m. (SECTION FIVE) 

ThE t Ext of thE Fl•anco- Spanish commErcial agrEtmtnt 

s1cnEd at Uadr1d on January 18 (m! tElEgram No. 74 of 

January 15, 3 P • m. ) was publishEd by .thE Journal Off1c1El 

of January 21 . ThE arrcngtmtnt EntErs into fore£ todny 

and will EXpirE on DEctmbEr 31 nat . ThE amounts and valuE 

of zntrchnndiSE which FrancE agrEES to import from Spain 

orE givEn in list A nt tachtd to thE agr£tm£nt . ThE chiEf 

1ttms includE 431,000 tons pyritEs, 365,000 tons Riff iron, 

672 tons mErcury, btt~E£n 7 ,000 and 10, 000 tons lEad, 

21 ,000 tons sulphidE of zinc , 200 tons of tungstEn and 

important quantitiEs of orangEs, nuts, sardinES and 

fresh fish and lomb :ll(ins . 

Tht aJ:lOunts and valuE of mErchandisE which Spain 

ngrEEa to import trom FrancE arE givEn on list B attachEd 

to thE agrttmmt. ChiEf i tcns includE 1 , 750, 000 quintals 

of vthEat , 325,000 tons of phosphat Es, 4, 000 automobiles , 

phiU'1ao.cruticala of o valuE of 30, 000, 000 trance , dytstuff1.0 

10,000, 000, othEr chEmical products 35, 000, 000, ElEctric 

oppliancts 
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REB - 2-1104, From Paris, Jnn. 22, 6 p . m. (SEction FivE) 
t 

appliancEs 20, 000,000, AlgErian tobacco 20, 000, 000, 

winEs and spirits 2 ,000,000, agricultural !DilchinEry 

6, 000, 000 and motors 8,000 ,000. 

JRL 

E!.!B 

\ B.i.I!HES 

so 
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Stcrctary or State , 

Washington. 

GRAY 

Paris 

Dated January 22, 1940 

Rtc'd 6 :05 p. m, 

104, J~r.~Rry 22, 6 p , m, (SECTION SIX) • 

It is wic: uown that t hE commtrCiial paymEnts 

involved (,y_'\:.ch ! understand art thEoretically supposed 

to balancE but mny wEll rEsult in a furthEr accumul ation 

of blocked pEs Etas) on both s i des will be effected 

through a clearing systEm. PaymEnts for Spanish mer­

chandi se imported into FrancE wi ll bE madE i n Franc£ 

to tht FrEnch Clearing Offic e. PaymEnts for French 

mErchandisE importEd i nto Spain will bE madE in pEsEbas 

to t hE Spanish Institu' t of ForEign Currencies . 

I;1 addi tion to tht Nat!.onal Commi ttEE of Propaganda 

stt u~ undEr th£ dtcret of October 31 last to popularizE 

armament bonds (my telegram No. 2625 of October 31, 

7 p, m. , 1939) provision is madE undEr an arrete pub­

l ishEd in the Journal OfriciEl of today for th£ crea­

tion or a techni cal committee to study means or i n­

creas ing i nvestmEnt in e ccuritic s issuEd by tht Treasury . 

Tilt commitotcc 

91 
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LMS 2-No . l04, January 22, 6 p , m. , Sto . 6 , £rom Paris . 

ThE commi ttEE will bE composEd or thE GovErnor or thE 

Bank o£ FrancE , thE GEnEral Manager o£ thE CaissE dES 

DEpots Et dEs Consignati ons , a DirEctor or thE GEnEral 

MovEmEnt or Funds , E, C, 

SecuritiEs markEt was hesitant and inactivE today. 

Rcntcs wErE down about 50 CEntimEs . ThE 1937 ExchangE 

guarantEE issuE lost about 3 points . Of£icial exchangE 

ratEs rEmainEd at thE samE lEvEl , 

(END OF MESSAGE) 

BARNES 

JRL:EMB 
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KusHIN FREIGHT LINr:S, INc. 

221 Wl.$T ROOSEVELT lltOAO 

CHICAGO 

Honorable Henry J . torgenthAu, Jr . , 
Secre-tor:/ ot tho 'i'rea~ur~,-, 
Treasur·:,~ Buildirg, 
~ashir.&ton, D.C. 

~ deor Secretery: 

Jnnuary l S, 1940 

1 am forwarding to you, 
herewith enclosed, a copy or a letter 1 
received frcr.t L:r . Sheahan, writton at 
Chungkin&, China under dato of Oocomber 
13, 1939, t o&othor with oopiea or en­
closures he forw&.rdod to me under the so.oe 
date . 

JLK:LR 
Encs . 

Very truly yours, 

Regraded Uclassified
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COP Y 

CloacklJIC. Chi ... 
O.o, U, l8S9 

Deo.J' ltr . lee &bi n• 

Ple~oe look oYer t ho onolooed olooely, It rou haTe ~ objeo­

tiono or additiono adTioe Mr , Chen ao quiokly ao poooible ao I undorot~ he i o 

boldift£ up two truok ordero, one tor 600 ~ ono for .co. You will note I haYo 

i ncluded oa oebo.J'dened o~ety gla oo , tor exuph. You ruy Yallt to elUU....~ 

tbio feature and otiok to tho laminated type, 

Air r eoiatanoo and road opeodo while not inoluded in our opeoi ­

fioationo ohould be oomputed ~nd oubaitted with M~aoturero bido in reoponoe 

to On1Yero~ Tra41n& Corporation'• queotionaire, 

One thin£ I ban not heretofore oOiftented on i o the l ow oot~e 

(down t9 550ot) guoline s upplied the China aar lcot, To pe""it A>oerio~ truoko 

t o proparly operate thio octane r ating ohould be brought up to at l oaot t ho 

67- 70 rating , You might mention thia , u it definite ly affeoto results, 

The nn oor pora tlon, China Tranoport Corporation, adopted the 

leeabin diaond oolor oob- and ologan, at leaot tor the l etterb-. u ooon 

as we recel•e aoae will aend you a sample. 

Conditione at B&ipbong are r a ther bad and t he oituation oould 

easily be attribut ed to "oque .. e • , Soae t illle ~o I enden ored to ban oert~.n 

cb~eo a ade ~ ougs eot ed the Vioe Miniotor ot Pore icn Att~ro , Dr, T, K. Toeng, 

now in Rangoon, Dr , P, 1 . Pall Uld ~oelt prooeed to llal>oi and !1&1pbong in ~ 

att•pt to otraighten out the tranoportation diffioultioo. 'fburodq, Deo, H I 

met with H. !. Dr, H, H. 111ft£ (with whoa I preTiouoly appraioed the oituation) , 

ltr , T, L, Soong ot S , W, Tr~• • Coapan:y, H, ! . Chang Kia-llgau and otbero for a 

geoor~ dioouooion ot the entire transportation probl .. , 

Ba•• not loot oigbt ot tho neoeooity ot obipping wood oil ~ 

preoent otor~e otooko at Bongkong ao auro tb.e l9S9 quota , The nn Corporation, 

China Tranoport Corporation, ohould eaoily Met 1940 requi r-ento it .. oan only 

keop th .. on .U right traok, 

w. ~· ul well ~ not too buoy. •r..,.ing. to x• t go in£ Uld 

anxiouo to return b._. , Pleaoe aooept -:t d noero wiob to 7011 and youro tor a 

ao ot happy Chrio-1 ~d a prooperouo a- Yo~. With kindeot rego.J'do to ul, 

I ~n aa eTer, 

' (Si~d) ..~~.~· 
p.~ ., .• , • 

•• 
II, I , 8he~ 

, • .., # , .. . 

.. 
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lo GCWM' D~ rall-7 l"UDDI h'• lai&GG to llaDoi - Wh- U 
bu a o I m riaht ot -1 with the privata ra1lwa;r u 
tar aa BaipbCIGg. At Hanoi, the Gove~nt railwa;r ruaa 
to DoDa llaq and Raobam. 1'he prhate ra1lwa7 runa tlo 
I"DW'DI• 

2. 1'ho ChiDe .. Govel'DIIIont haa boon allotted and ia entitled 
to a oerta1D~oportion ot the total railway toDD&&• OD 
tho HaiphODg{!:nmn1ng ra11wa7. 

3 . lluoh greater railway tonnaae 1a arriviaa at J'n•1nc tbaa 
1a bo1DC loaded 1n oara at Hdpbaag. Ohineae Gover aat 
oargo 11 not arriv1DC at l'm•'ng 1n the proporUOD ot 
total tonnage to which the Ch1Deae Oovern.ent 11 eot1tled. 
Private oargo 1e arriviaa at ""'*'ng 1n Jmoh greater pro­
portion than tho oaount ot oargo which ohould arrive 
under the ahare to wtnoh th1a t:JPO cargo 1a entitled. 

•• All railwa;r oara which are loaded at Haiphong aro conaidered 
u tonaaae to be ahippod on the Hdphong/'Xumiit.og rdltra:Jo 
A material proportion ot Haiphong/Xunm1ng railn;r cara 
aro not arriv1DC at .and aro not being loaded at Haipbcag. 
Tbie ia tho manner 1n which Ch1noao Government 1ntoreete 
are being eeriouely and advoraol;r attoctod. 

G. A .. tarial proportion ot the Haiphong/.lunm1n& railway 
tODD&&• 1a being lo&ded at pointe between Haiphong and 
Buo1 (and outaido ot BaDo1 - between Hanoi and Saigon) 
&Dd 1a heiDI ahipped to D•n~~1ng under through Billa ot 
Le''•l ia.ued b;r tho Ooveraaent (Indo-China) railwa;r. 

e. OD all ~ oara, tho Chineae Govel'DIIIent dou not ahara 
1D tho tOIIDago. 8cae ot the po1Dta are Baa Dinb, Gialaa, 
Buoi. !lwl'e are other pointa where thio a1tuat1on 11 
&01Jic Gao 

7. h7110Dta or ~ :totl&oo.oo " IctaGoo.oo are paid tor a 
10-ton oar h'• theae po1Dta to l'mii1Jic. !heae p&JaODta 
are 1D ad4lt1c to the regular publlahod taritt ot the 
rau-,.. 

8. 1'h1a altut1- 1a matert.all:r roduoing the Ch1Daae Govozaa••· 
tODD&&e whioh ooald be aoved out ot Haiphong &Dd 11 1D 
41raot oontravention ot Ob1Daae Ooveraaent intereata Which 
are et1tle4 to the11' properti-ta ahara ot total rdltr&J' 
tCIG•&• arr1Y'1D& at ..._"'&• 

t. !be toreco1Jic oe be ... u,. eMoted bJ' n•'•ba& "-'aa 
ratlln.:r reoorda ot oarso arrivin& at ..._,ns over the paa\ 
-th - and obeoJd.n& dailar railwa:J reoorda at BaipbGaa 
aa to oarao ahipped troa Haiphona o•or tbo aame period. 
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To 

B. B. Minister Chang Kia-Bgau 

In recommending the centralized operation of Civil Government 

highway transport requirements, you will recall our ~ention of tha 

need tor competition and continuation of free enterprise . 

We are sure it is not the intent to create a transportation 

momopcly through the n~~ Corporation. We understand there is now 

under consideration, the acquisition of trucks from commer cial hauler a 

that have suspended operations apparently on account of the Auguat 

1939 ban on imported luxury iteme or shortage of gasoline. Luxury 

items, we are agreed, can usually stand a higher freight charge than 

Aa a matter of tact, one reason for cur reoorr.mend1ng the 

Transport Corporation was to lend encouragement to commercial 

who were bard bit by the bans . With China Transport 

a corporate form of enterprise it should secure oompen­

baulers should certainly be able to 

conditions . The dearth of reliable expense of 

figures, leads to the conclusion that some services may 

heretofore rendered below coat . 

In consi dera tion of the foregoing it woul d eee~ unnecessary 

Transport Corporation to acquire un-needed equipment, 

haulers, particularly on the eve ot t heir possible 

litation. 

(Signed) M. E. Sheahan 

• 12 , 1939 
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To 

B. B. Minister Chang Kia-Isau 

In the interest of good organization I would appreciate 

matters concerning the work of th1e commission being r eferred to 

myself ae the leader thereof pursuant to our contractual under­

standing with the National Government of the Republic or China, 

99 

b a.n exat~~ple of the conditione that br1ng this request 

about , yesterday your Mr. s. N. Pan cs lled on xr. van Patter . 

requeet1.ng hie a1d 1n dratt1ng a reply to your I!aiphong representa­

tive's letter or November 30th, having to do with the assembly and 

operation of certain equipment now on hand at Haiphong . We have 

from time to time, by memoranda given you our best opinion 1n 

relation to this sub j ect . Mr . Van Patter ie strictly a Maintenance 

man and aa such cannot be expected t.o have knowledge of operations . 

Mr. Baasi is cooperating with your Bureau ot Public Roads and it 

requires our combined experience to properly answer many or the 

problema. 

Another example comes to lishtthia morni.ng when Mr. Van 

Patter was asked by Mr . Y. c. Chen, Chairman of the Organization 

Committe• ot Ch1na Transport Corpor ation, through Mr. s. N. Pan, 

to requeat Kr. Van Patter to evaluate certain commercial equipment. 

(Signed) M. E. Sheahan 
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To 

B·•· Minieter Ch&ng ~a-Bgau 

In oonnaotion with the probable headquarters ot China 

Transport Corporation, believe oonaiderat1on should be given to 

eatabllehing tha Oaneral ottioea in Kunmtng. The r~tive advantage• 

KW'IIIIing inoluda, ita atrategio location with reepeot to arteriea 

o~eroe . Tha •eurma• road, French Indo- Qbina Railway, XWeiohow­

Yunnan ahd Saeobwan- Yunnan highways terminate at Kenmlng. Putura 

h1Jbway developmenta to Indo-Cbi.na will undoubtedly link Laokai and 

(Signed) M. E. Sheahan 

• 12, 111:511 
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c/o Ministry of Communicat ions 
Chungki ng, China / 4 / 
Dec. 12, 19;59 

)[r . K. P. Chon, 
Universal Trading Cor porat ion 
630

1 
5t h Avenue 

New York City, New York 
U. S. A. 

Dear Jolr , Chen, 

With further reference to =Y cable of Deoe=ber lst, and our 
prior oorrespo.ndence, ralat1ng to the subject of detailad spec ifica­
t ions , covering auto=otive equipment tor usa on the highways of tree 
Chi na . I have delayad this =attar until we wer a in possession of 
more knowledge with respect to actual conditione on t he higbwayo , 
and the service in which t he =ajor portion ot the equi pment would 
be operated. 

When I was last in New York, I discussed at some length with 
your Mr . K. J. Kang and others, the necessity of de lving into 
extensivs and detailed specifications, t o govern the production ot 
reputable manufacturers, pointing out that specifications in too 
great detail , are in effect a subs t itution ot one ' s own ideas tor 
those or the ~anutacturer•s engineers, and that the comparative 
inexpensiveness of the American truck bad been brought about through 
standardi~ed practices and design and such economies might be lost 
should the detailed specification t rend continue . As I recall , it 
was their idea that without definite mini=um requirements , inferior 
products mi ght resul t . With this I cannot agree, particular l y a e 
moat manufac turers look upon t he China market aa holding out a good 
future f or their producte . The minor number of vehicles now in use 
in China, coupled with the recent awakened viewpoint t owards highway 
progres s , is about the only encouragement the manufacturers have had 
over a period ot yeare . Naturally, the larger share in t he develop­
ment and use of automot ive equipment in China, will fall to the 
manufacturer who beet serves China's initial requirements . 

In these recommendat ions we have given consideration to many 
factor a; 

1 . Firat cost 
2 , Operating expenses 
3, Highway surfaces 
4. Grndes 
&. Elevnt1on 
6 . Tire and wheel s ize 
7 . Axle ratio 
8 , Weight distribution 
9, Split operations 

10 . War time emergencies 

I have not given consideration to Road Speeds and Air Resis tance . 
The operating conditions in tree China, being such as to render such 
considerations unnecessary at this time, 

As an i l lustration or consideration ot c api tal expenditures; 
we have heretofore est imated that 40)( ot availabel vehicles are 
aotunlly susceptible ot constant operation. We have also reported 
that , in our opinion, the major portion of tho trucks in service are 
too li~t . Assuming for example , pr esent init i al cos t at USfl, OOO. 
The 4~ utilization taotor produces 2! times US$1,000. or USf2 , 500. 
per operated vehicle . Thus , it W>Uld be more eoonoolllcal to invest 
011$1,250, in a vehic l e t hc t would increase t l: e 4~ utilization factor 
b7 1~ or secure at leas t an 80% utilizat ion factor , I believe this 
is pouible . 
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If the foregoing is accepted aa practical, the next oonaidera­
tion ia to dete~1ne t he vehic l e beat auited to present conditione or 
operation 1n tree China. Bigbwaya, gradea, elevation, bridges and 
terriu, tire and wheel ei:te and axle ratio, are our next oona1derat1on. 
The key map and tables of t hese highways following page 44 of the 
"Memoranda on Chinese Highways• are reasonably accurate , and reflect 
amongst other pertinent data , maximum grades, minimum degrees of 
curvature, type of surface, and bridge and ferry limitations. Por 
the present we need not consider highways lying north of an east and 
west line through Chungking and Chengtu. I would point out however , 
that thoao northwestern opera t ions, operated for the most part with 
soviet equipment, apparently present lesa operating difficulties than 
the highways hero under consideration. Our first computation 
concerns tho establishment of road rosistanoo. For average packed 
gravel-packed rough natural soil or packed cinder type of road the 
accepted road resistance is 20 Lba. , par 1, 000 Lbs., of gross vehicle 
weight . I aubmit, that t he major hi ghways of Southwestern China are 
not avorafe . Moat of these roads are of comparatively recent 
construct on by band labor and without mechani cal aid. Prcfiloa 
follow the natural topography tor the moat part and lying 1n temperate 
and tropical latitudes they are subject to aevere weather damage. 
Tbia wea ther damage is principally aeaaonal and consists of monaoona, 
torrential raia falla of from 60 to 80 1nchee within a period of from 
3 to 4 montha . To carry off such rainfall requires a high degree of 
road engineering and moat illlportant , adequa te drainage. Adequate 
drainage baa not yet been provided in al l caaoa , and it will be aomo 
time before noticeable improvements can be secured. Surfaces are 
usually of the ao-oalled clay bound macadam, hand broken rooks of 
irregular ai:te constituting the base , and water and clay, the 
surfacing. The maximum usage of such roada ia about 300 vebielea 
daily and then adequate road maintenance 1a essential. Road main­
tenance in some sections bas been limited, due to malarial , cholera 
or bubonic balta , Workmen aimilY refuae to expose themselves to 
such conditione. With • spotty road maintenanc e , heavy t raffic and 
extreme raiDtall etc. , road surfaces aoon deteriorate and become 
rough and uncomfortable. Coupled with extreme grades , this uneven 
surface moana an excessive amount of low gear operation because, 
each degree of unevenness is equivalent to a higher degree of grade. 
OUr boat estimate of road resistance under the aforementioned . 
conditione is therefore 30 Lbs. , per 1, 000 Lba . , of gross vehicle 
weight . Thia figure should however , bo frequently reviewed in tho 
light of known illlprovemeBts to higl:rwaya . · 

OUr next consideration 1a elevation. Accepted standards of 
power loaa per 1, 000 f eet of elevation ia 3% . Maximum average 
elevation between ~an-Pou (Kunming) and the Burma border for 
example, ia 7,000 feet (Elevations from 3,000 up to 9 , 500 feet) . 
True, other highways in free China, average much leas, but considering 
tho distance of 960 ki lometers, wo must observe this 7, 000 feet 
average u our maximum. 7,000 feet average altitude times 3% 
produces a 21% power l oss. Any excess power necessary to overcome 
this 21% power lose , when applied to highways or lesser average grade 
can be utilized by increasing tho pay load or tor acceleration. The 
traffic is here to move, and ma1imum carrying capacity with lightest 
cbaaaie weight , considering all factors , 1a therefore essential. 

OUr next consideration ia the •safety factor • . In Considera­
tion of inexperienced drivers, mechanics and station forces, overloads 
are tho rule rather than tbs oxcopticn. Tbia overloading is not 
to t ho entire vehicle, but usually to tho front end. AasUQing-Ehat 
locally built caba and bodies will hereafter be constructed to chaasia 
manufacturers atandarda, proper weight distribution can only be 
brought about through intensive personnel training and thi s is a 
long &1mo project , Improper greasing, tiro pressures, and ms1ntenanco, 
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coupled with the foregoing , compel our advocacy of at least a 15% 
safety factor in determining sect1on modulua of frame , front axle , 
springe, gear ratio, etc. In Table I we abow a recommended frame 
aecti on modulus , however, absence of reference booka auggeata that 
tbeae figuraa be carefully reviewed by your engineers and neceaaary 
changea made in the table. 

The propoaed specifications have been drawn with the idea of 
securing an adequate performance, under t he moat t .rying conditione 
enoountered, but without imposing unneceaaary limitations upon the 
factory engineers, and having in mind at all t imes, the policy so 
wisely adopted in dealing with all manutscturera on a parity. Your 
apecifioationa that I have seen, do not in my opinion obtain your 
objective. We believe, however that the form of Questionaire now 
used , amply covers all technical apec1f1 cat1ons and should be 
continued. The reasons I do not believe your objectives have been 
obtained, can perhaps best be explained by treating with each of the 
itema on your epecifications, seriatum; 

I . GBNBRi.L I!BQOIRE:.!EIITS :-

Item 1. •standard production of lateat models", i .ndicates a 
desire to take advantage of engineering advancement• of the varioua 
manutacturera . The advancement• in automotive engineering oYer t he 
entire era of t he internal combustion engine, baa been to secure 
added horae power and more economical opera t ion with leas weight per 
pound of horae power developed. Requirement• including a t the same 
time minimum piston displacement and maximum torque as set f orth in 
your preaent apecifications are contradictory to this trend in 
engineering advancement. 

Item 2. The brief description of road conditions in free China 
does not begin to convey true conditione, for example , the Burma road 
from the Burma-Chinese border at Want i ng to Kunming, traverses over 
10 mountain ranges requiring a olimb on the north bound trip in excesa 
of 7- 7/10 milea within a distance of 388 miles , a climb of approximately 
~ . The accumulative descent a pproximate• 6-9/10 miles within a 
diatanoe of 240 miles or about 2-9/1~ down grade . These figurea I 
do not believe are unusual for aimilar diatancea in other 
however there are maximum grades of perhapa 2~, and 1~% ia not 
unusual. In addition there are hair- pin turns , limiting the turning 
radiua to 30 teet or less. The reaaon thaae hair pin turns are ao 
difficult to negotiate, is because the greatest rise is at the poi nt 
where the minimum turning radiua is encountered, and whether a unit 
ia on the aacent or descent the •reaolution ot force • on such tortuoua 
roada ia perhapa •ten-fold" normal. Under preaent conditions and 

weather damage is tremendous , the olay aurface of the roadway 
waahed away, deep ruts are created through lack or proper 

t~~;~i::!::~~·t! an uneven profile resulta. This unevenness or of surface , quite frequently rune from 1" to 2". The 
oed t in normal operation over auoh irregularities beoomea 

a very deatruotive foroe , and jar damage to vehicles , tire wear , 
aocidenta and inoreaaed gasoline consumption, etc . assume excessive 
proportiona . Automotive engineers in oonaidering olaesification of 
bighwaya (which ia more or leas a matter or opinion) consider 
irregularities of grades, and extreme degree of curvature , in terma 
of rol l ing reaiatance , and consider auoh extreme rolling reaistanoe 
in recommending performance factors to their engineering departmenta . 
The engineers i n assembling standard uni te utili~& this information 
in connection with established "rim-pu ll" per 1, 000 Lbs . of groaa 
vehicle weight . Rim-pull is establi ahed through conaideration of 
the varioua elements constituting the complete vehicle , commencing 
with the engine , and the best means of ~eaauring engine performance yet 
de veloped ia through accurate measure~ent of • torque" or power , under 
conditione aimulating t he actual . 
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I mention the foregoing, for the reaaon that , I have previoualy 
advtaed that presently predominating equ.ipment in Ch1na, 1s oonaidered 
too light. In aubatantiation of thia obaervation, we believe that 
rolling reaiatance that might be accuratel7 meaaured under ordinarJ 
conditione aa from 20 to 2S Lba . per 1,000 Lba. of groaa weight , 
ahould ba inoreaaed to approxilllately :10 Lba . due to aeaaonal variationa, 
which vitallr a.ttect the condition of the highways in China. Purthar, 
the altitude range on the Burma road alone ia from :1 , 000 to 9, SOO 
teet with an average or approximately 7, 000 teet . All or these 
oircumatanoea , we have taken into consideration in the following 
apecift.tione and the enclosed tablea. 

