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Hra. Klo~~ ,.-
~ · vc!M-<-v 
Shall we wait a minute tor Knudeen and Jones? 

Tnat ia a good plan. They haTe been working, 
I know. 

Did you haTe them working' 

Well, we had Knudsen working. 

Well, do you think we ough t t o wait? Knudsen 
onl7 l ett a few minutea ago. 

Well, trom t he tirat title I aee on the tiret 
page, I think we ahould wnit. It eaya, "New 
Airplane Program.• Unleea you begin at the 
·bottom and read up --

Well, I want to tell my story, eo I think it you 
don 1 t mind a oouple or minutee. lie hae left· 

He will be here? 

It i e pretty 1mporta.nt. 

' 
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'!ea. 

'!ou muet have given him too good a lunch. 

How did you know about it? 

What do you think I have a eeoret service t or? 

That was supposed to be very eeoret. 

The boat told me. 

Well, t hat is a good eource. 

(Mr. Jonee entered t he conference.) 

J eeee, have you got that much money? 

I haven't come t o the money yet. 

Thie fellow ie t aking it down. 

Do you object t o that? 

No, but I thought he would be atreid ot it. 

It t here is anybody who objecte - Frank, do you 
object to having it reported? 

Not a bi t . 

It cr8l:IJ)a some ot t hese boye '· style t o beve a. 
lady stenogr~pher present. 

Well, ehe 1e here t or a very good purpoae. She 
1e very effective. 

Well, I don't think we need Knudsen t o talk 
about merchant ah1p construction. Do you want 
to ta l k about that nov? 

Fra.nk, I have got a l1 ttle otory to tell , why 
the meet ing, where I am at. 

I eee. All right . 
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Beoauae when 1t comes to eb1pe, 70u argue tor 1t. 

All right , but I will argue tor a different kind 
or a progra11 than 7ou baYe. 

1l'ba t do 70u tb1nlt, rranlr.; ahould we etaru 

Who are 70u waiting tort 

lnudaen. 

Well, JOU can atart on tb1a merchant ab1p &nJ 

t111e or the ordnance. The on17 tb1n~ he wou1d 
be 1ntereeted in ia the planee. 

Ob, it ia the t1nanoing. Tb1e ia a t1nanoing 
•eet1ng. 

Oh. Bet tar walt tor b111, then. 

llben do 10u leaYet 

'l'o110rrow morning, unlaee 
upaet t he aobedule. 

aoaetb1ng bappena to 

(Mr. lnudaen entered the conference. ) 

Gentle11en, the r eaeon I aaked tor thia 11eeting 
wae the tact, frankly, I need a little OOIIp&ny. 
Thoee ot JOU in Cabinet know that on J'r1d&7 
Mr. St111aon announced that be had ooll8 to an 
underetanding ae tar ae the Ar117 waa concerned, 
w1 th S1r Walter La7ton aa to the ordnance. In 
hie 111110randU11 llbich he oiroulatad, be polnted 
out that other departllenta ware attected aa tar 

D9 

aa the tinanolng waa oonoamed. ~ '1;. 

Saturday morning Sir Walter La7ton walked 1n ~~~~ 
hera and gan 111 thi! lltJIIOrand\l.._.._ Q9RJ: 9t wh1oh ·~ -
7011 all ha1'1. On recelpt or that , I aaked the -t. -..-Y. 

Prea1dent t or a chance t o aee hill and hi aaw 11e a....,.. ....u-_ 

and Harr7 Wb1U and Phillip Youna 8unda7 atternoon, 
and I needn't ••1 what I all eaying now, all or tb1a 
ia 1n the ut110at oontidanoa. I exPlained to hill 
that here the £ngl1eh were wanting t o bU7 a 11ttla 
onr two billion dollara worth ot Mter1ala and 

t ' 

' 
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publicly, Ambassador Lothien bad put ua on notice 
that they didn't have enough money. I shoved t he 
President a memorandum which I have here which 
Dr. White will explain, a copy ot which I eent to 
Secretary Hull, which explains our estimate or 
their aaaete which Dr. White v1ll explain, and 
which I explained to the President. After letting 
him aee t hie, hie r eaction to it waa thAt he wanted 
us - I am using •ue• advieedly - thie Administration, 
to go ahesd and build the additionAl t aoilit iee 
neceeeary to manufacture tor the English what t hey 
needed. He wanted the Government to place the 
orders and t hen sell th 1e m&ter1el to them aa it 
wae manufactured. I aaked him to write out eometb1ng 
tor ee and I point out that it 1e written on this 
t hing, this Bri tieh Purohaaiog Commie e1on thing, 
and on this i a written, •secretary of Var, Navy, 
Treasury, and Knudsen. Planea, munitions, use u. s. 
RFC tunde t or plant capital on u. s. orders. Shipe 
two t hirds olaee A, more apeed; one thi~olaaa A, 
leaa tonnage.• I eaid, 1 Vell, that isn't very definite,• 
and hie answer vee, 1All or you uae your imaginations.• 

Nov, I am reporting it ae well aa I can. Now, I 
explained to him that here ia t his order, we have 
got to eay yea or no, and the impreeaion that I very 
definitely and clearly got was that he wants ua to 
make t h1e atuft and finance it and aell it to them 
on a unit baeis as it is manufactured. Now, that 
ie what I got out of h1a. Ve have gone over it 
together, White and Young and I, and that 1a the 
imoreeeion that we got. 

Those of you who vent t o eee thia memorandum Just 
the way it is, you can take a look at it. 

Nov, he haa gone on hie two veeks 1 trip. I haTe 
thie request. I needn't explain to all or you what 
it would mean it we could tell the Englieh they 
can 't place any more ordere. I am going to let 
White explein to you - as I aa7, all ot this ie 
in etrioteet confidence - whAt we eee t heir poeition 
as, financially, and then I want - we are all working 
together and like to move together, but trenkly I 
can 't take thia alone. I am willing to carry my 
share, vhatevPr t he reeponeibility ie . 
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I~ is a lit~le over a billion a week, is i~ ? 

A billion a week! 

liell, t he Pree1dent is gone ~wo weeks. (Laugb~er) 

'l'Mnks tor bre&klng the ice. 

This A or B stutt, that 1e the ships? 

Yea. You f el lows talk 1n A and B. 

Are you talking about planes or eurf~<ce ehipe? 

Those ar e ~he ehipe they want from t he M&ritime 
Comm1aaion. I understand one 1s a shaped ship, 
,.nd ~he other hae a square end. 

Well , a claaa A ship i s a re&l ship, and a class B 
ship 1s no t hing but a box. 

tlo , 1t is t he other way around. 

No, olaes A is the best. 

Well, I think the President has got A as t he cheap 
shi p and B as the high clAea shin, because I got a 
~ 1cket f rom h1m on the e&me th i ng. 

Harry, give them, will you ple&se, an anever to 
&ny questions? Dr. White , will you go ahead nov 
and give these people a ~humbnail eketoh or what 
we eee the gold - what we aee or what the English 
say they have? 

rltgbt. 

Talk up loud, will you? Ta l k very loud, vlll you? 

According to the Br1t1eh Government, they will 
need by June l et or the oom1ng year, &bout 900 
million doll&ra on outstandi ng commitments that 
wil l become due before June lat. In addition to 
that, they vlll need, they eet1mate, one bU11on 
400 million on proposed p rogr&me, eome or which 
may have a lready been 1niti&ted, but moat or wh1oh 
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probably hasn 't, bsoauee t hie data ie about a 
month or eo old. We think that particular estimate 
ie a little high. That hae nothing to do with t hie 
program. This would be - their setimate or their 
propoeed neede before tb1e two billion dollar 
expenditure wee planned, or at leaet before the 
plana were completed. 

In addition to --

Six hundred million' 

Nine hundred atillion. 

Nine hundred at1llion and one b1ll1on lloo. I am 
gi•1ng you round tiguree. It ie not the exact 
amount e. 

Harry, wby don't you eit in the middle or stand 
up? Come up here and eit up here oloeer. 

Well , I can etand tor th1s brier presentation. 

Ie that all by June? 

That ie all by June 1, 19~1. It ie about ee•en 
monthe trom now. 

In addit ion to that, there ie one other ite~, 
about lloo million dollars tor their regular 
purobaaee, their net imports. ThAt .aksa a 
total ot two billion 700 mill ion which they ¥111 
need to pay out by June let. They ha• e, or they 
will receiYe during that oeriod, about 150 million 
eales to ua, exports to the United States --

IUlUon? 

One hundred titty million. Approxi~tely 100 million 
on •nrloua receipts and 1ntereete, eerYloe account, 
and they est1~te about 375 mlllicn on newl1 m1ned 
gold that they will acquire trom their Y&rloue 
empire aouroea, making a total or a pproXimately 6oo 
million dollars which they v1ll receiYe. That lea••• 
them with a deficit ot t2,100,000,000 b7 June let. 
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They have, ae present a eeete, according to their 
e stimates, about !50 million dollare vh1oh ie 
available. They heve additional aeeete euoh ae, 
ror instAnce, 600 million dollars worth ot gold 
which they claim they cannot uee beoauae that 
minimum is essential tor carrying on empire monetary 
eyeteme and tor the p restige ot the empire, et 
cetera, and they also have, in addition t o that, 
some }00 million dollars in dollar balances vh1oh 
they claim are the minimum neede tor their buaineeemen 
to continue to conduc t bueineee. · 

Nov, I am not including t hat 900 million because 
they don ' t include it , eo t hat leavee them with 
enough deficit, according to their figures , ot 
one billion, 200 million, vh1oh t hey will not get 
and according t o them do not have, and vh1ch they 
will have to raise somehow it they are to meet their 
contemplated expenditures by June let, 1940 , without 
includ ing this addit ional eua vb1ob ie on a memorandum 
before you. 

May I ask a queet1on, Harry? WhAt is the breakdown 
ot those assets? 

It 1a mostly United 8ta tee eeourities. 

Does it i nclude p ropertiee they own here 1n thie 
country? 

I t doee not. 

i'hey have got a eubatantial uount ot that. There 
1e a halt billion, I think, r ight no w. 

I am g1v1ng you their tiguree ae they gave ue the 
figures, not what our estimate• are. 

The ! 50 isn't money? I thought t ha t vne money. 

No, it ie available aseete, aeseta ¥bleb they 
regard as available, and furthermore, you reised 
an imoortant question. Whether t~.ey are avail able 
deoende on whether they will be able to sell at 
650 million ot the United States aecurit1ee in 
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eix aontha, because that price - that Yalue vaa 
eet \ mat ed at current market prioe1. Whether they 
would haYe thoae p r1oea ir they attempted to sell 
thAt u.ny 1a a problem. 

They could eell them in two months, Harrr. 

They could sell them 1n two monthat 

Sure. 

Well, that ie it, then. Nov, a r e you ready to go 
to what our eati~ate tat 

Yea . Nov, t hat ia t heir esti mate. Nov we v111 
giYe you what we eat liB t e. 

Did I understand the 1!50 mi llion vaa oaah and 650 
eeouritiee? 

No, 650 il aeouritiel and the remainder il some gold 
and aome oa ah. 

I eee. 

A total or about that. 

Including- arter uaing t he 600 mill i on aeour1t1ea, 
they ~uld atlll be a billion or two 1hort' 

Arter uaing your aeouritiee and the one or 200 
~1llion in oaah, they would atill be oYer a billion 
dollars abort, and arter using up all. thAt they 
antic ipate getting during the alx aonthe. 

We estimate t heir aaaeta by counting all that they 
were w ppoaad t o baYe had - 1011e or our riguree 
go back a couple or y1ara. 'l'ber1 are no t1gurea 
better than that. On aO<'IIe or the data we h&Ye 
more recent rigurea and on 1oma or the data we 
haYe Yery good rigurea. On acme or t he iteaa I 
will haYe to indicate the margin or error or our 
estimates a.nd on 1oae there are qualir ioationa 
aa to whAt do ve aean by the value. 

The United tingdoa itaelr nov haa !600, 000,000 

' I 

• 

Regraded Uclassified



Knox: 

\lb1UI 

Jonu: 

- 9 - 105 

in gold. We belieYe that they could eaaily use 
)00 million or t hat and that }00 a1llion would be 
enough ror euch purpoeea ae they aeea t o indicate. 

ThAt gold 1a on depoeit here? 

No, there ia no gold that they MYe on deposit here 
nov, at the moment , but it ie gold th&t - some or 
it they haYe in Canada and aome or it they have 1n 
London, ao that g1Yee ua }00 million. They haYe 
orrtctal dollar balancae ot - -

And the dollar balancee are what? 
• They ha•e ott1ci al dollar balances ot 100 million 

dollare. No v, we aaauae that they might well need 
that to conduct their regular buainsse th&t they 
a re doing. They are maltlng large tranaaotiona 
and they might want to keep $100,000 ,000 there, ao 
we a re not estimating any ot that aa available -
aa among their available aaaata • .. •nair private assets, priYate dollar balances, 
rather, are 300 million. We believe that 200 million 
ot that could be available, that they could get along 
with a hundred million. 

There are some insurance runda there and others , 
and there could well be aoaa ditrarenoe or opinion 
on t hat, but we think that 200 a.illion could be used 
trom that tund. 

Their dollar eecur1tiea here we eatimate to be 
about 800 million dollara. iher eatimate thea at 
about 150 million leea than that, I think. I don't 
t hink they ha•e included all their aeour1ty 1n­
Yeetmente. We estimate that the Yalue or tboae 
aeouritiea should be 600 million dollars. 

Now you ( Forrestal) aay that they could sell without 
depressing the price. There mar be eome ditteranoe 
or opinton there. 

Then we have what you (Forreatal) referred to, 
direct inYeetmenta 1n the Uni ted States. Tner 
own au to plante, oompaniea that are not 11atad, 

1 
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et cetera. That eet1aate ie one that baa preYeiled 
a couple or yeare. It neYer wae Yery accurate. It 
11ay be 11111oh 110 re than that; it uy be eo11dhing leu 
than that. Ve haYe been going OYer their indiYidual 
company aeeete, and ve are examining eaoh one to eee 
how 111110h or an intereet they ba•e and whet the value 
ie, et cetera, and it ie 11uoh too early to eay 
whether thia figure h too low or too high. lfe 
will know in a rev veeke. 

What 1e that tiguret 

Elgb.t hundred 11.illion dol l are, and we eetlllate that 
the Yalue or t hat 1e - depende upon whetiler you want 
t o uae liquidation .alue, how 11uoh they could aell 
it t or , or whether you want t o uee it aa a collateral 
•alue. Ae a collateral •alue t or potential credit, 
ve th ink 600 •illion 1e a pproxi•tely whet U woul d 
be worth. 

Then we oome to the next ite•, which le the moat 
dubioue. Inveetmente outeide or the United 8tatee. 
The United Elngdom, ot oouree, baa lnYeltmenta all 
onr the empire and in the rar Eaet, and a esall 
amount in Europe, a good deal in L&t1n America. 
The moat reliable authoritJ eetimated that at 
between 16 and lS billlon a couple or yeare ago. 
A good many ot thoee eeourltiee obYloualy are worth 
Yery little or nothing at the preeent t111e. A good 
manJ or the othere are worth a great deal 1! England 
v1ne and are not worth much it ehe loaee. Be• ct 
thea are worth cone1denbh whether ehe nne or 
loaee. We put that down ae ten billion dollare 
1n long run Yalue it GermanJ doee not v1n and ve 
put the Yalue down i .n collateral at tour bill1on. 
Now, what the actual Yalue o r that, 1t the7 had to 
go out and aell 1t on the serket, would be, I don 't 
know. It v~uld doubtleee be leea than that. A good 
many ot thoae are eterling eecuri t 1ea , and how muoh 
sterling eacur1tiea can tetoh on the market ie a 
Yery dubioue thing. 

Can you sell them at all, Harry? Who le golng to 
buy them? 

I think 1! the price were low enough, JOU could 
aell thea. 
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I doubt t hat. 

But t ha t ie an open question. Certainly the 
liquidation value .auld 'be eo 111uoh lees than 
thei r collateral vnlue t hat I t hink that the 
thtng should 'be regarded tram the point of vi ew 
ot what it ie worth ee collateral rather than 
what it would 'be worth to have to t hrow it on 
t he market and sell i t nov. 

10? 

I have eo tar 'been only s peaking ot U. X. assets. 
I raise the question whether you want to include, 
in addition to that , a•ong their assete, the 
assets or countries in the empire other t han u. X. 
It is an open quest i on. They do not r eel t hat 
they can i nclude any or those aaeeta i n t heir 
avatla'ble aaaets. They say that Canllda, Aue tr&li a , 
and India are separate problema. They can't d1spoee 
ot t heir runda. Whether one vou.l d v1ah to raise the 
queetion that it they a re t o 'borrow money , certainly 
their empire ougbt t o lllllke their aeeete available 
tiret, might be r aieed, 'but at any rate, I will 
quickly run over t hose aeeets. 

8~00,000,000 in gold. $500 , 000,000 'balances. One 
billion dollars in investment• in the Uoited States , 
and about f700 , 000,000 in investments outside or the 
Uni t ed States. That ie a total or three billion. 
Halt ot that migbt well be made ava i l able as 
colla teral it t he empire vi ehed to cooperate to 
that extent. 

The next category or aeeete, which likewise is 
dittioul t t o estimate beoauee t here would be a 
considerable dltterenoe ot opi nion as t o whether 
t hey would 'be i ncluded a1110ng t heir aase ta , certainly 
the Britieh Government has not included them among 
the i r aaaeta, are the aSAete Of the Allies ot Great 
Britain, Netherlands , Belgium, Greece . They have 
about 6oo 1111l l ion in gol d, a •• all .. ount in dollar 
balanoae, about - in ottioial balances, about 350 
in private dollar balances and about 700 1111llion in 
l ong term investments, a t ot al or a little over a 
'billion and a helt .that might be worth 900 million 
dollars as collateral it they were will i ng to use 
the111 t or t hat purpose. Theee would ba tunde wh1oh 
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are available becauee ther are tunde which are 
in the United States. With the exception or the 
long term investments, it might be a little diffioult 
to traoe, even if the Government were willing to do 
eo, beoauee the .different governmente would be 
d1ff1oult to locate. 

There ia, in addition to tbat, one other item, and 
tbat ie the French, Belgian and Dutch gold, which 
ie i n areae under control ot the British Empire. 
For example, France baa 600 million dollar• in 
CanAda, and then there are other fund s which HollMd 
hea in London and in Canada. Thie i a gold outeide 
o f t he Uni ted States but wi t h i n the British Empire. 
It does not include t he Frenoh gold i n Dakar or 
Martinique . There ia about a b1111on dollars, and 
possibly 700 million or that oould be uaed. Now, 
I oan give you totals, but the total• aren't very 
meaningful beoauee of the different qualifications 
with reepeot to eaoh categorr. They have got roughly, 
probably, lS billion dollar• worth of aeseta if rou 
provided a long enough term in which to liquidate 
them, that ia, an indefini te term, tour or t1ve years 
or more, and 1f Germany does not win. But those 
aseeta, ve believe, have a collateral value now, 
if t hey wanted to put them all up , ot somewhere 
halt ot thAt, possibly nine billion. 

Nov, there may be a plua or minus, even in the 
collateral value of severa l billion dollars, but 
whichever way you look at it, they have aubstantial 
aaeeta if t hey wanted to plaoe it on collatera.l, 
certainl y enough to aeet thei r naeda for t his 
year, even of the larger program we used. 

Do you want to ask aome queationst Anybody ask 
White questions. 

Harry, have you included the Canadi en ae1ete in 
the United States as part ot the empire? 

Yes. 

Then you should incl ude t he Canadian requirement• 
ot t he United States on the Bri tish aide, shouldn't 
)'OU' 
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That ia true, but hov much their requirements 
would be would depend on hov the7 wanted to handle 
t heir purohaaea, but that might reduce it bJ aeTeral 
hundred mill i on dollara. 

What is the Talue ot the good aaaata, thoae that 
haTe got - JOU gaTe it once, Harry - their American 
aecuritiae. Taite out the gold. Their American 
eecur1t1ee - -

There 1a gold, 6oo m1ll1cn -­

No, let's leaTe out t he gold. 

American aecurit1ee, the7 aa7 650. We think it 
might be a little more thAD that. 

Call it 700. Now, the American equities. 

Well, the7 haTe neTer g1Ten ua a t1gure on that. 
The7 don't th1nk thoae are eTailable and our beat 
t1gure ia eomewhere around 6 or 800 million. 

The7 hATe got tvo, Viecoae and --

Oh, they have got aome ver7 excellent onea. 

Certainly, 800 million ia a considerable figure 
t or that, I wou.ld t hin.k. It would give J OU a 
billion tour ot what I would call liquid etutt, 
becauae JOU could capitalize and aell thoae 
equ1tiea in thla market. 

Yea. It would be a little ditticult to aell them 
v1th1n aix mont he. 

No. 

Wall, then that would be enough to cover their 
contemplated prograa which calli tor a bi llion 
tour. We think that ia a l ittle bit hlgb, a 
little bit optim1atic, eo it may be that they 
won ' t need quite that much even aocording to 
their own tigurea by June let. 

What ie the uae ot talking about pledging the 
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collateral if they can ' t borrow? 

\fell, that ia implicit, or oouree. The aeeu1110 t1on 
i& if they are going to buy anything like the 
program t hey have, and it they haven't got the 
money, that some means ia going to be round to 
finance it. I t that is out of the p icture, then 
there is no uee talking about --

It is Just a liquidation oroblem. Just eelling and 
buying for cash. 

~'bat 1e right. 

Harry , tvo t hings . Fire t, I haYe my doubta as to 
Mr. Forrea tal 1 s e s timates ot t heir direct property 
hol d ings in t he United Stat ee. 

Wel l , I Jus t ouoted tvo, the Vteooee and t he ooap 
company. There are 250 million t here. 

Well, I have my doubts, but that ien't the main--

M.K.Jr : Viecose and Lux soap, I take it, you mean, don't you? 

Forreotal: I t 1a the Lever Brothers. 

'fnl te : A Uat or their interests is quite an imposing list, 
but I don't know--

r ete: That vae - the poi nt vaa, the biggest item in that 
whole list, tb1a 16 million dollare that they are 
pres umed to have of general foreign investment, 
I know t hat IUnderaleyll estima t e , he t hrew up b1a 
hands before attempting any real eYaluation and 
took nomina l values all along the lis t. 