II. SPE0Il'ICATION8:• 

Item. l 0Guaranteed0 payload capacity expreaaed in minimum terma 
ia an aaeumption or warranty. The guarantee at beat being your own 
or your engineers determination of the dependability ot a manutacturer , 
and indicating the need tor definite performance taotora, rather than 
detailed apeo1tioa t1ons , 1compl1ance wi th which, removea the vehicle 
trom •atandard iroduction and the attendant eoonomlea. ) We 
recommend that pay load" capacity, be aa deaired. Other oonaidera­
tiona and minimum reatrictiona will eatabliah groaa vehicle weight 
and the lighter vehicles (all other taotora being equal) naturally 
incur leaa expense to operate. Vehiclea below 2i ton capacity, 
should only be secured for special purpoaea . Vehicles with pay load 
capaoitiea above t tons should be or the truck-tractor semi- trailer 
t)'pe , unleaa tor acme special reason auoh aa concentration of weight, 
a aborter wheelbase can be used. Thua our propoaed truck apeciti­
cationa are contined to the capacity range ot from 2i to 4 tone . 
Higher and lower capacity ranges are included in the tables aa 
illuatrativa on.ly. · 

Item 4 & S Dealing with groaa and atripped chassis weight minimuma 
appear unnecea aary, for the reason that, the aetting of such min1muma 
may involve the loas ot engineering advance and the transport of 
uaeleas and unnecessary dead weight , a coatly procedure in any 

Conaidering the dependability or t he manufacturer the 
ra.uo groaa vehicle weight should be given due credence as well aa 

, aa price ia but the firat coat and operating expenses are in 
more important. (See Table III) 

r:r:vl~Irt~eF.m~6 Aa an example{ in your apecitioation Ho. tJEI-TlO (!let 
~ capacity 6720 Lb& . l you specify a :12 x 6 . 10 ply tire ot 

at••~lar·d tread type . .la a matter or tact, your minimum groaa vehicle 
lll Lbs., for ordinary road a , require a a recommended 

~~~;~h:~:;;~~e ot 2, 200 Lbs . per tire . The rOUI!h and tortuoua roada indicate t he need of at leaat a lS% factor of 
, and thia can only be obtained through adoption of larger 

irea, and in the inatant oaae not leaa than :14 x 7 of manutacturera 
recommended etandard tread. Rib treade are not ae aatiatactory ae 
atandard on theae h1ghwaya. There are many arguments that I could 
advance in tavor of balloon tirea, inetead or high pressure tirea, 
although I am informed, that teate have proven otherwiae. It .uat 
be borne in aa1nd that atriot conformity with tire-manutacturera 
racammandad air preaaurea ara mora aaaantial in the balloon or low 
preaaure tire, than in the b1gb preaaura type, and the intrequanoy 
ot intlatioo taoilitiee, coupled with inexperienced workmen, r eaulta 
in •ariationa in tire prea .. ure, and a1amatch1ng of dual tirea 
inoreaeing coat through inadequate a1leage obtained . We therefore 
reo01111r.end , that wheel and tire ahea oontorm to American Tire llanu­
taoturera .leaoo1ation atandarda tor the groaa vehicle weight produced 
1n oontormity w1th tbe m1n1Eum requirement& ot component elements 
included in the aaaembled vehicle. 
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Item 7 To specify aa a "grade- ability• teat , t he ability of a 
truck to climb a 1 .~ grade in high gear at 7, 000 ft . altitude 
appears proper, provided, you quality auob a teat to at least s.A.B. 
atandarda. 

In determining "grade abiiity" a s shewn in Table I, I have used 
the following tormulae1 

T xA -mr • R.P. 

In computing "A" I have uaed tho constant . 00107 
2- (6,2832) + 5280 • . 00119 - 10% (Friction Loaa through Tranamlaaion 
and rear axle) • .00107 

Computing R. P. , P.F., and G.A., on 2! Ton Capacity truck, for example; 

, 00107 (Constant) x 150 (Torque ) x 6 . 2 (Gear Ratio) x 625 (RM~ • 
622 R. P. 

R. P. *622 1 X 1000 G. .w. 13ooo) • 49 • P. F . (Sea Level ) 

49 - 1~ • 43 . 8 • P.F. (3500 ' Alt . ) 

49 - 21% = 38.7 • P. P. (7000' Alt . ) 

P .P.(49~ - R. R(30) 
0 

T = Torque 

• 1 .~ • G. A. (Sea Level) 

A = Gear Ratio x Transmission Ratio or Gear Reduction 
RW • Radius of Wbeela 
RM • Tiro Revolutions per Mile 
RP a Rim Pull 
PP • Performance Paotor 
GA s Grado Ability 

o . v .w. : Gross Vehicle Weight 
RR • Road Resistance 

Items 8 & 9 deal with not minimum and maximum torques at stated 
.P.M. •s . Here again the condition of establishing the torque curve 

of extreme importance, and S. A. E. standards should be observed. 
To>,o>>e curve charta submitted should clearly state type of fuel, 

sion ratio, type of head, spark set t ing, equalizing factor 
standard practices observed in testing. In this way all 

~~,w~acturora submitting torque curve charta in response to bida, 
placed upon an equal basis. Tbe maximum torque , I believe 

be considered, irroapoctivo of the R.P.M.•s but the net 
maxlll:um torque should be secured within the range of 800 to 1600 R. P.M. 1 

and the R.P. K. •s of the not maximum within the aforementioned range 
should be given firat consideration. 

Item 10 Tbe setting of a 0 apec1f1ed0 rear axle ratio leaaena 
the paa16111ty of a manufacturer utilizing an engine with too small 
a torque for a given job. However , I would point out that proper 
oona1dorat1on of net torque aooompliahea the aame purpose~ 

Item 11 Tba number of shifts forward , and reverse aa a s tandard 
or aa optional e quipment ia recommended aa set for th 1n theae apoclti­
oationa , (aee Item 18-b) for the various olaaaoa of equipment under 
oonaideration. 
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Item 12 Requi ring a 50- toot minimum turning circle appears 
proper rn consideration or minimum curvatures presently encountered 
and in determining whether or not standard or o . o .B., should be uaed. 
The mtnt=wa curvatures should be frequently checked to assure 
coneiderstion of improvement to the recommended 15 meter standard. 
Preeent highway i mprovements should allow, and I recommend adopting 
a so-root minimum turning circle at this time . Wherever possible 
standard type trucks aro recommended, rather than o.o. B. strict 
attention should be paid to the manner in which turning r adius is 
acoompli ahed , if clearance for chains for example, are net allowed, 
damage to tires and accidents may result . Frankly, I do not believe 
proper inspeot1on of thia feature bas heretofore bee.n made . The coat 
or removal of minimum curvatures of 8 metere , would undoubtedly be 
more t han saved in utilizing less costly standard vehicles. 

Item 13 Minimum or maximum wheel baae epecif1cat1ons do not 
appear essential tor the present purpose as the controlling factor , 
is tho minimum radius of curvature over the highways to be travoraed 
and typo and volume of load to be transported, should govern devia­
tion from standards . 

Item 14 Referr ing to brakes; in my opinion, your specification 
exceeds requirements, particularly where you state the number of 
square inches of effective braking area, nor should we confine the 
application of the hand mechanical brakes to the rear wheel or drive 
shaft as each of these typos have proved t heir efficancy in actual 
service. Standard performance factors are or more importance and we 
recommend that you indicate the distance within which vehicles or a 
given gross vehicle weight , over a fixed typo of road at a given 
speed, can be brought to a atop, with & given rate of pedal pressure . 
We prefer the hydraulic type of braktnc system on 4 wheels and do 
not favor boosters . See specifications - Table I . 

Item 15 In my opinion detailed specif i cations and minimum allow­
able piston displacement of an engine as set forth in your prior 
specifications are unnecessary, and the limitation in sizes and kinds 
of materials (in bearings , for example), is an infringement upon tho 
manufacturers engineering ability. Nor should we specify the detai led 
construction of the cooling system. Performance under actual 
conditions is more essential . I therefore rec~,end the following 
as sufficiently broad to admit manufacturers on a parity: 

a. The power plant to be or a type satisfactory to assure 
adequate performance in accordnace with requirements aa 
heroin stated, Operation to be with gasoline , or ether 
substitute fuels, which may be available or susceptible of 
development in Southwest China. Where the engine is intended 
to use fuel other than gasoline, dtota11 data relating to 
necessary conversion materials and labor as well as perfor­
mance must be attached to the bid. In every instance the 
engine is to be equipped With; 

(l) An engine oil filter , ot adequate design, to remove 
harmful abrasives from the engine oil . Tho type uaed 
must be specified in the bid, 

(2) Crank oaae venc1lator co oe provided in t ne onsine 

(3) Liquid cooled engines must include; 

(a) 

(b! 
(c 
(d) 

Centrifugal (peclclooe and self lubricated p.reterred) 
type of water pump, 
Full length water jaolceta, 
Preaauro water circulation around valve aoata , 
Heavy duty radiator core, (or axtra coolin& capaoity) 
wi th a minimum to provide at l east 1000 riae over 
atmosphere without boiling, 
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!
a~ Heavy duty ran, V belt driven, 
f Temperature gauge on instrument panel, 
g Cooling system equipped with a by- pass thermostat . 

Consideration should be given to a sealed cooling 
system with eatety val ve praaeure release or l!Lb, 
m1n1.mum and 2 Lb. ll1&11.mum. Bide should state the tTP& 
or oyetem to be inatalled. 

Item 16 The tuel system shall include; 

8 , ~ir cleaner provided with flame arrester , and in-take silencer, 
and of a size and quality to assure removal or harmful abrasives 
rrom the air . a pacit y type used in 1ubmitting bids. 

b . Oarburetor must be equipped with metering rods , or jete to provide 
maximum performance and economy at altitudes or from 1 , 000 to 
9,ooo rt . 

a. Fuel pump capable or providing an ample fuel supply under all 
operating conditions tor these speoitioatione . In submitting 
bide apeoity type, method or operation and location in the 
completed ass embly. It tuel pump ie to be located On the eame 
aida or the engine ae the exhaust manifold and pipe, adequate 
protection through shielding and insulation must be atrorded, 
against vapor lock. 

Fuel Tank. The auxiliary tanka to be or t h e safety tire proof 
type, ot not lees than l2 gauge terne plate steel, with proper 
air control pipe, to assure air cushion in tank or 12%-15% when 
full. Minimum capacity or the regular and extra tanka shall be 
40 o.s. gallons on vehicles with a net pay load capacity or lt 
tons , 60 o.s. gallons on 2!, 3 , and 4 t on capacity veh.iclea and 
80 o.s. gallons on 5 ton capacity vehicles . Tanks to be provided 
with look type tiller cape and anti-eyphoning devices . Where 
more than one tank i s used a control valve must be l ocated in 
the driver• • compartment . The exact location or the valve should 
be stat ed in submitting bids , 

Governor. The adjustable gae inertia or s imilar type , In 
submitting bids , state make and type to be used. 

Oaaoline gauge to be located on th e instrument panel , State type 
in submitting bids, 

Item 17 Blectrioal System 

c . 

d . 

e . 

t . 

Ignition - distributor type , including ignition coil and condenser 
and water-proof housing tully automatic . 

Battery or ample amperage an(l hi.gh cranking capacity to take care 
of otarting motor requirements , (heavy duty, excessive amperage 
batteries and conditi on indi cator on the panel appears ent i rely 
unneceaaary) . 

Generator ot the automatic voltage regulator type , preferably 
shunt-wound, vent ilated and air cooled, 

Starter - aelt engaging and automatic release t ype or •tarter­
drive manually operated , f lywheel ring gear , drcp- torge4, properly 
beat - t reated, and shrunk on flywheel. In oubmitting bi ds , atate 
type or atartar drive uaed and nuabar ot pol•• in s t arting motor 
a a wall a a the make . 

a tate type or horn ueed and manufacturer . 

Gi ve deaoription or lights to be turniohed (Newer lighting eyatema 
are the aaalad lighting unite with the ratlaotor, bulb and lanse 
in one pieoa an4 replaceable o.nly a a a complete unit) 

I 
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Item 18 Chaasis specifi cation shoul d cover a well balanced unit 
lrio1udlng; 

•• Clutch with adequate frict ional area, (preferablJ of the single 
plate tJPe) with t orque capacitJ of lS)l or more above maximum 
engine torque. Pilot, thrust , and release bear ings , preferablJ 
or the prelubricated t JPes , specifJ tJPea used. 

Tranamiaaion. The Transmiss ion shall be of the Synchro-mesh tJPe 
wi th helical quiet second- speed gears, On equipment with a net 
pay lead oapaci tJ of 2i tona or l eas , there shall be a minimum ot 
three apeeda forward , one reverse , On trucks of more than 2t 
tone net paJ load capacitJ, thoro shall be tour forward speeds 
and one rever se . Th e four forward apeeda shall be of the sliding 
gear selective tJPe with direct in fourth speed , On heav7 dutJ 
trucks of 5 tone or over net pay load capaoitJ, there shall be 
five apooda forward, wi th one reverse , eliding gear selective 
tJPe i n first, second and third apeede, Helical constant mesh 
gears on fourth, direct in fifth speed. Considerat ion will be 
given to eli ding gear up to fourth with helical constant mesh in 
tiCth. 

All transmissions except the three speed forward tor 2i tons or 
leas net pa7load capacitJ, shall include power t ake- orr opening 
or aix stud tJPe• 

Propeller ahafta of the Botchkias or full torque drive. In 
submitting bi ds , give detail of the type and construct ion used, 

Universal Joints - Al l metal and enoloaod. In submitting bide, 
give full particulars as to nWl!ber and type and whether or not 
self l ubri cating , (The severe operating conditions encountered 
in China compels me to doubt the eff i ci ency of self- lubricating 
Universal joints - Believe t he old plain type lubricati on to be 
superior) 

Front Axle I - beam section, king- pi ns, bearinge, and steering 
knuckle spindles, of an adequate factor or eafet7, to allow for 
minimum overload on the front axle ot 25~ . 

Rear Axle . The rear axle muet be of adequate size to provide 
aatiatactor, operation with the ensin~ or the torque specified 
1n Table I. Consideration will be given to the addition a s 
optional equipment of two speed axles where demonstrable economJ 
in operation ma7 result. In submitting bide , specifJ manuf acturer, 
and tJPe reconT.Onded. 

Front springs tor vehicles and whether or not equipped with shock 
absorbers ot the double acting type, shall be as shown on Table I. 
The spring rate regardless of wid th must be such as to conform with 
the weight di stribution (Table II) of tho groas vehicle weight . 
In submitting bi ds , a tve full details. 

The rear springs are to conform with the empty load and full load 
and the axle spring rating to ensure adequate pertoroance both 
loaded and empty, In submitting bi de , give complete s pecificat ions . 

j. Frame ahall be of a a1.ze and atrengtb capable or withstanding an 
overload or 25% . See Tables I , II and III. Bumper supports shall 
be r einforces and ao designed that tho bumper ma7 be tirmlJ secured . 
Cap aero• mo-.mting will not be considered. Cabs and bodies, 
whether supplied by the manufacturer , or built locallJ will be 
aoaumed to adhere strictly t o t he manutocturor• s specifications . 
Full detail or reco~ended standards must be su~~tted with bid. 
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steering Gear. The heavy duty or bua type steering gear or the 
oam and lever type , or worm and roller or worm and sector type , 
capable of negotiating minimum radius or ourvea with comparative 
•••• or ope ration. 

Wheels of the apoke typo are preferred and on equipment or a net 
pay load capacity or three tona or more tho forged spoke type 
wheels are preferred. Full detail muat accompany bid. 

:os 

Controls throttle, light, choke (it aupplied) , accelerator, 
clutch, and surface brakes, operated by pedals. Transmission 
gear ahift, and hand brake lovers 1n center or driver cm>partment . 

n. Cbaaa1s Lubrication. Preaeuro gun fitt1nge when lubri cation 1e 
required, (preferably ot the Zerke type) , Describe tully in 
submitting bids . 

Ohaas1a equipment, all a teal, standard full cowl· and wind ehiold 
assembly cowl ventilator, dash, instrument panel, steel too-board , 
hood (should be reinforced at the hingoe and the hold-down clips, 
and tho catcher should be or heavy construction) , front and rear 
renders (reinforced and etrengthened, particularly at tho top 
curvatures and capable of withstanding oxcoaaive road stress) , 
running boards and apr~na, f oot operated dimmer, license brackets, 
complete electrio eyetem, instrument panel light, speedometer 1n 
kilometers, ammeter and other i nstruments ae specified; du.al 
w1ndah1eld wipers; front bumper or single bar channel type; 
package compa.rtment 1n instrument panel; whole set of tools and 
jack (tenders and radiator grills of sheet ateel of sufficient 
strength to withstand excessive vibration, no chrome ), and a best 
grade air pump. Reinforces steering gear bracket at the dash 
panel . 

~~-=::. Body: 

M1nimum Overall Dimensions - Length -
- Width 

- Height -

Medium heavy duty wood stake or standard atool stake body. 

Bxproos body sides and front end made of heavy-gauge steel, angle 
stool aide members of the body frame riveted to the side panola, 
corner posts welded to tho body sides , rolled edge construction 
tor flareboards and front panel; heavy steal tai l gate with truae­
tT,Pe rolled edge; tront panel rointorood with horizontal riba . 
'1/8° oa.k floor boards interlocked and protected by five 1/8" x 2" 
steel ekid atripa. Locking links on drop chains clamp body aides 
to tail gate when gate ia closed • 

.::.:.:::....:::: Cab: 

Standard shatter-proof glass, rear view mirror , adjustable type , 
sun visor. 

Item 21 Finish: 
cbaasis frame , front bumper, springs , axles , ar.d propeller abaft 
to be black; Hood, radiator aboll , cowl, cab, tenders , splash 
guards , running boarda, and wheels to be olive drab , Dulux or 
equivalent. 
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By ratarenoa to T&ble I , you will obaerva that all modele 
except the 5 ton, exceed the requirement& of grade ability at 7000' 
ot 1 .~ with dual pertorman.ce (2 Speed) axlea. Bone ot the modele 
recommended ahould therefore be considered tor Of&rati on between 
l!:unm1ng {l\1DD&J1· Pou) and lfanting over tho •surma b.1ghway without 
dual performance axles . Operations ovor the •surma• route are auoh 
that I believe no added expense ot importance , would be incurred 
through confining equipment to thet route, 

On all other routes under oonaideration, the 2t and 3 ton 
trucks should include dual performance axles . 1~e 3 ton Special 
and 4 ton could be ueed with single a peed axle a and a tl. ll surpaae 
the aforementioned grade ability minimum. Bridge capacity and terry 
limitations must control gross vehicle weight , In all i nstances the 
5 ton truck should not be considered aa tirat coat ot a truck with 
sufficient rim pull, torque e tc. , to meet the requirements , would 
probably exceed the coat ot truck- tractor- t railers . 

Added SJ'Oia veb.1cle weight and minillllllll net torque ot the 
3 ton •special• in mY op1n1on, should l eave more leeway tor the manu­
facturer to oonatruot a truck more universally suited to conditi on• 
in tree China. Undoubtedly , by taking tull advantage of engineering 
advaneea , a larger pay load could be secured and the truck gross 
weight kept below the maximum shown on Table I . 

In connection with trame section modulus , it m.ight be well 
to have your engineers determine to their aatiataction, the desirability 
ot "fish plating" standard chassis tramos . 

I strongly urge , that future purchases of chassis without 
bodi es , include as standard equi pment , Standard Cull cowl and wind· 
sb.1eld a aaambly, includi.ng aatety glass ot either the case hardened 
or laminated type . Heretofore you have specified flat face cowl 
and local body builders have used plain window glass in some wind· 
sb.1elda . Thia use ot plain window glaaa , roeults in dis tort1Jlg nu'llllllll 
wb.1ch distortion, coupled with a greatly enlarged 0blind spot• at 
the corner of tho cab, makes the task of driving, not only t iresome, 
but extremely dangerous to other uaere of the highway, as well aa 
the veb.1ole being driven, 

You will recall our discussion when we were laat in Cb.1oago, 
about the uae or hypoid ring gear and pinion in rear axles . I am 
opposed to t he hypoid gea.r !or many rea a on a . The a tress appear a to 
be in the wrong plane and poor reaulta have been my experience, 
Further, a b.ypoi d gear is more difficult to adjust a.nd requires a 
particular type or grease , designed tor the purpose, and ueually 
more costly than ot her grease lubri cant . Facilities for special 
lubrioanta are not available in China, and inexperienced drivers , 
meohanioa , and greasers must be considered. The principal reason 
tor engineere to resort to the hypoid gear i e to drop the propeller 
abaft and obtain lower body clearance. Hi gh c learance is desirable 
and nocoaaary on Chinese hi ghways. 

Automotive epeciticatio.na are one thing no two engineers or 
buyers agree upon, therororo be assured that t ho tow euggestione I 
ba•e made, without benefit or my reterenoe booka , are aubject to 
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oaret'Ul an&lJd• bJ your etart, and obangu etc ., tiler may cl.eea 
neoeu&l'J eboulcl. be given oaretul oooe1c1erat1on, 117 principal 
objective baa been to proV1c1e epaoitioatione that woulcl. a1 1ure tair 
c~petitive treatment to all manutaoturere, ancl. at the aame time, a 
vehicle that coulcl. moat economically eerve the neecl.e ot tree China, 

o.o. H.E.Dr.R. H. Kung 
H. E.IIin1ater Chang K1a-Ngau 
Mr. J, L. Keeebin 

Reepeottully oubmittecl., 

(81gnec1) 11. E. Sheahan 
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TREASURY DEPARTMENT ;f/ I 
I'AOCUREMENT DIVISION J/j;, 

WASHINGTON 

Jaruary 22, 1940 

J.!EL!ORANIXIM FOR THE SECRETARY 

This atternoon I had a conference with l.!r. J . s. Snd.th, President ot 
Jacobs Aireratt Engine CO!IlJ)al11 o! Pottstown, Pennsylvania, 

115 

This eo~ c.am!aetures engines o! 225 to SSO hor~po,.,r. l.!r. Seith stated 
thoir capacity is approx:i.aately 720 engines per yev, and they have on their 
books at present orders tor 150 engines, with 1nquiries h'oa Canada and coo­
::l8rc1al co=l)8ll1os !or rmol:lers 'llhl.eh will exceed their annual capacity. They 
have an order hom the Arrq !or 150 225-horsepowr engines, with an option !or 
128 more, llhich are to be used on Stearman Primary Trainers. 

The control o! the majority o~ the stock is hold ~>'/ l.!r. Smith and l.!r . J. A. 
!!srris, Vice Pro:>idont & Treasurer. Their factory has 451 000 square teet, is 
nt prosent 110rk1ng on ho shirts per dao' with 140 emplO'JOes. 

!.!r. Smith statod thnt they have nevor &om into aey research or development 
ot an on(Jine in excess o! 3SO horoopowor; that should the Al'l:l)' exercise ita 
option and the Canadian order be placed with them there 'IIOUl.d be no aYailabl.e 
capacity !or other 110rk. He did state, ho-.over, that they nould be interested 
i n an extension to their plant for the p.~rpose of per!oming Sllbcontract 110rk 
but tlult they did not desire to go into the production of aey engine be)'Onc! 
the ranao o! those at present being lll4l'lllfactured. 
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• GROUP MEETING 

Present t Mr, Boll 
Mr. Gaaton 
Mr. White 
llr. Cochran 
llr. Cotton 
llr, Gravoa 
lir , Il&aa 
llr. Sullivan 
Jlr, 'lhompaon 
Miaa Chauncey . 

H, M, Jr l Herbert! 

January 22, 1940. 
9t30 a,m, 

Gas ton 1 I ha van 1 t got anything now thill morning. 

H .~. Jr a Jlr, SullivanT 

Sullivan: No, 

H. M. Jr t Cochran? 

Cochran: Nothing. 

Schwa rz : Do you want to t alk about Mr. Kluckhohn's 
atory in the moming Times? 

B. M. Jr: It i s what they call a thumb-sucking story, 
i sn ' t it? 

Schwarz: That ill right. I got called a bout midnight 
by the Herald Tribune. 

B, I4 , Jr: Well, there ia nothing now in it , ia thoroT 

Schwarz : That ia what I said. 

H, M, Jrt It ia Juat what I said 1n my proaa contsrencoT 

Schwarz: Yea. 

U, loi, J ra He h&a juat tied it up with a moeting at tho 
Proaidont 1 aT 

Schwarz : Yea . He tried tho trick o! putting two para­
graphs a ide by aide . 

R. M. Jra You mean that i a the way it ie wri tten! 

116 
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• 
SchwarZ I 

Gaaton1 

Belli 

Schwarz: 

H. Y. . Jr: 

Belli 

Gaaton 1 

B.li • .Trl 

Gaston: 

Wbitel 0 

Schwarz1 

B. M • .Tr: 

Whit es 

B, M, Jra 

- 2-

Yee. 'lhe f iret paragraph about the Bl'i t iah 
and then he tried to indicate that we are 
helping the111. 

Did ,.ou give that figure or a billion dollara 
on Bri t i eh purchases, wae that in the press 
oonterencef 

llo, but they have had a f igure ot 10,000 
planes, It baa been out now for a week, You 
see, wbat happened waa, I told Dan 1t would break 
today. The President asked Dan a t Cabinet what 
I wu doing. I aaid 14onday morning it would be 
in the papers. 

That is right. 

Frcm t he War Departmentf 

Sure. I mean the President told than in great 
glee 'IIbera I was and what I was doing on Frid&7. 
Be wae very much pleased, wasn't het 

Be got a big kick telling it. 

The President did go to the ai r eh ow, I euppoee 
you noticed. 

Yes. 

Chick and I go t there in tillle to wait tor h1:a to 
get out. 

I read the first f ew paragraphs hurriedly and 
rrom that hurried rea ding I got the 1mpreaaion 
that you gave that i nformati on dur ing your preee 
conference . I a that in this momingle Timeef 

last 'lhuraday the Secretary gave the information 
that he bad been to the Martin plant and that 
he intended to visit othere. 

It looks as thougn E1uckhohn had a personal 
interview. 

Yea , 

I gueea that is permieaibl e , i sn ' t i tf 

1!7 
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H,r.t. Jrt 

Cotton: 

B, I!, Jr t 

B .~ . Jr: 

H. M,Jrt 

i'lhitel 

H.lol. Jr: 

1ih1te: 

B. I!,Jrt 

• 

- 3 -

On Monday morningT 

Yea , 

Joe? 

Nothing. 

Joe, if you will at&y belUnd a llli.nute with 
Herbert Gaston, I would 11.ke to talk with you. 

GeorgeT 

I just have this brief. 

I got your stuff on Mr. Emanuel. Be 1a quite 
a boy, isn't beT 

Be certainly ia. Ra has got a big name, like a 
king. 

Har17T 

You asked about aome statement w1 th respect to 
rubber purchases by --

Yea, because Louie Johnson came out with a 
stat ement about we only bad t wo "'eke r aupply 
ot t1n lett 1n thla oount17 and that the Rusaian 
Allltorg waa brl.nging all the tin and rubber into 
Ruaaia. 

118 

We have been looking that up , you know, and the 
f i gures tor September, October and November are 
available and we have got thoae. They show that 
they purchased 2i million dollara of crude rubber 
1n October, a small -ount, 25, 000, in November. 
VIe haven• t got the December figures because we 
can 't look at the recorde unleaa somebody baa 
received a letter from the Aaeietant - Under­
secretary Noble. We are waiting tor that . We 
can't find it . I don't know whether anybody 
here knowa about it. 

'lbe poil)t ia , even if you knew the abi~nta, tha 
question ia about tha net i nventory. 
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?.'hi te 1 

H, M, J r: 

White : 

H. M. Jr: 

Vo'h1te 1 • 

Ii . liC . Jr a 

Vih1te I 

H, M, J r: 

Vo'hi te: 

!I. M. Jr : 

White: 

B. !.I, Jr: 

White: 

3 . ll. Jr: 
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I was just referring to 11hat the;r have purchased, 
That is a small amount compared to what we normall;r 
have on hand, 

Can't we find out What the net inventor;,- is? 

There are figures tor stocks on hand in rubber 
and as soon as we get t o the December figures 
we will know what the posi tion is as of the 
f irst of t he ;rear. 

How ooul d we contact the Department of Commerce? 

Ve sent them a letter. 

On rubber and tinf 

No , we sent them a letter asking for permission 
to examine. ... I am speaking of re- exports . We 
have to examine documents 'Which are in their 
possession which we need permission for. 

I have no l etter. 

It will probabl;r come. They also bought four 
million dollars worth of tin in December. 

Well , ;rou see, it doesn't mean an;rthing unless 
a person has t he net pi c ture , sa;r of the f i rst 
of Januar;r . 

That i s right , but t his asked merel;r whether 
he denied havins purchased an;r rubber in the 
past six weeks , so tbe denial, as far as we 
know, ma;r be all right. \'le will know better 
after the December figurea . 

I received a letter from Mr. Riefler in answer 
to ;rour request to make comment on the provi­
sions of the bank . 

Bank? 

Inter-American proposed bank. 

Oh. 
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White I 

Chauncey I 