Vhl t e: That 1a why we only estimated it at ten and 'Idly 
the collateral value ia only estimated at three. 

Sttmaon: I would like to hear Dr. Feia make an uninterrupted 
statement, tr~nkly. 

rete: Well , the biggest item ia the 16 billion of invest­
ment outside of the United Statee. Nov, I know the 
estimate - I knov the technical methode employed 
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in it. Ita author completely deepaired of haYing 
any eYaluation method, and he merely t ook nominal 
capital Yalue. I would like t o aek whether any 
ot t hoae inveatmenta outeide the Britiah Eapire 
to4a;y would prove to have any eubetant1al liquidating 
value at all. 

You offer ver;r little to the Englleh and see how 
reluctant tbe;y vlll be to part wlth tham. 

That etill lan't anawering. 

What do you mean by market valu~ then? 

Outelde of t heir empi re inveatmente, empire and 
United States inveetmenta, can you n .. e any in­
veatment in Brltiah poaaeaeion that would have any 
aubatantial value at all t oday' 

Well, I don't know what ;you mean b;y eubetantlal, 
Herbert. 

Yea, the;y have. 

Which? 

Shell. 

Shell i sn 't - I doubt whether Shell i e included in 
tha t l1et. 

Her bert - -

Let me call ;your attention -­

Talk louder. 

It wae only ten, and tha t waa only tor a long run 
value in the event Germany doesn't wln . 

I don't beli~ve there ie an;y real difference. I wae 
Juet eort of t hrowing out a gue•• that that 16 billion 
would come down virtuall;r entirely to what waa inalde 
the empire, that Br1tiah holdinge outeide the Eap1re 
or the United States toda;y are very aecondary i n 
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va lue and that 16 billion figure would ehrivel 
tremendously tor the purposes ot any financial 
operation. 

The figure ve use~ ie ten, not 16. 

That figure would shrivel down to about three. 

112 

I doubt whether I should agree with that. We are 
nov engag,ed on a Yery careful eeUu te ot their 
Latin American holding a. It take a a long time 
beoauee t here are a lot ot details and the in­
formation is no t nearly ae good ae one would 
t hink. I dareeay t hat the Br1tieh would be abl e 
t o give ue a great deal more Information than ve 
haYe. It not right away, I am aura they could get 
it i n due time , by Yirtue ot t heir exchange controls 
and requiring ot listing. The truth l ies somewhere 
t here. 

The original estimate ot K1nderaley was about 15 b1ll1on, 
and ve trimmed it ~ovn arbitrarily to 10 billion, 
and I still aay there te a margin ot error there 
of a few billion dollare, and we out on a Yery lov 
collateral value, but if t he ooinion ie held that 
they are not worth anything, I think you would be 
eurprieed it you offered Yary little t o the British 
Gov!!rnment --

Oute1de that --

•••.• • to aee hov reluctant--

You take the four bill i on 1n Lat1n Amer1oa and 
inclu~e euch iteme ae J o r ~ million doll&re in 
Mexico? 

We exclude that. 

Four hundred m1llione in Bra&1l t 

Which hae some value. 

Yea. 

Thftt 1e right. 
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But there ie no real dispute . 

Might I Just say this t or the benefi t or every­
body? We have kept this a eeor et beo~uae they 
have asked ue to , but Sir Freder i ck Phillips 
gets here t omorrow. He i e the permanent Under­
secret ar y ot the British Treaeury. He ie coming 
with all the latest information and he gets here 
~aday or Friday to Washington, and j ust as soon 
as he gets here, I expect to go into session with 
him and ~ wtll put these t h inge t o hi m. I have 
worked wt t h him tor a number o r years, and I have 
tound him very earnest and very direct, but not 
a loquacious person. Those or you who know him 
will know. But at least, he gives you the facta . 
So ve will know them, ' but whether we a.re high or 
low or - we have tried to mAke t he beat gueae thBt 
we can without direct information. 

lfith very l it t le information, and we are proceeding 
eo rapidly as we can to trim that down. 

The point is, t his is the beet we have got until 
Philli ps comes here, tak ing the Bri tish figures , 
and they are very much lower than we are. It you 
took their figures, I think it is about 600 mi llion , 
tan 't it? 

About &oo million. 

And i f you take ours, it is uo t o a billion two or 
a bUUnn t our. In t he Cana4ian thing, I think 
they still don 't see~ t o reali~e they a re at war, 
becauae they have got 650 mi lli on 4ollara vorth 
or gold i n Canada which they original l y said t hey 
vould eimoly gtve them a receiot t or and nov they 
are getting very questionable about Central Bank 
ethics and that sort o r t h ing and they haven't 
declared war on France sn4 all the rest or 1t, 
bu t I think it they really want this sturr they 
will simply give Fra nce a r eceiot t or t he gol4 and 
send it down to t he United States an4 sell it to 
ue. There ts about 650 million dollars worth or 
French gold t hat they oould t omorrow t&ke i t they 
wanted t o . 

• 
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The Br1t1ah could take? 

Yea, Just take 1t and g1ve thea a p1eoe or oapar 
a reoe1pt tor 1t. It 1a 1n Canada. I haTe- take~ 
1t t or granted the7 were going to do that, beoauee 
the7 have talked about 1t tor the laat two months. 

Would JOU be willing to buy etolan goode? (Laughter) 

The7 g1Te them a reoeipt t or it. 

I aee. 

Tb1a 1a war. 

Now l 1a t en, Jesse, th1a meeti ng ia t o make 1t eaa7 
t or me. 

I baTe been bu7ing Mex1oan allTer t or a long t1ae 
under pressure !rom the 8tate Department, an.d I 
haTen' t asked an7 questions. I baTe been buy!~ 
allTer t hat Japan bas been selling, and I haTen t 
&eked &nJ questions. 

Tb1e business or meaauree short or war 11 rather 
more extena1Te than war, 1en't itt 

Yea. Well , gentleman, here 11 the beat that we 
OM g1Tt JOU. 

That 11 outside th1e material 1n here ( La,ton'• 
etateaent)t 

Th1a two billion now ooaea on top or that, or t he 
ordere the7 al.read7 baYe, and J OU oan eee whJ I 
11nt out the d!atreee llgnal and wanted llalp. 

Tbeee 12,000 plane• are 1n addition t o the laat 
12,000 that were taUed about? 

'1'b1e 11 1t. 

'1'h1e 1a u . 
'1'b1e ie thRt 12,000 planeet 
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tea. 

Thia ia thl 12 , 000 planee you have been epe&king 
about? 

lCee. Well, it ie not oura. It ie the Britieh 
12,000. 

tl5 

I knov it ie not oure. I reoogni&e t hat, even I . 

ThAt meana t hat there ie tvo billi on 700 million 
on top ot one billion three, that the total bill 
1e t our billion dollare, vb1oh 1a vbat ve are 
talling about. 

That i e right. Ie that right, Philip, t our billion 
dollare vorth ot ordera? 

The totaU 

Total. 

Including thie, 7••· It about double• their 
ordera already placed. A little over tour billion 
dollare. 

lCou add tvo billion 7 againat vb1oh you have a 
billion three and th1a here h tvo billion 7 and 
that makee tour billion. 

No, thie 11 tvo billion and 62 million. . 
Yea. There 1s 700 million vorth 6t plant expanaioo. 

That 1a io here. 

That ia 1n the tvo billion' 

Yea, that ie 1n the tvo billion. 

No. 

What VII 1tf 

The plant ezpaneion. Ien't that in the tvo billion? 

• 
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No. 

Mr. Knudsen ie right, then, it ien't 1n there. 

That 1e right. 

He eaya you (Knudsen) are r ight, as ueual , 

Not alwaya. 

us 

Aa I get tb1e, I aa prettr duab about it, but theJ 
b&Ye on our estimate about enough to take care or 
t heir current orders and not hing whateYer t o take 
care o r the two billion 700 alllion. 

Tber haYen ' t got enougb t or current ordera. The 
current orders are two billion •••en. 

No, no, two billion aeYen ie tb11 propoaed, new. 

No, no, that ie another one. 

llbat are their current ordere7 How IIIIIch are the 
current ordera7 

The total ie about two billion, ot which ~ey b&Ye 
already paid down a little under a billion and 
b&Ye a little oYer a billion ret t o paJ. 

h that right, Harr7t 

That 11 up to - there are ecae pa)"8ent e beJODd 
thAt . I Just figured it up t o June l et. 

'lo June l ett 

Total o l'dere are about two billi on dollare, now, 
ot ..tl.ioll a little under one b1ll1on baa been paid 
and a l ittle oYer a billion i a ret to be paid. 

Bo there ie two billion ee•en - -

Then tha;r haYe enough to pa.;r with thie one billion 
300 million we oaloulate the)' haYe, and what ther 
aeked ue to prepare tor ia a two billion 700 million 
dollar expenditure t or whiob we eee no exi eting tunde 
t o pa;r , ia t hat rigbtt 
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No. I t we take t heir eatl aatea, then the7 are 
golng to be over a billion dollare en, wben 
June let rolla around. 

By our eatlmatea? 

On our eatiaatee? 

On our eetiaate, the7 ehould have enough to meet 
thoee pa;rmente. 

ThAt ie the point. 

ThAt ie a very t.portant point, beoauae that 1e 
why I have been willing to go along, beoauae I 
can aee enough ~ner ln alght to take care ot the 
ordere the7 have plaoad. 

Yea, and then agaln we get around to whAt I ea1d, 
that wbat we are aaked to deal with ln the future 
11 the two billion 700 million now proposed to 
apend wlth no collateral in alght. 

No caeh. 

Didn't rou ear they had commitmente ot two billion 
a event 

Harry? 

Didn't 70u ear the7 had oomaitaenta in tbia country 
up t o June let of two billion eevent 

Would 70u aind repeating that queatlont 

Dld 70u 1a7 the7 had co .. ltmenta ln thie country 
up to June let ot two billion aeven? 

Yea, but they had aomething to par tor that with. 

You had 900 million - a billion tour --

They had 900 million ot commitment• which are out­
standing now which will have to be met by June, 
1941. 
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'then the7 ha'fe under propoeed procraae, one 
billion 1100 alllion, whioh would hl.•e to be 
a et b7 the aaae tiae and that doee not include 
thll program. 

Doe• not inolude it' 

Doee not inolude 1t, and that 4oee not oo~lete 
it, beoauae the7 need liOo aillion for thetr 
regular purohaeee. 

'thAt 1e two billion ee•en. 

And the onl7 ao41fioaUon of that eight be that 
t heir eettaate ot one billion liOo a1ll1on on the 
propoeed progrue, we th1nlt 1t 11 opt1a1et1o. 
We don't think the7 will get soing thu faat on 
their prograa, but thl7 UJ. 

'rh8t br1nga 1t --

'that br1nga it to the 2.7 and they he'fe about 
600 aillion inooainl to paJ during that period 
wh1oh lea••• thaa --

Harr,, do I underetand that th17 han order• 
already plaoed tor two bill ion ee'fen' 

us 

No, th17 hl'fe or4era plaoed - oh the7 hi•• or4ere 
plaoed that ha•e ooaaltaenu beJOnd June that I 
don 1 t ltnow about. I don ' t ltnow bow tar tboll 
extend. 

It ie about two bill i on. 

But the7 won't han to pa.J that tull aaount b7 
June. 

'that 11 right. 

'two billion ee•en, one billion tour, an4 eo on. 

lnox : That tiguree up to what total' Pour b1ll1on1 

rour billion •h1· 
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Yea, tour billion shy. 

I ncl uding thie th1ngt 

Shy or oaeh. 

119 

Caeh, but not collateral. But it ie not collateral, 

Ot course , aft er June each month they will be ehy 
additional amounts, exoluaive or t hia program. 

On t he o ld program? 

On t he old program and on t hei r o rdina r y expendi­
ture&, a lit t le bit shy each mont h. 

We are going to pay t o r t he war trom now on, ere we? 

Do you (Stimson ) want to aay aomethingt 

No. 

Well, whAt a re we do i ng to do, are we going to let 
t hem place some more ordera or not? 

Knox: Got to. No choice about it. 

H, M,Jr: 

Knudsen: 

H. l!.Jr : 

[ nude en: 

H.H. Jr: 

ThAt 1e the q.~est1on. 

Well, or cour se, the only thing we are dealing Yith 
now i8 the plant expendi turee. 

No , I think --

Are we goi ng to sell tor oaeh attar we make t he 
etut t? 

I think whet we ought to decide i8 t he thing that 
I put up to the Preaident, and ~1oh be said all r ight, 
to go ahead with it, and t hat ie thie order that 
Layt on laid on the deak ot two billi on and 62 
million and t he queet1on ie, ehall we let them 
place that order following the euggeat1on which 
the Preeident made t hat we olaoe t he o rder and do 
the whole thing and t hen let t h em pay tor each item 
aa we deliver it. 
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Can ve place the ordere without aone7! 

Well, eome of ue think that Mr. Jonee can do 1t. 

Do what! 

Place the ordere without h&Tlna an7 mone7. Thla 
goee ba7ond whet 70u have available, doe•n't 1t7 

Let me underetand. I e lt 70ur thought that the 
R.PC oan place an order ror theee plan•• and gune 
and tanka and thlnga lUte t haU 

We think eo. 

And build the plante and the whole thing'/ 

Yee. 

Well, I Will have t o get a little lower down in 
the obair. 

I broke it to 7ou gent17 thle morning, and I thought 
7ou took it like a little man. 

I didn 1t underetand it. (Laughter) I u Just now 
getting 1t. It ie juet now dawning on ae. 

I gueee 117 Engl1eh 1en 1 t ver7 good, but I broke it 
to 70u, didn't I7 

You broke 1 t too auoh. You have been 1n the State 
Department too auoh. 

Two billion aeven. 

When JOU &et throup, 70u will own the Br1tieh 
Eap1re. 

You don't want J. P. Morsan to aalte a p11ter out 
or 70ut 

I gueee that h what 1t taue. 

Henr7, 70u aeked ae - 70u aelted ae 1r I bad anythln& 
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to say. This is the tirat time I hAve heard 
thia, and it strikes me as a very eerioua thlng 
for the Executive to go on and permit vithou t the 
ooneent or Congress. Nov, in the tiret place, ve 
mustn 't deceive the British. I don't think you can 
split this in two. You oan't l et them commit tor 
purohnees the.t they are doing on the face or our 
build ing the raoilitiee for them. We oan 1t begin 
building the raoil1tiea unless you are going to 
le t them - vith an implied commitment on their 
pert, unless you a r e going t o let them out the 
orders in. Nov, I think you he.ve got to race the 
vhole thing at once betore you do t hat . 

I agree. 

And I think it is a very serious t hing to make a 
start on it vithout - as I understand it - vithout 
having a pretty thorough ehovdovn. Can ve do any­
t hing exoept on e baeia vith them? Certainly not, 
oa n ve? I mean, it is going to ver. Can ve take 
measures tha t are going to put us in a position 
vhere eventually ve vill be committed t o going to 
var just to save our investment or to eave the 
pur poee tor vhich ve made the investment, unless 
you have the consent or the Congrase7 I mean, those 
are just the snapshot things tha t strike you in the 
race ftS you look at it. 

But you oan't get an argument out o f me about not 
going to Congreee. 

Yea, you are handicapped. 

Yea. I mean, I can't argue against lt. 

I don't mean to - I am not arguing against you, 
I am just trying to get my ovn mind clearer. 

It thia .ae easier, I vouldn 1 t take all of your 
time to come here, but I can't take it alone. I 
have got nothing - I mean - did you see this, 
Sumner? 

I don't vent to interrupt your eoeeoh. 
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I closed the speech with a queetion mark. It 
was a query. 

It eeecs to me that your Priorities Comm1eeion 
or these men who are in oharge ot the production 
have got the job ot telling ue whether or not 
our industry can p roduce th1a additional material, 
euoerimposed upon present orders, and whet our 
own l•'ar Depar tment hne got to plaoe. 

Well, I understood, Jeeae, that t hat bridge had 
been crossed. 

• In the face or t h1s order? 

Yea. 

You can take care o t it, can you? 

Yea. 

We can do th1s? 

We can make 1.t • 

You can do 1t? Okay. 

You mean subject to the Prior1t1ee? 

Yea, air. 

I mean we can't do 1t 1n t he race or the oreeent 
progru. 

No, not until July l et, 19~2 . We can give as much 
to Sir - that is t he Priorities rule. 

You can do this in addition to the thing that you 
have got to do tor the war Department end the Navy 
Department? 

True is right. The Navy Department and War Department 

Not simultaneously . 

The war Department end the Navy Department have 
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paaeed on th1e with t he exception ot the eh1pe. 

And t hey have looked forward t or their own re­
qu1remente? 

Yea. 

123 

We paned on the ten d1v1eione. I wae unaware that 
we had paaeed on the new airplanes. 

You paeeed about hal t the new airplanes. Now you 
have got the res t ot t hem up. 

All right. Then the queetion ie, it i e going to 
require 6oo million - 100 mill i on t or plant capacity. 

Yea. 

Correct1 

Rtght. 

And that, lt ia contemplated, the RFC would provide. 
Correct? 

1\l.ght. 

Will the War Department and the Navy, when you are 
a ppropriating money tor plante, be in a position to 
turnhh eny part ot t hle 700 million dollars? 

lnox: No. It would be in the new bill , it you put it 1n. 

lnudoen: 

suaeon: 

Jonu: 

lnox: 

St111aon : 

Jonu: 

Not until you get a new bill. 

Haven't got H under our p resent appropriations. 

You haven't got 1t now? 

No. 

No. 

Okay. Then --

You underetand the anewer to that, J eeee, that we 
can put it in the next appropriation. 

• 
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I underetand. But we are talking about up to 
now. 

In the next request. 

Yea, request . 

I agr ee with Secretary St1meon t hat all ot thle hae 
got t~ go to CongreAe bef ore we can actually do it. 
I don t think we c.an ooeftibly give their - whatever 
hia nllllle ia --

Layton o r Purvis, whoever 18 here, Lothian. 

I don' t t hink ve can say t o t hem that we can do 
th.ia Job t or t hem. I don't thlnk we can do t~ 
until we go to Congress about 1t, but we have got 
a good deal or homework to do before we go up there. 
We have got to aee what we can do, what we have got 
t o aak tor. We may have to aek t or additional 
aut hori ty to do thls, t hat ie, borrowing autho r ity. 

And e.lao certificate au thori t y. 

Yes. Nov, assuming t hat we oroas that bridge to 
get the authority and the money to build the plants , 
then as to whether we have got the authority to buy 
all these planes or order all t hese planes, assuming 
t hat we have got tha t authori ty, ve certainly would 
have to have the money before ve could do it or the 
authori£a tion t o borrow the money, from Congress, 
80 ve have got t o go to Congree8, even though ve 
were going to bundle it up and eay, 1 0kay, we will 
do it.• We have got to go up there and get the 
borrowing authority. 

I would l ike to have some more figures t rom 
Hr. 1/hite, because t here have been ao man:r different 
ones dealt in that I don't remember t hem all. 

I will give you a copy ot t he memorandum that I 
gave to the President and t o Hull. Will you (White) 
give hi m exactly the eeme memo? 

We bave got some additional informat ion einoe t hen 
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and I will gtve him the lateat with all the 
qual11'icat1ons. 

And then I would like t o eit down with you 80 I 
can understand it. 

You can have anything we have got. 

Yes, I know that. I appreciate it, but I am juat 
aaying what I have got to do. I will have to sit 
down with Harry on that, and see what we csn do 
and wha t we have got to a ak authority to do. That 
la about the s tory, aa I see it. I don't th1nl< it 
la posaible t'or us t o do mo re than juat olov the 
ground and get ready t o do thte j ob. I u perfectly 
willing to help do it under the direction or the 
President. 

Would Mr. J ones furnish the two billion dollars, 
bed dee? 

How ia that? 

I was saying, !(r. Jones, that you wouldn't be Hable 
t'or the whole two billion seven; you would only be 
liable t'or the plant money and eutt'icient working 
capital to start the purohaaea, beoause the British 
will oay t'or the p1ecee in caeh. 

Yea. 

That 1s where I wanted to get t h11 straight. 

But ve have got to t'ind out where they are going 
t o get the cash and Harry has got that. I reali~e 
t ha t, and I also realize t hat ve oan atert manu-
1'aotur1ng it and 11' the order ia otmoelled t'or 
any untoward reeeon, we are through. We will just 
be atuaped - ve have got t he plant. I eeenoth1ng 
imooeaible or impractical about it, but it ie - it 
will take us a little time to digest tt. 

I{ ell, I don 1 t blame you. I have been living vi th 
thie thing nov tor a long time, and I can see enough 
daylight to reel that I vaa all right up to the time 
thAt this order comes along, because I believe the 
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liquid, wha t they haYe sot and what theae ot her 
oountriea haYe got, that wi t h that I wee pertectly 
aate, Md that the .Aaerioan IIIUiutaoturer woul d be 
paid up to thia point, but t rom here on I don't 
teel that way any longer. 

It would eeem entirely plain that the Armr and the 
NaYy, on preeent eetup, oould not buy the atutt and 
aell it to the Br1tieh. In the tiret plaoe, we Juat 
haYen't the aopropriatione t o oarry on auoh a prograa 
and ooul~'t get them, ot oourae, wi t hout Congreealonal 
aotion and a full statement t o Congrees ot what we 
needed t he money t or. 

Do you h&Ye to h&Ye the money to plaoe the order? 

You h&Ye @Pt to h&Ye a atatement ln your appropri­
ation --

Or a oontraot authorization. 

I t we haYe to buy th1a, wa oerta1nly oan 't eYen sign 
t he oontraot until we haYe the money in aight. 

We have no elaok at all, 

Well now, let me aek Jeaae Jonea th1a. I t baa been 
thrown into eYerybody 1 a lap today exoept mine. What 
would you oonaider a reaeonable time tor rou to 
abaorb th1e, how many dare, ao we can meet aga in? 
How manr dare would you l1ke to haYe without crowdinl(l 

I would l1.ke t o aeet Monday or Tueaday. Maybe 
Tueaday, 

tueedar a t three o'ol ockt 

Suite ae . 

Tueeday at three o ' olookt 

WhateYer time eu1ta t heae other gentl emen. 