V.'hite 1 

H. !d . Jr: 

'lihite : 

H. M. Jr: 

White : 

B. Y. Jr1 

Vihite: 

H. M. Jr: 

Whi te 1 

l\h1te; 

R. M.Jr: 

White : 

H. M.Jr: 

White : 

- 5 -

Did you happen to receive an,- l'rom Mr. Stewart 
or Mr. Vi nerT 

No. 

There is also a letter from Mr. Goldenwei ser 
enclosing a cop7 of a letter which he sent with 
the approval of and after consultation with the 
Board to Mr. Berle and the bank. 

Right. 

Have you seen that letter? 

No, but Ur, Berle is coming here at 4 : 30 this 
afternoon to talk about it . 

I t raises the f'undammltal issue, a difference of 
opinion. 

You were notifi ed, weren't youf 

I d idn't know. 

Vlell, you a re notif'ied, 

120 

Will you want to go over some of' t he points before? 

I will have to do it as I go along. 
i t bef'ore. Thi s is a bad day. 

I can't do 

l'le have these figures of' changes i n gold, Cen tra.l 
Bank, et cetera. If we can take your book, have 
the privilege of taking ,-our book, we will f'1n1ah 
t hat thing up. 

llbat bookT 

Don't you keep some kind of a book in which TOU 
have weekly data that 70u look at occasionally? 
I think I have seen i t onl7 once. 

You and I both. I don ' t know about it . 

Tlell, you wanted i t changed. Do you know about 
it, Jler le? 
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Cochran : 

1\hi te 1 

Cochl•an 1 

H. M. Jr : 

T,'b1te I 

Cochran: 

Whlte: 

H, M, J r: 

White : 
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'lbat big blAck bookt 

Yea. Is that 7ourst 

Yea. 

Get i t so I can see it . 

I will get it from Mr. Cochran and f i x it up. 

ll'e are still keeping that up. VIe might revise 
it or put in a now sheet, whichever seems 
ne cossary. 

Last 7ear there was a rather heav,- int'low ot 
capi t al, about 40 million, but otherwi se no 
substantial change. 

Excuse me, Harry. 

Did 70u want to either have a 
sane comment now with respect 
of that sta tement by Aldrichf 
more and more publi cit7. 

meeting or make 
to the handling 
It is receiving 

Yes , I am wa iting on 70U to give me the materia l . 

All right . I will prepare a memo on i t. 

I am wai ting on 70u. 

O. K. 

\'lba t else T 

'lba t i a all. 

An7thing else? 

Nothing. 

You had better a ta7 behi nd, too, when I t a lk 
with Cotton and Gaston on South America. You 
are in it, too, aren't 7ou, Cochran? 

Yea , air. on that gold, there ia a spl endid 
art i cle 1n Standard Stat1at1ca thi a week. 
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I haven ' t seen it, 

Haroldt 

Noth.ing. 

That i s some necktie, 

Yes. 

Ia spring beret 

I am just trying to br1ng it here. 

Dant 

I am going to have a conference t h is mom .ing 
on Bank of America, just the p eople here 1n 
the Treasury, and eoe i t wo can work up a 
minimum program. 

That 18 right. 

Vlo are going to diseuaa whether or not we should 
give that to the Federal Reserve . I think we 
ought to aee you for 15 minutes sometime after 
lunch. 

3 : 00 o'cl ock. I was waiting to be a sked, TOm 
Smith came 1n and bad tea at tho house at 5 : 00 
o'clock. 

Then you know about it . 

N~ , he said all of you were lined up. 

I am not so sure , 

He said thoro waa one part I wou ldn 1 t go a lcng 
with. 

'lrouldn 1 t go along with ua t 

He hoped it wouldn 1 t bo in tho minilllum require­
menta on the management. 

Yea , he did mention tbat , 
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You have got McKee all ti.lted! 

Wel l , be thinks be has . He has got McKee in 
a receptive mood, a t l ea st to go along with the 
Treasury, and he has good support, so he says. 
I don ' t know whether fOU saw the way the British 
are refUnding their ~s , 350 million pounds, 
140- 144 bonds. 

Three and five- year notes. 

Wel l , they are two per cent f i ve- year bonds. I 
suppose they call them bonds for a special 
reason, but the interesting part about it is 
that they have given a notice t o th.e holders 
that if they want cash they have got to serve 
notice on the British Treasury by February 8 and 
if they don 1 t cane in and say they want cash, 
then they have go t to come 1n and take the re­
funding bond. 

I see. 

This is a letter to the Secretary of Agriculture 
saying that he can consult the Treasury people 
on that cot ton plan. 

You don't want to designate a person! 

Wall , it is Bartelt on the disbursing end and 
somebody in the Bureau of Engraving and Printing 
on the printing end. 

l.tiss Perki ns i s having another meeting. I don 1 t 
know whether you want to go o r not. 

Oh, no . 

I have accepted, not that I want to go. 

Here is a memorandum on the Cabinet meeting. 

Fine . 

And that is 1/allace' s memorandum and a number 
ot charts he submitted Friday. 
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Right. What olsot 

That is all. 

You had bot tor lis ten to flha t I am going to . sa7 
on South Ameri ca, It ma7 be important, 

I have nothing. 
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Norman, just so that we have some kind of thing • 
I don ' t know whether 70u want to do it or Boll 
wants to do it, but I think those top people, 
men tho7 do go out of town, I think - I don 't 
know whether Bell ~ants them to clear with 70u 
so that 70u would know where the:y are going and 
'llhat their address i s . 

He probably would 'II'&.Jlt to clear 1t with mo. I 
think that •1as the arra.ngoment we made last :year 
when t!ac was here. 

Could :you send them a little notice so that we 
would be sure alwa:ys there is one Undersecre t a r:y 
or Assistant Secretary hero on Saturday, you see, 
Then 1f the people are going out of town, tho 
9 : 30 group, I th1nk they ought to check w1.th you 
and then i f you have any objections you can tell 
me, but I think we ought to know. Just a little 
kind of system. 

Yea . 

Don't you think so, Danf 

Yes. 

1'ben especially, we can find out whore they are 
in case of emergency. Don't :you think 1t ought 
to go through Norment 

Yea , 

Then there always ought to be one • I don't want 
too much school, but at least --

Vihen one of us goes out of tho building for an7 
length of t1llle -· 

Regraded Uclassified



Sullivan: 

a.w.Jr: 

- 10 -

Oh, no. Just out of Washington, out of the Dh­
triot. Your secretarJ will know where )'OU are. 
or, if the7 go off in the 1111ddle of the -ek. 
nte7 always know where they can get me 24 houra 
of the day, worse luck, eo we will have just a 
little system. Not too much achool, but j uat a 
little system. 

I t.h1Ilk at this hearing th1a morning this quea­
tion of the rate of 1ntereet on retunda aDd 
overaasesament _,. co- up. I don 1 t think we 
are ready to dia cuea that . 

No , I don't - just a little bit. o. K. t We 
will go on South America. 
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RE BRAZILIAN LOAN NEGOTIATION January 22, 1940. 
9z50 a . m. 

r resent : 

H . ~I . Jr: 

'llhite : 

H. J.I . Jr: 

Cotten : 

R. M. Jrz 

Mr. Bell 
L!r . Caston 
Mr. Cotton 
10'. Cochro.n 
Mr. v.b1te 

Two or you people were out ot town Saturday, 
Cotton aD1 Vlb1te. I have writ ten an important 
letter to 14r. Hull which I think you people 
ought to see and in which I have disassociated 
tho Treo.sury from the Brazilian thing. You 
weren ' t here , were you? 

No, I waan 1 t here. 

You can get the letter from »iaa Chauncey a.nd 
read it . I am going to tell tho President, 1r 
be has me for lunch or the next time I see him, 
anyway, why I don ' t want anything more to do 
with the collection of private debts. I don't 
want tho Treasury to have anything more to do 
with it . I want to completely disas sociate the 
Treasury. I am sorry to say I just co.n 1t work 
wi th tho State Department because they won't 
work with mo. They don't treat me fairly, they 
treat me very badly, and life i a too short to 
have any fights and rows eo I am just going to 
disassociate myself from it and this letter which 
I have written to Mr. Hull t el ls about it . 

Now, on the Colombian thing , I will try to go 
through with it . Now, there is ono.th1ng, though. 
You (Cotton) did tell me you wore going to try 
to do something w1 th Mr. Traphagen. My i n:presa1on 
was - I lrf8.y be wrong - but I thought what you wore 
going to send you would lot me see first. 

I just sent him an attempt to work out - showing 
some f igures on how to work out tha t suggestion 
you made, that tbo amortization o f bonds should 
be 1n tonne of the face amount or bonda. I 
didn't want to bother you with it until it got to 
the point whore Traphagen got receptive to it. 

I think it might be a little better if you- di d 
ehow it to me . I am not laying any great atresa 
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on it, but I would like to see it now so I will 
have everything they have got. 

All right. 

flhat I have in mind, Dan, i s this: I am going to 
put th i s up to Berle this afternoon. In the first 
place, to make one more effort on Colombia, sending 
for the Ambassador of Colombia and Mr. Traphagen 
and Llr. Jones and Mr. Berle and myself to co~ 
over to my house or some place and take a couple 
of hours and tell these people t .hat just as rar 
as I am concerned , it 1a 111'1 last ert'ort , I1' they 
don't want to do it a1'ter that , as far as I am 
concerned, they can do it any way they want but 
I am through. 

I think that is right, but I question whether the 
time has come for that. 

VIal l , the purpose of this 1a a discussion . Why 
not? 

Well , because, ao the situation etands now, the 
Colombian Ambassador i s supposed to write Trap­
hagen a letter saying what be would be willing 
to recommend to his Government and be has a lso 
sent Traphagen's proposition down to the Colombian 
Government and he is waiting more or less ror 
instructions and their reaction on thst, . ~o the 
next ~ove seems up. to him and then if he submits 
something , then ~dUld be the time When you ought 
to get them together or l eave them to th11ir own 
devices . It doesn ' t eeem to me qui te the moment 
for you to try to do that. 

Here is the trouble, Joe . I can't play the glll!le 
the way the State Department 1a doing. ~ey have 
this man, Jaramillo. They say he is the whi te­
haired boy and they are constantly undercutting 
the Amba ssador. I don ' t see bow the Ambassador 
can ever get anp1here as l~~f as the State Depart­
ment keeps building 'liP Jar llo. I mean, the 
Ambassador' s position is impossible. Jaramillo 
says , "Well, Mr. Welles had me for supper and he 
told me this and he told me that and this is llha 
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I think you can get out of tho thing ," and he 
sends word ba ck to Lopez, the ex-Presid ent -
I mean, I am doing a lit t le 8\UIImarl&ing - and 
he sends word to Lopez and Lopez s a ys this or 
that and then the Ambassador s ays it and it ia 
all sixes and s evens. 

I think that i s right but I eanewhat question 
whe ther this would be the moment for you to make 
a last effort siq)ly because the next move is up 
to tbe Col ombian Ambaaeador , whether he ia being 
undercut through Jaramillo and ao on probably 1e 
true. There are t wo many cooke in this t hing. 

I want to get out first , publicly. 

Yea , but I thinlc the thing would have a better 
Chance of getting them. together if you waited 
a little while. 

I want to get out juat one jump ahead of the 
other fellows, publicly, because I have tri ed 
darned hard to do th1e thing. 

I t hink it can be done and I th1nlc it might be 
suooeeeful. 

You dot 

Well , maybe not. After all , the Colombian Am­
bassador has mad e an offer twice and has welched 
on it twice. He has got to come through. 
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How can he help 1 tt He is 1n an 1mpoasi ble posi­
tion c2ue to this Government's messing in and not 
holding up the hand or J aramil l o - I mean or the 
Ambassador. It I was the Ambassador and was 
strong enough, I would juat have a eho.--down with 
the State Department, either that I am the Am­
bassador or I am not . 

Wel l , everybody geta a little different slant 
or what 1a going on. lfy slant 1a that the Am­
bassador hall made an offer t.-i ce and then hall 
undercut it after tal.ldl)g to t h 1e GoveM~D~~~nt. 
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Be t~e the Goveru.ent ia eo anxious ror a 
se ttlement that he ie trying to get the beet 
terme he can. He has ottered two million 
dollars twi c e and t hen he haa · ahaded that posi­
tion trice. so, I think i t 11 up to hS.. to 
come forward and I think he will finally, with 
something, and then 1a the t1111e to t r y and 
finally get them together and it i t doesn't 
work , then get out, 

What i s Traphagen doingt 

Be is waiting to get thle letter rrom Turbay 
which says what Turbay will b e ready to r~com­
lllllnd. 

(On phone ) Bello . (Telephone conversation with 
Jesse Jones rol.lows: ) 
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mt.Jr: Hello . 

Operator: Mr. Jones. 

m~Jr: Hello. 

Jesse 
Jones: Hello , Henry. 

PJ!Jr: How are you? 

J: All right. 

January 22 , 194o 
9:57 a. m. 

!!lo!Jr: Jesse, I Just want to let you know that I wrote 
a letter on Saturday to v.r. Hull •• •••• 

J: Yeah. 

lll·IJr: ••.•. • telling hlm that the Treasury vas taking no 
part and no responsibility ot the negotiat ions 
which are going on as between Brazil and our 
private bondholders , see? 

J: Yeah. 

ID!Jr: I -- I'm completely out of it . 

J: Yeah . 

ID!Jr: And I wanted to let you know Just as soon as I 
oould. 

J: 

~!Jr: 

J: 

lw.Jr: 

J: 

H!.!Jr: 

All right, sir. Thank you. 

I mean, I'm-- I'm not going to •••••• 

Not going t o participate further in it . 

No, they sent f orward a telegram on Thursday, the 
day that you and I had lunch. 

Yeah. 

Saying that the -- that the United States govern­
ment would do eo and eo, and eo and eo, see' 
I mean • ••••• 

Regraded Uclassified



J: 

ll'·!Jr : 

J : 

H .. Jr: 

J: 

:t:Jr: 

J : 

H!-'Jr: 

J : 

l"'J r: 

J : 

J: 

h1!Jr: 

J: 

Hl!Jr: 

1 'll 
-~ 

- 2 -

Yeah . 

And we asked t o have a chance t o consider i t . We 
weren ' t given the chance and I'm just not in it 
and won ' t be in on it , and I ' d l i ke t o t r y to olean 
up Colombia if possi ble, see? 

Yeah. 

But when that' s through , Jesse , I' m not goi ng t o - -
I t m • • • •• . 

Then you ' re going t o sign o f f . 

Yeah, and I wanted t o l e t you know before I let 
anybody el se know. 

All right, sir . 

And after you 've thought i t over if you care to let 
me know ~•hat your positi on wi l l be , why I'd appre­
cia te it . 

All right. Now the -- the - - well , while you ' re on 
t he l ine , have you heard anything fur ther from the 
Colonbian t hing? 

Not a t hing . 

So we're waiti ng to hear f rom thee . 

That's right. 

0 . IC. 

No , I haven 't heard a th ing , and don 't know anything . 

All right. Thank you. 

Thank you. 
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I think there are too ma.ny people in this. For 
1natance, the other day I beard that Jcmea and 
Welles had both told the Colombians the:r thought 
a three percent rate would be all right and tbe;r 
let it go to thea throu~ certain aourcea. 'l'h& t 
ia under cover. I t wasn't d1scuaaed here. 

You see, gentlemen, I can't work like tbia. The 
beat example ia, if I had worked like thia on 
the Tripar ti t e Agreement, we never would have 
had one. 

I agree , Mr. Morgenthau. I waa just hoping in 
this Colombian thing a1nce you have a good rela­
tion with Mr. Traphagen and tb.e Treasur;r more 
or leaa brought ~ into it, I think :rou ougbt 
to try and aae if that can't be r1n1abec1 up. 

Well, that ia What I say. 

And on that I have a reeling that it would be 
wrong to move just at the moment. 

But just remember this, that for the Treaaur;r•a 
aake, when we do move I ' want to make the rirat 
move publicly, because I have got plenty or evi­
dence or bow badly we have been doublecrosaed 
on t his thing. 

I thlnk there 1e plent:r of tillle ror t hat . I 
think we ought to t ry and aee i t t bia can go 
through. 

Well now, in t alking with Serle, Serle aa1d 
that - there 1a only one person can do that and 
whoever undertakes it ia a damn fool , but he 
said onl7 one peracm can do it and he a&1d there 
is no question about it. He a aid that it IIUIIt 
be dcme b7 one person and he, Serle, haan• t the 
f aintest idea of what is going on 1n regard to 
e1tbllr Brad~ or Oololllb1& and be aa7a he can't 
.t'1nd out. Now, it he can' t find out - and I 
t ake it Serle ia rriendl7 toward South America, 
don ' t 7out 

Detinitel7. 
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11' he can't find out as an Aeeietant Secretar:y 
of State, poor me, I haven't any chance. I 
have got the pattern. I know prett:y well what 
is happening. I just don't nnt to be made a 
tool ot. 
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I just felt that - I think :JOU are right. I 
think there are too man:y cooka and the e:yatem 
ought to be chan.ged, but I just would hope that 
the Treasury hadn ' t gotten )(r, Traphagen 1n and 
would not , after having a good relation with him, 
tr:y to f1n1ah this up. 

But on Brazil, out. 

.Ul right. 

I d on't think it ie up to me, do you, Dan, to 
notify )(r, Traphagen we have nothing to do with 
Brazil , because he can find that out. 

I shouldn't think it would be up to you at this 
time. It might be l ater on. I was wondering 
if the Colombia propositions were definite enough 
at this stage that you could take the stand you 
are talking about . 

I am wondering whether you ma:y not expedite it 
even if it is at the stage :JOU eay, Joe. It 
might still be the best wa:y to get them to cane 
together or to give a reasonable offer instead 
of another - some such move. I am not sure. 
I am just raising that point. I don't know 
enough about 1 t. 

Well , I just had a feeling it would be better 
to wai t for that • let the Colombians come for­
ward and then make a last effort to get th­
together , because it eeema practically the next 
move ie up to ~ 

Well , :JOU can all think about it. I am not going 
to go ott half-cocked in the Colombian thing. 

How long since you have seen Traphagen :youraeltf 

About a week. 
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I think it; 'lfOUl~ be a good idea to have another 
little talk with Traphagen. I think it ia im­
portant that those people, Traphagen and hie 
associates, shouldn't be given the idea that the 
Treasury 1a running out on them. 
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I den' t think the Seoretarr ought to eee Mr. Trap­
hagen alone, because the strength of hie position 
is that he is cooperative and baa never done an,.­
thlng that the others haven't acquiesced 1n or 
bad knowledge of and if at thia etage of the game 
be were to work ind1viduall7, I th~ it would be 
wrong. 

I am onl7 going to see Traphagen once .are, with 
the Colombian Ambassador and w1 th the Underaecretarr 
of State and with llr, .Jonee, 

If 7ou, Mr. Secretary, could arrive at a decision 
at that time as to the degree which 7ou would 
back the Aaaociation --

No, I am just going to say, "Now, gentlemen, I 
don 1 t care whether it takes a half da7 or a day, 
I am willing to stay here until you fellows either 
get together or not , but I am not going to back 
either of you ex.cept that )'OU can use 11\7 office 
f or an arena. I am willing to sit here. If I 
think anybod7 gets unreasonable or out of bounda, 
I will call him, but I am willing to sit here for 
one day or two da7• · " I will say, •ao to it . " 
I will try to umpire thia thing with Jones and 
Berle helping. U at the end, one or the other 
doesn't agree, all right , "Gentlemen, we have done 
our beet. We have been here for two da7s and )'OU 
haven ' t gptten anywhere. I have done m)' best, 
Glad to have met '70Uo Ooodb)'e . " 

I am willing, i f Jonea is and Berle is , to have 
them come here or come to the house and uae 1117 
propert7 as an arena and go to it. The)' can 
get this President an the telephone and he can 
say yea or no, That ia the way to do it. I mean, 
juat sweat them into the thing. Traphagen can 
get hie crowd together and they can aa7 yea or 
no. But thla jockeying and goi.ng on for three 
monthe , I will not have the New York Tribune hang 
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the failure on me or aome~1ng like that. 

On this rushing us last week with the u. s. 
Steel having a meeting, you know, to consider -
did you know about this, Harry? They day that 
they rushed ua , you aee, they already knew 
that United Statee St"eel had decided to go 
into Brazil. 

Feia mentioned that that afternoon, confidentially. 
He didn ' t give us any details . 

Bllt the decision had been made the n i ght before. 
But he didn ' t tell that to Oaaton when he called 
me up a t 1 : 00 o ' cloCk and held a pistol to~ 
bead and said, "Say yea or no. • 

He wouldn't have told ua in any oaae ex cept that 
Karle Cochran asked him. I asked him about a 
report and llerle asked him about that particular 
thi ng, eo he mentioned that he didn 1 t think 
possibl y it waa pertinent. 

O. K. 
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Operator : Go ahead. 

!!l!Jr, Hel.l.o. 

Edward 
Noble: Hel.l.o, l·!r. Secretary. 

!-!l' Jr: How are you, Ed' 

N: Ver y tine , thanke. 

H!-!Jr: I t hought you oall.ed me Henry. 

N: (Laughs) Yell, you ' re - - you're too good; you're too 
tine. I'd love to. 

ID!Jr: Well, you 'd better start anyway. 

N: 

!!l!Jr: 

N: 

!!l!Jr: 

N: 

N: 

N: 

HJ.!Jr: 

I 1 d l.ove to. Thanks. 

Ed, ooul.d you -- you saw that bl.aat ot Louis Johnson's 
where he sai d we only had two monthe 1 -- two veeka •· 
eupply or tin and t hat the Runiana were buyi ng al.l. 
of our tin and all ot our rubber' 

Yeah. 

Well , I wondered it you oould get t or 
ne t poeit1on wee, see , on January 1. 
What are our etoolte on tin and rub~ 
•er1ous or 1sn• t 1t, you see' 

Yefth. Yeah. 

me wha t the 
You see? 
and 1s 1t 

I ' ve got grave doubt that Johnson knew what he waa 
t alking about. 

Well. , I don't think so either. We kept --we keep 
very close track on t hose things and I was surprised 
on that -- I mean , he - - there had been some exports 
here to Russia that are a l.1ttle disturbing t he last 
JO days or eo. 

I know, but --but that's onl.y a pieoe or the picture. 
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Yee. 

And when - - arter the Russians have taken what t he7 
have, what - - what have we got left' 

Yes. 

You see' 

Yes. You want eapeoially t o know about t i n and 
rubbe~ 

Yeah, if you could give ue , s ay a s or the first or 
Januar,-•. . .. . 

Yeah. 

• • ••• • what is the POeition or tin and rubber in t his 
country and or how many weeks ' or monthe 1 supply 
have we got on hand to t ake care or our normal 
industry. 

All right. 

As or the first or January. 

Yes. 

Could you make a l ittle -- a special effort to get 
thaU 

I'll get i t for you today. 

And whether our exoorts or tin and rubber t o the 
whole world -- whether the y1 re abnorcal or no t , 
You see' 

I ' ll get a whole complete picture on it . 

Thank you so much, 

And I ' ll send i t over t o you. 

Thank you. 

Thank you. Goodbye. 

Goodb70. 
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TREASURY DEPARTMENT 

1..,-.R O l'l'ICII: COMMUNICATION 

OATC Jan. 22, 1940, 

TO Secretary Morgenthau 

Mr. Ha.p. 
The Works Projects Administration reports an i ncreaee or 

29 000 in the number or persons emo1oyed, from 2,160,000 during 
th~ week ended January 3. 1940, to 2 ,1~9.000 during the week 
ended January 10, 1940. 

Attachments 
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WORKS PROJECTS ADMINI STRATI ON 
Number of Workers Employed - Weekly 

United Statu 

139 

·ieek End1ng 
1939 

Number of Workers 

May 3 
May 10 
May 17 
May 24 
r~ay 31 

June 7
14 June 

June 21 
June 28 

July 5 
July 12 
July 12 
July 26 

Augus t 2 
August 9

16 August 
August 23 
August 30 

September 6 
Seotember 13 
September 20 
September 27 

October 4 
October 11 
October 18 
October 25 
:;ovember 1 
NovPmber 8 
November 15 
November 22 
November 29 

December 6 
December 13 
December 20 
December 27 

January 3 
January 10 

Works Proj ects Adm1n1strat1on. 

( In thousands) 
2,736 
2,660 
2,623 
2,609 
2,600 

2,593 
2,590 
2,578 
2,551 

2,388 
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 
2,189 
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1937 
January 
February 
l~aroh 
April 
May 
June 
July 
August 
Seotember 
CctobPr 
November 
December 

1935 
J anuary 
rebrunry 
Mar ch 
Aprll 
May 
June 
July 
Augus t 
September 
October 
November 
December 

1939 
January 
February 
March 
A!)r1l 
May 
June 
July 
August 
September 
October 
November 
December 

WORKS PROJECTS ADMINISTRATI ON 
Number or Workers Employed - Monthly 

United States 

Number ot Workers 
(In thousands) 

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 
3,0911-

2,986 
3,043 
2,980 
2,751 
2,600 
2, 551 
2,200 
l,M2 
1, 790 
1,901 
2,024 
2,152 

Source: Works Project s Administration . 

'·~onthly tlgures are weekly figures tor the latest 
week or the month. 

They i nclude oertitied and nonoertitied workers. 
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January 22, 194o 

Hy dear Hr. Secretary: 

I have your letter ot January 13, 194o, enclosing 
a ~eMorand~ Which outlines t he proposed plan tor 
distributing cotton goods to needy persons t hr ough the 
no~al cha.nnels ot trade involving t he use or sta~ps 
sioilar t o t~ose now in use in connection with the 

~42 

Food Stamp Plan . ~ou state that t he proposal ~as now 
reached such a stage wh1oh makes it desirable to discuss 
the matter with officials ot the Treasury Departnent and 
y~u ask ~erm1ss1on to carry on t heBe discussions with 
repr esentatives or t his Department. 

In reply, you are advised that you are a t liberty 
to disousa t hi s mat ter with such officials ot the Treasury 
as you t hink mi ght be helpful. 

Sincerely yours, 

( ..... I lL II 5 1D -.Jr. 

The Honorable 

The Seoret~~.ry or Alp'ioul t ure . 

DIIB: ce 
l/22/lio 

lllll\ol• •• , lloi~¥~tD TO All~ 
fD ClffU ,. 11IE IUII(TAIY 

.,,._ ••• /lld.r..- 0~/., ... 
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Caston -

Mr. SteTe Early' s orr1ee phoned t hat 

ur. Early had just g iven to the Press the 

an.nounoernent that tho President has decided 

to appoint J'obn L. Sulli VBn or !lew Hampshire 

to be Assistont secretary or t he Trensury to 

succeed ur. Gibbons , r esi gned . 

ur. Sull iYen is now ASsistant to the 

Cotnlaa!Oner Of lntorMl ROT811UO and wi ll bold 

bls present ortice until the Congress baa con-

vcned when the Prftsident esn send up his 

nom1na.t1on . 
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J a nuary 23, 1940 

Present: 

1~ . Lawrence D. Bel l 
Ca'Ot . Collins 

Ct>'Ot . Collins : t~ . Secretary , may I 'Oresent 
::r . Bel l. He rranted t o me et you o.nd T)(J.y his respects . 

144 

II!: Jr: Hot1 do you do. 
l nt loo~IA- pl a ne over there . 

Yo't had a very interest -

!:r. Bell : Tbani: yo·~ , Sir. \fe t hin< it is a good 
job . We hive been " Orkin; on it now tor quite a ~hile 
and it i s do1n- a very satisfactory j ob. The Ar my t est 