I mean tor those t hat are here, and 1t JOU are 
going to be awar, can theae ot her peopl e ooaa? 

Yea, theee people can coae. 
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And rranlt, 1t you are ava7? 

Jim will be here. 

I expect to be back by Tuesday. 

Let's make 1t Tuesday, 

Tuesday at three o 'clock, and by that time Sir 
Frederick Phillips v1ll be here and ve will get 
the latest information, which ve will give you 
betore Tuesday. 

Okay. 

Nov, l et me ask you th1s: Do rou think, any ot 
you, t hAt ve ought to let t he President know thst 
ve hAd this ~>eet1ng and ve have th1s under con­
sideration, or not bother him? 

I vouldn 't bother h1m. 

WhA t do you think, Sumner? 

Why not let it go until a tter Tuesday's meeting. 

Okay. Now, Sumner, do you th1nlt 1t 11 all right, 
t or instance, to s1mpl)' tell Layton t hat ve have 
this under consideration? Are ve running any undo 
r 1ak that t hey ""'Y de sooeth1ng it tley think ve 
are stalling on th1e? 

I don't think eo. I don't ase an)' reason t or them 
to get that iM9reeeion aimply beoauae ve tell thea 
ve are taking it under adviaement and are meeting 
again next week. 

Hov would th1s be, it I tell them ve don' t want to 
anever it until I have a chance t o see Phillips? 

Thnt 1e a good point. 

We want to get the most recent information trcm 
Phill i ps. 

Answering who, Henry1 
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Lllyton. You see, Layton went all t hrough this. 
He got the approval aa to the plaotng of the orders . 
Aa I understand 1t, everything has been okayed aa 
to t he plao1ng of the orders with the exception of 
the ahipa. That 1a what I have been adviaed. I 
think I am right on it, am I not? They aay that 
these orders oan be plsoed without any time faotor 
except the ahipa. Ie that right? 

\/ell --

Ve haven't had - as fa r aa I know, Mr. Xnudaen may 
hsve --

Vall, Philip Young, I asked - well, you olea~d 
that part too, d idn' t you? 

The ten divisions, the t hing you spoke of vhen you 
opened that, vae wha t I cleared. 

How about under 2(-b), u. s. type ordnanoe, 50 and 
30 calibre? 

That has been cleared indefinitely. It is eubjeot 
to no time limit whatever. 

And tanka? 

I t h1nk that was included in the eame th1ng. 

I don't know whether these tanka were in the B 
orogram or whether they are a separate group of 
tanka. Phil , you p robably know better. 

Phil, am I right about t hla --

Small t anka. 

Yea, it ia the original order t or tanka, the order 
that 1a being negotiated nov. 

Are Itema B and 0 t.he ones that we oall on the A 
sheet ot Layton's order? 

B and o represent all the ordara placed 1n the 
negotiati on and tor which they have received clearance 
to negotiate outside or the B program. 
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But apeak1ng roughl,J ae ve did, the7 vere on the 
A aheet ae d1etinguiehed troa the B eheet vh1oh 
had the ten d1Y1e1onet 

Nov, Mr. Secretary, there haYe been 10 aany A 
eheate I am not eure ae to vh1oh one you h&Ye 1n 
aind. 
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It 11 hard to tell troa thie. You eee, it ie put 
up 1n a little d1tterent way, there probablJ wae 
eoae lett o•er vhioh vae cleared betore the A aheet 
ex11te4. I think t h'lt 1e all right . 

There ie a •err i~ortant t1ae eleaent 1n th1e thing 
on eoae oruoial iteae. 

Do rou a1nd vatting one minute until Colonel Knox 
and Phil Young tintah talki ng? 

O.neral Xarehall, would 7ou like to ea7 eomething 
trom the militArJ etandpo1ntt 

Say eomething sort ot pleaeant, General. 

No, air, I haven ' t anr comment to a8ke . It ie 
the t1nanc1al dilemma, ae I see 1t , rather thAn -
aoet ot theee mattere. I oan ' t tell vhat the tull 
ext ent 1e, but moat ot theee matter• h&Ye been 
worked out in detail and are in orooeee ot ne­
gotiation and eoae ha•e reached that degree ot 
negotiation where it ie al110at read.J to - U Juet 
neede oaah. It 1e a tinancial di~ rather than 
a ail1 tar,. Ve ha•e wol'ked out 1n relation to th11 
o rdnAnce - we b&Ye Juet tiniehed a tiret eetimate 
on aYa1lab111 t1ea and tnee and han gone back into 
another calculation 1n arranging that tor del1•er7 
to the Br1t1ah Commiaeion ae to juet vhat time 
eleaente are, vh1oh ie a Yital thing vith thea, 
11 related to our aituatlon. 

Then on t he air prograa, that ie a aatter tor Judge 
Patterson to go into more detail on than I can, and 
Mr. lnudaen, ae to the financial arrangement• 
whereby th17 go into the queetlon of 12,000 plane• 
there. 

Could I aek the General a quuUon tor 81 ovn 
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tn:ormot1on7 I reall~e what I nm a•ktn~ you goes 
necessar ily into crystal gnzlnb , but t he beet th~t 
you oou.ld gtve me . Sunooolng t he Ae orders nre 
placed on s ome basis thnt we onn work out , and let's 
suonose t ha t E:n~lAnd goes under . 1/ould you !lave a 
usc for th \ a addlttonsl material whtoh is placed 
he re due to these £nglteh orOero? I mean, wou l d 
they be V<! ry useful to yo•J or not? Ho" useful 
would they be if Englll.lld v·ent under, go t Ucked, 
and we were l eft a lone in t h i s ~~rld? 

I would consi der them useful t o us bec~use they 
corry us beyond t he ttto m1ll1on m~tn oo l nt in 
oroduct lon o f critical ma t e rial . I don 't know whAt 
no1nt they would ~~rry us . Somewhere t o eroa~d 
about thr ep millton men, I t hink, so~th!ng we 
"ould ?robably !t!t.ve t? do "nyW'ly. 

If l t lq agr eeable t o Colon•l q tt~son , could I as~ 
thnt !>en£ rnl t~nrahall betwe-.n now and Tueed•y be 
so~t o r making a etudy alons t he linea thAt £nglnnd 
goe• unde r? The• e orde r s a re ol~ced . Ho>< u•etul 
woul<\ 1 t be t o t he llni ted St~ teB Army t o hAve t his 
•d<\l t t onal cnpacity created? 

Certainly. I w0uld ba very glnd to do lt. 

••oulO t hA t be agre~ablP t o you? Coul d hP. make 
thAt study and g ivp ~uch n r eoort next Tuesday? 

Certa i nly. 

··lll you tell him t ha t ? 

~ es . .faA t I am 8 penk ing or, uoing t oe words 1n 
s uch d ifferent mean i ngs, t he OA i n ouPst lon that 
11e h~v e consider ed lfAS whether we could consent 
to the br i t1Ah comi ng tn to our .,,.rket and ordertng 
t hln~e t hAt would delay us, and thAt, of course, 
a~ 1n the case or the ordnance , tor ins t ance, 
has wholly depended on whe the r t hey tried t o r 1x 
a tlme for t he del1very, wht ch woul d interfe re 
wi th us . Wlte re no t1 1ne wna fixed , as \n \teme 
2(b) a nt\ (c), 1t mo de no difference wi t h u• and 
there was t he improvement in the f ac ll1ties which 
they constructed , "h1ch WO)Uld be dlotinct l y uaeful 
to us . 
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Well, what I would like to get, it you would 
ooneent, 11 it General Harahall next Tueed&y 
could aay how ueetul would th1e additional plane 
capacity, these additional orders, be it we should 
rind ourselYes in that unfortunate position or 
racing the world alone. I should think it would 
be usetul to Mr. Jones in making up hie mind. 

I w111 cb that, e1r. I think the ordnance 
materiel goes a little o•er the t hree million 
man point, which we woul d han to do in that 
eventual! ty. 

Haven't we already passed the 4 aillion man? 

You mean over the 2 or t he 3 million? 

The three. You see, we haTe the critical material 
tor two million already orovided t or. It is short 
or tour million and aometh.ing over three million. 

·~here 1e one time taotor in here that I think we 
ahould all bear in m.ind. I don't know how long 
it ia going to take to work out all this thing 
and debate the whole program out. There are certain 
iteme, certain crucial items, order• must be 
placed immediately on them it we are going to 
meet the commitment we haTe made to Layton, because 
this ie a time element. Thie ia a coamitment, but 
t here are certai n qual iticatione to it. There are 
certain thinge like 105 aillimeter guna and 37 
millimeter gune that we are going t o have the orders 
immediately placed to etart the plant capacities, 
new plante. 

That 1e true. 

Can you separate itf 

I should t hink it 1e poes1ble to eeparate those. 
I euppose a atatt etudy should be made whereby we 
would know in a t a irly short time wha t those iteme 
were. 

Could you know by Tueeday? 
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General, could ve do it b7 Tuead&J t 

Yea. 

The ordera ought to go down tor tboae r1gbt ave1• 
Otberv1ee, 1t att~ota the entire progra11. 

\fa might have eoae tb1nga on vb1cb ve could JZ'OOaed 
it the order ien't too big. 

And b&ndle these troa t he plant capaci t:r aepe ct. 
We can get t hat , I think. 

Vbat I vould like t o aak, becauae th1a baa never 
cc .. t o •• tor colllllli taent aa t o t1ae that I have 
any recollection ot, that ie that 1tea l (a ) ae to 
12,000 a1rcratt b7 June, 19~2 . 

You never proaieed t hea by Ju.ne, 19~2. 

That accorda vith ay recollection. 

Tboae are t he plane• the Preeident mentioned 1n h1e 
aoeton apeeoh, aren't they? It vaa alvaya lett at 
large ae to del1ver1ea. 

You &lwaye lett it at large aa to del1veriee vith 
the understanding va v1ll put them on the tail 
end ot our 1 ~1 program wherever ve bad a bole like 
1n Lockheed and Ourt1a. We v1ll put the planu in 
there. We have made no oo .. itaente to make theee 
planee b7 1 ~2. We can 't do. 1t, anyway. 

Nov v1th that explanation I oan underatand vbat 
hal been ae1d betore •• to that haYing been cleared. 
When I vaa apeak1ng ot clearance, I aeant clearance 
aa to date. That 1e vhat I b&Ye been coneulted on. 

But 1n JOUr letters to Sir Val ter Layton you 
apeoitied the datea t or the ordnance, didn't 1out 

For the ordnance, :rea, tor 2(a) ot the ordnance 
and that only, not 2(b) and (o). 

Do I understand there are three thouaand ot the 
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planes that haTe alrendy been orderedt 

Yea. The ordere vera placed tor three tbou 1and, 

or the tveln? 
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Ot the tvelTe. And I talked to h1a here tha other 
de.y about it, and they were a 11 ttle bea1tant about 
placing orders. I impreeeed him with the tact that 
be would haTe to •Peed up and get the order• out 
there. I imagine that the tinanoee baTe eomething 
to do with that. 

One other thing, vbi~e ve are here. I am Just 
here as - aeking a question. I eav on the ticker 
a statement out or London todar that they plaoed 
an order tor 65 lhipe. Where do ve stand, Frnnk, 
on tboee ahipe. 

The whole thing ie up in the air. There bee been 
nothing done permanently. They baTe made a aurTey 
ot were they oould baYe aome eb1pe made in rarde 
that are not nov being ueed tor ehip oonatruotion. 
It means an in•aaion ot the whole ehip building 
labor t1.eld, more especially 1t mean a an inTeeion 
ot the euperYi801!7 people t or ehip bu1ld10g yarde 
and there 1e about 150 ehipa lying idle in our 
porta , doing nobody any good. 

Vhet are they doing about Ut 

Not a thing. Wait e minute, I will take that back. 
A bill baa been drafted and ~ t ie about to be intro­
duced which would g1Ye the Prelident dieoret1on to 
take tboae ehipa and &1•• thaae people a receipt 
tor them or eomething or that aort and uea thea 
t or vbateYer purpoae be deeirea. 

You haTen't got that authority novt 

Ra•en' t got it nov, but it baa been 10troduced. 

Foreign ahipe? 

Foreign abipa, a lot or Danhb abipl, a lot or 
good onee. And there are a lot or French ehipe and 
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Norwegian ehipe and a vbole f lock of them. There 
are some other little Scandi navian oountries vho 
have ships here. And then the Germane hen got a 
whole flock ot shipe dcvn in Bouth America, more 
than a hundred, and I think v1th our relationshipe 
down there we might find eome var ot getting t hem 
back in service. It i e pertectlr idle to talk 
about building nev shipa when ther won't get a 
eh.lp tor 11! months. The crieia will be over before 
ther get the ehipe. Nov, there are at least ~ ot 
theae old shipe from t he laet var lring tied up at 
our wharves . Ther aren't much good, but ther are 
Juet ea good ae these ehipe ther propose t~build. 

Good enough to sink, are thert 

lnox: Good enough to s ink and ther go Juet. ae teat. They 
are p roposing to build a ten knot shi p and any 
submarine can overtake it. 

VhHe: 

Knox: 

H.l<.Jr: 

lnudaen: 

H.K.Jr: 

lnox: 

lnudaen: 

H.M.Jr: 

Mr. Seoretarr, I am certain that rou know that the 
Danes nov ear ther will be glad to eell them to 
thie government. 

Sure , and I know the Britieh have got t o agree to 
l et ua do it, because ther claim ther are going to 
take it as soon as ther go outeide or the harbor. 
That ia their present eituation. 

lieU, have rou (~udeen) got anr attertboughte' 

No. 

Prank' 

liell, I think thie ehip bueineas bee to be taken 
out o f the eretem. I don't think there ie anr 
exouee tor putt1.ng $87,000,000 worth or nev ships 
in there. The7 won't get them until t he t hing ia 
all onr. 

Thar never asked anrbod7 whether ther could place 
them or not. 

Janet 

Regraded Uclassified



Jonea: 

H.!!. Jr: 

Stlmeon: 

H. M.Jr: 

Welles: 

fell: 

KnOJ<: 

H.Y..Jr: 

~nox: 

- 39 -

Nothing mo r e now. 

!18rry? 

Nothing. 

Sumner? 

Nothing. 

Mr. Secretary, I wonder it Admi ral Land shoul dn 't 
be here Tuesday, because he tol d me Sunday evening 
t hA t he had had several diecuaeions with the 
Presi dent about t hese ahipa, and thAt they were 
repairing t hose ships laid up in t he York River 
and putting them i nto commiaeion Just ae t eet as 
they could, and he ie alao diaouaai ng the question 
ot buying some ot t hese foreign ahipe. 

I think that ia a good idea. 

The reason I weighed having him or not, I vas trying 
to keep the meeting ae small as poeaible because what 
we a re t a lking about ia dynamite and I am going to 
look to Frank Knox t o t ake oare o t the ship thing. 

Well , I am in touch with Land a nd I have had several 
eeaeione with him and I know Juet whet he ia doing. 

It anything got out , it would be Just dynamite. I 
t hink you are perfectly right, but I am go i ng to 
look t o Frank Knox to do the ahip thing. 

lnox: I will hsve Jim talk vi th Land. I n the meanUme, 
he can bring a.ll the dooe. 

Yorrestal: 

tnox: 

rorreetal: 

H. M.Jr: 

I tslked w1 th him this 1110 rning. 

Did you? 

Yea . 

General ~1arehall, did Sir Wal t er Layton ahow you 
the graphe on the munition production in England? 
Have you seen those? 

I don't think I have. 

Regraded Uclassified



g,Y..Jr : 

sumeon: 

H.Y..Jr: 

~.areball: 

Pettereon: 

H.I!.Jr: 

Mareb.oll: 

SUa eon: 

H.l!.Jr: 

Palmer: 

H.l!.Jr: 

Palcer : 

H.K,Jr : 

H.M.Jr: 

- Ito -

Well, I think he eaid he ebowed t hea to you 
(Stimeon), didn't bet 

No. 

1.36 

Well, I think if between now and Tueeday you migbt 
like to eee them - beoauee thie giTee their Tery 
confidential tiguree on their weekly production, 
broken down by item a, and it might help you. 

HaTe you got them o•er there, Judge Pattereont 

I haTen't eeen t hem, no. 

He to ld lie - I underetood he had ebown t hee to 
Mr. Stimeon and Hr. l:nox. 

Maybe General lfeeeon hae 1t. I would be Terr gl ad 
t o get 1t. 

I don't think I haTe eeen them. I haTe no reoolleotion 
or 1t. 

He brought them in here Saturday. They are not Tery 
ueetul to me, but in oonneotion with thie etudy, 
I ehould think they would be Tery ueerul, 

I baTe eeen them. 

You haTe eeen themt 

Yu. 

Mr. Secreta ry, we went oTer t hem Juet Yery briefly 
at t he end of a meeting eosething like thie. 

Well, Oeneru Marehall, when you are througll, would 
you let Mr. ICnudeen haYe tbaat 

Yea, 11r. 

Well, Mr. St1meon, g1YI thell 
He neede them tor h1e etudy. 
to me. 

All right, thank you all. 

to Gene~l Marehall. 
They are not llUOb uee 
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E: 
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&: 
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E: 
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II: 

H.lt.Jr: 

£: 

B.M.Jr: 

Hello. 

Chair.an Eoclea. 

Hello. 

Hello, Hen17. 

Xea, Marriner. 

How are J OU? 

I ' • al1Ye. 

Dao .. bar 3, 1940 
~:40 p ••• 

D1d JOU get a good raat? 

Xaah, and torgot 1t alraadJ. 

Xaah, vall, 70u don't haYa to be hare long to 
t orgat 1t. 

No, 
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What I oalled JOU about, ••'•• been verkin& a 
little on thia - the aattera involYed in thia 
tinanoing toaorrov and va had a aeeting 
Je&tarda1 and aada up a aa.orandua, and I tbought 
it aight help to aend it oYer th1a atternoon 
and let the bo7a look OYer it in ant1o1pation 
ot our aeating toaorrov. !hare ia alvaJ• ao 
darn auob t o diecuu at a aaaunc. It th81 
had a ohanoe to go our thit bet ora I think it 
a1pt NYI a li ttla tiaa. 

!hat would be tine. Would JOU aaa4 it to Bell' 

Xaah - JOu want ae t o een4 it d1reotl7 to Bell. 

It J Ou would. 

Well, I'll be glad to do it. o. I. I Juat 
wanted to tell JOU an4 ••• it it vaa all right. 

Well, I 14 be 4elighte4 it rou'4 aan4 it to 
Dan. 
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Xeab. Well, all rigbt t hen. 

Ae I ' •• got an open alnd - 1n tact I ba•en't 
been able to think about it. 

Well , it'• a little d1tterent t7Pe ot problea 
than ve'•e bad betore. !be probleae inYolved 
in the paet baYe been quite d1tterent than the 
onee in•olYed nov and ot oouree 1t'e etarting 
on a new t ort ot a prograa and I think there 
are thing• we ought t o oone1der. 

I agree with JOU and I don't expect to eettle 
anJtbing t o•or rov. 

llo. Well , I knew tba t and tble •..orandua ie 
onlJ prel1a1n&r7. !ble ien't &OJ out-and-dried 
poeit1on, 1t'e •erelr t he benetit ot our d1ecueeion 
and the aatter that we t ook into account , and we 
thought that we would give J Our crowd the benetit 
ot our oone1deration. 

Well, I appreciate it Yert auob and it r ou'll 
tend it oYer to Bell and he ' ll get it and then 
he'll read it and be can teed 1t t o ••· 

Xeah. 0. E. then. 

And I ' • looking t orvard to eeeing JOU toaorrow , 
but I want to let J OU know that I ooneider 
to•orrov li prellalnart trial run, JOU eee, and 
I didn't expect t o decide anJth1ng to•orrov. 

Xee, well , I euppoee 1t f ou're going to do 
anJthing on the 15th JOU 11 ban to announce 
it v1tb1n about a week, but ot oouree a week 
ie plentJ ot tlae. 

!bat ' • right. 

Xou ' ll poeeiblJ aeet again bet ore JOU aake a 
t1nal deoillon. 

Well, I thought we woul d t b1e tlae beoauee I 
think it'• aore d1tt1oult - we'd •eet toaorrov, 
exchange 1deae, go boae and then •eet again. 
Bee. 
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Yea. 

What do you think ot that? 

Well, I t hlnk that'• all right beoauee t here 
are a lot ot ooneideratione and at Juet one 
aeeting ot an hour, it'• pretty dittiOUlt to 
b&Ye to ooae to deoieione, I know 1t 1e tor ae. 

I t 11 t or ae. 

So I thought ••••.• 

Well , don' t r eel that you're under any preeeure 
toaorrow. We'll talk 1t oYer treely, I oan go 
hoae and th1nk 1t oYer and you oan and then we 
oan b&Ye another aeet1ng. 

Well, that will be t ine t hen. 

!bank you t or oalllng. 

All right . 

Good-bye. 

Regraded Uclassified



TREASURY DEPARTMENT 

INTER OFI"'CE COiolloiUNICATION 

S•cretor y l·!or genthau 

or. Jt~cob Viner 
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DATa December 3, 194o. 

.:ooPoh P. Cot t on, Jr . memorandum ot: J unP 26, 194o . 

Annendix E o f t his memora ndum plone beprs on the probl em 
of vPrlM tret>tment of Amer i can creditor c ln ime 11nd of Americl!l\ 

MPtn 1n \,Yl'r:tPny. It is ver y gener al in its ter es Pnd not n t 
·~ ·~e~unte ror oresent purposes. Wht> t is needed is : 

(•) An inventory o r outst nnd1ng AmerloPn o r i vPte clnl ms 
n~•inst GerQP~ publ i c t>~d orivAte debt or s ; 

(l>) A record of i;he trent ment, statu tory nnd Pdc1nistrR­
t1ve , by the Ger mt>n Govornnent of AmPricPn creditor s 
cl•ims pnd an t>tteiD9t to es t imA t e , YAIIr by yePr, t he 
ocount or re~>lh.ed loss where Am•rioM~ hAve succeeded 
i n o ~ t Pin1ng ,. 11qu1dnt1on or such clAims; 

(e ) !he ore s ent s t a tus >1 th rAsooot t o cont rol ~tnd trPns­
ter~oil1ty of income or orinoiole of Amer1cnn enter­
orlRe o 1n Germany. 