pilots tell us it ls t he best a i rplane t hey ever flew. 
The t hl nz t hat i mpresses us very much nas Capt . Price's 
statement that he believed its landin~ and t Ake-off 
chsractor1stics were such , i n spite of t he 400 miles 
an hour t hnt it does , that a ten- hour cadet could fly it. 

~l .Jr : ~no is Capt a in Pr ice? 

i:r. Bell : One or five test fliers at Wri<"h t Field. 
Tea ts all exoerimental planes. 

~1 ,Jr : Well, now, r e are comin~ u'O t o look you 
over tomorro,.. , 

!:r . Bell : I un1erstood t hat and o.~ deli~hted . 

H! I,J r : You r ill be there? 

I.:r . BP-11 : Yes. 

~~ ,Jr : I thou,.,ht 'VO vrould r.-o by pliUle . 

Cant . Colli ns : You can re t a ~ood trai n out a t 
8 o ' clock t oni ght . 

~I J r : It ' s O.K. I 1v·ree rrit:1 you . I f t he 
~eather~t perfect , Gener al Brett a nd I r ill postpone 
it n day. Do you mind fl yi ng? 

Ca'Ot . Colli ns: tlct; pl'.rtioulo.rly keen , in t he con-
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d1 tion I ar.1 in. 

llXtJr : You go up by tra in tonil"ht a nd the worst 
t hing t an happen to you is a good day ' s res t. 

!~ . Bell : That , I t hink , he can use . 

HL! ,Jr : And if it i s any ki nd of !?Sather , I am to 
t ake off at 8 : 30 and Bret t ' s plane is slower; he will 
t ake off e. little earli er. Don't know what kind of a 
plane he can use . 

:~ . Bell: I think he usee t he V-18 Dougl a s BoQber, 
not very f ast . One of t he ol d ones . 

Cant. Colli ns: That ' s t he old one. 

K1 ,Jr : I t old hi m we cruise a t 160 . 

l'.r . Bell : What a hi p "ill you tly? 

HI! ,J r : Lochheed. 

l~ . Bell : His is not quite as fas t a s that . 

H!I,Jr: That ' s nha t he sPid. He ss i d he would 
notify ]OU a nd t rAt 17e rould coMe to you first . 

Cant . Collins: We ~ill meet you a t t he ai r port 
f irst . 

H!J·rr: Where s!lall re notify you? 
~hen we ~ ott? 

At your nlant 

1~ . Bell: I f you pl ea se . I f you s end me a tele­
··r nm to the pl ant, ..-e 7'ill meet you . If you nre going 
uy on t he t r ain this evenin~ , we will go l?itb you. Only 
t hin·· is t he tra in will be a little late . 

HllfJS: That ' s all right. 
here un : 30. . 

They are not leaving 

l~ . Bell : Mr. Secretary , I woul c also like to in~ 
vlte you, if you get stuck , to s t ay over a t my home . We 
~~ve a suitab~e place. Delighted to have you and General 
Brett. He has been there several t i mes. 
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Hl~ J r: That ' s very nice. I hope I don't get 
otuck , Eft t 1 s nice to kno1v nhere I'IC c nn s t ay . 

Let me ask you a coupl e of ques tions. This 
shi p - - have you a ny Government contracts now? 
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l!r . Bell : Yes, sir . We have a contract for ser-,rioe 
tes t qunntity of 13 A1r a cudas , 17h1ch is our tl'lin engine 
fi:!lter , -hich you ,.,ill see on the floor . First one is 
on the tloor and t~~ second ~ill ro ou t i n a te~ days . 
I n addition to that , last sprin~ "'0 vot an order for 13 
? - 39 , last summer . 

K: ,Jr : Curtiss? 

CnrJt . Collins : llo . P-39 -- the Airacuda. 

i~ . Bell: The one you sal'! nt t~e shoM. 

HU ,~3 : You mean your most reoent one you have an 
order f ? 

l~. Bell : That ' s ri~ht, ~nd t h en l a ter i n the fall 
an order for eo, so ~e have an order for 93 and t hat shi p 
has been , t his last ~~~~er , do•m a t La ngley Field and spent 
s i x 17ee'ts i n the Advisory Field :md l'!C have all t he latest 
neruo!ll'.utic dntl\ on it a nd r·e have donf' our flir;ht testir.t; 
and non VIe have made t he necess.:~ry detailed chanc;es and 
precautionized t~e job and it is now goi ng throu~h the 
tool desi!:ning nnd parts a ll on order a nd "'111 start deliver-
1:1!; :l111tt\ry p l anes in June . 

\jll .fr : Su"O'OOsinc; t::e En:;11s:1 or French "'anted a 
bunch o. tnese . - ~~t could you do? 

!~ . Bell: We CAn d o , I think , snythin:-; l'fi t:un reason 
t?ln t •vo•ll d bE' required. \Ve eave them a schedule , Sir, of 
et a rtinr doli veries in a months and bu1Hilll>; up to 30 a month 
in a very modeet sort of p roduction, but if t hey wanted t o 
build . uo to 60 or ?0 or SO a month in t he 12t h or 13th month 
,.,e could do that . 

Cant . Collins : By 1nc-enoin- fncil1t1ee. 

Ur. Bell : By increasin~ fac ilit ies. 
ou t our plan t 1s 200, 000 feet and e!llPl oye 
:>art of the olant the Gove r n!.'lent 'bou,cht fer 

l!e.y I point 
men, i s 

the Curtiss 
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plant during the last war. One of the largest plants 
in the country , 1,000,000 square teet owned by American 
RAdiotir. We rent 200, 000 and there is aoo,ooo immedi­
ately adj acent to us and available tor renting. Possi­
bility of a 30~ expansion vrithout moving.a spadeful of 
dirt . Could do it tomorro~. 

mt,Jr : What would be t he bottlenecks tor you in 
doubliru7 or tripli ng deliveries? 

~. Bell : Probably en~ine delivery , Allison engine. 

fC.! J~ · Tills Allison en s ine , do they cake more than 
one type?' • · 

!~. Bell: They make a series of en~inee , but a l l 
baei cnlly the sane en~ine . It' s all 1710 engines. Sooe 
nre latitude, some are level en~ine . Ours is drive shaft 
~n~ine and the Air~cuda is a driv~ shaft. 

HM J r : But they are basically the snme thing? 
And the~tlenec't would be engines? 

l.!r . Bell : I thinlt so. 

Capt. Collins: Yo·~ nre not overlook11'l{; machine tool s? 

t:r . Bell : Xo. 

~ Jr: Let me get t his, because, as I say - - have 
you net~ tello~ Zigler? 

1~ . Bell: Yes, sir . 

HU,Jr : Do you th1nlt he ' s tell ins the truth? 

Mr. Bell: I think he ' s one of the nicest chaps I 
have met in any of tr~ Attache' s offices and I think he's 
quite an nble fellow. 

HLI ,Jr: That does not anB•7er my question. 

llr. Bell : No. I don' t know "hat you nean. 

HI! Jr: Is he tryin"' to eonre us rhen they say they 
have not ~nything no,.. that can stand up agains~ the new 
t:e sserechl:li t t? 

• 

Regraded Uclassified



148 
- 5-

~~ . Bell : Well , Sir, I am sure t hat ~e can ~rove 
that the P-39 is tar superior to the !!easerschmitt . 

~J .Jr : He acrees to t hat as to ~erformance . What 
he snys i s the P-36 ia obsolete . 

l~ . Bell : That's correct, Sir. 

~1.Jr: He says the Curtiss P-40 "oul d equal, in 
hie opinion, t he nen Uesserschmitt. 

Ur. Bell: Just about r ieht . 

~ J r : But they need sonething better. He nas 
talki ns kilometers. As I remember correct ly , he sai d 
the P-36 nould do 500 ki lometer s . 

ter. Bell : That1 s about right , because it's about 
303 milos an hour. 

H1! 1J r : He said t he P-40 I'TOUld do 560. 

!~. Bell : Whi ch is 350 to 360 miles . 

Ht!, J r : And t hat ' s "rhat the !!esserschmitt does? 

!~ . Bell : That ' s ri~ht . 

~1,Jr : rnat he ~anted i s so~ethtn~ that "'oul d do 
600 kilometers or 350 miles . 

l!r. Bell : We guarantee 400 mi les an hour and have 
~ithin s·, an hour ~rrormance record. 

Hl!,Jr: That ' s rthat t hey rtBnt . 

Mr. Bell: One thing more , Sir , too. Neither t he 
P-36 or the P-40 carr ies a gun nnd cannot carry a gun. 

Hl!,Jr : You have a 30 mm gun? 

Mr. Bell : Yes. The l!essersohmitt carries a 30 mm 
t;un. 

Hl1 J r : rnere do you get that the l!esserschmitt 
carries~ mm -gun7 

llr. Bell: I was in Gercany. 
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HU,Jr: I saw your re~ort. . 

Ur. Bell: I was there from July 15t h t o the first 
r•eek in August , 1938, s~end1ng all my t i me i n air~lane 
pl ants , a nd I a~enta week or so in Italy a nd a cou~le or 
weeks 1n Fra nce visi t i ng the ~lante there a nd 11ent over 
most or the pl a nts in England t or a ~eriod of two wee~s . 

Hl{ ,Jr: tlo., , to get baclt to t he engine t hing , have 
you any eas hory we could solve t hat question? 

llr. Bell : Yes , sir. 

Hl!.Jr : Hen ryauld you do it? 

Ur. Bell : I think there is no quest i on th.~t you 
cnn get all of the engines you need tor our ~rogram fron 
t he Allison CO'll!XlnY ~rovided you don ' t let engines be di­
verted into some ai~lane . 

Hl.l ,Jr: What about developin& another engine? 

!~ . Bell: Can't be done !net enough , Sir. Pratt-
1Vh1 tney hlive a new H engine comi ng up 24 cylinder, which 
we rr1ll ~robably use in our next year I s des i gned t~e, but 
1t al so started to run here n fe\7 days ago and it woul d not 
be fea si ble t o get i t in production before the end of t he 
year. There i s a ~ose1~il1ty this mi ght be compli cated, 
but our a i rplane -vould take the Roll s-Royce engine . 

Ca~t . Collins: 3ut they are short or t hat . 

~. Bell : Probably. 

Cant . Coll ins: On the other side. 

HU ,Jr: That does not help t hem out any. 

!~. Bell: Engine problem is the same if they go 
in the P39 or the P40. 

Cant. Collins: Don't you think t heir pl a nt could 
be materi ally expanded? 

Mr. Bell : Allison is suopose~ to be on a producti on 
basi n of 8 a day in July. 
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Cant . Collins: Suppose t hey put an additional 
plant in there , move all working mnter i al out of t he way, 
talte thf\t space for all machine tools, they ought to be 
able to s t ep it up. 

Ur. Bell: I am quite sure their Production can 
be stepped up it necessary funds can be provided. 
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Hl.I,Jr: You don' t do any business with the Navy? 

Ur . Bell: We are bu1ld1118 an eXJ)erimenta l a irplane 
t :'ll\ t w1ll be rlying 1n a couple or months t or t he lle.vy, 
of this same type modified. 

~! .Jr: Who do you cont ac t over t here? 

!~. Bell : llostly Capt. Kraus, Comoander Penoyer, 
Commander Richardson, most of the techni cal people . 

Hl.l J r : Which cro~d do you find t he most advanced 
to new ~? The Army or t he Navy? 

L~ . Bell: I believe the Army , Sir. 

lru 1J !' : And in the Army , who , po.rticularl y? 

Ur. Bell : General Arnold is the driver. He i s 
never satis fied and he puts us o.ll under a lot of pressure. 

HU ,Jr : I s that righ t! 

!~ . Bell: Yes, s ir. General Brett is also an able 
~n. Colonel Echols, a t the Dayton field , i s one of the 
brir htest me n in a viation. AwfUlly good man. 

Hli,Jr: Anything you ~ant to ask me? 

t~ . Bell: No, sir; except to tell you that we be­
lieve we can do a real job. I woul d like to tell you that 
I personally have been in military avit1on since 1912. I 
was Vice President and General !tanager or Glenn Hartin tor 
12 years and in the eame canacity with Consoli dated Aircraft 
for 10 years. When they moved from Buffalo t o San Diego, 
t he plant that ne now occupy, I stayed ln Buffalo and formed 
my own oolliJ)Ilny; took over the eame company that Consolidated 
had mana"'ed, a plant t_hat has put out $20,000,000 ln sucoeeetul 
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aircraft. We have the facilities and personnel , out­
s t andinG engineering organization, and I am sure we can 
convincs you that we ca n ~reduce airplanes in quantity 
at a high r ate of delivery, but we can't get~ to 80 a 
month wi th small orders of 13. 

HU, J r : Naturally. 

Tell me 1\bout your finc.ncial set-u)) . What is i t ? 

!~. Bell : o~ financial set-uP -- to begin with, 
in 1935 ne orsanized a soall co~ny of ~500,000 capitaliz­
ation, preferred and collltlon stock. By r i n&lng doorbells 
I sold , myself, ~400 ,000 .,orth of stoo't rith nothlr.g 

Hl.l ,Jr: Sold yours elf? 

:~ . Bell : Personally, t o Buffnlb oeople . We l ater 
secured the services of the G. !i. P. !!urphy Company as pri nci pal 
unue~rriter and they associated nith them HAyden-Stone and 
Jnc':son Curtis, and in 1936, a yeo.r after , t hey refi nanced 
:.nd rniacd nnother $500 , 000. Sinco that t i me we have sold 
t;le remainder of our stock , which 11as 250, 000 shl\res , total, 
"h1ch ia now a ll i ssued and outstanding and 11e have rai sed 
a bout '/2 ,100, 000. 

Hli ,Jr: If you went into a bi g program you would need 
core money. 

~. Sell : Yes, sir. Ri~ht a-ay . 

H:J,Jr : Would you have any trouble r alsi:lc 1t 1f you 
haci orders? 

Ur. Bell: I don ' t think so, but re ml~t want t o add 
to our under"ri ters some addl tional houses. 

Hl·! ,Jr : Got plenty of worki ng oash now? 

11r. Be 11 : Right 
lo,. point clue to engine 
borrcwln~ some money. 

a t the ~resent moment we are a t a 
delays , ' super-charger del~veries, 
Borrow up to $200, 000 or ~300,000. 

(and 

HH,Jr: Whom do you borrOI'f from? 

llr. Bell : Three banks. The !Iarine Bank of Buffalo 
one other bank whose name I did not get) and the New York 
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Trus t Com!)a ny , in lle.- York . 

Hl!,J r : Ho1' nruch do t :,ey ohAr~e you i nt e r es t ? 

lh•. Bell : 3;;. 

Hl!,J r : For ho•o l on-:; a ner i od7 

:.:r. Bell : It i s :oroteoted f or a year , beca use 
s'tor t loans - it ' s t oo d£-.nc erous 1n t his business . We 
hP VC very ~ood ~tin~ co nnect ions a nd I have been invited 
t -ic e to r.o on t he Board or t h e tlfo bnn'·s in Buffalo . 

)ff ·J": T"!U>.':: sho"7s you nre a"ll\r t . 
a bank cto r . 

::othlng in bei nc 

~~ - BPll : Not c e rtP i nl y 'q a onnuf, ot urer . I hAve 
ol enty of nro'.>leos of oy o-n ·•1thout s n readi n"' mys e lf a ny 
t:.inner , bu t I t hink ·•e ~ould hAve no d 1t!1culty p r oviding 
•.1 1 necessary funds t hrouo:h t he 1ssUI\noe of Addi t 1ona l se-
cnrities nnd/or bank loa n A. 

m• ,J r : This i s t he fir At time I h£'ve hen rd s uper -
chrr ·ers ment i oned. Are they h.'\rd td o:et7 

l b . Be l l : Yes, but "•C don ' t uao t:~c:n. 

!:C; 1J r : But on t hAt t hin" , t h e "'hole t hin;; de.,end e 
upon ho~ 011ny Allis on en:; i nes you cou·l d :;et. 

Ur. Bell : Tha t ' s ri-ht . : :r. Sec ret"'"'Y · I believe 
in vie~ o? Pratt-~~tney ' e con~ ition end Tri -Aerona utics 
condit i on ryith t h e de~ee ot sell-ou~ t~t ther e a r e now 
i n , t hnt tro·1 t his mor.te nt on you ca n '"e t Alli son e ngi nes 
!neter than you ca n t:~e others . I beli e ve i nvestig,tion 
•·ill d isclose t hat, Sir . 

HM J r : We l l , 
tnlkin~~ you . 
t omorrow. 

I am e l nd to hn ve h.'\~ ~ chance o! 
Wea t he r p ermitting , I ~ill be up t here 

!~. Bell: That ' s fi ne! I ho'Oe you c or.te . 

fiJl .J r : 
up toni l"nt a nd 
o ed to11orro,., . 

I t hi nk you t l'Jte t hle t ellO\" (Can t . Colli ns) 
if we don ' t hAve ~ood " e at her he c a n s t ay in 

Be t he be st t h i n" t ht> t can hAppen. 

oOo-o'lo 
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January 23, 1940 
(Dicta ted with cr. Gas ton present) 

Hr. Early called me and said he gave t he President 
t he suggested story t his morning. Firs t he had a little 
trouble 11i t h the President because the President wanted 
me to announce what my own pl ans were, but then t he Pres­
ident gave him t he story about hol7, 1vhen he was Assistant 
Secret ary' of the Navy, he did so and so and so for Woodrow 
Wilson and I am to do t he same t hing , and he said i n order 
to lteep those tr:o boys , l'loodri n<:; arid Johnson , straight 
or try to keep t hen straight, at the end he said, 1Wbatever 
t he President and I decided on, it would be referred to 
Woodring and J ohnson to be carried out .• 

cen? 
Ur. Gast on: He said he had t Plked to the newspaner 

HU,Jr: His J:)ress conference is over and he ·called 
me ri~;ht at"ay. 

After it is all ov r and aft er t hey have written 
t heir stories, t hink t hi s one over: of your seeing t hen 
or my seeing them and saying , "Now, gentlemen , you can 
understand why I rras so hesitant yesterday.• Think it 
over. 

ooo- ooo 
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1/~3/40 

!be lrwidtmt.- Dll I 6, 19)9, IIOutieol the s-..'-7 el 

tu n • ..,.,., \be !eoft'-7 ot 'lv cd the AcUna S.U.t.w7 ot \he 

~ the\ be bad -\eel ., 1Dt~ ~two to repr-t. the aat.W 

s tawo aow-t. 1n 1 ta o01 taota wUb the 1Dtanetad r-s.p aoow .. 

-ta 1D .U ~taro rolatinc t.o t.bo punb.uo ot nw''•• -~ 
•d oqDS.,..t. 1D e.o lhitad Stat... 

TIM ...,_.. ot tho Coaoa1t.wo area 

~t..~ 

-.,or o--aJ. J11a1r7 Olbb1M1 Qurtanutar CIMioN1 ot e.o .t.nr• 

llov Ada&1nlllq Spoor1 ~tar O..rsl. ot tho lllrf7• 

'lbo c-t.two aota u tl•• oo1e ~ bet.Mc Dopan-ta 1114 

.. vd• ot t.bo ~tad Stat.. Oowwwt. e d ooeNditad ~tat.ino 

ot t_.t.p CCIWW; ta -ldn& • paroba.eo wpp}JAo of 8;r ClbanoW 

1D t.bo ~tad Stat... It lo eWaod with the d•V ot JII'Ot&O\l.DI 1M 

1D-..w ot tbo ~tad stat.. 'b!r pr...,t.!Da -tllot. wltb tile.,._ 

~ ot t.bio •-\17 and it.o etu-o 1n tho ~ -'-•• 

IIJOI•W) Jkr&cu- w1ll -~ ClptalD ()olltne ed otblr 

lep; IRtat.i'fte Of \be c:-l\t.. ia- !Mpeo\ia \rlp GD Will &lilt' el 

t.b1o-* (I•...,. 24) to tho t&lo~ ot the~\ OoaperoU. 

ad the a.u .u.rcnt\ Oorpo:raU. at. llllthlo1 J, Yo 
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TH£ VKIT£ HOUS£ SAID THIS MORNI~ TNAT A -SPECIAL COitftiTT££ 

H£AD£D BY SECRETARY MORGENTHAU HAS BEEN SIT UP TO PROTECT U.S. INTERESTS 

IN VI£V OF THE HUG£ FOREIGN VAR ORDERS THAT ARE CO"ING ON THE AMERICAN 

MARKET, 

1123- ·R1130A 

AD D PLAN£ ORDERS 

VHIT£ HOUS£ SECRETARY EARLY SAID TH£ COMMITTE£ VAS PARTICULARLY 

COHC£RN£D TO PREVENT INTERFER£NC£ VITH U.S. AI RCRAFT 

EXPANSION PROGRAMS VHICH NIGHT RESULT FROM UNCOORDINATED PLACING 

Or HEAVY FORE IGN ORDERS FOR AMERICAN AIRCRAFT. 

• tHIS COMMITTE£ IS CHARGED VITR TN£ DUTY or PROTECTING TN£ INTERESTS 

or THE UNITED STATES BY PREVENTING CONFLICT VITK THE REQUIREMENTS OF 

THIS COUNTRY AND ITS CITIZENS IN THE AMERICAN MARKETS,• A FORMAL WHITE 

HOUSE STATEMENT SAID. 
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ADD PLANE ORDERS 156 
THE COMMITTEE VAS FORMALLY CONSTITUTED BY MR, ROOSEVELT LAST DEC, 

EARLY SAID IT'VILL SCRUTINIZE ALL TYP£5 OF FOREI~ PURCHASES IN 

THIS COUNTRY •• EVERYTHING FROM SHOES FOR SOLDIERS TO AIRPLANES AND 

COMPLICATED MACHINE TOOLS NEEDED FOR CONSTRUCTING KEAVY IMPLEMENTS OF 

liAR, 

HE SAID THAT AIRCRAFT REPRESENT£~ LESS THAN 30 PER CENT OF TRE TolraL 

PURCHASES UNDER SCRUTINY BY THE COMMITTEE, RE SAID TR£ COMMITTEE VAS 

VATCHINC EVERY PHASE OF THE SITUATION, INCLUDING PRICES, DELIVERIES, 

DELAYS, ETC, 

MORCENTHAU VAS SELECTED TO HEAD THE COMMITTEE, SAID EARLY, BECAUSE 

HIS DEPARTMENT IS NOT DIRECTLY INVOLVED IN VAR MATERIALS PROCUR£NENT 

AND TET IS EXPERIENCED IN PROCUREMENT PROBLEMS, MORCENTRAU TRUS CAN 

WATCH THE SITUATION WITH THE DETACHMENT OF AN OUTSIDER, RE SAID, 

I/23··RI14~~ • 
ADD PLANE PURCHASES 

ON INSPECTION TOURS OF KEY PRODUCING PLANTS, EARLY SAID, THE INTER• 

DEPARTMENTAL COMMITTEE VILL TAKE ITS OVN SPECIALISTS TOR TECHNICAL 

ASPECTS OF THE VORK, TOR INSTANCE, RE SAID, BRIC, CEN.~EORCE R, IIITT, 

CH IEF OF THE MATERIAL DIVISION OF THE ARMY AIR CORPS, VILL ACCOMPANY 

TK£ CONRITTEE TONORROV TO INSPECT THE CURTISS VRICHT CORPORATION 

AND THE BELL AIRCRAFT CORPORATION AT BUFFALO, N,Y,, VHERE ASSEMBLY 

LI NES NOV ARE PRODUCING PLANES BOTH TOR TOREICN GOVERNMENTS AND 

FOR THE U. S, ARMY AND NAVY, 

MEMBERS OF TRE CROUP IN ADDITION TO MORCENTRAU ARE CAPT. HARRY E. 
. ~ .. 

• 

COLLINS, DIRECTOR OF TREASURY PROCUREMENT ! MK~. ~N. HENRY CIBBINS, 
\ ,; .. 

QUARTERMASTER GENERAL- OF THE ARMY, AND REAR ADMIRAL RAT SPEAR, PAYMASTER 

CENtRAL OF THE NAVY, 

1123••111 ''' 
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156 -8 

FOR !.1~ ?IW!6 

1'lle i'reoi~en\, 011 ~-ber G, l9Si , o>t1fl..S t. ~ . eeraw ry 
of t :te 'l rc• aar; , tl:e ~Cl'et-:" !7 0~ •l :r 1.11d t:le ~)(Q "Ct!'lf: !leC'"t ' l"'] 
or t'le ·: .. .,- t.h~l he h...S cre~\4d an l nfonoel h terdi )•Miocnt r.l c~..S.tt .. 
t> M;n'~Unt tho Onl\4d llt&\ea ('O'Oern.eent 1n ~u 011.tter• r e l t t.lng ~ 

t be ~~rchore or llilttvry or ~ru 11';!'>~11es, "" lerlel r o.t1<! o.,uipaell\ 

>llJ'C:t"eed 111 t.ho Oa1 \4d S\atee" ~~ot or tv 
·orolr,n ro-.crn.eDte. 

tilt. co...ttu.e i L c!lar&l<! d th t!l• :!ut,.• cf . ro t<"ct.t ~.: t~o 

lnterorte or tbe ODl\ed St.. to• ~ .n-noc \l.oi co..tltc t d t.h til• ro ,:.tz.­
~eDt• " ' thlo country • nd ite r lti1enr. l n t~e t s er1c•r. ~ r~et e . 

Co ptiiD !larry /., Colllnr ' irootor or 'ro<'Urt~Gnt, l ? er G~J 

~e'lo1.rt.ll•nt , ~·u tra&D. 

'U.jor C.nel"'l lloary l.i bbiN1 1 U'>J'\e.ra ... ter l'ootr f l of UlC , ro:( 

1.1e1- bet- the ?reaic!ent and \no cooo,Ht.ee wtll be lN'OU .. 

k t.l\e ...CNtf\t'i of ''" !'re&a1117. llubero of the co .. l u .. , ,opther ~1\h 
ropru111t.oth•• ot \lle ftrlo~ gowrDMDt. de.,..rt.'>enh <'onc..,...s dtb Ulo 
; i.lffl> ·•• of eu,>ollee ~ the go ... rnMnt, •nd lnr lUoJ h lo' t lln . ~rr6\llry .,, '-' ' 

; reMIUry, •ill 1..,..,. •nhston t.o::.orro• on"" Ill· .>•c tt>n t rh or 
tll:uatrl • l pl"Dh and r. . otorle~ en'" l!ld ln the a ..,ur•ctiiN >f SU J1llea 

nd ut.ori..!a, ll111~"7• Dnal ana t' r Mrat.J. ?f'Acc-\I.Ae eo tU<II\IIo')tloll. 
'Oho ' lret. rtalt or tha eoalttee • U l be t > t'l~ c~rtla · r ll!!lt C.r > - • \.lOrt 

, ,., t .e :·ell Hrc .... rt. Cor,ura.t.ioo or i~Qtr .J.o, ; ., Zor~ . 

------
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GROUP llB.BTIN G Januar7 2:5, 1940. 
9 ::50 •••• 

Pr esent: Kr. 
Mr. 
llr. 
llr. 
Mr. 
Mr. 
Mr. 
Mr. 
Mr. 
Ur. 

Bell 
Gaston 
Sullivan 
G:ravea 
Barris 
Thompson 
Haas 
Foley 
Cochran 
Cotton 

• 

H. li. Jr: 

\las ton : 

H. II. Jr: 

Gaston: 

H. M. Jr: 

Gaston: 

ti . )l. J~ : 

Sullivan: 

B. ~~ . Jr : 

Harris: 

li . )!. Jr t 

'lbi:s is very good. 

It is a little bit t rickJ. 

Tlell , I thought the aturr was all right th1a 
morning, thanks to Qlick. 

Yes, he "ent down and worked wlth the bo7s on 
that thing. 

Vlell , I mean Chick tipped me off that the War 
Department had given me the works &gain. 

Yea. 

So I got i n that s tuff about our domestic in­
terests , et cetera. I wouldn't have been able 
to do it if Schwarz hadn't d one that . I don' t 
think that story will burt , do you! 

Beg pardon! No, I don 1 t . 

'/ha t do you think , Built 

I thought it was a vel'J good st0%'1• 
the impression you were verr much en 
I thought. 

It gave 
the job, 

1he only thing that ooourred to me , I just won• 
dered if it was a little premature 1n view ot 
wnat JOU had &sked to be done . 

I agree with rou. All I said , Dan - this 1a 
wh&t tbeJ bullt t h e storr on - I was never under 
such pressure 1n a long time and I almost got 
ansr1 and so did Sand7• All I aaid was, -when 
I am handl1 ng something for a7aelt, I ean 

Regraded Uclassified



• 
Bell : 

H. l.!. Jr: 

F.arrh : 

H.M.Jr: 

!la rris: 

H. r.t. Jr: 

Cochran: 

H . ~:. Jr : 

- 2 -

control it. When I am not , I can•t. 0 But that 
is all I sai d , Then I sai d , " Read my testimony 
on the Hill last year, WhiCh took 30 days , and 
there is no change in • h a t I am doing •hen I 
testified before the Committee ." 

And then they got the r est of i t f r om the testi­
monyt 

158 

Then they all rushed upstairs and go t the rest of 
i t , For the first time I .,a almost on the edge 
or losing ~ temper. I don I t think I did, Sandy 
and I just barked at each other. 'lba t 1s touch. 
I am g>ing to go ahead •1th this because God kno•a 
it is necessary. 

You haven ' t heard anythinc; a bout ths t ship the t you 
are custodian for , have you, Basil! 

I heard it •as due in Baltimore either today or 
tomorrow. 

No , I mean that Spitfire. 

No , I thought you meant the City of Flin t . I have 
heard nothing on that . V/e have go t a couple of 
hot ones and I didn 1 t know just whiCh one you 
meant . 

f/ould you do this: ilayne Taylor came over to me 
and we thousht it ~as very nice, the Red Cross 
and othe ra senciing s t uff to Finland, but they 
are all p iled up on our docks and not &etting to 
Finland and wasn't there s omething I could do to 
f acili tate it. He was very n i ce, very helpful 
a.nd all that, but i t just doesn ' t leave New York. 
~e other thing he said, they don ' t need food , 
because sending them food doesn ' t use the ship ' s 
space for food . Send t hem the supplies that the 
Red Cross is sendinc; them. I think you would 
enjoy reading this cable here. 

I hs ve a copy I can g1 ve him. 

\"/el l I wanted it back. It is a ve ry i nteresting 
cabl~ , You can just read it and then g1 ve 1t 
to me , but I am going t o leave it to you to 
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Harris: 

H. M.Jr l 

Schwarz 1 

I'!. !I!. Jr: 

Caston: 

Schwarz : 

H. !.! . Jr: 

Schwarz : 

B. J~. Jr : 

Schwarz : 

l! . l.l . Jr : 

Schwarz : 

n .J~.Jrt 

- 3 -

follow up with the Red Cross . I tb1nk you 
would enjoy do1Jla that, wouldn 1 t youf 

Yea. 

Chick , how did you make outf 

159 

.Mr. Early said that is j ust wbat he wanted, 
He nan 1 t sure whether i t will 'be this morning 
or t his a f ternoon, but he will re l ease it. 

I want to congratulate you on that stoey. Thanks 
to :JOU tipping 1!18 off about the ~r Departmen t . 
You saw me beat ~ breast on domestic economy. 
That was veey helpful , 1hen Gaston said you 
worked w1 th the boys downstairs . 

Yea. 

They would like me on thill , but they th1nk we 
retaliated in kind, 

That 1a too s lick for me. Wha t doee that mean! 

They felt just ified to wr i te from that record 
that we were helping only the Allies and I 
called their attention to your statements about 
domestic economy. 

Yea . ~ell, most of the papers Shoved t hat up 
into the head. 

l'lhich is a good answer to the War Department . 

B1gbt . Eut how do you mean, they blackmailed 
u.af 

You referred tbem to the r ecord and a pparently 
in tbe ed1ted r ecord ther e waa no reference to 
the domestic situation at all. It had to do 
w1th the f oreign s ituat i on, the record o f the 
Senate comm1ttee, and they were going to use 
tha t as a basis and say t he t you were again 
helping only the Alli es . 

Oh, I see , aDd you pushed them into the domestic 
p1cturef 
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Schwarz: 

P. . M. Jt' l 

Schwat•z: 

R. W. . Jr: 

Schwarz: 

E. ll . .. Tr : 

Gaston : 

H. r~. Jr : 

Cos ton : 

D. I!. Jr: 

Geston : 

E. l!. Jr: 

Caston : 

H. l! . Jr : 

~ite : 

- 4 -

I told them if they d id that they woul d get 
their ears pinned back later in the week. 

I see . Did Steve Early mention today ' s story 
a t all? 

I don 't know i f he has seen it. 

And be said this was juet what he wanted? 

Yes . 

Herbert! 

You asked me to bring up this r equest of Herbert 
Peis• tha t we at tend t he meeting on Wednesday 
oo the Brazil thing. 

Yes . 

I thought it was in line with our stat ement to 

.!SO 

him that "e •1ould g ive them any technical assis t ance 
and confe r , but wouldn' t participate in the decision 
in regard to t he Brazil debt. He said he didn't 
want any decision and they didn ' t expect any 
decision. I expect t he real purpose of the meeting 
1a to perm! t Ed l!obl e and his men to t alk about 
this l(cConnell plan. 

Would you designate somebody to go! I wouldn ' t 
go yourself. 

You think I had better not gof 

No. 

All right . Well , Harry thought t hat Orvis Schmidt 
oould go over from his department , since he is 
the Brazil specialist and I think that is pretty 
so oct. 

That is good. Incidentally, I had a chance at 
lunch t o t ell the Pr esident the whole story on 
Brazil and he i s entirely sat i sfied with the 
position I have taken. 

This meeting on iron 1a just what your inference 
1a, because licConnell got in touch with ce about 
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H, H, Jr: 

l'ihite : 

H. I!. J r: 

H. tt .Jr: 

Cot t on: 

R.~ . Jr: 

Gaston: 

H. :.t. Jr: 

Sullivan: 

Gaston: 

Bell : 

Gaston: 

161 

- 6 -

his plan, thinking that the Treaaurr was going 
to give it consideration and that be waa going 
to cooperate with the Treasury and I didn ' t 
want to mislead him into thinking that if b e 
depended on ua that it would get a bearing, ao 
I advised b1m that be had better get 1n touch 
with tba State Department directly and at once, 
which I take it be did, and that accounts for 
it. 

But I thought u. s. Steel turned that down. 

That was what Feb told ua , so I gathered that 
this meeting is merely to indicate to Co:rmerce 
that they are very happy to cooperate rltb them. 

But Steel, the finance committee of Steel, baa 
turned it down. 

That is what Feia said, 

No , I have it independently . 

14cConnell bas been trying to get a bearing for 
that for a long 'ltlile. 

I have i t independently from a memorandum of the 
Steel board, through a third party. Well, Schmidt 
goea? 

ll.r . Bell asked me to consider a case coming up 
in Illinois, the RFC b ae recommended the - -

Heme town boy tries to make good. 

llakea good. 

Since be is a home town boy-, be asked me to take 
i t over. 

Are you goin.g to pull a Tom SmitbT What do you 
want, a degree? 

I just want to be relieved of 1t. 

It 1a rather a peculiar thing. 
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H.M. Jr: 

Gas ton : 

H. M. Jr: 

!!ell : 

Gaston: 

H.M. Jr: 

Gas ton: 

H, M,Jr: 

Caston : 

H. AI, Jr: 

Gaston: 

1! , 11 , J rs 

- 6 -

You mean peculiar that Bell asked youT 

No, the character of the deal. 'lbe RFC bas 
:recommended a r equest there and Barnes , the 
Congressman from Jacksonville , was down yes­
terday strongly urging it. It concerns the 
capital stock and the reorganization or an 
insurance company. 'lbis happens to be a lite 
insurance canpany and the large part of their 
bueinees has been induetrial insurance. 'lbat 
ie that 25 cents a week aturr. It raises a 
gpod many questions but I have asked Heffel­
finger and I aJ:~ going t o consult somebody in 
the office or the Comptroller of the Currency 
thia morning, although it is not strictly in 
their line of business . 

Hell , Bell has been confirmed. r~at has he 
got the jitters aboutT 

I have got a Congresaman and Senator on my neck 
to get this thing throusn and I didn • t think 
that I ougllt to pass on it coming eo close to 
ray home. It i s within 40 miles . 

We will make some sort of a recommendat ion today, 
but there will be a lot of heat , either way. 

The next t ime Ham Fish bri.nga up something, I 
am gping to give it to Bell to handle. 

All right. Herbert, use your hor ae sense. 

All right. 

Gardner Jackson thought you would like to read 
Mr. Hook's speech on Dies. 

All right. 

There 111 sane interesting a tuff in there. 

Written by Gardner JackaonT 

I wouldn't voice any suspicions about it. 

Wha t elaeT 
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Gaston: 

H. JJ . J r: 

Foley: 

H. M. Jrz 

Foley : 

B. Jl . Jr: 

Fol ey: 

n. Jt. J r: 

Sullivan: 

F. . M. Jr: 

Sullivan: 

ll . M. Jrz 

Sullivan: 

li, I.! , Jr: 

Cochran: 

Cochran: 

li. I.I, Jr: 

Cochran: 

- 7 -

That 1s all . 

Ed? 

There flas a nice letter 1n the Star last "n1&ht 
by Kelly. 

What else? 

I haven 1 t hea rd from Sam Clark as to whether or 
not he sent the Schenek caao to !lew York. Be 
promised me he woul d do i t the f irst part o! 
thia week. 

Give h1m a ring, will yout Anything else! 

No. 

John? 

You vtanted a report on the settlement of tho 
Timee Herald Dallas caao . 

Yes. 

There i t 18 . 

Ri ght. I will keep that . 

Yes, sir. That is all. 

Merle? 

I have nothing. 

I want to t alk to you about that letter f rom 
Butterwort h . 

I thought you might. 

o. K. tlhat else? Would you aak Mr. Hull ' s 
office that the oa blee that I pay for , that I 
would like to re-check who aeea them 1n the 
State Department. 

All right , air. 
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a.M.Jrt 

Coehl'lln: 

H.M.Jrt 

llaas : 

P. . ll . Jr: 

l>'hi te: 

B. L! . Jr: 

~illite t 

't'lnite: 

E. l!. Jr: 

H . A~ . Jr: 

,,'lh1t e: 

H. !ii,Jr: 

iibi to: 

- 8 -

Please . Would you call up and ask them? I 
would like to know who eeea the cables that 
the Treasury pa ys for . 

All right, sir. 

Joe? 

George? 

I have nothing this morning. 

Basil? 

Harry? 

I have a preliminary report on that tin and 
rubber. 

Well , is th1a yours or is this from 

This is ours. 'lhat 1s the latest figures . 

Do you want to do me a favorT Hold on to 
thia and tell Hre. Klotz when the one comes 
over from lloble , you take a look at it and 
check it and the.n bring it in to me, will you? 

All right. 

\Then the one comes from Mr. Koble. He said he 
would send it aver. 

You know the periodic reports - I think they are 
avery week , I am not sure - that you get from 
the bank on special account "A". 

Yes . 

V/e have s\liiiJIIS.rized them according to types of 
expenditure& and I don't know - they are in such 
detail I dido • t know whether you bad a chance to 

No , no. 

We will keep you supplied with a periodic eummary . 
'Iba t 1s all • 
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H. M.Jr: 

'o'h i te : 

B. !!. J r : 

~.l\ 1 te : 

E. I( .Jr: 

Vobi te : 

H. M. Jr : 

\\'h1te: 

H. L! , Jr: 

tlb1te: 

H, J.: . Jr : 

l!hite: 

H.M.Jr: 

White: 

E: , M, Jr: 

lihite: 

- 9 -

Oh, you di dn •t indicate whe ther ;you 'fl&nt ua 
to continue that periodic comment on foreign 
a ffaire that we gave ;you a e~ple or. 

Yea. I have got it right here. It ie cer­
tainly worth while. There are certain things 
I would like to tell you which I think I 11111 
getting from another source. I will sit down 
with ;you. 

'lhen you will let me lmow about itT 

Yea . Don't wait for me. Go ahead juat the a.­
way. 

Ie it too lang! If you have no special reaction, 
we will juat continue until ;you do. 

I have a reaction, I think i t is overlapping a 
little bit with Puleston. 

I will see. 

He does that at least once a week. 'lhere i e a 
little overlap there with Puleeton . 

We get out a joint --

You know the man down with PulestonT 

Ob ;yes, they cooperate cloeel;y. 

1lhy not talk with h1mT 

I will see what he 1a getUng out an~ we will 
leave it out of ours. 

Or, there h t he poss1b1lit;y qf --

He has - could have a very defini tely defined 
memo so it will be easier not to overlap , but 
I will find out wl». t he 1e doing. 

If ;you do that, that at l east keeps the thing 
rolling, ;you aee. 

I will do th& t . 'l'hJ.a 1a 'lf8r'J good. 
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f!.ll. Jr: 

White: 

'0\'hi te : 

H. !I.Jr: 

l•'hite : 

f! , !l.Jr: 

Y1'h1te: 

- 10 -

Now, doea George get one of theaet 

No , I just gave 7ou that cme slllllple , I don't 
know whether I asked TOU whether ,-au wanted 
to get it or not, 

You get George'•• don't TOUt 

I wlll be ver,- glad to send lUlu one or anybodT 
else who 1a interested in keeping up with foreign 

It 1s all ri.ght . That ia the only suggestion I 
have for the ~ute. 

Right . 

And of course Merle geta one, 

He haan 1t, but I will 
give any to an7body. 
wanted it continued. 

g:l. ve h1m one. I didn't 
I didn't know whether you 

H. t.!. .Jr: No. 

Bell: 

Fell: 

H, J.: , Jr: 

!!ell : 

Harold? 

I mean, I had it right here, meaning to talk to 
you. 

Dent 

Bob Rouse, of the Federal Reserve of New York , 
will be in t own tomorrow and we are going to 
discuss the form of this TVA financing . We 
ought to have something for you at the end of 
the week. 

I think you had better wait until they get their 
legielation. 

Are they asking for logiala tiont 

Yea . 'lbere was something that went through the 
committee and they cut the appropriations. 

It -• an atte.pt to cut the appropriation in two 
and put their auditing ao 1t ia under the 
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H, M,Jr: 

Bell : 

l! . V. .Jr: 

Eell: 

e. ~ . Jr: 

:=ell: 

!'ell: 

JI , ?,, , Jr: 

eell: 

E. !! . Jr: 

cell: 

- 11 -

Comptroller General, but I think they beat i t, 

If there i s no legislation pending, o. K. 

I don't believe there is , I think they are 
afraid to .go after legislation of any kind, 

Vl1ll you chec.k thatf 

Yea , They will have a man hore Thursday to 
discuss it, 

I would like t o see hi.m. ~/ant me to put a time 
down? 

You don ' t have to see him i f you don 't want to. 

I 11ould like to. 

He will be 1n my off ice about 10: 00 o'clock. 

Let' a so.y ll : 00. 

All risJ1t . 

There is about 15 million dollars available for 
investments in Postal Savings and FDIC. We still 
have about 26 million plus of that 100 million 
reserve on the last bond iaaue. 

Have we reached tent 

Well, Postal only has about five. 'lie will give 
them £ive end give ten t o FDI C. 

It is a good subsidy to FDIC, I don ' t know any­
body I would rather subsidize. 

167 

Pell: No, It 1a all right. 

H, t.: . Jr: 

Esll : 

!l. U, J r: 

Their expenses are reasonable , aren't they, FDIC? 

Oh yea. They spend between t wo and two and a half 
million dollars a year. 

Fbr the whole buaineaaf 
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Bell i Yee. 

B, Jt,Jrl Im' t that zoeaeonablet 

Belli AJI4 the7 go up 1r ,.ou have a bad e1tuat1on, 
but - 1••• ver'f zoeaeooable, You !mow we worked 
out a whole eohllllle ot ad.Ja1.nietrat1on before 
Leo ever etarted out, thro\16h tbe Budget. We 
bad our people f!P over and eell thea on about 
two and a halt lllilllon and he baa 1ta7ed prett7 
close to that. 

B. W. Jr: An,-thing else! 

Bell : !lo. 

Tbompaona I have this clipping. 

B,W,Jrl All right, thank 70U all. 

168 
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· ~ TREASURY DEPARTMENT 
PROCUREMENT DIVISION 

WASHINGTON 

January 23, 

!XCORANilll! FOR THE SSCRETARI 

thore is attached horet.o reupitulation o! the tentative estimates 
:rJbcltted in connection with the progr11.1 tor additional planes and 
cn:;ines, together with a SUJ!::Iai7 indicatins ho eoabinations that 
"::.tJ;f bo etrected troo tile esti=lates s.baitted. 

Pro(lr&l!l •1• contel:lplates 1\lrnishina CUrtias P-S6s and !Joo.>gla.s 
Boo bora w1 tb the 1830 ..,t.or. Proerart "B" eonteoplates 1\lrnisbing 
CurtiSs P-40s and Douglas Bombers with the 2600 Wright. 

Thooo alterMte proposals 110re subcittecl at tbe request of tbe 
Alli os ' representatives . 

atts . 

169 

Regraded Uclassified



• 
BASE :elCPEMTnlG TOTAL UliiT TOTAL 
wg ~(0 __ COST IW'JJER ~ 

Curt.iaa - Purauita 
?S-J.-1. Plllf 1830 Engines $ s6, m. $ 16, 418. $ 5:1, 149. 2,000 $ 148 , 817, 200. 
81-.t.. illiaon Engines 40, 887. 17, 869. sa, 746. 2, 000 164, 488, 000. 

Douc1u- ~rs 
DB-7 - 18~ Ptlf Engines 91,500. 65, 000. 158,500. 2, 800 4S8,200,000. 
18-7-B - 2eoo Wright EtVnea 96,400. e5,ooo. 161, 400. 2,000 451,920, ooo: 

ll.lrtin - Bcabers 
167- F-4. 2800 Wright Engines 106,500. 67, 900. 172, 400. 3, 000 517, 200,000. 

EJWINES 

illi-- 1710 $ 17,500. $ 5, 2501> $ 22, 750. :1, 500 ' 79, 625,000. 

lfri&bt - 2800 1tl, StlS. 5, 909. 22, 272. 4, 400 98, 000,000. 

Pratt & 11h1tzle7 - 18~ 14, 250 .... s,sso ... 17, 810. s,m 102, 850,000. 

* - Eatiated not to aaeed SO% - SO% ueed. 
- Eatboated Z2-l/2% to 27-1/2% - 25% ueed. ** - - Eatiuted on buia recent contraota. 

I 
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eurtiea P-SG 
Oouclu 00-7 
llart.in 167- 1"-4 

Total Planee 
Total Enginu 

T01'AL "A" PROQR.UI 

CUrtis• P-40 
Dougl&s DS-7-B 
Uart1n 167- l'-4 

Total Planee 
Tot41 Engines 

rorAL •s• PROGR.UI 

$ 148, 817, 200 
438,200, 000 
511 I 200,000 

$ 1, 104,217, 200 
280. i75.()QQ 

$ 164, 488, 800 
451, 920, 000 
511, 20Q.QQQ 

$ 1,m,eoa,aoo 
28().•75·009 

$ 1,4JA,oss,eoo 
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.Jan1W7 23, 1940. 

TO• '1'lw SeoretarT 

JIROif 1 Ill'. Sullinn 

SUB.JECT1 IW~ Intemal llrre1111e CollactiOM 

fb1e ~ in ocapev wiU. Cbarlea Soboe•••n or t.ba 

rr.uuzy Dtpart.e&, ....-.. ~. McCollua, BU .. , Sbenooocl, 

n of tbl: lDternal •••• Bue&u, 

atteDc*t a buriqt M1'ore t'- 8ab c o•'ttae o1' the JlouH .lppro­

priatillN eo-l.ttee 1D re1C'd to a De1'1o1Cicv .lpJ*OJ&1at1on tar 

re~ IBtllrnal 11nenue ' • • 

The total .....m. an1hbla 1'<1r tb& 1'1110&1. ,.ear 1940 wu 

$38,800 ,ooo. 'l'b1a ..:JQIIt 11M all been taEpellll&d co o1&DIU7 l2. 

1940. !be Bureau's eatia&te 1'<1r 1te ~Dte != tbe 1 ' '"'•r 

ot tbe ,.ear wu $29,)00,000. 

I ~ t'-t a joint reso1ut1co <1r av other taelmique t'-t 

would result in t.ba speedy anaet.ent ot th1a det1e1eney •PI4 vp~1-

at1on le1is1at1oa be adopted on tb& p-ound that a delq ot on. 

IIODtb would ooat 1111 1D interest $291000J two IIODtba, $87,000; 

tlrH IIODt'-, $174,0001 and cot'- 1\lrtba-~ that a t.axpqer 

wboM richt to a retaDd bad bee aatabliabad aholild reoe1n b1a 

....r.d prC4t]T. 
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T'llll queetion was raiMd u to tl» propri8t7 ot oar pq1JII 

6 pel'Oalt intereet on re.tllnde. It wu poirrted oat to the Ocadttee 

that a eiailer rete of interest wu charced. on det1c1enc1ee. 

At'ter the hearin&, it,... 1ncl1cated. to •• ott the record, 

t hat although th1e llll..gbt not he ll&de the eubject ot a joint reeo­

lution, it lrOilld probablJ' he pot into a liaited. deficiency bill, 

prorldirw alae tor additional Congreeeional clerk hire &Dd co.pen­

~ation tor the lric:lmrs ot llembere or Congreee. Tb1e ebould inellre 

ape~ coneideration of tbe re1'1lnd deticienciee in wbich .,.., are 

interested. 

173 

Regraded Uclassified



~·- . f1 . . 

- ' 

··' 
' •• 

\ 

Regraded Uclassified



• 
~-s .!. I 

. coPY 
Janua ry 23, 1940 

To : Yr . Foley 

Froc : Mr . Leming 

A:n intervi ew was had today with B. VI . Shook. Shook 
has been a ssociated with Otto L. Keeler in the sale of t h e 
products of the Kentucky Rock Asphalt Compan i es for a number 
or year s . Tilere is a d i s crepancy between the s tatements o f 
Keeler end the statements of Shook es to ~nose employee he i s , 
but t hat is an immBt e rial llllltter at the moment . One of the 
principal matters we wanted information about from him was the 
r ecei pt and di sposi t i on of a sum of $10, 000 allegedly pa i d t o 
hi m either by t he company or by Ke eler i n 1936 , but v.nich could 
not be found i n his b ank account s . Shook s a id that t hi s was 
the f irst r eal money he had a nd that he put it in a tin box and 
~ept it in the cl oset in h is bedroom at home. Incidentally, he 
il~s tbou t that much money in the tin box r.t t his time according 
t " h!s stFtement t oday , and some other money in a s a fe d e£os it 
box r t the Fletcher Trus t Company, totaling in all a bout ~17,000 
in cr!h i n the t~o boxes at this time. Shook' s explanation of 
thy he r e ceived the $10 , 000 from Keeler in 1936 was that t here 
ned been a good many lean yea r s and t h is e.lo,ooo v;a s a bonus to 
111m from Keeler t o ma ke up for t he hard ye ar s when business had 
not b Een so good . Shook ' s statement today injected e new angle 
into the situati on , a t least so f ar as I am owsre, concerning 
the act ivities of one Kelly at Terre Hau te. According to Shook, 
Kelly manufactures a mat erial which i s u sed a s a base or b inder 
upon 1\tlich the "entucky Rock Asphalt materi a ls a r e l a i d . Shook ' s 
bank a ccount had d i sclosed the receipt by h i m of chec~s in sub­
stunt! ' ! amounts f r om Terre Haute and Uich i gan City, Ind . , du r ing 
19:;7 and 1938 and it wa s upon inquiry about "nat t hese checks 
rtpret cnted tha t the sta t ement concerning Kelly c~me out . Bis 
eulings r.ith Kelly ,,ere f a irly substantial r,nd involved t o some 
extent the use a lso o f products of the Kentucky Rock AsphaU 
Comp1.n i es in making c i ty i mprovements eithe r at Terre Haute or 
l' i ch i gnn City . As I r ecall h i s tes timony , t h i s Kelly mo.teri al 
i s used also throuehout the state . To what extent it is used i s 
a mo tter of conj ecture ot the moment . His statement is quite 
l enet hy and has n ot b een transcribed. 

Shook s a i d that the Procurement Department , 0 . s . 
Tret sury Department , e t Indi~apolis pas s ed finally upon the 
;:urcht>! e of rock asphalt ma terial from the Kentucky Coml)anies 
•hen t h e ea:ount of t he purchase did not exceed $10 , 000; and 
tho t upon purchases in excess of $10, 000 f inal approva l ~as 
c-J:de in Washington. According to Shook, Sor.t Cra i g, Bead, of 
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t he Procurement Department in Indianapolis, bas bis own 
engineering department and specifications for the material 
lllld tbe price 1111st be satisfactory t o him before he passes 
0 contract . This relates to material purchased for WPA Jobs. 
Shook said tha t the price per ton for WPA Jobs had always been 
$10. 00 per ton. Be said the same price had always been 
charged count i e s and cities. The price on state hi ghway Jobs 
i s $8 . 00 per ton. As you ha ve been previously informed, tha 
commission on sal es for state highways has been split three 
y;eys since Pursley ' s agreement with Keel er in Dece niler , 1936, -
the f irst commi ssi ons r.e know of under t hat agreement were 
p&id in 1937; howev er, on ~PA jobs the Ohio Valley Rock Asphalt 
Company ' s books d i sclose only a t wo-way split on WPA jobs, 
namely , t o Garland (Pursley) and Keeler. This s e ems odd in 
view of t h e f act t hat the total commissi on on highway Jobs 
is ;:2 . 00 a ton and on V.1'A jobs is $4. 00 a t on. Shook hi.mself 
undertook to sa y today that he got a commissi on of from $1. 00 
t o $1.50 a ton on some of t h e WPA jobs and probably a different 
commi ssi on on some of the others. The extent to which he parti­
cipated a t t his rate on the 1\'PA jobs is some\\hat uncertain at 
t his t !me, if h e participated at all as he now cla ims. It would 
be helpful to further inquiries 1f we could have a detailed 
statement from the Procurement Deport ment of all purchases of 
roc.k asphalt from the Ohio Valley Rock Asphalt Company and the 
Kentucky Rock Asphalt Company both of Louisville, Kentucky, for 
t he year s 1935 t o 1938, inclusive. The d et a il ought to show 
the date of the purchas e , the amount paid, the check number, 
the payee, and the contract humber of the company from which 
the purchase may h ave been made. Vie have not approached the 
"rocurement o fficer here for this informa t ion. I Judge you will 
rlsh to determine whether we •hould call upon the local office 
for t his informati on or whether it should be obta ined at Wash­
ingt on and then made available to us here. We will t ake no 
action looking to the obta ining of the 1nforMtio.n in Indiana­
polis pending receipt of advice from you . 

Joe Simmons has not yet returned from Florida, according 
to informa t i on ~hich has been furnished Ur. SUllivan. 

There are a number of matter s which we wish to verifY 
through examinations of the compani es ' books at Louisville and 
t r~ough interviews with their respective officers. 
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We, that is, llr. Schwartz and ~self, ltlss Dale 
and Revenue Agents McPherson and Cisney wUl go to Louis-
ville t omorrow afternoon, leav1l'lg here at 5:26 P. 11. , arriTing at 
Louisville about 9 P. II.. We will be there the balance of this 
~reek at least. Yle will stop at the Henry Watterson Hotel 

Opon returning here probably Monday or Tuesday we will 
then call llr . Keeler tor a final interview. 

(Initialed) •• B. L. 
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t el 

Proal 

All interYiew "•• hacl to4ay with B. w. Shook. lbook baa beta aaaoolatad with Otto L. ~oalar 1n the aal e o r the producta or the ltctuo!Q' Rook Aapbalt Coiipani., tor a n!Wbu or yaara. ! bare 11 a clborepmoy between the atat -ta o r h aln and ~e atataacta of lbook u to wh.oaa alq)loyea he 11, but that 1a an t.aaterlal aattar at tba -t. One ot the pr inci pal aattara we wantad 1ntoraaUcm about troa bla na the recei pt ancl dlapoaltioa or a aua of tlo , ooo allacedl)' pald t o h1a either by t he ooapany or by ~eelar 1n 19)6, but wbioh could not be found 1n b h bank a cCOIIDtl. Shook I a1cl ~t t hh -· the t1rat real -er he had an cl t ha t he · put 1t 1D a tln bo z aod kept 1t 1D t be d o .. t 1n h la bedrooa at hoaa. lnoldctal l.7, be baa abou t that m cb - er 1D the tln boa at t h11 tlae aooord1DI t o hta a tatutat t ocla)'1 aod aoaa other -e)' 1D a ~ate dapoalt box at the Pletcher !ruat Coapaz~T, total1Dc 1n all about ~7,000 1n cu h i n t he two bozaa at thh t 1... Shook' • ezplanatlon of wily he reoehad t he tlO, ooo troa ~eeler 1n 1936 ••• that t here bad beta a coo4 aaft7 laaD yeara u d th1a U O, OOO waa a bonua to h la troa Keeler t o aalte up t or t he hard yeara 11hc bua1Deu had cot bee 10 coo4. Shook' • atateaent t oday lnJeot ad a new anile into t he aituatlon, at l eaat eo far aa I am aware, concerninc the act h1t ha or one ltell7 at Terre llaut e . Aooord1nc to Shook, lelly aanuraoturea a aaterlal wb ioh 1a uaad e a a b a .. or b inder upon llh1oh the .i(.ntuclcy Rook Aapllalt aater1ala are lai d . Shook'• bank account llacl d iloloaad the receipt by n i m or oheolca 1D aub­atant1al aaounta troa Ter re Baute and Mi oh i cu City , Ind., durtnc 1937 8lld 1938 and 1t wu upon inquiry a bout what t hen ohecka repruc t ad that the a t a t-t concernlnl K:ell7 oa11a out. H1a deaUnca wi th &:ally ware falrl)' aubat anUal and lnwl'fed t o a o• n tct t he ua e allo of product• of the l:eatucq Rook J.apbalt Coapaniaa 1n aaltlnc o1t)' lapr onaac.ta althar at Ter re Haute or 11cb1can City . AI I recall h b teaU.aoll)' , t hla l:elly •tarhl 1a Ulld alao tbroucbout the atate . ! o what a nent i t 11 uaed 11 • aa\ ter or conJecture a t the .oa.nt. Hie atateatot 1a quite lenct ll)' m d baa not bean t r uacr1bec1 . 
Shook aa1d t ba t tba Procuraaant Dapar taant, u. s. f r eaaury Dapar\aant, at Ind lanapol l a palled f inally u pon the purchu a or rook aapbalt aaterlal troa the l:antuolq Collpanlaa Wb~c tbe 1110\lDt ot tlw DUrOhlat. did not. U.eM tlO_.._OOO.I ....S tbat upon pW'oh&lla !If «Xeau or n o ,-ooo r lllaT appnfnr .-..-u de in Wuh1nctoa. AccordlnC to Sboolt, 8aa Crall, Bead, of 

[, 
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the Proeur .. ent l>epart•ent 1n lndianapol1a, hu nu own 

mstneer IDe depart-t and ap eo1t1ca t1ona tor the .. urw 

.nd tbe prioe 1111t be uturaotoi'J t o hU before be pan .. 

179 

a oontraot. Thil relate a to • oterial purchaaf'd t or •P• Joba. 

Shook aatd thl!t t he pric e per t on tor WPA JobJ htld alway• been 

no.oo per too. lle aeid the .,.,.,. price had alway• been 
oharsed oountie a and citiea. The price on at ate nl&h way Job• 

u Sl!. oo per ton, As you have been previ oualy tnror.ed, the 

co-1aa1on on nlea tor s t ate h1chway• haa been a pl1t three 

••T• a 1nce Puraley 1a asr•••ent with ~eeler tn l>ece.ber, 1936, -
the rirat co.aiJalon s we know or under t hat asre ... nt wer e 

pa id in 19)7J however, on l'!PA Job a the Ohio Valley Rock Aaphalt 

Coepanr'• books d1sclo3e onl7 a t.o-way a plit on WPA Joba, 

nuely, to Garland (Puraley) and lteehr. This uezu odd 1n 

view o t t ne t act t lmt t h e total co-iu1on on h1sh• ay Job• 

1a $2.00 a ton end on WPA Job• i l $4.00 a ton. 6book h18awlt 
undertook to 111y today that he r.ot • cozzul1u1on or rro• $1, 00 

t o $1. SO a ton on some or the WPA Job• und probably a d l:tferent 

co-ilaSon on a oa e or the o thera. Th e extent to which be part~ 

c1pated at t hil rate on tbe t:PA Joba 11 aoa .. hlt t uncert ain nt 

t h il t i•r 1r he p8rticipated at ell a a he now cl a t.a. It would 

be belpt\ll to 1'\lrther 1nqu1r1ea 1t •• c ould hftve a detailed 

sta t•ent tr011 the Prooureaent Oepertaent or all pur cha18a or 
r o ck aapbll t f ro• the Ohio Val l ey P.ock Aaphalt Coapany and the 

Kentucky Rock Aaphalt Coepanr botb ot Louisville, ~entucky, tor 
the ye&r a 19JS t o 1938, 1nclua1ve. The d r:taU oulht t o s how 

tbe date or the purchase, the a~uot paid , the check nuaber , 

the payee, 11nd t he c ontrAct nullber o r t he c o• pany trom which 

the purchase uy heYe been aade, Y:e llton not approached the 

"rooure111ent o fficer here ror t h ia 1nfortDat1on. I Judge you will 

wiab to determine whether ~• .nould call upon the locnl office 

tor t h h 1nfor.ati on or wheth er it should be obta ined at 'fiaah-

1ncton and thm eade avaUable t o ua here. We wU l t aka no 

action loolt1nc to the obtainlr.l of the tnror•.r t1on 1n In~ 1ane­

pol t a pendinc reoeipt or a dYice rrom you. 
•' 

Joe St-ms baa not yet returnee! from n orida , accQrdinc 

to 1nt'orat1on wb lc b baa b een turn ished llr. SUlllYan. 

Th ere arc a nuaber or ~tters • nich we wish to •eritY 

tbrouch exaatnetion a of t he coa panies1 books at Louisville and 

tbroueb 1nterYiawa witl. their reapectiYa ott1cer1. 
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••• \bat u, .... lebwafta ID4 .., •• u, aae Dale 
_. Ito~• Acdo .. Pia•- M4 ClaD., wW .. to Loea.. 
'llUo ,.....,, •• at\aa1ae, 1..,_ bora at ''16 '• 1., .,......_ • 
~oouUftllo •• 9 Po I. We wU1 bo U.ro tale balMG• ~ ... 
... • , 1 ... ,. •• wsu •'-51 at -· • ..., .. " __ .. ... 

g,_ K~1GI b ... p.-u17 a .. , or h...., ... .au 
tblll ea11 Dr. '--• tor a t.iaal lat..S... 

( ln1Ualocl) I. B. I .. 

... 
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TREASURY DEPA RTMENT 

INTE:R OFF'ICE COMMUNICATION 

DATI: Jaao......). 2) , l91lo 
TO STRICTLY CONFIDENTIAL 
,ItO .. 

J'ollowiDC \M 1AatrucUou C1T81l - b;r th.e Secre\U7 1A thia 80nai.Ac' e 
o~l~Lt lMe\1~, I ban telephooed tba office of Secre\&1'7 llull at 10110 .A.,II. 
Yr. Gr&7 •• ou\ of to'ftl oo I tal.lood with llr, Stou, I told h1a tbat " 
ohould 11lte to han a lht of thooe people to tbl State Depar-ot .mo ••• 
the eablecruo for which thil ~1111'7 P&J'O• llr, Stone told .. tbat th .. e 
=eo~o were rou ted olll7 to the Secre\&1'7, tbl 111lder S.cre\&1'7 &lld lk'. hb, 
t asked hi• to check further &114 ••• wbotblr, irreepecUTe of thie u.ite4 
routlag, other people 1A \be Depart..,\ a1~\ ••• t-. 

When llr. Stooe calle4 • back at 11130 bl coofu-d \bat the rou\I.Ac 
ot the meaoape •• reetricted to the Secretar;r, the 11114er S.creta17 aod 
Dr . Feia. The three • .., 1A t he Secretaey' 1 outer of'fioe, Iieure, Clra7, 
Stone and ReDOhard (or Brow) baD4l.e thil11 .. ,_., ill their adlliohtratiTe 
routine for the Secreta17 &114 uceeaartl)' ••• tile-. !blee are all J'oreip 
Sorrtce ottloere. llr, Stolle r-ll:ed \bat llr, l!ull aipt, of couree, dh­
cua one of th .. • ••aac-• with ooH =• of hh auhtaoh whoa bl aiel~' 
bon with Ilia or call ill, but tbat the Secre\&1'7 .ado oo dhtrt buUoo ttl 
theao •eseageo. l!e etated further that llr, Yell .. did oot pau the .. ,...,., 
on to AD;rone. llr, L1Teee7 .... all of the oablegraao 'llboo Dr, hh 1o 
ab sent, but dol e oot ••• the etr1ot17 collfideutial oneo wbon J'eio to 
present. I t old Stone tbat I •• aaare that L1T .. e7 eaw the Meoapo, aod 
I aent1oned t o h1a that at rare illtenale LiTue;r bae ocoaoiooall7 aoll:ed 
oar opecUic eutborit7 to peno1t _ .... in the l=op..., or Lepl DtTioioo 
to aee all or part of one of the !reaour7 .. ,_., 'llbioh cootalned , ... ,hillc 
pertinent to State DepartHnt poliey in tbl protecUoo of .a.-ricao toter .. h 