,; 11Ft of Am11rioAn o>rned a ssets in Qormnn y shou l d be eomo1led 
•nd • ~ Amt>ri o~n otmere should be in vi t ed t o give " de t a iled 
"CC unt o~ crelr exoer1ence. The St o t e D~lll'rtoent oreeua~bly 
l~celvto "nc t i l ee coaoleints rece ived by Ao~r1cnns of t heir 
:~• t .lt by Gtor tilnny . It 1s not evltent !'roc •:r. Cotton ' • 
·:·--"r"n~um t lult he ob t ained from t he Stnte DcpArt oent the 1ntor::m­
• P, .• • ve or th" t he even c onsulted t hem. 

: 1ould su~gest pl so t hAt R s 1m11Pr eurvey be code for 
•·'c•n clPi:JP 'ith r esoeet to ItPly l'nd t '1e eountri ef 1nv•ded 

"· r•·ny. I l>OUld suc;cest oleo thrt tl:e GtnPrpl Cou nsel 's 
01 .'1ee o. tl:e ':'re~>~•ury b e psked t o nl'eorre " mer:or nnduc on the 

1•:or;r • n~ '>resent etnt u s in lnw t>nd eouity of ott' setting of 
ouol1c "nd ori vnte olnl ms against debi te . 
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secrehr7 Morgen~hau 

or. Jacob nner 

Deceaber J, l~. 

Joseph P. Cotton, Jr. aeaorandua ot June 26, 1940. 

Appndl.J: 1: ot t h11 aeaorandua alou beare on the problea 
ot ~raan treatMnt ot Aaerican creditor claiae and ot Aaericu 
111eta i n Oeraan7. I~ ie YerJ general in ita terae and not a t 
all adequate t or p resent purpoeee. Wbat 11 needed 18: 

(a) An inT1ntor7 ot outstanding Aaer1can priYate clai.a1 
agalnet Oeraan public and priYate debtore; 

(b) A record ot the treataent, etatutor y and adainiatra­
tiYe, by t he Oeraan OoYernaent ot Aaer ican creditor• 
olaia• and an atteapt to e otiaAte, year by year, the 
aaount ot r ealized loee whe r e Aaerioane haYe succeeded 
in ob t aining a liquidation ot euch c laiae; 

(c) The present statue with respect to control and trane­
rerabilit7 ot 1ncoae or principl e ot Aaerioan enter­
prieee in Oeraany. 

A llat or Aaer ioan ovned aSieU ln Oeraan7 ohoul d be coaplled 
8JI4 t he Aller loan ovnerw ehould be in•l ted t o gl Tl a detalled 
account or t heir experience. 'fhe Stllte Departaent preeuaabl7 
rsceh'n and til ee ooapl alnte reoeiYed b7 AJ.aerioane or t holr 
trsatMnt b7 Oeraany . It 11 not eYldent t roa Mr. Cotton • • 
M80randua t hat he obtained troa t he St ate DepartMnt the lntoraa­
theJ han or t hat he eYeD conoulted tlwa. 

I would euggut &leo that a eiallar lurYIY be aade tor 
Aaer lcac olalae with r espect t o Ital7 end the oountrlee inYaded 
b7 ~raac7. I wonld suggest al l o that the General Counsel'• 
otn oe or the r reaeur7 be aebd to prepare a aeaorandua on the 
h1ator:r and present etatue in law and equ1t7 or otteettlng ot 
publlo end pr1Yate olalae agalnet debUI. 

Jl:Jba l2/J/4o 
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H•onora.~tiwn by >:r . E. L. u ll-PHch. 

Ci!IIU:SE Sl'AB! LISA'riOJ" FUIIDS 

.. J.o, 'll' l t ?und wne aot up in April l 93tJ f'.JH\ wo• for blO , OOO ,OOJ , 
' 1 ¢:1ntriouted by the Hon,gk:ong and Chartt~l'ttd Bo.n!n (unt\.ttr 'i'rcesury 

.... ~tt'• r nd hAlf by the Chinese benke. 'n10 opera U onc of t he Fund 
:-r .:n.,..Juottd. by a Comnittca o! l-lano. e:.ten t t>rfla\ded over by !·!:' . Jto..;ert\ 

....... , noo\nato4 by t he Chittese Gove r n::ent Pnd. £.np:-ovecl by the 
... 

• 11 ?.mi i-..."la tvlce or three tir'ea Elettr. l ~•t f':xh u , ted. =-•e 
T.ll ">n •be !'.I.Dci ~as during the ! lnnl ~t t ·lc ~n t !-.c 'F!'cc.eb !':-ont 

r t (' ~ .c rlln, et!'a&ts rBll so lo¥ th:n tte i'uud c.e or !'l.ly b.eu to 
~ > ~ t\ona . The ~echnic~l dlf~le~lt!~t o! thta erio~ ~ere 

r:t· t' ., c. t: the violent !l.1ctu.:t!.e.ca o~ the !reo arrk«t r{lt<: 1r: 
y.,~. 

·•' tr.lo t !,.c ("bout ~(q , l 34o) the o«tlo.; u" of a o~cood Fwta. 
r, !\r· ~ co na1d~red. It was ~ede cleAr to the Chlntce t hat His 

.r • rt ' • Oovern=cnt could make no contributlo~ but thrt no oOs t rcle 

... oald 11 "\l r cftd i n the W:J..V of t he J>r 1t1.ah bf'nl~o it they vlahed t o eon .. 
d'>·.·~r . 'hP )t'Onoor.l firet m:tde WC\6 thr• t. the Dr1t.1eh bnni:s ~hOl'.ld 

..-~ . .~tr~()ute );.1, 000 ,000 and the Chinese '&r!-.n•~ll l;2 . C10 ,0CY t o the ne"" !\ma. . 
:'•.f tt ·

1 
rc tlon v.u then :ua.de thAt the 'E\ln!l ah•>uld be 'Oartly in stel"lillb 

-: -:"'"' .. tlv in U. S. d.ollorG l .n order ::tOtf' ec•t\y to operttc in tr.c 
.... tt ·onditlon• thoo nreve-111~. 'l'ht Ch,,rtr~od Bnnl': (whoce !;.l)~_re 

'f) ·c .. ;.Lt:'·l), 'X>O) eve~tuclly deel1r.Cld to 1tu'UC1pl\te on tlle ;!TOund 
"\,; t :~ .... ~.,,.r~t1'n vow not one which co'U1 "'~ro"letl,v bf' und.Prt~n by 

C"* ,.~~~r 1 br nit, P..ni ~heir :;.hare wa1 t Jcrn l'l by the .c.o~ o! Chin:J 
lc 1•1on t ) t heir ova oa: tici~tlon. l'ir \ dn,e t r o2 cr~ry ( I bi\v(! 
"!~ '"',;,·~"'nt.e \o1.th ::.t" t o check the !i..,..r.fll) thf' f1r.rl C!)n~r!b-.ltior.5 
v :'f ~ ··ollove: 

~}.lr.tre l!l'.nl<o ( 1 nel uding 
1.'- .or.o ! rot> Be.nk of China 
in dof'n•.llt o~ contribution 
u;· Chartered Bonk) 

u.s .... 

bOO ,OCO 

,.~ 
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}. nov egoe•nt ( Jw.e t) W&l 4r..,.. Up to C""lr tho oporaUono 
o! t he oocond 71md ond thh Au••••nt wno apprond b;r t b.o ~eo.our;r. 
!be o.&in proThlono were tb.ot tb.o ColllDitteo of Manace•nt of tb.o oocond 
lUnd would act in the cloo&ot b.ormOilJ' with tho flrot lund (in f act 
ito ae•iboro wero all aembero of tho Co•Utee of ~aeat of tho 
(irot J'wld), and that llr, Rogero would b.aTt t he .,., povoro ia tb.e 
Co,...HUt of the oeoond ao of tb.o t1ret l'und (dioclollllre to the 
Treaourr of operatioao, etc.). 'rho aueneat pro Tided tb.ot after 
tbo exbauotion of tho foraiga currenb;r a ootto of the tirot JUDd, tho 
1eeond lund ehould becin to operate. AllT oolte of Chinteo doll&ro 
thoro&! tor were to be 50/50 for Joint acnount of the tvo JUndo. If 
tht 1tcoQ4 JUD4 reconatituted ita fore1cn currtDC7 ataett, aalea of 
Chin• •• doll&ro were thereafter t o be tor the account of the firet 
lUnd. 

In tact, vb.llo the aogotiatioao for t he conetituti on of tha 
1econ4 J'wld were proceedi.nc, the tide turaed and the flrot lund 
rectind onr io2 alllioa of ito oterliD& aueto. !h.a ••~nd lund 
therefore hao aOTor actlULll;r beea in operation. If the United Stat eo 
thoulcl, hoVOTtr, decide to' aalal &llJ' contribution towarclo the otabil1-
••tion of the Chiaeoe curranc;r, their contri bution would haTe to be 
eo-ordlnatocl with the tva e:rlotiD& l'undo. 

(Inl tlallod) E.L.H.P. 
9th Auguot 194o. 
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(F"""'ed 1>1 }!r. Pluont ot tho llrlUob •ba.oq to Kr. Cocbru b tho 
~reaiU%'7 at 4 p.a . , Doc•ber 3, 19llo.) 

felegram ~rom tbe Jorolgn ~tloo to tho 
!rl t l sh Eobaoo7 ln Waohlntton, dated 

2lot lo? .. ber l94o. 
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In a recent oerieo ot ttlocruo ropeoted to 70U Sir 4rchlb&l4 
Clark Ierr hAl tranaltt ed u tppul b7 ChiOJIC Kai-obelc tor olooer 
'"'l o-Chlneoo-Aaoric&n co-operation and holp ln hlo countT7' • reol otanoo 

to J3paneu li&Ueotlon. In " prol111inar;r r epl;r he heo botn told thet 
hh r enueot lo boin& OTWJ>&thet1call7 conoi4ored. and thet ,. Are rl&d;r 

to 41acuu vlth h1a And vlth United Stat u Ocnrz:aent tho >~bola probl .. 
or our cutu.al lDte.reata. 

2. "ie undorotand a o1a1lar appeal hat nov been &44roued to the United 

Statea Allb&u&dor in China. llhon United Stotu Ocnrnaent heo h&4 Uao 

to ooosl4er tho prOpoulo 11Ado b7 Chiang Xai -obek, ve oh&ll v1oh to 
dhc~>n tbu with them. ParUC\llara of our provlaional reactions ~~oro 

e• follova . 

3. Ye • ollllll that ve cannot expect that United stat eo vlll take a 
detloite coalt•ent at t hlo otqo &n4 that a ~ull-blovn &lliADco io 

r\lled ®t. .An .&n&lo-Chinuo Alliance would not sane t ho oaao purpooo 
ond li s eff ect on Japan vo\lld be out of proportion to lto utility. It 

- be :pouibh to malca 10101 declaration on tho linoo ouuootod b7 
Chl&J~~: K&l-ohok tither b7 parAllel or Joint action, but ao tho declaration 

J>TOi>'>Sod, OXC,.IDt in r~ard. tO ~viii& UtiiOit help to China, CO?&ro &J"OuM 

alred,y covered 'b7 noriouo ot ateaenh ado 'b7 United statu Oc?ornoent 

and Ollraelvoo, wo thick it better to work out in the !ir ot place oucb 

concrete help to Chilla ao •AT be !eoliblo . 

~- So fAr ao vo ~~oro conoornod v e have to oonoider tbo matter io tho 

light of our ovn WAr effort and riolc of prnocaUn& o! Jopau unnocuoar1l7 

or pr 011aturtl7 into var. Wo tbiDk that our help obollld bo u extona1vo 
u 1007 he eo~~paUblt vith tbooo two conoihraUona, ..t>ich however ..X• · 

lt nocoaaAT7 to proceed carotull7 and 'b7 etqu. 

5. LoAno ao lar«o aa thooo aonUoned b7 Chl&n& K&i-ahek are out ot t ho 

oueat ion . Tbt TroaiUT7'• vtov io that oinoo China ia long of oterlinc 

at neaent , to «iva her aoro 1torling UDoondi t1onall7 vo\lld rooult 111 
bereaaed oaloo of sterling on Sbengt>oi aarkot and " toll 1D oterltng/Onitod 

St atu dollar rah t horo , which vo\lld rooult in 1ncraoaed ovao1on o~ OV 

eontrol in ce.ee of Sbench*' to U:a detrt..eat of our ueb'"l• J)Odtlon . 

rua YOuld al10 react On Chintot dOllar • 

6. rhe 1'r oatUT7 therefore oonteaplaha aakin& in acroeaont vith tho 
Chinese Gover nment, arr&n&oatnto under vbich ot erling hold b7 Chinoao reol4oato 

V1ll 'be avaU,.blt on17 for axpendUuro 111 ottrling arao . If t bh cau be 
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(E.• !Ide<! 117 ~:r. Pin• ent of t!tc l!rithh n.baa17 to 11r . Cochran ID the 
:n•IW'7 at b P ·•·, Dec•ber ), 191io,) 

Telograa froe tho Yoreign Office to tho 
!ritiah Eobaaay in Vaohi~on, dAted 

2lat Hoveaber 194o. 
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dono , t1oanoilll aaohtance could be ginn to China without woakoniD& our 
exehon4• poaition. SubJect t o thia condition, tho idea wo hoYo in aind 
h to oako a further adY&nce to otabllhe the fuad, not exceo41D& 
05,000.000 and to agree to «>port credito for Chinoaa roquirementa i n 
oterlla& a r ea vi thin a aaxiiiiUIII ( aeeord1~~& to tho extent to which thq can 
be a ot) o! 105,000,000. 

7. It bed boon aucseated by Chineao .bbaaaador that f . v. Sooa& ahoul.d 
Ylalt LoDdoD t o diacuaa the eoneequencea of curreDC7 etabllls&tlon &~­

otf1c1&117 and alto (aa Chairman o! the Chinoaa Nati onal Reaourcea 
Co81loalon) tho neoda of China for eoweodltiaa aYallablo in otorli!l& 
area. Yo are now inforaed b7 Chiueao .Alobauador t hat Chlneao Oonrmumt 
whh '· V. Sooa& to r-lu in United St atoa for tho coaent. l!ut a Tl.ait 
b7 r. V. Sooa& would, we th1uk, be TOrT nluablo and. wo propoae diacunion 
of thh point further with Chineae if Sir 4. Clull: lCarr coneura. 

S. I! financial aaahtance h granted t o China, ve m~ be prepared to 
eon aider aendin& an economic mission or ~pointment of ind1Yi4ual technical 
expert a but do not think thh ahoul.4 preoode oonoroh hel p. 

9. lie art ['t •not• oaitted:/ lilcelJ" to be able to turniah eD7 Chineoo 
reqnireaonta in IU'IIWIIanh but we ue exaaini!IC thia point, and we do not 
cona14er it doairablo to doopateh a full •ilitary alation at thia t~o. 
Vo are howaYer, preJH!.l'iiiC plana for one in tho OYout of boatUiUoa and 
oro propoalcc aa an U..ediate atop to r eplace our p roaont military attache 
b Cblna b7 a aoro oenior o~ticer and to expand hi a atatf. 

10, YUh a new to detailed dheueoion with United Stotoa Oonruant aa 
aoon •• thq aro roa4T, JOil ahould infora State Dopartaut of our general 
nova aa outlined abo... . llolliniona uo bti!IC eonaulted and untU their 
nova ora known tho aboYO r oproaonh onlJ" our tontaUYO opWon and you 
ahoul.d aalto tbh clOaJ'. l'lnaneial JAn oar ahould. take an opportnnity to 
n plab tho poaitlon to the Socretary ot tho 'l'rt&IU1'7 ao reprda financial 
•••latanco and partloulaJ'ly the condition which wo attach • 

• 
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COJrl!np!W. 

!DfA!lYI LISIOIS liULLftU 
Jo. 73 

G-2/2&5'1-236 

KILlUKr tftJLLlOJIOI DinstOJ 
11.\a -Aimmlf 

Wuh\Detou, Deo .. ber 3, 1940. 

!he 1Dforoat1on conta\ne4 in tb\1 l8r1ee of bulletine 
will be reetrictecl. to H•• frot.l off .oilal oourcee vh1ch 
ere rueonebl:r eonf1rucl., '1'be lleoou neceneril;r ere t.,... 
tat1YI encl. 1n CO llnll •ture lt~\ol, 

!hio document 1e bein& C1Yon en ~royecl. 41ttr1but1on, 
end no e4cl.1t1onel copieo are eya\l&ble in tho IIU1tar;r lD­
tellicence D1Y1oion. ~or proYitioa• COYarDiCC ito repro-
4woUon, ••• Letter !.60 350,05 (~19-~) "-B-oN. 

'illl OWWI 21Q..!O!, liOVITZR t!W5. 18' 
MD JTS PRI!Q !!PYA 

. 

fbit bulletin 1o beoe4 u.poA the re'rorto of tw .Aurioen 
ott1o11al oboenort vho inepeote4 tho 2l~u. !wwit\er teparat el;r 
on t r ipe t o tbt Oenaen lielcl. .Artillery Solool •t Juterbo& ollu'inc 
Sept .. ber encl. October, 1940. 

1. '1111 BOVI!I:a • . . . 
• • ChertQttrlatlot ~ 
b. Partgm·'• 

2, '1111 PRllll MOYII 

a. llbem!V'''t.M 
b. hrfp=•o• 
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C0111I lll:!ft' I .U. 

a. Character1at1ga 

DealgJ>Atloo 
Caliber 
Length 
Weight: Tube 

Carr lege 
Total 

Weight of proJoct!lo 
\Ieight of ncroal powder 

cbarg<> 
3al>ge 
Angle of elevation 
~le of travorae 
Rate of fire: lfon>al 

l or abort burt t 
lumber ;>f craw 

Hodel 18 
210 .... 
25 to 30 co.libore 
ll toot 
12 tou 
23 tono 
120 kilocrut 

13 lcllogruo 
16, ?00 110tero 
(10 t o + no 
3EO• 
1 rJund. per ainute 
2 roUA4o per a!nuto 
ll .. , 

Under the carriage of the hovlhor, when It 1a In tllAI 
!Iring pot!t!oo, there Is a largo pleto or bate--an !roo dlac nino 
feet In d!aceter--held firmly In placo by three 30-foot eteel rode 
v! th turn~cklee, The flrot rod extooda In the direction of tho 
line of fire, tho other two t o tho aidoa. Inch rod leado to a 1 doad 
man" anchored by means of aix dteol atakee , &nd tho turnbuckles are 
oot up until the strain Is d!v!dad e~ually ruooog tho anchor&, 

The plate roata on tbe ground. and the howitzer moYee 
oo a pivot reetio~ upon It, About olx lochot !oo!de tho ria of tho 
plate there 1e a three-Inch track ring upon wich run tvo vh .. lt. 
Thoto vheole, three iochoe wide and t lx lochot In dlaaotor, probably 
rollove tho control pivot of oomo of tho ttra!o. jpparootl7 tho 
hoVit1er It nicely holancod, tor four DID can movo it In asimut h. 

The recoil =echaolu cootlttt of tvo porte. Tho 
hoVit1er 1a on an auxiliary tl!de, aA4 tho auxiliary ol!do 1e oo 
the utual type of elide. Thio double •chaoitll poralto a eooold­
trablo roduct!oo In wel&ht and t buo attltt t In aalclog tho hovltsor, 
In affect, a •obllo !!old gun. 

The breach mechaolllll Ia of tho t tandard Ooi'MA type 
vlth porouaeion firing by lanyard. 

lOr purpoaea of tranoportatioo, the howitzer Ia 
brokeo down Into tvo parte-tho tybo and the carrlap-flod each 
pert It loaded onto a pr!ao »ever. 
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OOVlDIIIUL 

b. ltrto=pr 

!be Ch~• are nrr proll4 of \ hh bowiher , ..tdoll 
1a t belr lahet, aD4 the c<'-""•nt of the Chi'MA lieU U.Uler, 
6obool oonoi4ero it the bee\ CtAetel utili\7 we.pon ther b&Ye .,.,, 
prodnoed, It h in uoe for \he tiro\ u .. 4urioc the aurreat .,..., 
Tbe .&aerioan oboenere bellen 1\ AD exoellen\ we.pon, 

.&Door4i»c to the oo•eodent , the bowiher h .,,, 
onooeutul]¥ uoe4 for counter better,, ucl, when opeoW -uioa 
1a OVil])lied, for effect apinot 'bUDJ<ero, !be IDfutr, f1114o pen1o­
u1arlr Yeluable the tire wbicb it oen 4el1Yer Yi\b r icoollet effect, 
encl U can eYen be uoecl for antiaircra!t barrap tire. 

Officer• atate4 thet a trained cw> crow coul4 aet tbe 
&UJI up in about 40 a1Jn>tao,aa4 tbet nell UD4er the.,,, 'lmf..arable 
ooll4it1ono it could co into pooition in a lit tle looo tban AD bout. 

A 4e-.notration in41cated \bet about 18 ailn>t eo 
elapoo4 tro• aarch order to the tiao tho cw> wao rea4J t o aon. 

a. m mug )I)J'IR 

• · QharAgttrietice 

Tn>• 
Weight 
Motor 
Speed 

Ralf-Traok orooo-countrr oarrier 
15,COO kilogram• 
240 bore• power 
20 ldlo .. tero per bout 

(on coo4 roa4o) 
50 pllono (eotiaated) 
15 rar4e 

!be aonr wbioll wae d ... netrated he• onlr two oeate­
\hl drinr'• aD4 .,... ~iatolr boh1n4 it. !be r-'""er of tho 

bodf h reoened t~r carco • 

.trppvantl,J the nhiclo 1o J>Owtted ~ a .-ooliDe onciDe• 
The hal tank h located be-th tho oeato. 

On the inot..-nt panel tbere 1o a tacboMhr wUb a 
..td\e 41oo oelibrated up t o 3300. 'l'tw pen of tbe 41oo bet- 3'100 
en4 3300 1o painted red to indicate 4ADcetOUO oporaUon. 

b. hrtorncnot 

Acoor41ac t o one of \be obu"''" 

•1 roc1a on u. .,_ priM - ao u ,...uased Ukbee, 

• 
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ll2!!J!!I!!IDJ, 

l~ollAto, a YID41DC road tbroucl> the woo4o, ud oacq b)" -
urraift repr11o~t1.ac oholl-totll croWI4, n vao nry ao1>1le, u4 
the 4tl'rn obitted troa ooo opeed to uother quletlr, ... 117 u4 

oaoothlr. 