otc., aDd that we baTe D&turall7 coDCeded thh priTilece in the epactal 
1oat&neea. 

Stooe added that all oophe of cablecr•• coaine t o tbl Secre\ar)' of 
State , lDClwUnc .. ,_.. tor the ~IDZ'J' except tho .. of a purel)' routille 
character, are for.arded to the PreddOD.\ , l!e thought no one but the 
hooident eaw theoe ••aac•• ill the lbite l!ouae. 

I told llr, Stone tba\ 1 tnce llr, l!eath bao net beeo iDdioaUnc in hi e 
"" •~• that tbe7 are for the !rea.,.., &Dd troa lWt, I bad eugeoted that 
he t&Jce thh •tt•r up illto~ with Dr. J'eh ~o eee U \hil p....,t1ce at 
!lerUo could oot be aade unifora with tha\ tollowe4 at Parte an4 London. 
I told Stone that I bad illahte4 to l!eatb \bat thh attar ehould not be 
brOUght up ao &llJ' oort of ao baue, but that it wollld faoiUtat• handliDC 
ood accoUDtlJIC it the praotlce were ceoerallsed. Stone i-41ahl7 &IJ'HI 
that thie •• deelrable, atattnc \bat the exo.ptlOD&l trea\MD\ IIliich \hot 
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nate Depart_, dam•• '' pn \o liP,.,...,... ... ,, oa111ecr • on11. ao\ 
1>1 auure4. 1a tale - of \booo _,lac troa a.\ll 'lUll••• lMT ..,. 
olearlT dadpa\o4 .. ooalac 11'011 Ilia, w lll41oa\o4 la \bit opn1aa _,_ 
tba\ tll17 are tor \lao hoaftr7, 

.A.e of lahr .. \ la OOllllNUoa wl\ll \lle torecotac. I ..,_,a 01197 ot a 
~ .. eloll I ba4 _.. tor ~ oa - ...._ da\o ot Wonuw 15, 19)9. 
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.Lt 11130 thio atteJ'1loon llr. Lino07 h l ophoned .. froa the Dopart .. nt at 
State. lie ~&ld that ooaeone ill the Depert•nt bed aeon .t.abaooad.or JQlllH'• 
cablegJ"UO 121112 which referred to a cablet;ru tor the Troaour7, 12736, and 
ao~>&bt our peraholon to oeo the earlier aeoaago. In uonr to .:r 1nqll1J'7, 
llr. Ll.ntey t t&ted that Dr. Leo Pa8TOlo.IQ-, Spoclal .t.uhtant to Socrot&r7 
Hull, •• t ho llld1Y1dual &lllill& for tha oablopou. In as>twer to ~ t\u'tb&r 
luqnirr, I • • told tbat Dr . PaOYoloq did not ooe otr&ipt 'l'r&eiiiJ'7 cahlo­
;;raao from tho tlold &114 bod been Waraed 'Obell on dutr prorloual7 ill tho 
State Dopartcent that hie r equoat t o • •• t beoe cablecr-o could oDJ.T be acted 
UJ>On attar a r equeot br Soer etarr llull to Soeret&J'T llorcentb&u, 11r. Linooy 
\I.Qderatood that no web r e queot bed n or bee.n • de . I otrueed to llr. Lln"7 
the degree to which we are keep ing our ••~• otriotl7 confident ial , and I 
expressed the per oonal opinion that we ohould not relax now, I! ooae otticlal 
in the State Department noodo to aee one or acre of our ao oaagoe to aaalat bia 
In Dllda.t; &dallllttn.Un dechlona, " are &ll%1ou. t o be ot aaohtoneo, but 
to r.ab tbue ••aoageo aftil&ble aa a aource ot s-ural 1ntoraUon to an 
economist Who Ia onl7 to,.por&r117 ill tho Departaent o! State and Ybo wrlte o 
books on econoaic and t ill&neial •ttoro wben outolde OoYtrnaent oorYleo, oeeao 
to me dangerouo. It •• Ull4orotood that llr. Llnoe;y would end.eavor to :Coop 
the circulation of our t olet;ruo quito rutrlcted 1D t ha Departaent ot State 
and would ... It t o b&Ye a ll roqueoto for wider diuoainaUon r eferred t o bia, 
It Md When web r eqneoto arho, llr. Li,. ... ,. hat pr oahed t o c.....,icate with ., .. 
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TREASURY DEPARTMENT 

l / ' ... 
DAft ~2J, 19110 

The toretca ezehnp arlen - q1lle\ t...,.. fterliJIC ep...a at J.<J6-l/2, 
alld adftDOed 'bT ai4...tt-• to a h1cla ot ).97-J/1. h olMed at ).97•1,4. 

Sel•• ot 8)10t ohrlliiC 'bT \1M t oar roporUac 1loUa 11114 u.o h4era1 •­
:8811k ot lw Torll: totaled lo2I'},OOO, tMa \1M tollowiiiC ,_, 

Jr oa ••lal eoaoeraa • •• ••• •••.•••••••....•• ••••••• ~ 137.000 
ll.r t orotca lub (hr Jut 11114 aar.p.) ••• ••••••••••• .J, 102,000 
ll.r 7ederal ... _...lull: ot lw Torll: ( tor 'fll&eola'ria).J, :;o,ooo 

!otal •••• .J, 21'},000 

IT oo.aerolal ooaoera••••••••·••••••••·••••• • ••••••••• 210.000 
IT toroip lub (~ 0114 Iouth .taorioa) .......... ~ IJ,OOO 

total ••••• , 213.000 

!be tollowliiC I'OpOftlJIC loull:a ool4 ooUoa 'lllllo totalbc 1.112,000 to tile 
Br1Uob. Control on tile 'Iloilo ot tt. ottlotal rato ot 4.02•1/2 • 

• J2,000 - tt. O.....q flout Oo. 
10,000 'bT tt. Wl.-1 01\7 lallk 

lo 112,000 !otal 

!ho 41oooa\ oa tile Oallu pool w14..a oUcb\17 111 tile loot tw 4q8 .... 
\odq 1\ ... quoted •• ~ u-•· !be ..... tor '"- llezloaa pool boo r .... 
o\084¥ ol- lU»ArT J, at \be ........a low ot . 1672. 

!be ot ber ~- ........-loo olooed ao tollonl 

J'raoll ti'IIIIOO 
Gv.114oro 
lwloo h8Ms 
hlpp 

CPM''•• 4ol.l.aH 

Ia e441Uon h tlloo oalo ot 1.50,000 tor tile •uoaal lull: ot 'fll&ealana, ao 
obOVIIaboft, u.o :r....J. ....... .._oleo ool& 500,000 lwloo t-• tor \W 

CONt-IUt:l'\jTIAl.. 

Regraded Uclassified



- 2- 185 

baok· It purchaud. 10,000, 000 J'rench friUlca f or the laUoD&l :Balik ot lln,.nta 
.:>4 20,000 jlllildara tor the :Bank of Latrla. tt.. lwaaniiUl onl.e to parchaae J'rench 
f roJ>ca vaa reca1nd. laat J'rid.q but ita uecutlon waa deterred pe...U~ ab1 .. of 
the correct teat uwober of the e&ble. 

Yo purchaaed $25 ,000,000 in gold from the earmarked. account of the :Bank of 
sveden. Tod~ ' • purchaae rahea the t otal amount of cold aold to na b;v the Jallk 
of Sweden aince .Au&nat 30 to $10S,JOO, OOO, !!'he Swedhh Ballk1a gold &114 dollar 
bolancoa held o.t the federal Reeern Balik han dacl1na4 t75,000 ,000 and t45,000,000 
rupoct1'f01Y duri n& the anu per i od., 

ll'e ool4 $2 ,500,000 in gold to the Central Balik of .&rpntina to be a44ed to U a 
el\l'::&rka4 account . 

'l'ha Feder&l Reoerre Balik of Jrew York reca1nd cablaa !rom the B,I,S, and the 
!:etherl.,.a :Balik re'l"eatlng it to eppq for a 11canaa to triUl&!ar epproxiJaatal.T 
16,000 ouncoa of gold ( about $56o,ooo) froa B.I,S. Account f2 t o the account o! the 
!eturlaDda B.W, at t he federal Reaerre Balik of J:ew York, ll,l,S, Account f2 1a 
&Old ovned by t hat i naU tut1on. !be freaauey &ranted. penoiaaion to the fedar&l to 
::ate thh truat er . 

'l'ha Federol. Reaerre B&llk of J'ev York r eported. t o ua tbe followin& ahipDenta 
of &Old: 

$J ,2SJ ,000 troll tbe Nether l and• , obipped b;v the llfotberlanda Bank to the Jeder&l 
Reoene J&llk of !lew York, to be aarmarlced for account of the lletberl&D4a 
Bank, 

J ,lJO ,OOO fror:~ South .Africa, abipped b;v the South .African Reaene Bank to tbe 
1ede,r&l ReterTe llank of !lew Yorlc, to ba aarcarked for account of the 
Net herlanda llank, 

725 ,000 fro• llexico, ahipped by tbe Benlc of Mexico t o the Jederel Rea ern :Bank 
of llew York, to be earr:arked tor account ot the :Balik of l!exico, 

280 ,000 fro• l n&land, abipped b;v Sa=el l:ont&&n & Co. to the Chaoe liat1onal 
Balik of !lew York for account of the \'vantacbe Bank, .t.aterclaD, tor o&le 

:::-=:-:-""' t o the 11. s. Aaa~ Office. 
$],41&,000 Total 

'l'ha State Depart,..nt forwarded to ua a cabl e atatlng that the followin& COld 
thiJ)='-Dta would be .....U fro• ln&land: 

$2,151, 000 repreaentins two ahipoenta troa S&Dlel Mont.,;u & Co. to the !ankara 
Truet CoiiJ)IIZI,T of !lev York, tor aale to the 11. B. Aaaq Office, 

631,000 ahippad by SNIIlal Montlt&'l & Co. to the Chaae lational llenk of !lew York, 
-:----- for allle to the 11. s. Aaa~ Office. 
$2 , 782,000 Total 

On the r eport ot JIAJflla17 17, 191!0 rece1Ted !roo the f ederal Reaerre l!&lllt of rew York , chine t he toreip uchen&• poaition ot benlca &114 bankera in ita d.iatrict, 
tu tot al poaition 1D all o:urreac1 .. waa abort the equiTalent of $2l,o64,ooo, a 
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deerer.ae of $429,000 1n the abort :pool UoD. !be net cbeJ>«ea ill pod tiona are u 
follovo : 

cotr.l'!RY 
SHOll! POSI!IOII 

JAllU.AltY 10 

EOlland $ 9,758,000 
Europe 8 , 520, 000 
CMa.dtl 197,000 
La tin America 430 ,000 
J~I'JI • 2,206,000 
Other Asia 4o3 ,000 
All Otbera 21 ,000 (Lollf:) 

'l'otal $21 ,49} ,000 

• Inelu4ea Korea 11.11<1 ~!anchuria 

S!ll:!l!r POSITI OII 
JAllU.IJ!Y 11 

$ 9 .914 ,000 
7.567,000 

84,000 
377,000 

2 ,553,000 
564,000 
~,000 

$21, ,000 

DECRB.&Sll Ill 
SBOR1' POS!!IOlf 

$156,000 ( Incree.e) 
953.000 
11},000 

53,000 
347,000 ( Increa .. ) 
161,000 ( Incre&~e) 

26 ,000 (I ncr eaae) 
$429,000 

rlle London apot 11.11<1 torwerd flxia& pric .. for alher wore "68ill W>cba.Dj!ed 
at ::zd, 'l'he U, S, ec:uhalento were 39.28j! and 39.08j!. 

Randy and Korman ' • and the Treeaury 1 e pricea t or foreign oilver were unchanted 
at JI',-J/4~ and 35¢ refl'ecti....,ly. 

We r.a.do five purclu\eee of silve r totalillf: 375,000 ounceo under t he Silver 
~Purehe.oe Act . 0! thh &mount 200 ,000 ouncoo r eprooontod a eale from i nventoey 

by one of tho refining companioa, and the remainins 175 ,000 ouneeo cono1ated ot 
nev production a ilver from forei gn count riea, tor fol'\lnrd delivery. 

lie <>lao purci\Med 150,000 ouncea of silver from tho Bank of Cen&da under our 
rcc.:.ler monthly e.&ree:tent. 
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TREASURY DEPARTMENT 

INTER OI"'''CK COMMUNICATION CONFIDEN'lUL 

TO Seoret&r7~~nthau 

Yr. Haa~, 

subJect: Developments in the High-Grade Security Markets 

(1) Treasurr bonds have recovered about halt ot the loeses 
suffered early last week. Coroorate bonds also rallied 
in the week ended yesterday (Chart I). Wunioioal bonds, 
atter a sustained rise ot aever81 months, deollned in 
price last week. 

!lew issues last week were small. The question ot competi­
tive bidding has again arisen in connection with a pr oposed 
i ssue ot the Dayton Power and Light Company. 

(2) Weekly reporting 11ember banks in New York Oity purchased 
$12) millions ot Treasurr bonds in the week ended Janu&r7 17 
(Chart II). Banks outside ot New York sold $46 millions. 

(J) 

( 4) 

(5) 

Data released at the annual meetings ot nine New York banks 
show considerable diversity i n the proportions ot long and 
short maturities in their Government security portfoli os 
(Chart III). 

Data Just compiled Dn ~he allotments ot cash subscriptions 
to the latest cash otter~ ot Government eecuritiea 
(the Treasury honda ot 19 50 and the ~ovamber RFC notes) 
again oontirm the preterenca 9t banks tor short aaturitiea 
and ot insurance companies tor longer .aaturitiea. 

The $200 millions ouh .J)Ortion ot the Canadian War Loan 
was oversubscr ibed by 60 percent. Probabll halt ot the 
i ssue will be allotted to eubscribera tor f 5 , 000 or leas. 
Since the loan was announcsd the market has tendsd to move 
i nto line with the yield on the new issue (Ohart IV). 

British conaols reached a new high since the autumn ot 1935 
on lLonday (Obert v), '!'he British Government has announced 
the torthcoming conversion ot the 4-1/2 percent bonds or 
194o-44 into a new 2 percent obl igat ion callable in 1943 
and maturing in 1945. 
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I . Domestic High-Grade Securities Markets 

Long- term United States Government eeourit1ee, vhioh de­
clinPd sharply in price ea.rly l ast week , had recovered about 
he~f of th eir losses by Monday, January 22. The average yield 
on l ong-term Treasury bonds, which increased 5 basis pointe to 
2. )} oeroent on Monday and Tuesday or l ost week, had decreased 
PS~in to 2.30 percent a t the cl ose yesterday (Chart I) . 
t:edi wn-term and long- term Treasury bonds, which experienced 
the greatest pr1oe declines on January 15, had regained a 
l arge pert or their losses by t he close yest erday. 

189 

High- gr ade corporate bonds i mproved on net balance during 
the or. ~t week. The average yield of high- grade oorporatea 
decr ec eed from 2. 82 percent on Mondar, January 15, to 2. go per­
cent a t t he close yesterday (Chart I). Hun1oi pal bonds, after 
risi ng s teadily in price for sever&! months, turned down last 
1·eek. 

The volume of new security iesues laet week was small. 
The l Prgeet corporate iseue was $11 millions of ~ per~ent 
bonds of Libby , McNeill and Libby, off ered January 17 a t par . 
About ~9 . 2 milli ons of this i ssue will be used t o retire out­
st anding 5 percent bonds. The issue went well , t he subscrip­
tion boo~s being closed early in the afternoon of the offering 
date , ana was quoted at a amall premium aooording to latest 
r eports. Hunioipal i ssues included an ottering ot $5.5 m1l-
11cne ot Los Angeles ~later Revenue bonds maturi ng aerially 
f rom 19~3 to 1959, offered Thursday at prices to yield from 
1. 25 percent t o ; .oo percent according to maturi ty. An issue 
of '32 milli ons of bonds of t he Kentucky Uti lities Company, 
expected during the week, has been temporarily postponed. 

The auestion ot oomnetitive bidding bas been raised again 
i n connecti on w1 th the torth.ooming bond offering of $25 mil­
lions by t he Dayton Power and Light Company. Non-competitive 
sale has been advocated by an official of the company as being 
i n the beat int erests of both the oompaOT and the public. The 
Ohio Stat e Utiliti es Comm1eeion has declined to institute a 
rule requiri ng competitive bi dding and bas authori~ed the aale 
without competitive bids. Morgan, Stanley and Company, the 
Yrinoi oal underwriter, 1s expected to otter to allow the SEC 
to i mpound ita underwriting tee aa was done in the caae of the 
Consumers Power Company ieeue. The BEO baa eobeduled a hearing 
on t he proposed i esue tor J anuary 2~. 
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II. Bank Holdings of Government Securities 

In the week ended lfedneedsy, January 17 , weekly reporting 
~ember banks in New York City increased their holdings of 
direct and guarant eed Government obligations by $127 millions, 
of 11hioh $123 m.illions consisted or Treasury bonds (Chart II) . 
This is one ot the largest amounts or bonds bought in t he mar­
ltet by New York banks in any single week since t he data first 
becPme available in the early part or 1939, and brings the 
Tretsury bond holdings or these banks to a nev high or $2,~30 
.:.1111ons. Host or the buying vas reported to be confined to 
e;1ort and intermediate liiB.turi ties , but one bank was reported 
to have been a substantial purchaser or long- term bonds. 

Tnere ~as no change in the open market portfolios or 
?e~eral Reserve banks during the week ended January 17. Sales 
by other holders were occasioned by proti t-taking a.nd by rumors 
o: an i mpending German invasi on of Belgium. The largest single 
source of bonds oomlng on the market was weekly reporting banks 
outside of New York and Chicago which reduced their holdings 
by $~6 millions. (Chicago banks increased t heir holdings of 
bonds by $3 millions.) 

',leekly reporting member banks in Chicago again increased 
their holdings of Treasury bills during the week ended January 17. 
The inflow or $72 millions, mainly tor purposes ot .tax avoidance, 
brought t he total increase since December 6 to $313 millions. 

Some interesting i nformation concerning Government security 
~oldin~t has been made public at t he annual meetings of several 
::ew York City banks. Chart III shows the amounts or Un1 ted 
States Government securities held by each of nine banks and the 
~ercentages or t hese holdings maturing in less than five years 
and in over fi ve years, together with comparable figures for 
all re9orting member banks in New York City. These nine banks 
account tor nearly tour-fifths or t he $~,603 millions or Govern­
~ent s held by ~ew York reporting banks at t he end of 1939· 

There is considerable diversity i n the proportions of long 
Pnd short maturities held. The Chase National Bank, with 
SS per cent of ite portfolio maturing within five years, had 
the l ar gest proportion or short securities. At the ot her ex­
treme, the Chemical National Bank held only ~ percent of its 
Govcrncent portfolio in obligations maturing within five years. 
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III. Anal~eia of Caah SubeoriPtiona to the 
2 Percent e&!!Urf BOiid of 19W-5o. ana the Rrc Mote 

Data have juat been OOilJ)1led by the lederal. Resel'Ye banka 
analyzing the allotmente of oaeh eubeoriptione to the new 2 per­
cent Treaeur:r bonde of 19~50, and the 1 peroent RJ'O notee due 
July 1, 191l-2. Comparieon of allotment. on aooount ot eubeor1P­
tions to the RrO note and the Treasury bond otters further con­
firmation ot the preference of banks f or the ieauee of aborter 
maturity. The following table ehawa the percentages of total 
allotments ot eaoh iesue made reepeot1vely to banlte, i neuranoe 
companies, individuals, and all other purohaeere. 

Classification of Allotaente of Cash 8ubsor1ntione 
to Treasury Bond and RrC Mote · 

(Percent of total) 

Treasury RFC 
Bond Note 

Banks . . . . . . 116 64 

Insurance companies 19 g 

Individual• II 3 

All other • 27 25 

I t will b e noted that the percentage allotment to banke of 
RFC no tes was about one- third greater than the proportion ot 
'l'reasury bonds taken by the banks . Insurance companies, on ttie 
other hand, took only II percent of the notes as against 19 per ­
cent ot the bonds. Individual investors, although they sub­
scribed tor relatively ama11 proportion• ot the two issues, 
likeWise showed a distinct preference tor t h e longer maturity, 
purchasing 3 per c ent of the notee as oompared with II per cent of 
the bonds. 

This distribution is in line with previoue experi ence. 
Banke have absorbed about 70 per oent of oaeb offeringe ot notee 
since the beginning of 1936, ao compared with about 47 per cent 
ot t he cash offerings of bonds in t he same period. The propor­
tion of the lateet RFC offering allotted to banke, boveYer, 
represente a eharp drop traa the leYell pre't'a111ng untU about 
a Year ll30· 
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7he proportion of the 2 percent bonds or 191Jg..50 allotted 
to 1nrur cnce companies was t he t hi rd l argest taken by t hese 
1n~t1tut ions i n bond of f erings of' the past tour yeere . In­
eurrnoe comnanies also took a larger pronort i on of both the 
:cc note offered in August 1939 and the new RFC note than they 
·~r ve in the ce.se of eny note offering e1noe June 1937. 

It is to be noted t hat individuals t ruce a relatively small 
nronort1on of Treasury di rec t end guar anteed issues . Their 
3 "trcent silBre in the l a t est RFO offering compares ld t h a 
5 >ercent share in the Tr easury notes offered in !<larch 1936, 
;::e l~r •est share taken of' any note off ering i n the naet :rour 
.. er r s. Since the beg1nn1n;; of 1936 the lar gest pro,!)ort1on of 
r '::rtrsur y bond issue allotted t o 1nd1v1duals was 19 percent 1n 
:;f-te 'btr 1936 , tor t!le 2- 3/4 ' s of 1956-59. The g ,!)ercent 
r··rp or inCiv1duals in the l a test public cash offering repre­
re"! t a onl:: e. sli~ht increase over t heir shares in t he t'l'o cash 
?:•rrln ·s of 193~. notwithstanding t he allotxont in fUll ( sub­
je~t t o delaled delivery) to subscribers for ~5 ,000 or lees . 

IV. Canadien liar Loan 

Althour;h t he ~200 millions cash porti on of the 3- l/4 per­
cent Cnnad1~n vtar loe.n ,.;as over subscribed by 25 percent by t he 
clote on TueFnay , the s econd day of o!fsr1ng , subscription books 
"Pre l:ao t open until Friday in order to gi ve individual& in 
reoote districts, and those desiring sm~~l amounts, opportunity 
to subscribe. By that t i me the oversubscri ption amounted to 
121 ~ill ions or 60 percent . 

Lc tes t disnatches indicate t hat nbout half of t he issue 
will ~e allotted to subscribers !or ' 5 ,000 or leas. The large 
vol11:1e o r aaall individual subscrip tionF i s probably due in 
n~rt to the extensive publicity employed. 

~h~ l argest s i ngle subsorintion r eported was ~7 . 5 %illi ons 
~ro~ :he Sun Life Assurance Comnany or Canada. It was al£0 
tenorted that 45 Canadian mini ng compnniee had subscribed for 
~5 o1llione of' t he loan, and that branches of' United States 

concerns in Canada had applied to r substantial ecounts. 

It was pointed out last week that t he rat e of 3-l/~ per­
cent on the ne>~ loan is somewhat below t he marke t yields on 
~x1sting Onnadi an securities of comparable maturity. It is 
1ntPrARting t o note that since the announcement of the >tar loan 
the mc rke t has t ended to move i nt o l ine with the new i ssue. 
Tr.e yield on Canadian 3-l/~'s of' 1956-66 declined fro~ 3 . ~1 per­
cent on J anuary 9 to 3. 37 percent on t he 19 t h (Chart IV) . 
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V. Foreign Securi t1ea l·illrkets 

Foreign government securities markets also participated in 
the sharp decl i ne early last week. British 2-l/2 percent console, 
>~hich tell l-l/8 pointe to 70-l/~ on Monday, January 15, r ecover ed 
rro1dly late in the week and clooed yesterday a t 73-7/8, to yield 
3. !!.0 percent, the highest pri ce ainoe the autumn of 193g (Chart V) . 
Prenoh 3 p3roent rentes closed at 7~. 00 to yield ~. 05 percent on 
::onfllj', Januery 22, as compared with 75. 35 on Friday, January 12, 
rnc 73. 70 on Tuesday of l a st '~eek when their price reached the 
bot tom of the break caused by tears ot a German invasion of 
2e131u.w. 

Sir John Simon, British Chancellor ot the Exchequer announced 
on .. •dneedey, Janunry 17, the Government 1 a intention soon to call 
the ~1/2 ~ercent b6nds of 19~~. of which L35~ ~illions are 
~utstand1ng . Holders will be offered an opportunity to convert 
their bonds into a new 2 percent i ssue callable in 19~3 and matur­
i ng in 1945. HolderA who have not a~lied for paynent in cash 
or for conversion by February g will be a ssumed to have elected 
to com•ert t heir holdings into the new securities. This device, 
.,1~Lly coercive in character, uas, it will be remembered, previously 
employed by the Br iti sh in connection l~ith the great trar loan con­
vernion of 1932. 

tJo new money Offe ring 1s expected a t t he present time because 
1ncohle tax receipts are now providing the British Government with 
adequat e cash. The approach to ppr of t he 3- 1/2 percent war loan, 
t·h1ch clos ed J.!o nday e.t 9g-l /l6 as compar ed with the m1nilllum price 
of gg_l/2 at t he outbreak of war, opens the possibility that a 
cnsh offering can soon be made on a 3-l/2 peroent basis. 
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K££SHIN PUIOHT L IN ES, INc. 

.J L l'l& C a H IH 
_&.IGUf1' 

2.2t WCST AOOSC'VI.l.T " 0A0 

C HICAGO 

January 18, 1940 

Tho Honorabl e Henry J . torgentb&u, Jr. , 
Secretary of the Treasury, 
Treasury Building, 
'.7&ehin~n, D. C. 

U,y dear Secret ary. 

I ""' forwarding to you, hererl th 
enclosed, copies of tho following• throe ~rand~ 
addressed to B. E, l.!iniator Ch1U11; Kia- llgau by Ur . 
1!, E. Sheahan, under dates of December 21, and December 
22, 19391 thr ee agreements between tho Uinistry of 
Collll>unications of the National OovcJ'IUMnt of the Republic 
of China, and t he China Transport Corporation, and 
between Foo Shing Trading Corporation and the China 
Transport Corporation, letters Ur . Sheahan addressed to 
tho 11. E. J.ll.nister Chang Kia- Ngau un11er date of December 
21 , 1939, Mr. c. A. Blum, under date of December 23, 1939, 
H. E. Dr. H. H. Kung, under date of December 20, 1939, 
Or . Francia K, Pan , under dato of DecO!Ober 20, 1939 and 
to IJ , K .• P . Chen under dates of December 20 , aDd 
December 23, 1939, 

JLK:LII 
Enos . (ll) 

Very truly yours, 

~ · ··¥"'ll!f"'~:.X!i::H. -
I ;~"1(i '(>l~U~p:1 

I Gt . ~.~ ;,".._ 

-.~ 
.~::..:a• '{i~~: t-• 
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To 

B, £, IHIIISTIR CIWIG IU- If(WJ 

Mr . l. P. Chen haa a&ked to what extent our reooamondationl ooa• 

oernin& the buildin& of truok cabo and bodiee to manutaoturer o ooeoi­

tioationl haYe been adhered to in t he work or building bodieo and oabe 

on the 14~3 un1 to at Baiphon&. Am not in poueuion or thh into.--tion 

and a. wondering Whether or not your filet dioolo oe the anewer to Mr. 

Chen'• query. 

llr , Chen also aako it the ouu eotiono contained 1n our letter ot 

1/onmber 6t h to hiJO, oopy to you, oonoerning the bu1ld1J26 of oabo hao 

bue.n tranmi tted to the lliniatry ot War, In rtew ot the fact that we 

have incorporated the same euggeatione in aura ot December 12th. to 

Ur , Chen, and t his l e t ter oontaina our complete detailed apeoifioatio~ 

for truoko in free China, it io my ouggeotion that a copy of theae l ateet 

opeoifioationo be oupplied to the ltiniotry ot liar, 

(Signed ) It, £ , Sheahan 

chuncking 

Deo, 21 , 1939 
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!o 

H, I , III!IIStlll CHANG KI.t.•liG.\U 

lfr , V&JI Patter reoentl7 reTi-ed the llillhtr;r t echnical achool together with 

your I!J', c. C. Lee &Jid offer• the follow1DC a~~&p;oationa• 

1. It it ia atill lloooaaary to t rain dieaol teohnioiana , a s eparate Claaa 

ahould be utabllahed tor thh purpou, inate&d ot oontuaiac the atwlat 

by ~lrlDC him an extellsin oourae ill 10 limited a ti .. , thio Mthod of 

t rallli"' will alao ~iTo the otudeDt of both dloaol &Dd ~aaolille propoll .. 

n hioloa a· better challoe to apecialhe 111 their reapootiTe nbjeota , 

z. Both drinra and meoh&Dioa atter tho firat aonth or attend!"' aohool, bo 

aopa.ratod , eo that ideaa doriTed from their roapootiTe traini"' will not l oad 

to their or,...iac their ~~linda with mmooe .. ary lalowloqo, 

~ . Tho 1111111ber ot atudenta trai11ed 111 eo.oh oourae ahould be kept to a miniaua , 

Only train aa .....,. lleD &a the t aoilitiu will poralt , Portooted trainiDC o&n 

onl7 be aohined b7 girlDC the otudont the oorreot toolo to praotioa with, 

Tho Olaaa auot be aaall enough to perait inatructora to &iTo tho nooeaaary 

illtonu.tloll aa to~ they aro porformi"' giTen operationa in aooord&DOe with 

blue printa or t ext booka . It &'Opo&J"O that lllatruotoro are .enden oriac to 

train too many teohnioia.na , oonaidering preaellt faoll ltiea, 

4. Tho apeoial Ford V8 toola abould be reaoTed troa their boxea ill tho atookrooa 

and dhpla.;re4 oil a board, ao th&t thOT oa.n be talceD to the aodel rooa, tor the 

inatruotora use in explaiDl.ng how to uao tbaae toola to tho beat &dT&ntage. 

5, Duo to the ahort&go of e<jul);Dent and toolo a careful aurTOT of tlaia aobool 

ahould be aa.de to doterallle juot what h nooeaoary to properly tr&lD otodenta . 

{Signed) 11, 1 , Sboa.h&n 
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'to 

B. B. Jlini&ter Cb.ont; li&•llt;au 

At yeatorday•a meotinr; of tho Orr;anhation Co=ittoo or the 

China Tranaport ~orporatioo, roporta were rendered o~tlinidg the 

progroaa made ~ tho Comttittoo. In li1toninr; to theao reports , It 

wu quite OYidont to me , tha.t the va.rlc.ua members or the Cararlitt.ee 

have d1ll1gontly applied thomoelvoa to the t aak of eatabl1sh1ng tho 

c.T.C. upon a eound businesslike baaia . Tho personnel problem 

mentioned ~ Ur. Y. C. Chen, baa undoubtedly rooo1vod aeriout 

oonaideratioo , and this careful pre- celeotion of •key" per4onnel 

1bould definitely aasure eventual auoot11 . J -.. &oat impressed by 

t he f&ot, thot budr;ot OOtiA&tea hove been baaed upon tho best '!Vailablo 

infonr.ation conring two months put experience , with a SOil efficiency 

illlpro•emont u tho bmediato goal. Thi1 careful review or past 

experience , and selection of personnel , in my opinion will prove 

moat uaoful a.a a guide to futuro gonor&l policies of tho Cor por ation. 

Dr. 'N. L. Etsioh in r-eportins on tratfio matter& apolco 

ot oommunioation difficulties, and the neooaaity tor Inspector s 

Yiaiting various terminals to aaouro pr oper compliance with the now 

•rat-. A ataft of Travelint; Auditora trOD tho Controller's 

Dep..rt.ent should be considered in connection with t t..i s r.ork, 

altho~h l r aveling Ins~4ctors are ~lao • • ••nti a l . I cen-c:ion the 

Traveun, Auditors staff t'or tho reaaon that , the Inspectors thua 

re lieved from the necessity of polioin& aooounte , and other reports . 

oould alao act aa supervisora for the Transportation Ueparbont . 

Have aloo wondered, i f operating diatrioto have been outlined, with 

a view to aaaishment of Travelinc Super•iaora and it ao. • aimilar 

grouping .U&ht be of advantage to tho Controller• • Dopartl<ent in 

&loi~in' 'traTolinr; Auditors. 

llr. s. 11 . hn in roportinr; on l'a !ntonanoo Dopart.:ont 

procedure. apoke or t~e necessity or ~aiatant Super intendents. 
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liMeN~ .Uoirtat ..,,...~-'- or u otn.to w the 

aaportat.lUDt will be -•ooory 1a t be 11&1Jl-••• Do~t, u 

wll u other dopo.rlloatoo Due to tlw ooope ot operatioDO, oad tbe 

t 1111otioaal allooatiOD ot aotborit,' ad rllpoeo1b1llt,', dopo.rWat 

beadO of -oo1ty, ... t OpeDd tJw creator portiOD Of tboir tiM 

tranll..D&· ll> th1o -lf oad Tid tin& all ohopo. co.ro.c .. I.Dd pluto. 

tbo dlpo.rlloat beo.do oo.n uoUl"' Ulliloral. tJ or pro.otiooo, u well u 

ocapliuoo 'lrith ku111 ond Rosulationa ot tho Corporo.tiOD, With 

roapoot to rooord koopin&, w reiterate o~r ori&1aal rooomaondationa 

to tho ottoot that, reoord keeping be proaoribod by tho CODtrollor, 

!h1a 1o noooaao.ry, 1a ov opiniOD, to pondt full utili&atiCil ot 

tbe rooordo ot onry do~t. We &lao roo-cl that all to .... 

deoirod by ony dop&l'toMut , be auJ.ittod t o tho CCiltroller tor 

appronl prior to pr intinc, in tact, we roo-dod tho o0111plete 

oontrol ot atationory tr01110 and mothocla Ulldor tho Controller. lhl1t 

repair ooata and other mo.inteno.noo 1ntormo.t1on•ahould , in the intoro.t 

Of COod OT&IlJl1&at1011 0114 funotional uli,..,..nt Of autborit,', be the 

r11p011oib.1lit,' ot tho C011trollor. PreporatiOD and p11110nt ot ply­

rolla 1o ot oovoo tho tua.otioo ot tho C011trollor ' a Dopertlr.ent, .Lo 

tbe CODtrollor 1o oht.rcod with the reapoeaibillty ot iotors!nc 

llano.c-.t ond Direotort w1 tb roapoot to ourront oonditioao or tho 

o.ooounta and o.trairo ot tho Corporation, he muot oontr ol all reoord 

boptac, nen to tho more intaato rooo.rdo ot tho n.rioua depo.rtmonto, 

M OD -pll of IOOI1caila thot -)' be otrootod throuch tho caeral 

o.dopticm ot th1o pro.otioo ot puainc all report toru throucb tho 

C011troller, tnere 11 the perton:.mee report• •ue&••ted tor autaiaa10D 

w tbe I"P'rin-t ol llaiatoa•- by tbe -.ri - ohopo , pro.coa 

1114 ploat a. Th1o into.-tiOD, 1t proporl)' oollatod 1a >tbe Controller• a 

Do~t, -lf OITTI U a OODTOnient cuido to l!&no.c•ont 1a tho 

aoloetiao or roplo.o...nt oqui,..ut, u dorooto 1n oxiotl..D& oquipaont 

W01014 be ......Ul)' noted. Siailo.rl)', it 1o oooontial thot the booko 

at tho CGrporatica at all ti.Ma, rooord the proper ftluoa &t oo.ob 
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looation. Tbo portoctioo ot tbo Cootrollor•a recorda oan be attained 

thrOU&i> ourrct mowlodf:o ot t bo n o banco or IO&Obino porta, t or 

ax .. plo. Ro&d oallo, proper ly analyood, oan be a oourco ot Yaluablo 

1Dfo,.,.,.t10D to l!anoceo:ont, ODd t in contr ol 1o Ollontial 1D tho 

prnontion ot thotta, ond continued aoqu1o1t1on ot improper 

m&torialo , ao well 11 definitely pointing to dofioioncieo in 

Kr. Pan io commenting on motorial and aupplioo, auggoatod 

thot ohopo, car•&•• and planto bo permitted to purohaao locally, 

.. tarialo to tbo Yaluo ot Cl!$200, at any one tiJto , with a IIIJC1Jm.lm 

ll.ait ot CN$2, 000. per location, It wu our roo-ndatlon, that 

local purobaooo bo oontinod to lllinblua roquir""nto 1D cues of 

extreme ... rgonoy only, pa~t and control ot auoh local diaburao­

lllnto tc be t hrough Petty Caab tundo, oatabllohod attor careful 

re~ew or tho necessity therefore by the Controller. Inasmuch aa 

purohaaea and atoree , we understAnd , will be concentrated in Foo 

Shine, purohaoing agents will not be nooooaary in c . r . c. On the 

contrary, roquh ltiono for motorial and ouppliu ohould be carefully 

rnlowod 1n tho ll.alntonanco Dopartllont, and with tho limits of 

oxpondit uroa outlined 1D tho propoood R~loo. and Rogulationo of c.r.c. 

in aind, apprond by the 8upor1Dto!'dont of ll&intonanco'o auporior.• 

1n ratio to tho amounts involTed. Tho aoaomblinc o~ oaopleto, 

roquioitiono trca all ahopa , garocea and planto for a conaolldatod 

roquhition to Foo Sbing io a olorioal taolc oroly. Poo Shing in turn 

would oa.blno c . r . c . •a 111torial ond aupplioo roquiaitiona with tho 

roquioitiona of other branohoo and agonoioo of tho National 

Ga.orruoont, and malco a single roquioition to u.T.c. , whioh agency 

in turn ~a..• the puroba.iog ~•nt. ,oo Shin& would of neoea•ity, 

be required to aaintain a purohaoing dopart..nt for tho acquisition 

ot ut•r1al aad aup·pli•a of other than b;erioaa &&nutacture , and it 

a1cbt bo naooaaary for c.T.c. to have a purohaoinc agent tor a 

11a1tod amount ot l ooal purchana. Tho otan)' alll&ll it«<ll e>onatitutin~ 

Regraded Uclassified



u t erl al u cl auppliea 111 hir;hn7 oper atloou anueat the ftl ua"i "" 

M t hocl ot 111.,.ntory ocmtrol aa • nu•atecl b)-. 111". Pu, aa contr aatecl 

with the perpetual in.,.ntory ..thocl, thet re quirea extenol.,. per oonnel 

ed reoorda to maintain. Where lar&• 1 teu auoh u are r.aintaiued 

111 r ailroacla, ate&m~hipa &Del other utilities ue ooncernecl, perpetual 

111Yentori .. are eaaential. .U a uana ot eatablioh1Dr; tha nluatlcm 

utbocl or cootrol , aur;r;eat that the ooapcment el-ta or autoaothe 

equijiiiOIIt be clirlclecl aa between , the eleotriod oyatem, cbaaaia, 

body and oab, motor , tranemiaaion &nd rear axle, .ad other natural 

di~elooa, aa more tully outlined in the T&rioua ~ntenanoe apeoisen 

toru aubodttecl. With a proper rece1Tin& reoorcl ancl charge out alip 

to the Ythiolea and jobe, aa well &e tranater between atook room., 

current •on hand" Taluoa , aegregated aa between olaeaea ot material 

and auppliea, oan be quickly cleterminecl by looationa . Prequent 

ln....,torloa by T,....,..l111g Auclitor>a under the clireotion ot the Controller •• 

Dep~t ahoul d aaauro &eouraoy , and aa eaoh in~entory is made, 

the boon ot the Corporation should bo broUf;ht 111to line ri tb each 

nritiecl ln .... ntory by looations. Tlhere tluotuatlono in nluea &a)' 

lnclicate cliohooeoty , detailed examination ahould be &acle. 

Dr. Felton Chow's report ooYorin& tho Controller's Departmo.nt 

lnoluclecl , ou'tal.uion ot a t ranolation or the u.s. Intorotate C""""'roe 

CCII:aiaeioo 'a ayatem or a.ocounta tor ~tot or carriera . Be alto reported 

that all report tonma had been compiled, I ahoulcl a ppreciate the 

opportunity of rorl.,.ing in detail thaae torma of reporte as well u 

tha ayotea ot accounta 11itb Dr. Chow. 

In eaob or tha nporte it waa noted with aatiofaction, t hat 

no tixolcl aub-diviaione under the "key" men haYO been made. Selie.,.. 

you will find that aub- clivialona , automatioally eatabliohod by looal 

praotloe e &Dd oua~aaa , will prove aore adT&Dt&geoua than any pre­

conoeiftd plan that might be dnieecl. 

Mr. Y. c. Chen in reviewing methods of oomono1ng the new 

Or&anhation, ouggootod tha temporary leasing of the properties 

•cain& 111to C, T. c. troa the lliniatry of Coar.unieati<>no and Poe Shinr;. Regraded Uclassified
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witlo ID ilop&rtiol three ...., appraiaol ot 1110h propertiea to toll.,.., 

Suolo appr&itol ~l..q ....,eUU'J' to eetablhlo t he ouh Tal.,., ed. 

4etendAo.tiOD ot Capital Stoolt iuuee. S. turther e~geeted. thet 

the thr" ...., appral oal board ~ OQDprhtd ot, ODe ....., ••looted. b)" 

the lliniltry, ODe b7 l'oo Shlng and the third trca among at the 

A4Tieory group. In oo tar as autoaotiw, and machinery equipaent 

and toola and epare parte are oonoerned., a member of our p-oup could 

probably be of aoo iotanoe, but ao pointod out , .. are not familiar 

with the Tolueo ot real eotate, land and buildi.ngo . 

Or. !'b -tiatted three prinoiplet to ~ toll.,...d 1n 

etteotl..q tbo .. rgera 

( 1) The eetting of the efteothe date and proper notioe 

b7 t>tioting u.uag-ut to their reepeotiw peraonnel with 

reapeot to continuing in their preeent oapaoitiea. c.r.c. 
to oimilarly bulletin all pereonnel with reopeot to their 

continued employment by c.r.c. 

( 2) The neoeul ty of a ppraloing all property in 

connection with issuance ot C.T.C. Capital Stock. 

(3) tm.dlate reorganiaation ot certa in depo.rtaente , 

in order U.at operatiatto 11111 not ~ diorupted upatt the 

etfeothe d,.te ot the Mrger. 

1D OOillleotic:m with the toregoinr;, we beline t hat "key" pereonnol 

...,t ~ definitely decided upon at onoe, it the etfeoti•• data of 

the merger io to be J&n"U'J' lot, 1940, ao ouggeote4. Further , a 

limited period ot thirty to eixty dayo ehould be sot for the o.ooom­

p11• h1Dc of the ohanc• oYer f~o. th• pr•••nt eyatem to the tunotloo&l 

dlTioion ot authority and rooponoibility, o.o contemplated in tho 

n .. orcu.i&attoa.. Conatruot10D work in. prOOIII, ahcnal4 be oootinued 

b)" the lliDietry or J>oo Sb!..q u tbe oue •Y be, IIDtil tho antiniobad 

projeoto are ... plated.. Tho o<apleted. projeoto awn tb~h oc.Lq 

into C. T. C. at a lo.ter do.ta , to be inoll.lded. in the appr&iaol at ooot. 

... 

.. 
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lD Tiew ot preoent unoortoint1oa an4 tho probable ~oat of 

tranaterr1nr; ..,ployeea , 1n1 ooaollJ' 1D tho •~~&& .. tlon that, Chun&ldnr; 

"- oonol4are4 aa headquarters ot c . r . c . for the preaent at lout. 

AI deTelopmenta warrant, we auggeat that oona14eratlon be r;iTen to 

a more oontr&l location. 

While available atocka of fuel and aparo parts of both 

Foo Shinr; and the Yiniatry will probably oarry c . T.C. through Ita 

tint aonth, tho aatter ot uaurlnr; adequate tuol and material and 

auppl101 Ia of extrellle illlportODce. Thie problh> 1a 4et1nltely tie4 

1n w1 th tho allotJtent of tonnar;e on the P'ronoh Indo-China R&ilway , 

an4 we underatand it is your intent to 50 into these ~atters more 

tully at an oarly date. 

(air;ned) ~. 8. Sheahan 

Chunr;king 

Deo. 22, 1939 
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AQRIJWIIT, ent•r•d iat o in t riplioat • the • •• • •• • • • • • ••• • ~ or • . •••..• •.•••• 

be- tM )111>1atl"y of c-ioat!.CIIII of t t. l atiCD&l Gon ..-t ot 

tM a.p11bl1o of China, (t.rei.Datter oa lled •c._...,ioat1CIIla0 
• ) ODd t t. 

cbina fJ'OZlaport Corpouti CIII, a ~eee Corpou tiCD, (Mrei.Dattor oalled 

the "Tranaport CorporatiCD0
) 

WIT!lESSI!fB Tl!I.T 

111!RRBAB, t M Tranaport Corporat ion h doair oua ot aoquirin& f r om 

c .... un.ioationa , tho pr oportiea of COl!lll1unioat1ona , uaed in oondi>Oti.D~ 

t r anaportation, on d oonaiating of, a fleet ot auta.ot1Te equipment , 

loueholdo, lOZld and builc!inga and appurtenOZloea theret o belonr;ing, 

to,ether with -ohinery and toola , t.ncl a ll uteria la and aupplioa 

pruantly "" hand or unci or order to be u11d in oCDneotiCIII wi tb tho 

oparatiCIII Of the propert!.e a; a deacriptin lilt ... d aveecl nluea of 

'llbicb h a ttached hereto and identified u Exhibit •.t.• , and 

1!1!ERW, CCIIIlllllnicationa represents and by the11 pre10nta, contirm.o 

ito ownerobip 11> t oo oimplo of tho propertioa included in Exhibit •.t.•, 

and 

~. I.D turtheranoe ot a genar&l plan to aid tho National GOftrnlMJlt 

of tt. llepubllo of China, in heTi.q the benofl t of a •ore ooonc..ioal 

ocnduot of traneportat1011, en d in order that neoe uary and euent!.al 

uporta to toreip nationa aay be a&de beJCDd the pr11ent capaol t y of 

C-.unioatioa. , and tor the general welt are ot the Nation, Cco=unic~ 

tiCIIII av•oa to turn onr to tho Trano port Corporation, all of ita 

pr opertiea enuaor ated in Exhibit •.t.• hereof , and 

WHKR&AB , the Yaluea or tho properties aot fcrtl in Exhibit ..... aro 

&&reed tc betnen the partiea u correctly repr .. onting tho Taluo 

t llereot , 011d 

-··· c ~--. h 1a tbe deaire ot t be partie e, that the franapcrt or pora.-

t iCD ab&ll operate tho propertiea .,,_rated I.D Exhibit •.t.• , ""'""''t 

otbera, -.int &1A1Dc 1100b properti ea in cood ... b&nical repei r , 

ordi.Dvy .. ..,. m 4 t ,ear exoepted, DOW 

... 
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tl!iliiBPORB, Pi.rat, u a oondi tioa or auoh tr...,.ter of propertiea by 

Coasuuioationa to tho Tr anoport Cor por at i on, Coo.unioat ioaa roaoro.a 

the r i,ht, wi thin airty (60) daya trca duo not1oe &inn tho Tro.noport 

Corporation , ao t o do, to withdraw froa. thia o.rrans.,.nt by returnin& 

the Capi tal l toolc i aouod u herein oonto.mplat od, or auoh portion 

thereot a1 repreaente the T&luea ot propert le1 withdrawn , more 

oleo.rly ideatifiable ao s et forth 1n Exhibit "A" horeot, ordinary 

wear ..ad tear exoepted1 provided f 'urthor that, ahould any dispute 

arha botweon the parties with rospoot to auoh withdr awal or , 1n 

oonDootioa wi t h any aotion under any part or thio ~reOlllent, a uoh 

dlaputo aball be rotorrod to an Arbitratioa c._ittoa , oompr iaed 

of fi'" llftbora, two of whioh -ra aha U be aolootod by 

Comunioati<IGa , and twn by tho t'ra.naport Corporation, tho tilth 

caber to be aeleotecl by tho tour ztembera 10 aeleoted. In th.e event 

that , the tour members, ao selected are unable to doo1de upon the 

fifth mombor , ouoh fifth membor shall bo soleotod by the ~resident 

of tho l::xeout i ... Yuan of the Nati onal Government of tho rtepublio of 

China, The dooil i on of the Arbitration Committee shall be final 

and bind in& up011 t he .Parties h oro to 1 

Sooood , COODunioations agrees to ut11he the t aoilitioo ot tho 

t'ronaport Corporation, for tho t ranaportatioa of ito """ or ccntr ollod 

Third, aa payment in full to Coomunicat iona by the Tranoport 

Corporation , tor the proportioa en11111eratod in Exhibit "A", t ho 

~ Tranaport orporation ohall iaoue oharea of ita 8apital Stock to 

Comaunioatione , of a .alue equi T&leot to tho agreed •alue of the 

property aa aat forth in Exhibit "A" horoof , pr a.ided further, that 

the i aauanoa of abaroa of Capital Stook of tho Tranaport ~orporation, 

to other part lea ahall be on a. aiaila.r ac.reed, or replaceent Y&lue, 

or fair aorkatab lo bao io , for proport7 and oaah aaaontial to the 

aatiataotory and ooODa:Uoal ooodu<>t <>f t r anapor tation by the 'Iranoport 

Corporati<>n1 Regraded Uclassified



Fourth, upoc reo•lpt ot auob Caplta.l Stool<, ot tho Tranaport 

corporation, ieaued to Cocmunicatione, aa herein contemplated, 

c..,..unloatlono afllall by a ooparato inatrumont, tranotor and oonvoy 

unto tho Traneport Corporation, all ito ri5ht1, titloa, and int eroot 

in tho property ao tranoterred, and u aot forth in Bxbibit "A" horoot1 

Fitth, in pureuanoo ot Artiolo 2, of tho Artioloa of lnoor poration, 

C...unioatioct auooa that tho Tranoport Corporation , in rooop>ition 

ot publlo oonnniouoo ""' nocoaaity oball baYo tho ri5ht to operate 

ita nhiolea or eerrice rla the highlr&ya , roe.d'waye , p&tha, ria a.ir, 

roil or ntor, tbrout;bout tho whole of tho Ropublio or China, unloao 

and until by Losialatho o.otion or IIW11foato by tho National 

Government of tho &opublio ot China, ouoh r i&ht to operate ohal1 be 

otherwise reetrioted, 

Ill WIT~ESS "l!BREOF , tho partioo hereto bavo oau10d t ho .. prooenta 

to be oxooutod by their duly authorised rtproeontatino in tho Ctty 

or ~hUIJllkinS, ProYinco or Szechwan, in t ho Republio or China, u of 

the •••• • •••••••••••••••••••••••••••• day or •••.• • •••.•• l9 .• •• • 

At toot 

Soorete.ry 

Soorete.ry 

CbunJkins 

!leo, 16, 1939 

SoalL~~~~~-~==~~~~~~-­llinhtry of Comm~mioationa of 
tho National Government ot the 
Republio or China 

Soal'wr~-.~~~~~~~.,~---­C!iliia Tranaport "orporation 
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AORBiWBHT . enter•d into 1D triplicate t he •• •• • •• • • ••• ••• 4ay ot • • • • • • •• • . 
• • • •• • ••• • •• • betwe•n roo Shin., T·radins Corporat ion, a Chin• •• 

Corporation {horeinatter oallod "Foo Shing") &nd the 0hina Tr anoport 

corporatioo, a Chinooe Corporatioo (hereinafter oalled the "'l'ranoport 

Corporat1oa0
) 

Wl'llfiSSE'I'H TiW' 

WK&R&&S, Foo Shing hao entered into an ~reement fhereinattor cal l ed 

tho "Univara&l--Poolhing Contract") with the Uni ... rnl Tradin~ 

Corporation, a New Yorlc Corporation, Artioloo 9 and 10 ol' which 

.&&roement is pertinent and 1o atto.ohod l:ereto, lll&l'ked " Rxh11>it A • 

ODd -.de a part hereof, prorldin~ amngot other t hingo , tor the 

aoquiaitlan, replao«act . oontinuoua operation and llll&intenanoe in 

~cod worlcin~ order and oonditi01> or a tloet ot not lou than One 

'l'houoand (1, 000) American motor trucka capabl e ot carrying a payload 

ot not l eoo t han two-and- IUillt {2~) tons each, and uoo ouch floet 

continuous l y and oxo luoiToly for tranaportation ot wood oil purohaaod 

and oold purouant to tbo tlniTOroal- - Poo Shing Contract, t ram tho 

int erior ot China to railheado or sh1ppin~ porto tor export; aod 

111!1lR&AS, in turtheranoo or a ~enoral plan to aid the llational 

Gonrnunt ot the Republic ot .;hina , in h&Tinl: t he benotit of a aoro 

oooncml.oal o011duot of t ransportation. and in t'urthere.noe of t ho 

Government' a for eick trade . and tor ths general welfare of the 

Na t101l , tho Tranoport Corporation undortakll to oupply tho trL~opor­

t&tiOD needa ot Foo Shins. aaoa,at othera; an4 

1ll!E:R&t.S, Foo Shin~ h&l hlretotoro entered into an ~roo::10nt -.rl th tho 

Tranoport Corporation , ~bracing tho operation by tho Tracaport 

Corporat i on, of automotiTe and other equi pment; and 

WI!BRE.t.s, Foo Shin~ 11 obligated by that oorta in ~roemont, artiolea 

9 and 10, of which, io oonoernod herewith, and narkod "Exhibit A" , 

hereof; and 
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'lll!llRIWI, it h the dooiro ot tbt Partioo horoto, Mel ... tuaU7 OCl""d 

botwon tMa, thet the obllr;ation ot Poo SIWI1 to tbt U!U ... roal t'radi.J>& 

Corporation, u aot forth in the Oninraal- Poo SIWir; Contraot mel 

partioularl7 Artioloa 9 and 10 thereof, inoludod in "!xhibit A" 

attaohod horoto, bo aaoumed and r;uarantood by tho Transport Corporation1 

now 

TB6REFORB, tho Tranoport Corporation roproaont1 and av .. o to r;uarantee 

to poo Shin&, that , it will at all timoo ll&ko anilablo tor tho 

trouportation requiro.,.nts ot Foo Shin&, inoludinr;, the t ransporta­

tion of wood oil purobued and oold purauant to tho U!liToraal-Foo 

Shi.J>& Cootraot, and at all rouonablo tl.aoa, and at auob points , and 

onr auoh route• • a.a oan be traTerae4 w1 th Tlt.lon&ble aa.tety, and 

when noti.tiod auttioieutly i n adT&noo to porait t ho ooonOIIioal 

adjuatoent of tho balanoo of ito tr&ttio, t ruoka, (1noludinr; in the 

term "truoka", truok- traotora and ••mi- tr&ilera, or truok- traotora 

&lW tull tr&iloro, or any oambination thereof, ) of an equivalent 

oapaoity to tho one thousand ( ~ ,000) two .,d ono half (2tl ton 

oapaoity truok o~tment of Foo Shinr;, aa aot forth in "Exhibit A" 

attaohed, and the Tranaport Corporatioc further ar;rooa , to at all 

tl.au """ and operate a a!nl- or ono t houaand (1 ,000) truob of 

.bor1oan Manutaoturo, and ot a ainiawo ot two and ono halt (Zi) tons 

oapaoi ty oaoh. 

fhia Ar;rooaont aball boo ... ottooti•o on tho date of ito oxeoution, 

and aball rnain in ortoot until Deoombor 31, 19U1 and shall continuo 

thoroattor until Foo Shin& and tho UDi•eroal Trading Corporation oball 

b&TO dioohargod their obligation under tho Uni"l'troal- Foo Sbing 

Contraot, an oxoerpt of whioh io inoluded in "Exhibit A" attached. 

11 W'I'frlll WBIImOP • tM Partie• her·eto haft oauaed tMal p:raaenta to 

bo ,,..outod bJ their duly autbori&od roprooontatino, in the City of 
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. 
Chllll41d"S• Pro'fi.noe ot S<eohn.n , 1D the Republio ot Chino., o.e ot 

t bl• ••• • ••• • •·••••••••••• ••• • •day ot ••••• • ••••••••••••• l 9 •• 

.ltteot 

Seoreto.ry 

Seoreto.ry 

Ch~~D~Idns 

Doo , 15, 1939 

Se&l 
·,.i';:o"'o...,.Slllli~~~~~f"r"ad=1-::n-::g-C""o"'r""p_o_r-=a""t""i""on-

s ... 1 
~o~h1Tn~o.~T~r""o.n~a-=p-=o-=rt~~Co~r~p00o_r_a..,t""i_on __ 
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lxhibit .l 

g, INWD T!UNSPOR7.&7IO!i RBPRBSEIIT.&:riOiiS • 

.U u. 1nduo...,nt to the B"'Ytr to make arrangements for 
tlnt.nollls the purchaeee to be ude tor tho aoocunt or the Seller u 
prodded Ill thia Contr &et , t.nd ae a condition ot thia Contract , the 
Soller ropreaonto to end agroea with tho Bayor that It will • 

(a0 Forthwith &equlro by purohaoe in tho United Stateo through the 
Buyer ao Ito purchulllg agent, 

(b) Frca time to time ropl&eo and 

(o) At all tl.aoo durlll& tho toru of thio Cootrac>t ... llltaiu at the 
Sel l er•• expenae. in &ood work1Df order and oondttioa , a tleet ot 
not lou than tme thousand ( 1000} Amorio&n .otor truol<o oapablo of 
curyins a pay load of not leas than two t.nd ono halt (2il tana e&ch 
and uae auoh fleet oont.inuoualy end exolue1..-ely tor Tra.naportation 
or wood. oil gu.ronaaed and •old purauant to thla Cont ·raot tram tha 
llltorlor ot hino. to railheads or ahipplns porto for export, 

The above Agreement with reapeot to the exolusive use ot 
10ctor trucko ah&ll net bo deomod to limit tho uoe of auoh t rucko on 
raturn tripe from rai l heads or ahlpp!ng porta tor auoh transportation 
ao Soller may oloct provided that auoh uae dooe not caueo o. 
substantial deviati on f rom t ho di rect r cuto of or cauao aubotantlal 
dolay In etteotlllg ouch return trip. 

10, T&Rk OF COIITRACT, 

Tho tor.o of thla Contract oball be tor a per iod of f!To (5) 
youo frOID January 1 , 1939 to oooo:obor 31, 1943, o.nd ah&ll ccntlnuo 
thoro&ttor until tho Buyer and tho Soller ohall han satiofiod and 
d!ooh&rsod tho!r obllsatione hereunder. 
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AGB.El2a:NT, eoter·ed into 1n t r1pl1oate tho •••.••••.••••. , . day of ••••• , •• ,,, •. , 

between Foo ~bing TrAding Corporat ion, a Chinooo Corporation , (herein­

attar cAlled "Foo ~hing",) and tho ChiDA TrAnoport Cor poration, A 

Chinooo Corporation , (horeinatter called tho "Transport Corporation") 

WITNESSE'l'H TIW: 

c WHSRBAS, tho Transport orporation ia dtairouo of aoquiring f r om 

Foo Sbing, tho properties ot l'oo ShiDc, u .. d 1n conducting t ranopor­

totion, and oonaioting ot, a float of Autonotin oquipoont, leuoholdo, 

land and building• and Appurtenances tboroto belonging , together with 

machinery And tools , and all mator i all end oupplieo pruontly on 

hand or undor order to be uaed in oonnootion w1 th tho operAtion of 

tho propertiu1 a doooriptin liot and agreed vo.luoa ot whioh, io 

attached hereto and identified aa Exhibit "A" , and 

WHSRBAS, Foo Sbing represents and by theae preaonto , oontire. tho 

011noroh1p in foe al.mplo of t ho propertiu included in !lthibit "A" , 
and 

'i1J!l!l!8AS, in turthorAnoe of A general plan to ald tho IIAtional 

Ga.erruaont of the Republic of ChiDA, in haYinc tho benefit ot a 

oore eoonomioal oonduot ot ttianaportat1on , tlld in order that neceaaary 

and ooaontial oxporto to foreign D&tiona may bo made beyond tho 

prooont capacity of Foo Sbing, ud for tho general wolfue of tho 

Ration, Poo Shing &greoa to turn over to the Transport Corporation, 

all or ita properties enumerated in Exhibit "A" horoor , and 

lll!EREAs, tho 'n.luoa of tho propertiea aot forth in Exhibit "A • are 

Agreed to between tho putioa u correctly roproaontinc tho T&luo 
thereof, and 

WHBBE&s, it i a the deaire of tho partiea, that tho Tranaport 

Corporation shall operate tho properties en.aeratod in Exhibit ".&", 

&aongot others , maintaining ouob propertieo in good meohAnioal 

repair, or-dinary wear and tear exoopted , now 
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tllEIIIi'ORII, firot, u a ooncliti011 ot ouoh tranotor ot propertioo by 

roo SIW>& to tho Tranoport Corporation, Poo Sbi.D& reoerno the r iFt 

"O'ithiD d .xty {60) clayo trca clue notice ghen the Traooport 

corporati011, oo to clo, to rithclr- trca thh arrang.,....,t by returninr; 

the Capital Stock iuuocl u herein contemplated, or ouch portion 

thereof aa ropreaouta the Taluea or properties withdrawn, more 

clearly 1clont1tiablo as oot forth in Exhibit "A" horoot, ordinary 

••ar and tear oxoeptod1 proTidod further t hat , should any dioputo 

arile bet-oen tho partie• with reopeot to ouch withdra-1 or, in 

connection with any action w>d.or aey part or thh weomont, ouob 

cliopute ob&ll be ret.rrecl to an Arbi tration C~ttee , caoprioed of 

tin .....Wro, two ot whlcb cembera ahall be ool eo tod by Foo Shin.c, 

ond two by the Tranoport Corporation , tho t i tth 1tnber to be 

oolooted by the tour m..,.bero ao oeleoted. In t ho event that, the 

tour meber• ao aoleot·od , are unable to deoide upon t ho fifth 

QOmber, ouch fitth member ohall be selected by tho ~resident of tho 

ExooutiYO Yuan of tho National Government of tho dopublio of China. 

Tho docioi on of tho Arbitration Committee ohall be f inal and binding 

upon tho Partioa horeto1 

Sooond, foe Shing air••• to utili&o t ho tac i liti oo ot t ho Transport 

Cor,po.ratloa, tor the tranaport.ati on ot ita own or controlled car, ·oaJ 

Third, Ill p&)""'nt in full to Foo ~hing by tho Tranoport "orporation, 

for tho proportiu on ... ro.tod i n Exhi bit "A", tho Tranoport Corporation 

aholl 1uuo oh&roo of ito Capital $took to Foo Sh.ing, of o. value 

equiY&lont to tho agreed Y&luo of tho property •• oot forth in 

Exhibit "A" horoot , provided furt her, t hat t ho i oauanoo of sho.res 

of Capital Stook of tho Tranoport "orporation, t o other partioo 

eball be aa a abdlar agreed, or ropla.oe~nt n l u.e , or fai r .arlcetabl e 

b .. la, tor pro·per"tJ and cub eaaent i al t o t he aati staotory and 

IOODaaiOal ponduot of trau portat10D by tho l ronoport '-or poratian; 
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r..nll, ..,.. ....,.ipt ot oliOII Capital atoek, ot t~ae t ,....part 

corporatt•, ioo- to roo 81dq, "" lloroi.D aODt..plated, roo Shi.Dc 

ohall b)' a ooparat. 1Do~t. tr~~notor a nd OGDftJ llllto tbe 'l'ranoport 

Carporatioa , all ito righto , titloo, llld 1Dtereot ~ tbe property oo 

traaotorred, and ao oot forth 1D Wzhibit "A" horoot, 

IJ WI1'11B88 li!IBRBOI', tho Partioo hereto han oau .. d the .. proo011to 

ta be oxoouted b)' their dulp autbori&ed roproo011tatino, 1D tile City 

ot 
0

b1mcJci.1>1, PrcrriJloo ot Saoolwan, 1D tho liopublia ot China , u ot 

the ······· ············· ·····'-Y ot/ ... ... . ......... .... .. 19 ••• 

Attoot 

SeoretVj 

Boorotarp 

Doo, 16, 1eae 

Seal 
'•pr.:o"-'o-s"'biD="',,..,t-=n:a=TLii="'C"'o::r=-=p=o=ra=tri..,=---

Seal 
'~c"'fu="a~tr:,....==•"-'po=rt.,.,CC"or==po=r::a~t7i-=.,..:::----
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