''l'he bulk of the nblole 1o Vllpt •• carrll4 b7 the 
traoko at all t1aoo, and ito pertoraanoe olo11l7 approaolled thot 
of a tull-track vehicle, In tact, thoro were tlaeo 1o cliablac 
obotaclll vhOD tho front whoalo lett the ltOIID4• At ouch tiloe tho 
aovor operated ao a tull-·tre.ck nhicle lnuwoh •• it ve.o ot .. red 
entlrolr 1>7 t ho track. 

149 

1 A au~~ber of Yehtolee .O't'1DC o••r a vell vorn path 
cloe.rad withoUt 41ttlcult7 e.o obotaclo conolotlac ot • root-obe.pad 
bank vhooo rld&e -• about 15 teot bleb u4 vbo11 olupo ve.o about 
30 doueoo on oe.ch olde, One nblole Vblcb attapted to break • 
nov path, however, failed to nocotlate the obotacle wben Ito tracko 
bopn to opln 1A the tand. 1 

• • • • • 
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TO 

TREASURY DEPARTMENT 
1.54 

INTER OFF1CE COI\41\4UNICA'T10 N 

secretary Moreontb&u 

Ill'· WUey 

Paragraph S or our proposed muoralldua to the Secret&ry of State 
, ... very rar in pro:niaing affectin, equitable &dlliniatratioo of • 
general regi.ce of foreign 1\mds control. 

re are quito confident that this pr old.ao can be fulfilled, pro­
•14ed •• can a tart intensin preparatory work without do~. Tbia 
ic•oheo idontHicatinn of foreign aaseta, which ia a reall;t big job, 
u,. choice and earu.rldn;;; of personDOl, tho worki.n& out of a ll)'lt.u 

of etre<:tl•e ouperYieioo, and Dlll!eroua other dotaill, to that .,....,.,._ 
tlli"i can be reaey at the •zero hour• . 

Do you f ool lUte &iYin& ua tho •sreen light• on thoro\lih, 11>­
teneivo aod, of courao, secret preparat ionf 

Profeaoor Viner ' s memorandua is an extr ... ly able condeoaatioo 
ot tho nta!Oorandua we prepared . Tbe ditfere.ooo between thu ia the 
difference bet .. een a tole~ and a lett er . From my experience with 
the Stete Department, I think that Proreuor Vi ner'• condeneatlon 
would not recsin the serious study aod conaideretion which the 
oore elaborated nrsion lligbt obtain. I au~gost thio without pride 
of authorehip! 

• 
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PARAPHRASE 

~:=~--------~55 
S I RICH Y CONFIDENTIAl 

A confi dential telegram of Decem~r 4, 1940, from 

the American Ambassador at Tokyo read& substantially as 

tollowal 

On December 3 Mr. Kenkich i Yoahhawa called as an old 

tr1end on the American Ambassador to inform the Ambassador 

ot the mias i on which Mr. Yoahi~awa ia about to take to 

aaeiat in negotiations with t he Government at Batavia where 

he expects to arrive about December 22. During the rather 

casual conversation which ensued be tween Mr. Yoshizaws 

and the Ambassador there emerged pointe to the following 

ertect 1 

(a) Mr. Yoshizawa said that although hie negotiatione 

would be principally economic in nature there is a 

poli tical tinge to economic matters 1n general; 

(b) All i nt ernational r elatione must bave mutual 

benefit aa their basis and Mr. Yoahi~awa rather went out 

ot hie way to say that the negot1at1one wn1oh be would 

carry on would be 1 am1cable1 1n character; 

(c) At the present time the amount of oil going to 

Japan ia not au!f icient tor Japan's needs, especially sa 

it i a the opinion or Yoshizawa that the Japanese Empire 

has a capacity to consume about eight million tons each 

year; 

(d) The t rade between Japan and t he Net herlands East 
Indies 
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Ind1ea 1s 1neuttioient and ia o~abls ot being developed 

greatly. There are vaet sources ot rav meteriale 1n the 
• 

Netherlands East Indies and wi th the cooperation ot Japan 

these can be exploited; 

(e) Yoah1zawa 1s ot the opinion that no other 

negotiator& will be sent by Japan 1t he does not euooeed 

1n his negotiations. 

The American Ambassador has been informed by the 

Netherlands M1n1eter in Tokyo that exploitation by Japaneae 

or sources ot rav materials in the Netherlands East Indies 

is not oona1dered as oonaiatent with the political and 

economic independence ot the Islands which those Islands 

are determined to maintain. 

~ 

~ 
~ 

' 

~ .. ~ 

' 
0 ~ ~· 

~ 
I . .. 
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TREASURY DEPARTMENT 

I 

STRICTLY CONFIDENTIAL 
flit hdoral ll .. ono IMlt of low Toft r.,.rh4 \U follo'tlt .. \ruaaoUou 1a 

lbl accou\ ot \U De.Uoolle Ool.U.l....,\)uk, Jorlia, Mill\aiu4 'tlt\h \u Cia .. 

J&lloW Jll!L 

.......,., Deblh4 Pa14 \'o 

Iniac !'ru~ Co., I. Y., 
for __ , of Cad ICarD 

Inl-c 'huo\ Co • • 1 . t., 
for __ , of Toqil)ua 

157 
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L5S 
TRE.ASURY DEPARTMENT 

INTER OFI'lCE COMMU NICATION 

, 
CAn: December 4 , 191K>. 

to l ocrot•r.r Norcontha~ 

, 110• Mr. CocbrM STR ICTLY CONFIDENTIAL 
Tho J'edorAl Reurn Bull: of 11ev Torlr:: reported the folloviq tr&nucliono bi 

~uloe oeco1111t1 aabtainocl. vi t h the Chase 11e.t1oll&l Bull:. 

Prlcclpal che.D«tt I n t he St ,.to - of Rnu1a '• cl.ollu accout ®ri D& tbe 
;<tlo4 ro ... bor 28 to Dtcomber 4, 1.nc1110ht, vere aa fol1ovtl 

.I.IIOW>t J.&o1111t 

.::!.!! Crodlttcl. Jlece1't'eCI. l'roa IMb1tocl. Pa14 fo 

$150,000 Ch3&o Vatloll&l Baat, $500,000 Ollar&ntl' 'rnlot Co. 11. t, 
N.Y •• by order of for acc01111t of St ato 
Jlel chobull:, l!erlln Bank of u.s.s.a. , Moacov 

75.000 Aatorc Tracl.in& Corp. 4oo,ooo Baolr:: of ll&nhattan Co. , 
U.Y., for account ot 
State Bank ot U.s.s.R., 
Moacov 

100,000 oo .... rcl&l I;ottero 70 ,000 Oowoerclal Lottero 

of Croci.U of Cre41.t 

145,000 Chalo llaUonal Baolr::, 
v.r . . b7 order o f 

6oo,OOO .&lltorc 'l'ro41n& Corp. 

Slr::an41na n aka l!N>Ir::a, 
Stocldlola 

911,000 Sri•• Bauk Corp. , V. T. , 
'tiT order of Socleto do 
llallq~W Suiuo, Zllrlcb 

120,880.46 Chaeo r.laUoll&l l!anlr::, 279 ,000 Co~rclal Lett oro 

V. T., 'b7 order of of CrodU 

Slr::&D41D&T11lr::a l!alllr::a. 
Stocldlola 
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i)ec, 4 

- 2-

""OWl' Oro41U4 X.Ce1n4 bOll 

$2()5,535 Sw!.oo But Corp.,ll. Y. , 
b7 or4or of Swho But 
Corp. , Zurich 

53,000 Aatorg Trll4inc Corp, 

91,000 lr•iAC Truat Co . , N.Y. 

440,793·32 Oo ... rc1al Lottoro 
of Oro4U 

Cbaoo National i&ak, 
N.Y1, 'b7 or4or of 
t11lioa Be.l:.k of SYit­
serl.aAd. Zurich 

55,4J2,o6 51~ 4raft on Central 
llu.onr But & Truat 
Co., I.T. 

159 
....,...., 
:O.bUe4 Pa14 !o 

$ 88,147.~ Co..orc1al Lottoro 
of Cre41t 

5()0,000 

Oil Doeeabor 4 tho balallcoo of tho St ah :Sank aa4 ' bo Aatorc Tre4illc CorporaUoa 

&I follOYOI 

Cub B&W>co 

Cu b co-rcial Lottoro of 
CredU 

!c\&1 

State :Sank of tho U, S, S,R. MtorG Trii41DC Oorporatio9 

$ 11,777. 6oo 

l3.6J0,200 

10,300 

• 941,000 

2,363,300 

$ 3,Jo4,300 

- $ 587, 100 
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:! GO 
TREASURY DEPARTMENT 

INTER OFI'ICIE COMMUNICATION 

DATa Doco~bor 4, 194o 

CON F IDEI~TIAL 
ieg! otort4 ot orling tranoaotiono ot the r tporting b.nko voro ao tol lovo : 

Sold to •~•rolal concorno £51,000 
Purcb.aeed troD coaae.rcial eoncema £47,000 

!bo Jo4oral 14111rYI B.nk ot low York oold £1.0 ,ooo j.A roglohrt4 oterllng to a 
:.l::--!'f?Ol"UDC N.Dk. 

Optn aorkot otorUng ruailled at 4.0}-}/4 tbrouc~>out tho d&T· franoantlcno of 
tbt reportt.oc 'baU;a v e:re •• follova: 

Sold to co-orclal conaorno £2 ,000 
Purcb&ot4 trora co=orclal aoncorno £6 ,ooo 

!bo other ourroncloo ozporionced little 80Toaont and clooing quotationo .. ro 
follovo: 

Canadian doll&r 
SYioo tHAo 
9ve4i all k:roll& 
141iob~ 
Lire 
Argentino peoo (!roo) 
Braaillan ailroio (troo) 
llnican pooo 
Cubon pooo 

l}-1/~ 4iocount 
. 2}21 
. 2}85-1/2 
. 4oo5 
·0505 
. 2}55 
. ()505 
. 2070 
&-1/ zf. 41ooact 

thoro vao o turthor ~ro•••nt ill tho 7"&1' rote reco1Te4 tr• ""'""'*'• 
>Oruog1 o quotation vu 5--}1/}21• a pin of' 1/161 oTor ,...tord&T'• roto. 

!hie 

Thoro vero AO gold tronoactiono cono-ted b7 uo t odq. 

lo nov gold ongocoaonto voro reported. 

lor tho third aonoooutiTo 4&7• no gold or ollTor priooo voro roaoiTI4 ftoa 
lodlo, According to o nevo ita appearing oa tbo :Dow-Jonoo Uakor this aorning, 
thoro vao DO t rading i a tho Boabq cotton and bu1Uoa arkoto aving to poUUoal 
reuoaa. 
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ID Londoa. a p rice of ~15/164 wu fixed for 'bo\11 epa\ &114 forw.rt eUTer, 
• 'l"' a pia of 1/ 84 aa4 1/ 164 reepeoUnlF• !lie olollar equ1Talea\ of \hie rfQN II " 

priu 11 111,651. 

Balldr aa4 Ha.....,• e eett1act p r1oe for fordp e1lnr wae "Mbenced "' '34-3/141. 
!bo trooourr' 1 purohaee prloe for forelp ellTer wao aloo 11Dobaap4 a\ }5;. 

Wo .,.4, three purobaoee of ellTer total1QC 1!50,000 o....oeo 11114U \bo lUTer • 
dlall Act. Of thlo aaouat 250•000 oua~oeo repreeea\ed a oale froa laTaatorr, &114 

: r-1•1•& 200.000 oua~oeo oouiote4 of aew pro4uoUoD froa forelp ooWltriee , f or 
rorvord dollnrr. 

CONFI DE r ' T! AL 
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TREASURY DEPARTMENT 

INTER OFFICE COMMU NICATION 

OATI Dece=ber ~ ~ 1940 

TO 
SJCl'\ t. TJ l!orgtUlthau 

''r . . ·a t.aua 

:I rt c·rt.l: 

,J\'.._ .t[r :.:e. lllm'Y Whit ehead , a Genn.o.n rw.tional und t.le •idOl~. 01' the late 
• o,. 1" 'Ch! tche6d of the Coca Col<. llottlll'l; Cor-1~ W!oo lett "" eett.tc 

t brotalld $!;,000, 000, is stro~ pro-.~oz1 , clore to Coer!~, and 
~ t.l) • "" .o.t.l.!ic .. ted that c.s soon u her h\l.lbt.nd ' • eet.ut e 1..1 ~ettlec! she 
...... ' bulk or l t tar the ;;~osea or t he l:t.zl so••"'JI:Mt • 

. . 
. o1.r. t" ) . l.e ere be-ing supplied •1t.h aaeDt6' res-ort~ cotocerP1JlG tbe 

;.<U ot. .. ~o~:a.tc CcneNJ. account at Cbbse j..e.tiontal Bonk , Rockefeller Bruch, 
r~l -:.t cc Wltl aro bein& ;;onitoredi deJ o&1ta f.r.Dc! euncelleci eheclce are 

1.;;_ " ; 1Lt,.C. . 

t~c~L r ~ . feasbendor, whom the Die& ' Co:l2:31ttoo uubUci zed G& a Gestapo 
l:•rt , H. o.; 1d t.o bo wcnted 1n both Germany and rrc..nce on aeriouo charges and 
~ to: rt ort.<d that it 1& ridiculous to as5Wlla that Yooebcnder could huve been 
,(lr:f'r •t•,..t.t•t~O ugent , uot h a viltg t he ruqu1reccnte ; tho etortu& told by him 

t~ t.. l ~..' ~.. .. ~ Co1.1 ittcc ere :m16. to be 1110tivutod by o. :'>W'JlOBo to suvo himself 
~N, Jo ort 1..t icn rooecdings • 

.:(tee-:~ .. • 1· ~ . An 1ntorce .. ted coiii!1':\U11ca.t1on from ~liral. Robert . Governor 
r\;,,l,uc , to o superior LeLuc at Vlcllj' dlrt••d July 29 , 19~0 , but o:opsrcntly 

•1f·e; . .. ~,;.th or u!t.t1r ~eptmber 1940, strueuo& d1tf1cult 1f'e in kee~ir.g 1290 
--T-: r.. -~~"Vi ... t• t'ro::l the v:u-1ous units o! the Yrench tlaot in tt.e rfest. 
• .<c - •• 1Lt; the ahlps 1n eond1Uon; the oll Wppl;y ls runnilll,; loll d -
..... ~- OL rt.•tcrr~ to as his " ,JXr1c&n Obsorvcr" got ~.ooo tor.s delivered; 
.: .r .. cr -:) ...... t..tt.in disc1pl1r.c n.n' o:-der he 3U6..:csta dwt tenceh , fo~erly 

! T.: t : · t . o Wu:thingtoD, be sent to :.:.c..rt1n1<tuo fil C!ltcr or S.turr; ne eska 
. ..,: !L.tn. t.t ~a b.&nioat the 4ey wben t he l\ller1cL.C.G ... houl.d Cltt.mpt t o control , 
)-:~ . • r ... t!,.~ tr1e I slunds ; be says it rill bo 1.11,.oasible tor hill to cw-ry 
·.;. 7 .. t c: r tto:,a ot overhauling £nd ~rn1r1n& the abi pa at l!o.rtitJ1Q.ue .-:hic:::b 
1l1 .;-!\ " t.l I.U\:CISW"y o 

.... tcl'.l.\llr J . ,.n Itulian tanker, the FR..J.XO ~\I.Jt'l'~ . is et ?cn:.6mbuco , Brt.Z11 . 
'' ·•· I !. l'uol oil OJld ro"<ll' to leave . 

Jt( 
' . 
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su.bJtoU Illqllir l' Of .L Go...., leU: RoiiU'4111C !'lw llalo ot Gold Jullion to 
!l'ho Bull: ot Jn.o11. 

( lmiiO'l'LY OOHnllEII'l':W.) 

!ba soorotu7 ot State , 

Sir: 

I ba•t tho honor to r otor t o the Eabatol' 'o tole~ Uo, 591 of 

Sove:bor 14, 8 P·•· , roporti.Jic that tho Bank of J n.lll ba4 rooo1Yod an 

loquirJ troll tho Janoo .Lll- Tran•UanUoo rop.r41DC tbt I.J!portatioll 

and oolo of cold bullloll to the Bull: of Jn.lll. 

lo•. 

!ht quutiono and the ropl1 .. ot tho JODI< of Jralll IU't listed bo-

1. 1111 t ho llo.llk ot Jrosil pv.robaoo cold arr1•1111 111 J rostl 
froa abroo.t, ap1not -t of 11.S. dollarof 

-~· 
II will olll7 parobaot cold proollu>t4 111 tho eoutr"l'. 

ot U or 1ct•t •o abroad, we will plll'OIIaoo 1t for ... 
ollaDCo for tho nportat1o11 of aONban.U.oo. 

a) - tba rat .. will bo tba u-1 .,.., t or o>;>ort 
(JO per co11t - 70 per cant), tho colt bo1DC 
oaloulato4 at tho international pr1co l ooo 
tu cou..,.tat . 

l , ~ &ol4 rooot ft4 tro. a'llroool '117 a baDI< or local tlra bo 
r->;>orto4 t o 0110\bar countrjl' attar 'bo1DC In oato-laoop1DC 
for a certain u..o 1n a 1INik or - other 1ooaUt:r tor 
OOCOilllt ot tba roai \tin& port7f 

- !!&:• Too, 1.1!porto4 col4 _,. bo a pt, 'lint ...,. ... o>;>ortod 'll:r 
tho 1.1!portor, U -at bo ooU udor tho oboYO co .. 
d!Uono, that to, tor &>;>on . 
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'i'ht D1rootor of Exc~ of the Bank of Jralil 1atorao the 

!lobaUY tbat tho Oe,.,.ll bank bao 110t followoc!. up thlo '""tttr. 

$51 .6 

Reopootfull7 youro, 

11ll1aa C. Jur4ott, 
Cbar~ 4'J.ffa1roo a4 11ltor1JI. 
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December 4, l94o 
9:30a.m. 

164 

RE ARGENTINE LOAN 

Preaen~: 

H.I!.Jr: 

Joneo: 

H.M.Jr: 

Jones: 

H.M.Jr: 

Jonee: 

R.M.J r : 

P1eraon: 

Velles: 

H.K.Jr: 

Mr. Grady 
Mr. Collado 
Mr. Jonee" 
Mr. Pier son 
Mr. Ol&Jt on 
Mr. Vhlte 
Mr. Bernstein 
Mr. Cochran 
Mr. Gaston 
l!r . Foley 
Mr. Bell 
Mr. Welles-" 

I told Jesse I thought th1e vae a good atmosphere 
to discuss a loan. 

Warm and friendly. 

Nov, vhftt the President said the other night vee 
that you were the generoue fellow. 

I .ant to get that publlahed. 

Dld you ·bear about that? He made thla speech 
Friday night over hla own dinner tabla where he 
eald vbat a generous guy you were and how tough 
I vae. 

Good. 

Vall, who can narrate where we are with the 
Argentlnlane as of today? 

We are vatting tor you, l!r. Secretary. 

We are val tlng to hear. 

Well, 1n dlacueeing thle thing orlglnsllJ, Mr. Jonu 
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Bell: 
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Bell: 
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wrote me a letter that ve vould go r orvard 
eimultaneoualr. Hov t a r have ve gone, Jeeae? 

Well, we are still in the talk stage. We have 
h~d a number or meetinge vith members or rour 
starr, as ther have probablr reported t o rou. 
I think ve have all more or leas reached the 
conclusion, the opinion, t hat Argentina v111 need 
a min imum or a hundred million dollare t o go 
through next rear. I t hi nk that v1ll be con­
fi rmed br - and I believe it ia our t hought that 
it ther vill tighten up their belt a l i ttle bit, 
ther can go through next rear t or about a hundred 
million dollars from th1e countrr. 

I guess that is about all there ie to it. We 
have been wres tling v1th the bank. Clarton and 
Pierson think t hat - I wanted our 50, it we did 
it on that baaia, to include 20 thAt we have hereto­
tore ottered and vhich baa not been ueed. Ther 
think that will be trimming it a little bit close 
and the bank should provide 5 million a month tor 
t he year, making a total or 00 million dollars, 
including the 20 heretofore aut horized. 

Five million a mont~rou mean eort or ration it 
out? 

We t hink ve ought to give 1t to t hem br the month. 
Nov, t hat ie to meet their ouroheaea in th1e countrr. 

Well nov, Dan, you people have a plan on tb1a, 
aa t o hov we thought we vould do 1t. Do you want 
to outline 1t? 

Well , it ve do the !50,000,000 rrom the Stab1l1f.at1on 
Fund, ve thought ve might do 1t on a aomevhet 
similar beals to vbat Mr. Jones baa outlined, 5 or 
6 or 7 million dollars a month. or course, our 
authority runa only until June )0, ao that ve might 
have to buy a larger amount in June 1! our authoritY 
1a not extended. 

But it would be available to them. 

It vould be available to them in the amount that 
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we epecitied. Ot eouree, our opere.t1on would be 
the nurchase ot the Argentine currency and put 
i t on deposit down there and they ~ould use from 
it whatever they needed. We oleo thought that -
well, the;e isn't any uee going into the security. 
We wouldn t have any security other t hen guarantee 
or the government end poeeibly an underetanding 
that they would keep on deposit in the New York 
Federal Reeerve Bank unencumbere~ gold elightly 
in excess or whate\•er we advAnced to them, not 
pledged at all but Just unencumbered, eo that it 
would be there in case we demanded renayment. 

I e that all the thing? 

That is about the size or it. 

7hnt is ell except -­

Harry, what else i s there? 

The only other addition le that ir their exports 
should ,rove beHer then they contemplate, that 
eny reduction i n their exchange needs would be 
absorbed by the Stabilization rund riret. 

Their e t abil ization? 

No, I mean that they woul~ use l ese or the 
Stabilization Fund, r~ther than lese or the 
Exnort-Import Bank Funda, tha t that would be a 
fixed amount as t ar ee, I take 1t, you are con­
cerned, but ae t ar aa the Stabili£ation Fu.~d is 
concerned, we are nutting rather a ceiling tor 
t he coming year. 

We would like to be nartnere with you. We would 
like to go t1tty-t1tty. 

You mentioned t he tact - did you mention the tact 
that we felt they ought to keep at least 50 
million dollare i n the Federal Reserve in New Yo rk ? 

Yes. That is what I referred to ae the unencumbered 
gold. 
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They now have seventy. 

Now what? 

H~ve seventy. 

1C7 

Our loans will necessari ly be time l oane. 
or s ix years , ie it no t ? 9o we will have 
our loans on a time basta. 

Five 
to make 

Now, have we decided t hat some l egtelatton 18 
necessary tor them t o borrow? 

They may need Congreaa 
ie the only 

t o aoprove t he guaranty. 
That 

ThAt ia all? 

YeR. 

\>/ell, the other thing that theee men wrote - I 
might ae well read ·t h1e. 

"The Argentine Government end Central Bank would 
agree not to dispose ot ~old holdings below 300 
million eo l ong as our Stabilization Fun~ held 
pesos, except with the consent ot t he United Statee 
Treasury . • 

Somers thought we shouldn't include that, 
l4r. Secretary. 

That is an alternative. 

Let's put all the t h1nge 1n eo thct Mr. welles 
and Mr. Jones will not be in a poe1t1on where t hey 
could say, • ttell, why didn't you mention 1t?" We 
w1ll put everything in tor trading purpoeee. 

"The Argentine Government would agree t hat during 
1941 imports not to exceed the r$te or ~200 , 000,000 
would be permitted t rom count ries requ1r1ng gold 
dollars or foreign exchange payments . • 

ThAt i e another alternative. 

All r igh t . 
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to the dollar. 
advantage, but 
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- 5 -

peeo ottio1al rate could be. pegged 
Th1e ie not an important economic 

it would pleaae the u. s. public.• 

That ie about all the thinga you tellow8 can think 
ot? 

That i8 all. They have agreed to trim down their 
importa, or I take it they will agree --

lihett 

They will agree by t he t 1llle you are th1'0ugh dla­
ouaeing them to trim dovn their imoorte to tbe t 
figure. 

Contine them to essentials and eliminate luxuries 
and non-eeee nti ale ae tar a8 pouible'. 

These things, I t ak.e it, are like "Hon-diacriminatoey 
treatment to Export-Import, determined by the State 
Department; consumption or a trade agreement ne­
gotiation by the State Departmen~; acquisition tor 
use or military and naval air baaea, determined by 
the President; cooperation with United States --" 

Bell: That 1e out. It has no conneot1on with th1a. 

H.M.Jr: 

liellea: 

Bell: 

Velle8: 

All right. •cooperation with United States in 
their control or f oreign tunde.• Well, that 
would be - and •cooperation with t he United States 
with respect to foreign policy end handling or 
aubveraive activities.• Ia that int 

That ought to be out. 

We threw thoee 1n, Mr. Secretary, to let the State 
Department decide e e to whether thia vaan't a good 
time t o bring those ro rverd and get aome agreement 
on them. They don't have to be tied into the loan. 
It you want eome aort ot military baaes down there, 
I ahould think it would be a good time to diacuse 
it it you could get them. It wou l d be a sizable 
dollar exchange item. 

Well , trom the standpoint ot policy, that ousnt ~ 
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be lett out ot any dieouaoion ot this kind. 
The matter bas been under dieouaeion with them 
tor six months already. 

I see. 

Well , trom our standpoint, what it aums up to 
then - you men check me - use that tor trading 
purpoaee we would 11ke them to agree not to go 
below their $300, 000,000 gold roaerve without 
conault1ng ua. We would 11ke them not to - to 
keep at least $50,000,000 on IAmark 1n New York 
w1th the Federal Reserve. And what other things? 

Well, the third we cAn merely men t ion, but ve would 
give up most eaa1ly, that ot their amount ot 1m­
porte. Tb~ second..., would g1ve uo next, And the 
t1ret I don't think we would be 1ncl1ned to g1ve 
up ; namely, that t hey would have to keep on reserve 
that amount s omewhat in exceea ot their holdings or 
peaoa. 

They volunteered that, didn't they, Dr. White? 

They didn't volunteer. They eaid they dtdn't 
think they would have any obJeot1one. As long 
ae we don 't deCllllld that 1t be pledged. Now, just 
how that oan be worked out, whether it w111 be 
merely their statement ot pol1oy or t o what extent 
incorporating that 1n &n Agreement would constitute 
a pledge I don't know. That ie somet hing that 
would have to be worked out, but t hey would be 
very adaman t about not dem&nd1ng a pledge ot that 
gold. 

Dr. White, whet 1s the use ot putting them 1n that 
poe1t1on 1t what you get doeen't do you any good? 

It they state as a matter ot policy that they 
are go 1ng to keen gold in the Federal Reeerve Bank 
to a amt~ll amount 1n exoeee ot our holdings, then 
that 1e a very good guarantee, because they can' t 
reduoe that without the Treaaury'e spproval. Ae 
a matter ot routine, whenever e a.r111arked gold 1a 
reduoed, the Treaeury aoproval has to be required, 
eo that g1vee us a oheok. We know how much gold 

' 

Regraded Uclassified



H.V..Jr: 

Go.eton: 

H.!!.J r: 

Foley: 

H. M.Jr: 
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tbey bave got down there and we tollow it pretty 
cloaely to know whet they are uaing it t or and 
it they attempt to take action or any acti~n at 
all that looks as though it ia eubstantiall y 
reducing our guarantee or looks as though tbey 
are doing eomething we don't think they should 
1n the light or the general c1rcumetancea then 
we can atop it. ' 

Now, what we can do witb that gold arter ve at op 
it I vill have to aek the lavyera. 

Herbert , do you vant to aay eomething? 

I don ' t think eo. I went over thie propol&l bere 
and it looke pretty aound to me. 

Ed, are we on sound leg .. l groundet 

I t hink eo. We have t o actually buy the peeoe 
before t he expiration or the Stabilization Fund 
on t he 30th or June o r next year. But ther e are 
a oouple or waye t hat pa.yaent t or the - actual 
payment tor the peeoe could be made atter the 30th 
ot June and I think it we are caretul to eat it up 
i n one or those ways, we will still be within the 
law. 

Sumner, ie it feasible - I mean, vill tbey stand 
tor it to have sort ot a comptroller vho would 
represent Export- Iaport and the Treaeury, I mean, 
eo he ia there on the throttle vhen they turn tbe 
Juice on and ott7 I take it that ie Just vbat you 
(Jones) have in aind, isn' t itt 

I hadn 't thought that, Henry, on ArgentinA. ICy 
thought ia that ve ought to deal pretty vell on 
a aan to aan haaia with Argentina and expect them 
t o carry their part ot the load and to keep taitb 
with ua and I thought it vcu ld alao - of course , 
you can'deteraine that- but I don't t ael it ia i n 
the epirit ot vbat we are all trying to do, the 
President and everybody elae , t o tie them up too 
tight on what we are doing. I think we hen got 
to - or oourae, the aoney thAt we lend will be 
apent in this country and I aeeume t hat will - my 
thought ia t hat whatever aaount or money we sake 
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aYailable to them, we ought t o do it on a prettr 
broad man to man baeie with not t oo manr etringe. 

171 

Well, all right, but I think on thie Stab1li£ation 
operation it worlte two ware. Atter all, we are 
trying to etabili£e the dollar in r~lation to 
their currency, and we will have to eit in with 
them. 

It occurred t o me a e Dr. White indicated the~. 
it the)' haYe got eort ot en announced pol1o7 rather 
than a b i nding agreement that might - but that 
would be tor you to work out with them. 

Well, I want to say that we v1ll have to work with 
them 1n the foreign exchange beoauae it ie split 
eeoonde and we will haYe to have ecce eort ot an 
arrangement where we are in constant touch with 
t hem and •ery much in tb1e room, eome ot the dealinge 
that we have had in foreign t unde with the French 
and the Argentinians, I am not convinced that you 
oan juat give them a blank check. I mean, acme ot 
this thing about thie meat t o France and Just when 
it vent and when it didn't go and what their re­
lationship with the French ie. We have aaked them 
tor more explanation. I don't know whether you 
( Wellee) ltnov hov much trouble we have had in 
getting thie explanation. Espil taltea t he attitude 
that it we aelt anything ot him, the questi on ot hie 
nat i onal honor ia at stalte, vhioh may be pertectl7 
true, but hie answers eo t ar haven 1 t bean ent1rel7 
eat1etaotory. 

Mr. Seoretarr, I wonder vhether there isn't a 
co~romiee and that ie that eo tar ae the Stabili£ation 
Fund ooeratione are concerned, H will indicate that 
it wae part ot our poliO)' t o have something COD­
parable to an obeerYer or that we would like them 
to euppl7 ue with information which would enable 
ue to know how t o operate t rom week to week, month 
to month, and einoe it ia a continuing operation, 
the taot that they will baYe to depend upon our 
good will tor continual aoquieitione ot exchange, 
I think, would ineure their complet e cooperation. 

Well, outwardly I will try t o appear as generous ae 
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Mr. Jonea, but I Juet want to let 70u know that 
aotuall)' I expect to baYe eoaebod7 in the Treaaur)' 
watch it eYer)' ~nute. I em not oonYtnoed that --

Henrt, I think the app roach euaguted b7 Jeue 1e 
a eound one in thia oaae. I think that the oontaot 
you need will be with the Central Bank, won't it' 
I don't think you baYe the elighteat reaeon to 
worrt. You will baYe eoaebody bare, aa 10u e&f, 
pouiblJ, on the Job, and I think )'ou will get 
all the information neceeear7 troa the bank. 

I think Mr. Prebiach baa gi•en e•er7 indication 
that he ie onl7 too eager to cooperate eo tar aa 
intcraation ia concerned. 

I know the three aen concerned pereonall7, and I 
think fOU can be auured that their contact will 
be all fOU went • 

.tn1 we oan put the requeet tor that kind ot in­
toraation that would be neceaaart to keep the kind 
ot control that you want on a teohnioal baeie, 
that I don't think would in an)' wa)' haYe an)' 
1nY1dious suggestion. 

That wouldn't burt &n)'bod)''e teel1nge. 

Attar all, exchange operation• are a mutual 
operation, theoret1call7, 1n relation to the 
two currenoiee. 

Vell now, we are read)' to meet with theae people 
right awa)'. How, JOU baYe got JOUr negotiations, 
Jonee. Do fOU want to --

I wonder it it wouldn't be better, •• I aa Juet 
aeking beoauae I aa rel)'ing more on Mr. Piereon 
and Mr. Clqton - tba7 ban been going into th1e 
aatter - I wonder 1t 1t wouldn't be better tor 
our deale to be aeparate. The bank ia @Ping to 
aake ite loane, and the)' will be t1ae loane, and 
the)' are going to want longer tiae than we are 
willing to g1Ye, and it would eeea to .. that 
JOUr tund JOU haYe got to handle in )'our own wa)', 
the Stabilisation Fund, and )'OU haYe got to haYe 
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rour own agreeeente, eo it ~uld look to ae like 
1t alght be better lf ve vent ahead and aade our 
own negot1atione independentlr and rou - but ther 
could eynchron1£e ae auch ae dee1rable. Ther are 
here , and ae eoon ae ve can giTe thea an anever 
I think the better, probsblJ. ' 

That 1e all rigbt, and then I take it that neither 
one would announce unt11 we bot h heTe reached a 
conclue1on. 

I th1nlt t hat 1a correct. 

I mean thet vhateTer the announoeaent ia, it ought 
t o be a Jo i nt announceaent, don 1 t you th1nlt eo, 
8uanert 

Yee. 

Vell, that ie all rigbt wi t h ae, and eo l f rou 
atart in 

Hov doee that etrlke rou? 

I th1nlt it 1e all right. 

It 11 agreeable with ue. 

Ve will get hold of the11 on the odd dare. You han 
thea 1n the aorning and ve will han thn in the 
afternoon. Between ue ve vlll wear thea down. 
(Lausbter) 

You wear t hea out and we will t Ake thea our. 

Ve will wear thea down. 

That 1e deeirable froa another point of rtev, too, 
t o ind1oate when rou ooae before Congreu the 
eeparate nature of tha 8tablli£atlon operation. 

Then ae a procedure, euppoee we get in touoh vlth 
thea, Mr. Piereon and Mr. Ola,ton, and begln to 
talk about tbeee terse, and rou get thea ae faet 
ae rou oan and let ' • let thea go boae. 

Suite •· 

• 
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All right. Is that all? 

I haven ' t anything alee. 

Any other epeeohee around here? (Laughter) 

Do you want to hold t he floor, Jeeee? 

Hold the f loor! I will be glad to hear trom 
you. (Laughter) 

174 

Ae a matter ot record, ve oou14 congratulate the 
Seoretary ot State and the Secretary or t he 
Treaeury on t heir meetlng vt tb the J oint CoMmittees 
on Monday morning. 

I v1ll second that motion. 

Without objeot1on, then, that 1e oarrted. (Laughter) 

Nov, whet I want to know ia thie: I expect Ecelee 
to ait in at my meeting. Are you going to have 
him in youre (tacet1ouely)? 

Ot oouree , you will probably monopolite him. 

Well, I can spare him. I will lend b1m to you. 
He hae recommended a 2ft billion dollar gold loan 
and be has recommended doing away v1th the 
Stabili~ation Fund. 

Oh, he did? 

Yee. 

Ia that where he ie going to get the moneyY 

Ia he r ecoDUDendlng abol1ehing the IU'C? 

Well, it hasn ' t all come out yet. 

I think he might do eo. 

But he hae told me bow t o handle the baby bonde, 
eo I thought va had batter have him ait tn, but 
I don •t want to tight with you or er b1m. 
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No, you juet have him all to youreelt. (Laughter) 

There ie one point, Henry, I would like to bring 
up and ask Dr. Grady. WhAt are the prospects tor 
the trade agreement negotiations? 

Well , progreaa · ia being made and diecuaaions are 
going on. Work ie being done in this stage in the 
Trade Agreements ComAittee. The discussion with 
Mr. Prebiech and the othere - I think they have 
only been with Prebieoh - hAve been quite general, 
but it is hoped thAt by the time he goes back 
there can be an agreement in princi ple on the 
main pointe and the general provieione, 80 that 
it hie peoole in Argentine agree end we get an 
agreement here to go ahead on the general outline , 
then we could proceed with an announcement and it 
would take about tvo months to g et the agreement 
through. 

There le one point that I want to make 1n that 
connection. Mr. Collado hae juet reminded me. 
The memorandum they gave this government ¥88 pretty 
broad and t ar reaching, and they are anxious to 
avo id the implication particularly down there that 
this ia Just another loan operation. They would 
like, and I think it is entirely legitimate, to 
give the impression that thie ie the beginning 
ot s new, broadening economic cooperation between 
the two countries, more trade both ways, and it 
there is any chance ot being able t o make that 
announcement ot negotiatione at the aame time that 
the loan announcement comes out, I think it would 
be particularly helpful, don' t you? 

I would t hink so. 

Ae it --

It would be eo much the better. 

Well, all the work waa done a year ago. There is 
no reason why there should be any great delay 
about it except the required time. Under our 
practice we require about aix weeks' time tor 
domest ic intereets to prepare their oases ror 
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bearing bef ore the Committee ror ReoiprooitJ 
I nf ormation. So troll the tiae t he a nnounoello ... t 
ie made it wlll be about eix week• unt i l the 
bearinge are over. Then it takee a couple ot 
weeke to digest what baa been preeented to the 
OOIDmit tee .; . 

But, HenrJ, I Juet aent t he prelillinary announcement. 

Yea. 

Wouldn't that be paaeible? 

Well, t ha t can be whenever t here ie agreement 
here wltb the Secret&ry &nd otbere. We c&n go 
abe&d w1 t b t he announcement. And t bef &re 
agree&ble down there t o u.ke a publlc announcellent 
t here &nd be re at the aue time . 

Yea. 

Now, &a a schedule on bow we wlll p roceed, our 
boya will get in touch with t he Argentlni&na. 
O&n you do it today? 

Yea, air. 

Yea, a i r. 

How do you want to do it? Do JOU want t o aee 
thell todaJ? 

No, I don't want t o i nterfere wi th JOUr progreJI. 
I wlll aek thea t o coae at eleven t omorrow aorning 
t o give JOU a bead atart. How ie that? 

I Juet wanted to know the eobedule. 

It it 1e agreeable to JOU, Sumner, I wou ld like 
eomeone troll the State Department to e1t in and 
then JOU can be kept up to tbe minut e. 

Thanka. I will a ppreciate 1t. I think 1t would 
be Mr. Coll&do. 

I t he will be here at eleven t omorrow . 

.. 
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Right . 

'l'hen wheneYer I eee t hem, rou will hAYe eomebodr 
hero and then you will know Juet whAt we are or 
are not doing and then please, if rou don't think 
the thing ie going right, giYe me a telephone oall, 
Will JOU' 

I will do t hat. 

OiYe me a telephone call after Collado hae told rou. 
I t you are not satisfied, giYe me a ring. 

I will. 

And we eort of operate on t he baeia thAt each or 
ua, what we do, depend a on whAt you do and eo to:-th 
and eo on. 

Yell, we will keep together on negotiatione. I 
think that Warren and ue oan keep together on our 
negoUatlone and eort ot go along together. We 
don't haYe to aee them together, but we will know 
what each other ie doing. 

Who would you like ua to tell, Warren or you? 

Well, either one. 

Well, Bell will call - would rou like b1a to oa.ll 
rou? 

lie oan tell Varren. 

You keep ue poeted how rou get along, and Collado 
oan eit 1n at m7 meeting and then State will know. 

Would rou (Bell) arrange thie meeting t or eleY•n 
to110 rrow' 

All right, Mr. South America. 

Are you eure that it will be oonnnlent to Marriner? 
( t..ughter) 
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secretary Morganthau 

Mr. 111\l. te: 

Proposal t or Treasury partic1pation i n economic 
auietanoe to the Argentine Government. 

I would like to submit for coneiderstion the following 
plan tor p romoting s t ability in the dolhr-Argent1ne paso 
exoh!Uige rate . 

1. Untted States Treaaur, to agree to purohaae during 
1941 with funds in the 8tabiliut1on Fund -- Argentine 
oeaoa up to !50 mill i on, the pesos to be lett on depoe1t 
In t he Central Bank o f Argent1na. The Central Bank or 
Arj!enUnA would agree to paJ interest on those deposita at 
the rate or 1/ 2 percent above the Federal Raaerva Bank or 
New York rediscount rate. 

178 

The oroceede ot (a) any rntlowa or capital into Argent ina, 
(b) or purchl\aea b7 the u. S. Government or defenae s tocks troo 
Argentina, and (c) of &nJ arr angements made with respect to 
allitary baeee involving dollar expenditures in Argentina -- are 
all to be ueed as soon as RVailable to repurchase peace held by 
the St ab111za tlon Fund. 

2. The ourchaae o f Argentine oeaca t o be made on the 
following oonditiona to be agreed upon by the Argentine Government: 

(a) The Oovern.ment of Argentina and Central Bank o r 
Argentina agree to repurohaee t he Argentine 
peeoe held by Stabili~ation Pund (with dollar• 
or gold) at the same price and in euch amounte 
and at such times as the Treaaury eh&ll request. 
The requirement that 30 daye ' notice of a requeat 
to repurohaae aay be given might be included 1n 
the arrangement. 

(b) They shall turthe r agree to uae 1 tl gold reserve 
to repurchase the neeoa 1! naceaaary. 

(o) One or all of the following three conditione 
aay be 1mpcaed t o safeguard t he rapurohaae or 
peeoe held by t he Stab111~at1on Fund ae follows: 
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D1Vieion or Monetar7 
Reeearch 

(l) The Argentine• could be inroraa117 
requested not to reduce their preeent nold­
inge or gold on earmark wltn the Federal 
Reserve Bank during 1941 to lese than 850 
million. !The7 nov nave about 870 million 
on earmark.) 

(2) The Argentine Government and Central 
Bank would agree not to diepoae or gold 
holdinge belov ~}00 million eo long ae our 
Stabilizati on Fund held peace except with 
t he oonaent or the United ~tatea Treaeur7. 

(3) The Argentine Government would agree 
that during 1941 l aporte not to exceed a 
rate or t200 mill i on a 7ear would be per­
mitted from countriee requ tring gold dollare 
or foreign exchange pa7mente. 

(d) The Argentine peeo ottioial rate could be pegged 
to t he dollar. Th1e 1e not an important economic 
advantage but it vould pleaee the u. s. Publ1o. 

3· The legal povere tor eucn en undertaking b7 the 
u. s. Stab111zat1on Fund exist. A memorandum from Kr. Fole7 
to that errect 1e apoended. 

4. I con r i nd no public etatement made b7 70u vn1ch 
11 1ncone1etent v1th ouch an undertaking. A cop7 ot 
nU2eroue etatemente 70u have made bearing on the uae ot 
the rund 1e apnended. 
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5. The r1ek ot lees to the Stabilization Fund troa euch an 
operation would be ver7 emall. Argentina hae 5 t1aee ae much 
gold ava i lable t or the repurchase o r peeoe aa would be required 
under the propoaal. Both the Central Bank or Argent1na and the 
Argentine Government woul d guarantee the repuroheee. The credit 
record or the Argentine Government 1a excellent. The Central Bank 
1e eound and vall conducted. The onl7 r1ek vb1oh the Stab111zat1on 
Fund would take 1n euoh an operation 11 that both the Argentine 
QOvernment and the Central Bank would del1beratel7 retuae to 11ve 
up to ita agreement deep1te the tact t bn t their gold aeeete vere 
adequate. Even in that event, adequate protection could be 
obtained by requiring them to keep on earmark gold 1n the Federal 
Reserve Bank ot Nev Xork in exceee or our neao holding&. Such gold 
would not be pledged but einoe a 11oenee 1a required tor vitbdraval, 
the Treaeury could, 1n ettect, protect ite intereet. 
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Divieion or Monetary 
Renarch 

6. The United States would noquire an inetrum•nt with 
whlch to insure current and constant coope l'llt1on between 
pollC188 Of both Governments With respect to roreign policy, 
eubverAiVe notivitiea, trnde discrimination, etc. The 
088 u for oloee cooperation between the Treaeuri u would be 
eatablUhed and could provide opportuni tie& ror collabol'l\tion 
1n many ways, eome or them unroreaeen -- ae was the case vith 
~embers ot the Tri partite Aoeord. 

1· The Argentine Government ror ite part would much 
prefer etsb1l1~at1on operations to s loAn becAuse (a) the 
tnteres t coat would be substantially lees, and (b) t hey 
eould regard our purchs_ae or peeoa not aa a loRn but ae a 
8 tab111<Ation operation. ?heir r1nanci11l oreatige would not 
be dlminlehed by etab111~at1on operation~ where11e a loM makee 
thelr f1Mno 1Rl etatus appear weaker. 

1-80 

8. When on next June 30 the question or the exiatence or 
the Stab1li&at1on Fund is raised, we would be in a much etronger 
poe 1tion to de r end 1te reextenaion 1t we could point to the 
etab1l1&at1on ~rrangen ents with Argentina a a a eample or the 
kind or vork the Stab111zation Fund waa doing and could do. 

9· 
glven by 
obtained 

It is aseumed that ln return ror ony economic assistance 
the United States t hat eome quid pro quo would be 
much ae one or more or the rollowl ng: 

(s) Non-d1aoriminatory treatment to American 
exnortere ae determi ned by State Department n~gotiat1ona. 

(b) Coneummation or a trade agreement negotiated 
by the State Department. 

(c) Acquisition or uee o r military, naval air basee 
ae determined by th e President. 

( d ) Cooperation with us ln their control or 
foreign tunde. 

(e) Cooperation with the U. S. with reepeot to 
roreign policy and handling ot eubvereiYe ao tivitiee. 
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H.M.Jr: 

Opera t or: 

H.M.Jr: 

Marriner 
Ecclea: 

R.M.Jr: 

£: 

R. M.Jr : 

E: 

H.M.Jr: 

g: 

Rallo. 

Ohairaan &oclea. 

Hello. 

Hello. 

Marriner? 

Xaa, RellJ7. 

Daonber ~. 194o 
10:25 a.a. 

1.81 

Good aorn1ng. Marriner, I Juat read twice the 
etol'J in the !ri'bune attributed to JOU and JOU 
oould juet knock ae oYer with a feather. . 

Well , the unfortunate thinf about the etOl'J 
it ien't a true etor7 at a 1 and I'a perteotlJ 
1ure that there wae nothing that I aaid there 
that JOU would baYe anJ objection to, What 
I eaid, ot couree, wa1 entirel7 ott the record 
and eoae'bcdJ baa jult gone out and aade a etor7 
out ot it and 1t 1 1 ju1t purelJ aade out ot whole 
oloth. 

But, Marriner, with th11 •er7 t1okliab situation 
- I aean, I jult go up on the Rill at the 
Preei~ent'e d1rect1on to get autboritJ to uea 
the 8ta'bili&ation Pund and than th11 article 

. a&JI that JOU a&J 1t ahould be dona awaJ with. 

I aade - there· ie no euoh a etataaant in A1 
epeech at all. A'beolutelJ nona. Row the onl7 
thing I can do ie relaaee th11 epaeoh which ot 
couree I d1dn 1 t dee1re t o do, but the onl7 thing 
I can do now 11 to aiaplJ giYe out the whole 
ltorr, and there il nothing 1n the 1paeoh. 
1'he7 ban aer117 picked out the 1tateaent with 
reterenoe to the Br1t11h and the gold end ot 1t 
Wbloh wa1 purelJ an 1no1dental part ot 1t and 
1t wae onl7 brought 1n 1n oonn1otion with 1tl 
1ntluenoe on ezoell relerYee. I wae talking 
alao1t pr1aar117 troa the ltandpo1nt ot the 
'bank1na and the aonetarJ p1oture. 
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Well, I don't know what'• ln the epeeob- I •ean, 
I ha<ren't aeen lt •• ••• 

Well, I' ll eend- I'll be glad to let rou ba<re 
e oop7 ot lt. I ba<re the onlr oop7 there la -
I mean, I didn't put anr ooplea out, rou aee, 
beoauee ..•.• 

But, Marriner, I tblnk rou oan uee rour 
1aag1nation a little bit and 111 bow tioklieb­
juat let'e keep out ot tble thing tbla credit 
to England ia oonoerned - and the Preeident 
dlreota War, State, Na•r. National Derenee, 
Jonee and -reelt to get t ogether t o talk about 
lt, Vbloh we dld reeterder 1n the atrloteat 
oonrldenoe, then tble thing oomea out and the7 
olal• tbat rou reoo .. end a loan or t2t worth 
ot gold. 

Wbloh ia antlrelr untrue. I reooamended no 
loan wbate<rer. 

Well, I'•• got to have a heart-to-heart talk 
wlth rou beoauae I can't do, at a part or a 
teaa ..... 

Well , wb7 don't ••..• 

••••• ae part ot the te .. , and then to have rou 
oaualng the newapapera - running lnterterenoe 
ent1relr on rour own. 

Well, I know, but what rou're aa71ng - rou 're 
aaaualng that the newapaper 1a .aklng a correct 
report ot what I ea1d. 

No, what I'• trr1n& to ear 1a, I'•• got to get 
together with rou - t1nd out what rou dld aar 
and then tlnd out what rou oan do to correct 
1 t . 

That'• rlght. Yea. Well, now, Vb7 don't rou­
we eet tbll attarnoon to do tbat? 

182 

(Pau .. ). All r1ght. Are rou read7 at J o' olock? 

Yea, 
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Becauaa I think that batora the eun aate _ I 
think 1 t 11 up to rou to do IOaethinlf. 

Well, I want to releaee the atataaent. 

Ub-buh. 

But I'd like to d1eouae the aatter w1tb 70u. 

Wall, I aa tree at 3 o'clock. Mow, a 
lf01ng to bring anrbod7 with 1out re 7ou 

Not neoeaaar117. 

All rilfbt. 

Do rou want an7bod7 theret 

Yea, I'd 11ke to baYe Herbert Oaeton preaent it 
that ie ajfreeable to JOU, 

Well, then marbe I'd better bring Elliot oYer 
w1tb ae then. 

Yea, and aleo I'd 11ke Bell. 

183 

Well, that'• t1na, and I'll br1ng llliot OYer 
w1tb •• and I'll bring eeYerel ooplee or the 
epeach. I'll get 1t alaeographed up. I haYe 
no cop1ee aada except A1 own here. I'll bring that 
ae wall. !he cop7 that I haYe ie deleted and 
1ntarl1ned and eo torth. 

I bel1eYe laet week that Bell reported to •• 
that rou called and couldn't we work cloaer 
tosathar and haYe the•• luncheon• together an4 
I ea14 b7 all aeana. I'd be delighted to, and 
that et111 1e A1 atti tude. 

Well, I think ot oour .. that '• what we eheuld do 
baoau .. AJ11th1Rif - tor 1natanoa we haY en 1 t -
I don't think we'•• bean tosetber to d1eou•• 
aft1th1ng tor oYer e1x aontbe end all or tbeee 
Yer1oua thing• go on and all we get 11 what 
we read 1n the newepaper oooae1onall7· 

I don't know bow aanr weeke or 110ntbe 70u were 
awar. 
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Well, I waa awa, aix weeka and tba • 
t1ae I' Ye been ou • ot t o- t • the onlr • . " at all tor a rear. 

Wel l , let'• walt until I set a ohanoe to read 
vbat rou cUd ..,. I don't know whether rou aade 
anr ott-the-reoord r ... rke beeidee. 

I aade abeolutelr n~ne beoauee I wrote th1e 
out eo that I vouldn 1 t aake anr ott-the-reoord 
r~ke and the atateaent vae - anrbodJ who vaa 
there oould Youoh tor the taot that nothins •• 
aai4 exoept vbat it in th1e epeeoh. 

D1d Jour Board pa .. on the epu oht 

Oh, no. No, hell, the Board don' t pete on 
epeeohee. 

!her don't. Do t her eee t hea bet ore 7ou li'fe 
t hea? 

No , the Board baa ne'fer teen tb1e epeeoh ••••• 

I eee. 

• • • • • an7 aore than we aae other aeabere ot 
the Board. Da'fh 1a ult1ns a epeeoh toaorrow, 
B&rao&&k aade one l&et week. I ne•er eaw either 

epeeob until I read it i n the peper. I ear in 
the befinning ot t he apeeoh here that- let'• 
aee - oan apeak onlr t or aree1t, not t or ., 
aaaooiatee on the Board or in the Reaer•• 
87et .. , nor tor anrone in the Go'flrnaent. !bat 
it r1sht at the tiret eentenoe i n the epeeob 
that I aadt eo that • •••• 

But r ou oan't cUeaaeooiate roureelt like that . 

Well, not ent1rel7. !bat' • oorreot and I re&liu 
that and what I aaid ~ere ••••• 

You know that troa peat experience. You1Yt sot 
up and ea14 I'• talkiA( aa Marriner loolee and 
then so on, but theT &lvar• aoorecUt rou aa 
Oha1raan ot the ledel'll Ruer'fl . 

Well, there 1an't a •tnal• thlJIC in t hU epeeoh 
I'• lllre that J Oil'd cUa&V" with and eo tar 
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ae vbat tb1e paper e&JI, a nd I Juet ... it nov, 
I vee Juet looklna at it, and ttue reterenoe 
to the !reaeUJ7 ie Juet perteotl7 - auet be 
aal1oe &toretbougbt beoauee there ian't a eingle 
thin& in there tbat woul d oau11 &IIJone to u.ke 
auoh a etateaent with reterenoe to it. 

Well, then I'll wait until I c•t an opportun1t7 
to read 1t and JOU 1ll bt OYer with ~ vbat'e tue 
naae - at J o' oloolt. 1\lcbt. 

Yee. no 70u want t o 41eouee tbet open aarket 
th1e aom1n& or do 70u want t o nit unUl ••' •• 
cUeouued tb1e? 

Ob, let 1 e so ahead vi tb the open aarket.· 

Well, tbat'• wtlat - ll o' o~oll:. I vu pl&IID1ng 
on tbat. 

Yeah, let'• so ahead With tbt open .. rll:et . 

And we'll do notb1ftl turthtr about thil untll 
I ooat oYer there at J o' olooll:. 

llobo47 1t SOlD& to an7tblnc bert an,va7 exoept 
&Jitlf an4 I don't exPeOt to 4o an7th1ng about 
1t until J o'olook. 

Yu well all M.pt. Do nottunc about lt 
unth J otolook and I'll e&7 nottun& about U. 
I think 1t 1e beet tbat neither or u1 111 
aAJtbin& about it unUl n '•e bad a ob&noe to 
eit down tosetbtr an4 7ou cet tbt !aote. 

o. '· 
o. 1., tben. Oood-b7e. 
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R: 
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Hello, Ben1'7. 

Deoe•bn 4, 19'o 
lO:JS a ••• 

George, I bear JOU 1Ye go' a oold. 

We11 1 I'• awtull7 eorr7 not to be there but 
tbe7 Ye bad •e laid up in bed tor a oouple ot 
daJI wUb the grippe. 

Ob, tor beaYen eake. 

I teel •uob be,ter toda7 but tbt7 wouldn't 
le' •• go down to Waeh1ng,on. 

I "'· 
Bo I Juat wan'ed to explain • 7 abeenoe to 7ou. 

Well , I'• aorr,. 
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I think JOU won't baYe an7 trouble an7wa7 although 
there ia ao•e queation whether Marriner UJ not 
preaent a d1tterent reoo .. endation. 

George, waa an7bod7 tro• Jour bank - beard 
Marriner when be ude tua talk' 

Waa anJbOdJ wbatt 

Preaent. 

I UUnk ltproul - no, not Sproul, but wuu ... 
and Bou11 were both there. 

W1111 .. • and wbot 

Bou11. 

Rou11. BaYe 7ou 11tn t oda7 1 
• 'l'r1bune norrt 

I 4i4 indeed. 

Well, llarr1ner olat.a be neYer eai4 an7 ot tba' 
etuff. 

Well, u aounde nrr IIUoh lUte wbat be'e been 
alk1~ abolat. 

v' 

• 
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Well, I aean, do JOU know - where le Roaeet 

He'• down ;here w1;h JOu. He'll be ~ere thle 
aorn1ng eo JOU 111 eee hi a eturwerde, But .Route 
and W1ll1aae oaae and told ae the etorr ot ~e 
epe,,h and lt eounde awtullJ auob llke lt to ae. 

I eee. 

Juet between JOU and ae I went on reoord ae 
etrongl7 •• I oould agalnet hie aaltlng &nJ 
epeeoh. I begged hia not t o do 1 t and I tblnk 
eoae otbere dld, but be wae eet on lt. I 41d 
no t aee the epeeob l n ad•anoe and aa tar aa I , 
know, I don 1 t ltAow Vbo be 41d abow 1 t to. 

Be tella a e be abowed lt to nobodJ. 

I tblnk that 1a pr obablJ true. I t hink be had 
too U11J ot hi a own lhop t bera working wl tb 
h1a, and I don't tblnk ba ahowad lt to anJbodJ. 
But I waa telk1ng t o one aeaber ot t he Board 
and I tald I thought lt a great p1t7 beoauee 
I didn't know what he would aa7 but be would 
probabl7 trod on aoaabodJ'e toee. 

Yeah. 

And thle aeaber of the Board aa1d well , don't 
JOU worr7, he 1 a goi ng t o olear with ~e 
freaeur7, and then Dann7 Ball told Rouaa t he 
afternoon of the epeeoh that be na abooked 
t o find oat e•en that there wae SOiA~ to be a 
epeeoh. 

Yeah, 

W.J.l, I think 1t 1e too bad b,oauee we'•e 
ttarted out v1 th an effort to gn a oo-ordlnaUd 
p,ropoe.a here and I tol4 hia that he aade a epe.oh 
on hie own and wae COlDS t o aate lt 41ff1oult 
tor the AdYliOrJ Counoll and the Bnel'Ye Banke 
and the Board and pel'hapa the freaeurr to get 
t ocether. 

fhat 1 I rlpt. 

Beoauae he eeta up preJu41oea at onoe. 
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that ' • r1pt. 

I 1Yt been YtrJ bitter about 1\ franklt, aa4 
I tol4 h1a ao, but he wae ee\ on 4o1ft& 1t. 

0. r., George. Take oare ot toureelt. 

Well, I'll be all r1cnt. Mow, Benr.r, tou're 
all ••t - I'll een4 70u a letter oonoernlnc 
1t - but tou're all ••t tor the 19th. 

!hat' • r11bt. 

An4 I'• nr7 bappJ about H. 

I'• loolt1nc t orwar4 to 1t. lou l et •• lmow 
the t1ae an4 \he plaoe. 

I'll let J OU know. It'• 8 o ' olook oo !hure4aJ 
n1pt, the 19th, an4 wt Will Jan ban a 
blaolt Ue. 

Moth1ng elee? 

fhat 1e all, \hank JOU, 

llo Yeet, no ooatt 

llo, we'll ••• 1t •• oan't ret thoee awa7 troa 
70u up there. 

!bat' 1 all rl&bt. 

(Laup•). 

I'4 111te to aalte one eucceet1cn of one pereoo 
I 14 11ltl tO baYI 1DY1\t4. 

1fbo'. \hatt 

ll7 tath1r. 

I '•• 4one that. 

Oh, po4, 

!bat wae the tlr•t letter I d&ftl4• 
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WonderfUl, 

I wrote hia a apeoial letter. 

Wonderful. 

I wanted hia there and I thought you would 
l1ka 1 t. 

That'• Yerf nioe. Well, I 1 a looking forward 
to 1t. 

And I don ' t know bow aany we'll ban. It wUl 
be - I bad hoped I oould keep it eaall - I aean, 
nl"! eaall, but I oan't do that and I think it 
will giYe you a obanoe - I aean, a lot ot theee 
people up here you'•• neYer aet aaybe and t hey 
are anxioue, ot oourae, to know you and while 
we von 1 t haYe an7 reaU7 t oraal 1peechu I 
think the7 1ll expaot JOU to 1a7 aoaathing. 

Wall, I oan get up and talk about gold and 
ailYar, the Stabilization Fund, and taxee and 
eo forth and eo on. 

And t1nano1ng. I think it JOU oould ea7 eoaetb1ng 
about that beoauae that'• a thing they are terribly 

1ntaraated 1n - whether there'• a oontliot 
between, well, Jeate and the Bank1 tor inetanoe, 
or the A4a1n1atrat1on and the Banta. 

Well, that I don't know, but I'll think up a 
little aoaetb1ng. 

All right. 

I ' ll baY& a little aoaathing. 

But I'a avtull7 plaaeed 7ou're ooaing. 

Right-o. Thank JOU eo auoh. 

Fine. Good-bye. 
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R£ OPEl! W.RKET December 4, 1940 
11:00 a .m. 

Present: 

Eccles: 

1\a.nSOLl ! 

H.::. Jr: 

P.anso::~: 

H.U.Jr: 

Eccles : 

~.anson : 

Piser: 

!:ccles: 

Piser: 

Eccl es: 

JJr . 
Jlr . 
Mr. 
JJr . 
JJr . 
~ . 
JJr . 
Mr. 
Mr. 
)[r . 

Bell 
Haas 
Hadley 
Eccles 
Ransom 
Goldenweiser 
Piser 
Szymczak 
Sinclair 
Rouse 

George Harrison was ill and has got a bad 
cold so he t1as unable to come down. 

I can account for the other two members of 
the COJmaittee , Hr. Davis is busy On BOlle 
defense problem and JJr . Draper ia tied up 
on same matter that he ~as working on. I 

r ess some people came in unexpectedly, so 
find myoel f as tho alternate , 

Good. 

And we are here. 

I haven't had a chance to read tho memorandum 
that the Federal Reserve sent over last night, 
and I would be very glad if i t could be read 
out loud now, 

All right. \•ho Ylants to read it? 

Have you got a copy? 

I have got a copy. 

Have you got saoe copies you can pass around? 

I have a few extra copies . 

Give the Secretary one and Mr. Haas one. 
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Rouse, do you want to read that? 

This is stated to be a prell.mi.nary memorandum 
on Treasury financing reflecting a discussion 
by members of the Board of Governors and 
llr. Sinclair of the Federal Reserve Bank of 
Philadelphia. 

"The Treasury' s cash balance is now under a 
billion dollars, and net expenditures over 
the next three months will be substantial . 
These facts clearly indicate the need for some 
nearby financing. The character of the 
financing should be considered from the stand­
point of ita bearing upon the national econ~ 
and, immediately, in relation to its effect 
upon the defansa program. Financing the 
defense program as i t relates to the national 
econam,y raises many problams which cannot be 
discussed within the limits or this memorMdum 
but which we shall be gl ad to discuss at an 
appropriate time. In general the monetary 
and fiscal aspects of the ~rograo are concerned 
with the question of avoiding, on the one hand, 
undue or premature restriction of our total 
economic effort before a satisfactory level 
of national income and emplol'l!lsht is reached, 
while avoiding, on the Qther hand, the dMger 
of inflation , The further problam, while the 
defense program is under way, of avoiding 
serious bottlenecks in production and dis­
tribution, which might have effects very simi­
lar to those of a general inflation, must 
probably be approached mainly by measures 
other than monetary or fiscal. 

"Aside f ree these bottlenecks there is still 
much unemployed labor and industrial capacity 
and many raw products in abun<!Mt supply, anCl 
as long as this situation oontinues the re­
sources for national defense shoul d not be 
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obtained at the expense of peacetime ecti-
vi ties and consumption. '1/e have reached a 
le vel of output, however, well beyond any­
thing previously att ained even in the late 
twenties, and next year the level will al­
most su~ely be substantially higher. There 
are est1mates that the national income this 
year about $74 billion, will rise next' year 
to about $80 billio~ an~ that b~ 1942 or 
1943 it will r each $'90 billion m tems of 
the present price •level. Obviously in the 
face of su?h a. prospect, esi>ecially nhen 
the exFns1on ls occurrinc 1n response to 
the st~ulus of large defense expenditures 
and British war purchases, the nossibility of 
an inflation, v:hereby the expansion 'ilould go 
into prices rather than into output must be 
an ~ver-present concern of the monetary and 
fiscal authorit i es . 

"On the monetary and fiscal sidei ~>e have to 
reckon with the fact that the vo ume of demand 
deposits and currency is larger than ever be­
fore, that excess reserves are huge and are 
increasing, that the Government debt is already 
large, that Government securi t i es have be-
come the chief asset of the banks, and that 
purchases of securities by the banks create 
additional deposits. As to taxation, the ner. 
tax measures of 1940 have substantially in­
creased the revenue in procpect for the caning 
year, and uhat is even oorc ioi>ortant, in. con­
sidering the problea of financlnt the ent1re 
defense pro~rem ovor the next several years, 
have c;i ven us a tax structure rlhich vtill yield 
substantial further increases in revenue as 
the national income t•ises . 

"The financing p1•ogram best sui ted to the~e. 
circumstances would appear to be one comb1n1ng 
borro1ving and taxation in such a manner that 

Regraded Uclassified



- 4 -

borrovTing '?ill l~ssen and tax revenue increase 
as t he na~1onal 1ncome rises and the danger 
of infl~ hoi!- dram>. nearer , As regards borrow­
ing, winch 1s the lJIUlledia te problem it appears 
that under present circumstances - ~d this 
will become increasingly important as the defense 
prograc proceeds - the Treasury should confine 
its borrowin~ as much as possible to non-benk 
investors anQ thus prevent tho further piling 
up of deposi t s by the banks . Pending other 
steps that may be taken to this end, a lon" bond 
should be issued at this tice in an effort~to 
interest as ~ non-bank investors as ~ossible 
and t o discourat;e the further purchase of 
Governoent securi t ies by banks. Another advan­
ta~::e of a long- tel'lll issue would be that it would 
help to supply the present demand for such 
securities and tend to prevent further increases 
in market prices . 

"Other means of increasing sales to the savings 
groups might be considered as part of a longer­
term program. First, sales of the present type 
of savin&s bond might be increased by a more 
intensif1ed campaign and by again elloning trust 
accounts to purchase these issues . Second, the 
Treasur;; might issue a new type of savings bond 
r1hich 11ould pay a seni-annual -coupon and be 
redeemable at the Treasurr ~rior to maturity 
at a discount . Third, the t r easuryoight issue 
a registered non-ne"otiable bond which would be 
salable only to the0 savinga s roupa of the coun­
try and could be made either irrede~ble 
prior to maturi ty, redeemable at s d1scount on 
perhaps three months ' notice, or convertibl e 
into some select ed outstanding issue. ~e 
fundament al probl em to be met, however, 18 to 
find means of r educing the volume of unused 
reserves in the hands of banks available and 
pressing for investment. 
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"More specifically, it is recommended that the 
Treasury should refund both the maturing notes 
and bonds in December and should raise about 
$500iooo,ooo to $750,0001000 of cash, It seems 
like y that holders of the no tes and bonds 
should be ~iven the option of refunding into 
either an 1ntermediate or a long- term bond and 
that cash should be raised through a long- term 
bond. • . 

Wait one moment. 

\/ell, you are really speaking of three kinds . 

There is a confusion there, Ur. Secretary. 

He put in the word "different . " In other 
words, what they are t rying to apeak of is 
three bonds . 

That isn't cl ear here. 

No, i t isn't. 

It isn't clear and I interpolated that word. 

"It seec.s likely that holders of the notes and 
bonds should be given the option of refunding 
into either an intermediate or a long- term 
bond and that cash should be rai sed through 
a 'different• l ong- term bond. " 

I see. 

In other words, the long-term bond for cash 
shouldn't be used for refunding purposes . 

i~t· is what I am trying to convey. 

"Other alternati ves would be to refund in 
December and raise cash by a long-termdb~ 
in Janus.ry or to refund in Deoem6er an ae 
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cash through national defense billa . 

"It wo';'ld probably be advhabls to do the 
ro£und1ng 1n December, because this procedure 
would clear the decks for future financing 
and is expected in t he market. It is also 
recommended that the 1'reasury should raise 
$500,000,000 to $750, 000, 000 of cash in 
Des;ember. The Treasucy' s cash balance, r.hich 
is now ~00,000 ,000, uould be do'l'lll to about 
$600,000, 000 b7 the end of December and r.ould 
be entirely eliminated by the end of February 

1.!)6 

if no cash is raised in the interim. The 
raising of cash mi£ht be deferred until Janu­
nrr, but it is protiably desirable to cooplete 
the entire financing at one time. It appears 
that the raising of cash up to about $750,000,000 
;vould still leave a margin of safety r.i thin the 
statutory debt limitation. 

"Present market oondi tiona are such that the 
Treasury could without difficulty issue long­
t erm bonds. During the past month long- term 
bonds have advanced in price by more than two 
points. Reporting member banks have added 
$100, 000, 000 to their Government bond holdings 
since October 9, and insurance co~:~panles have 
also been substantial purchasers. There has 
been a relatively small supply of securities 
in the market except from the System Account. 
7he present situat1on tends to induce banks 
to purchase bonds of longer maturities in 
order to obtain incooe necessary to meet ~x7 
penses and dividends . Under present con~t1ons, 
therefore it appears quite certain that lnter­
mediate a~d long-term bonds would be readily 
absorbed in the market. Their issuance would 
also serve to restrain a further sharp rise 
in prices over the next felT months. 

"Such an operation can be carried out success­
fully, provided the offering restricts the 
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allotment of long bonds to an amount that the 
market can comfortably digest . The demand 
for bonds during recent weeks has been largely 
centered in the intermediate issues and the 
rise in price of t he four longest b~nds may be 
weighed more by the absence of offerings than 
size of the demand. This does not imply that 
there is not c substantial backlog of demand 
for long bonds, because there is, but there 
is reason to doubt that the market 1roul d reaciily 
absorb a lonp bond in an amount nueh in excess 
of $l , 000, 005, ooo. It might be advisable, there­
fore , to limit the long- tel'tl bond to a cash 
offering, in order to avoid the possibility 
tha t due to the large p1•emium on the long- tem 
bond the bulk of the exchan~os r:ould be for this 
issue, creating an outstandlng amount benreen 
$1, 500,000,000 and $2,000,000,000. Limiting 
the long- term bond to a cash offering would 
nlso avoid arbi trage transactions and wide 
fluctuations in tho rights between the time of 
closing the books on cash subscriptions and 
the time of closing on exchanges . It is recog­
nized tha t a long-term bond would not be dis­
tributed exclusively to non-bank investors, 
since a number of banks \Tould ~urchase the 
issue for the under-.riting pro. it, and others 
r1ould hold the issue as a permanent investment, 
A long-te~ bond, however, r.ould fit into the 
category of an investment suitable for non7bank 
investors and would represent a mile-post ~n . 
the market by wnich further long- term financlng 
could be nore readily gauged. 

"In vie11 of t he size of the financing i t would 
probably be desirable to give holders of the. 
maturing bonds and notes an option. !he opt1on 
should be between a l on& bond and an lnter­
mediate bond rather than n note, since most 
investors have a decided preference for 
internediate bonds rather than for notes at 

Regraded Uclassified



~coles : 

SjOllCZak : 

Zccles: 

P.ouse: 

1!38 

- 8 -

current low yields. The maturing bonds have 
been ou~standin~ for about 10 years, and a large 
proport1on are ln the bands of insurance com­
panies and savin~s banks . Under these condi­
tions there migL~ oe bOme advantage in per­
mitting the exchange of the bonds for the new 
long-term bond issued for the 'different ' long­
term bond --" I think you might put that 
"different" in quota tion marks. 

" •• •• issued for cash, at the sane time pro­
tecting the market by requiring that the new 
bonds would be issued for exchange only on the 
basis of a regist ered bond which r.ould be 
delivered after three to six months . Consi dera­
tion might be given also to raising the limit 
on preferred allotments on cash subscriptions 
to $10, 000 or $25, 000. Such a step 11ould tend 
to encourage individual subocriptions and to 
reduce allotments to banks." 

You have got another shoet thero, haven't you? 

Oh, yes . ·,;en, this is :.Lore or less the view 
or the recommendation - the preliminary recom­
mendation. This is merely brin~ing out a point 
that this memorandum doesn't br1ng out . 

The other side of that picture. 

It was felt that for the purpose of discussion 
this aspect of the problem should be at least 
Dentioned. .iant to read tba t , too, Rouse? 

"The discussion in the memornnduo indicates 
quite clearly that the dofense procr o.m should 
be financed from the savings of tho country 
ra ther the.n f r om a furthet• exvnnsion 0~ ban~ 
credit and that an influonoe 1n this d1r ec t1on 
would be the issuance of lonc-t~M:l bonds . 
iihilc the general program shoulo proba~~y be. 
of this nature, there are certain conn1ceret1ons 
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that rnigh~ make it desirnble to follor1 for 
the ~ed1ato future an interiu pro •rnm of 
short- term securities . In vio1·: of the large 
vol ume of excess reserves and bank deposits 
and t he possi bility of inflationary tenden­
cies devel opine at some time in the future 
it seems likely thnt steps will be conside~ eil 
for reducing excess reserves to a more renson­
a~le level. In addition to t he uncer tainties 
t :.e.t will be produced i n the :-.arkct b·• such 
uiscussions, ther e r.ill be other unce~tci.nties 
r e.:;nr .lin;:; conp;•ehensive ban;:in...; le~isla tion, 
l !'.x l e:;islation, an.: l!le p:-ooosel =or u.akinr; 
future issues of ;:ublic securities fully tex­
a~le . cntil these ~uestions arc sett l ec the 
J:'.e.rl:e t cannot be expected to uce.sut•e lone- term 
interest rates with fairne ss . 

'•,·.1 th the re:noval of the infl uence of l e.r gc 
sut•pl us bankinc f unus on the ne.rket lon:;- tem 
rates, whi ch are nor/ nt record low i evels, might 
increase soner:hat to a poi nt thc.t r:oulO. more 
nearl y reflect the level necessar y f o1• e.ttractin& 
the savinr s of the countrr. II a lons- term 
bond shoufd be issued at t !le present time it 
r.ould be vulnerable to an increase in rates . 
If this condition is anticip!! teci it may be nore 
in the nubl ic interest to nrotect investors 
from imPair3ent i n narkot val~e by ~eferring 
the issuance of l ollb- tcrt1 bonds unhl e.fter 
such nn ad justment has occurred. 

"<;nuer thi s pro{;r= sllort-tert~ securities uoula 
be floated at the present ti.IIe nne: r.oul<'..leter 
be refunded lnto lon0- i erc bonds . If t~s 
pro&rrun shoulC. be aO.opted the 'i'reasurr nucht 
find i t uetir abl e to issue a statenent, out­
lining its r easons for t his proocedure. 

I just want to say this, I v.Mi to t;o on 
recor d on i t at this time , t hnt at a very 
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e~l date I expect to call a meeting of the 
c ttee which the President appointed same 
time ago of all the agencies thAt are interested 
i n banking eo that we can discuss any proposed 
banking legislation, sc that one agency won' t 
be going out and advocating - well, the case 
of the reduction of federal reserves, where 
it might affect all of us, and ~!J: to approach 
any banking legislation as an a nistration 
team rather than as separate agencies. iie 
will just have to do that. lie can' t have one 
agency recommending saoething which might be 
detrimental to same other agencies, and at 
just as early a date as possible I ~ going 
~o get together. I mean, we like to sell a 
very long- term bond and Federal Reserve might 
cane out the next day with an announcement 
that they wanted to remove excess reserves 
or part of them or two- thirds of them and it 
would have a very important effect on the bond 
market . 

In the not too distant future, I am going to 
get t his committee together, which is a standing 
committee which the President appointed, and 
of which I am chairman. 

~. Secretary, mi~t I say in that connection 
I think in re- reaW.ng this very preliminary 
draft of this memorandum, it occurs to me 
that it might also be very helpful if some: 
time when we are over the hump of an immediate 
.financing progrlllll, if the members of the Open 
Market COmmittee could meet with you gentle­
men and the members of your staff and could 
sit around and discuss all the broader as­
pect s of the problem which developed here, 
I think those sort of discussions would be 
very helpful. 

All you have to do is to suggest it end we 
are there. 
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Fine, 

'.'le have just --

Well, lie have got 

Just suggest it , 

The full committee will be in - they have 
got ~o ~:~eet once mot·e t hie year. The law 
proVldes four meetings and they have had 
three, so they want to meat on the 17th 
I guess it is, so we can arrange to hav~ 
Dan and such mmnbers or the staff as you 
~ant . 

Fine. 

Just to si t down and have an afternoon to­
gether. 

We TIOuld be delighted. 

Be clad to , 

Jus t in the re- reading of this memorandum, 
there is one thi~ that disturbs my or.n 

20! 

""(thin~ . I don ' t like the record to be made 
l'lithout at least saying that I have sOile 
r eservations, which is the opening sentence 
of the second paragraph on the first pa~e , 
the implication that ne are in a feacet~e 
era here and that peacetime activ1ties and 
consumption can go ahead at a more nearly 
normal level than I personally think is the 
case . I just don't like a record or this 
kind to he made where I have got such a 
very fundament.al reservati on and these things 
always are the product of a. good many people's 
thouJ<It and they have to be r edrafted and 
remaae . Fortunetely, this is headed "prelimi­
nary, v \ut when we do finally thrash it out 

.. 
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&mong ourselves, I just want to say that I 
hope I can get that i~1 what is to me a more 
nearly correct focus tnan it seems to be 
right here. 

Well, what we did thie t ime, we have asked 
for a meeting a week in advance of what we 
do normally, just so we oould have ample 
time to study this thing and - we haven't 
done this in a long time , 1'/e used to have 
several meetings before f inancing, but 
Yr. Bell and I advisedly did this one in ad­
vance just so that we could get the benefit 
of whatever the Federal Reserve had been work­
ing on. 

Well, we did somewhat the s&me thing. A week 
ago, last week, I asked Ur, Pieer and some of 
our people to give it some consideration, to 
all of the aspects, and put it in memorandum 
form, and I also talked to Geor~e Harrison 
e.nd asked him if he would have Willi&ms and 
Rouse and his people do the eme thing, and 
then they got together while they were here 
Monday, so that this memorandum la e. result 
of that previous considere.tion. 

In looking at this thing, I just want to say 
this. I brought it up at Cabinet last Fr iday 
and the President said - I don't know how he 
worded it - something about having a hunch. 
He would like us to consider not using up all 
of the borrowing e.uthority at this time. It 
isn' t an order, but just for consideration, 
I mean not to use up the laet dollar, so I 
am just pe.saing it on, and he said he thought 
it might be e. mistake. 

And the other thing, we used it all up - if 
we did I mean it would lee.ve us nothing 
for o~ United Ste.tes savings bonde, which 

202 
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would certainly - it would come under the 
heading of drawing on the savings of the 
people rather thari the banks . I don't think 
banks can subscribe any more. 

No . 

So I just r.ant to, in considerine financing -
rte mi~t have both the President• s qw stion 
he ra1sed in mind, plus the fact that we - if 
we didn't get any increase in the debt ri~ht 
ar:ay ne might find ourselves up to the po1nt 
where we couldn' t sell any United States 
savings bonds. 

203 

Something like that Ttas in two or three ~apers , 
that the Administration roas thinking of lssuing 
defense notes, and I think that was partly 
responsible for t he long- term bonds going up, 
wasn 't i t , Bob? 

Yes, it had an 'effect yesterday. 

The bills - of course it could be switched to 
the Defense, that is what you are doing now. 
How much unused have you got? 

Of the bi lls? 

Yes, that you could switch. 

Today would make it 700 million. lie have got 
about 700 million more we could switch out 
of the billion three that ia out. Of course, 
we ooul d go on and issue for cash and extend 
it as far as up to the four billion . 

But what I was thinking of was the oapaci ty · 
you have got 111 thin your debt limit of 
45 billion if you call noll, I mean if you 

• 
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pay off a s fast as the" mn ture over the 
next seven weeks, to 7~0 milllon You 
have got th i s 700 million plus l'll;at you 
have e;ot now? 

i.e will have on Decembet• 15 about 899 million 
dollars of borrowing authority under the 
cenernl limitation, 

890? 

Yes, somer.n ere bet-.>een 850 and 900 lllillion, 

' .. 'ell, call it 850. That t;ives you a billion 
nnd 50 million of unused. 

You mean if 1·:e sl7i tch --

A billion five hundred, that is right . You 
can do that . I was thinkinc of the Presi­
dent ' s s tateznent of how far you conld go 
and still l eave you some leeway. You would 
have a billion and a half - a billion 550 
million if ;'OU r;ent up to 750 . That 1~ould 
still leave you the 750 million leewa•• for 
baby bonds , 

7ha t is right. I think I told ;ou (!!ell) 
last :ti<;ht, end I told some of the others, 
I haven't had a chance to really put my 

~01 

mi nd on this, but this r.as r~,in~ through 
cy head, in view of this meoor andum I got . 
from Haas last nieht , which I reQ.d . Supposrng 
you read this , George, and t hen I nill .£lVe 
them wha t is r unninr; through my head, JUSt 
through the recomuendation , Have you got 
your one, t1·:o , three recO!o.uendat i ons? 

All right . 

Read just the rcco=endati ons . That will 
be enough, ,·;on ' t it? 
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l!aas: I think that will 11ork all right, 

"Recommendations. 

205 -

"(1) In view of the current strength of the 
market for Government securities, it is 
recommended that both the 1-1/2 percent 
Treasury notes maturing March 15, 1940, and 
the 3-3/B percent Treasury bonds called for 
redemption on the same da te, aegregating 
$lt222 millions, be r efunded at this tine 
and that new cash to the amount of about ' 
$700 millions be raised, 

"(2) It is recom:uended that for ne01 money 
the Treasury offer a 2-1/4 percent bond for 
as long a term as possible. On the basis of 
closing prices on December 3, it would a~pear 
that a 25-30 year obligation would be su1table. 
Inasmuch as such an issue reaches into new 
territoryl it is suggested that its pricing 
be carefUlly checked with the market , " 

That is something we don't know much about, 
because it is off the paper, but i t could 
be worked out, 

"(3) For refunding purposes, it is recomcended, 
as our first choice, that hol ders of the matur­
in~ securities be offered a 12-14 year, l -3/4 
pe~cent bond. Our second choice Ttould be to 
offer the holders of these securiti es their 
choice of a 12-15 ;year --" 

That is, on the refunding - -

" .. . . 1-3/4 percent bond, or a 17-19 year, 2 
percent bond, It is further recommended t hat 
tho hol ders of the maturing 3-3/8 perce~t 
bonds (but not the holders of the matur1ng 
1-l/2 percent notes) be permitted to exchange 
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an unlimited ~ount of t heir holdings into 
the long 2-1/4 percent honda, provided 
they accept delivery in registered bonds 
which they agree to hold for o. specified' 
period. " 

Here is another part of the recommendation, 

'{4) It is also reconmended that nith respect 
to the cash portion of the financin~ the 
maxicum amount of preferential allotcents 
to subscribers nillin& to accept delayed 
delivery in re&istered bonds be increased to 
at least $10,000, and, if i t should arpear 
to be technically feaaible, even as iu~ as 
$25, 000. In the event that this caxiraum 
should be set above $10i000, i t is suggested 
that consideration shou d be given to ex­
tending the period for which delivery is 
delayed to considerably raore than ninety 
days. The period selected, however, should 
be one that vrould not interfere with future 
Treasury financing operations. " 

The balance of the memorandum are the 
reasons . 

George, there is one question with referen~e 
to the refundin& of the bond, 3-3/8, you g1ve 
no option. You permit t hose bonds to- as.I 
understand it - to be converted into a regls­
tered bond. 

no. 
Do you give an option, too? 

Give them an option of the shorter bond or - ­

If they are going to to.ke the 2-l/4i·they 
have got to register for delayed de 1very. 
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v.ell, it is more or leu along that cho.nnel. 

This i s not much different . 

1'1e are substantially in agr eement, I should 
thlnk. 

Yes, I should think so . 

Pretty nell in agremnent . 

~07 

All ri(tht• I am not in azreement. I 11ill 
{>Ut tlus ug as a straw can end you can knock 
1 t down. 1he nay I feel, there is no a rgu­
ment about that we ought to try our best to 
tap t he resources, other than the banks. I 
am in complete e.(treement on that . \,hat 1vould 
you gentlemen th1nk if we did both refunding 
with a lone bond, or if you Vlish, a long bond 
and an intermediate bond, but bonds, end then 
raise who. tever cash we decided on, 500 to 750 
with a five-year defense note . 

Taxable? 

Taxable, and get into that, because one of 
the reasons that is moving beyond this thing, 
if I don ' t, I think that the7 may question 
me when I go up for the debt lioit, nby haven' t 
I used it. 

That is right. 

See? 

\:ell, they cay do this . They l·:ould say, "You 
advocate issuin~ tax- free securities. Nov: that 
you have author1ty to issue them, you don't 
do it . " 

Exactly. I am afraid of it . 

. ' 
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Exc~pt1 as I understand, Mr. Secretary, I 
don t ICn?W whether you are on r ecor d or you 
have ind~cated, as I recall i t that you 
thought this ~ethod of issuing

1
defense 

notes against allocated taxes was unsound 
If you use that extensively -- ' 

I haven 't said tha t . 

Just in one of our own ~eetin~s here didn' t 
we discuss it? I just ·,,ondered if y~u feel 
that \;ay, t.hether your extensive use of that 
at this stage of the gane J:light not ecbarrass 
yo11 in any testimony you mi ;;ht give at a 
later period. 

No. I mean, what I said before the co=i ttee 
was 1·1hen \7e gave this thing - they Y:erc arguing 
v;i th me back end forth about earmarkinc of 
revenues and earmarkinc of debt limit also . 
I sai d, "I am sure nobody in the commit tee 
likes t hi s , but under the circumstances, the 
best that r;e can ~::ot --" I mean, I sai d t hat 
before the Senat e Finance Committee . 

Yes, I remember that part . 

On the other !-.end, at this oeetint; that r:e had 
at the \lhlte House, I find t hat - I woult! sa1 
a tendenc1 on the part of the Presi~cnt and 
of the Senate and Congre~s , and they seeced 
to kind of like it. 1hey seaned to kind of 
like it . Uou, I have got it . Congress has 
given it to me, I go up before these ~eople 
and say, '~'iell , I need an increase." .'/ell, • 
wh" don 't you use t he authority you have got? 
Th~y also can throw back in my teeth that 
I said that f uture issues should be taxa~le 
and they coul d say, "Her e, you can do th~s , 
and you issue a long-term high-coupon bond 
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tax free . The two thinr;s don't add u • 
An~ then the other t hing is t he possi~ie 
or1tioism where I can sell c. five year 
taxable at a very low rate . ''i.thy don't 
you ~o that and get tho money as cheap as 
pos:able?" 

Then another argument, if I did that, that 
plus whatever the refunding on the bond noulc 
be, the average ~ould strike - oh I suppose 
sceething around oa;rbe two percenL I mean 
I v;ould get maybe - on the two bi llion doll;_r 
issue, I mi~ht get a two percent rate on the 
whole two b1llion . 

Well, sooewhere in this plan of financing 
through what we call tax anticipation notes , 
whatever it may be, if it is extended, don't 
you somewhere along the l i ne have to express 
your point of vievr one v;e.y or the other, whether 
as Secretary of the Treasury you woul d or would 
not favor it as a sound proposition? 

Yes, an.d that discussion is going on here now 
and I haven ' t made u~ JrJ¥ mind and I tried to 
push it over at the H'hite House to get some 
kind of an expression or opinion, and they 
wouldn ' t, and neither or the t r.o Senators nor 
the two Congressmen would comuit themselves. 
I mean, they wouldn't commit themselves on 
increasing the debt. They Rouldn ' t cOt!O.ft 
themselves on r.hether they v;ould have a debt 
nlth no petitions of any kind, just so ouch 
limit, leaving it to the Treasury to borr~w 
whatever kind of money it needed at the hme . 
I couldn' t get any commitments. So I don ' t 
want to go out on the end of a lllnb until 
I know I can meet with some suooess • 

That is why I feel that if you do this now. ­
e.nd you did put yourself on the end of a llmb 
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and maybe almost commit yourself to the ex­
tensi?Jl of ~hat plan which ;you may or may not 
feel lS unwue at a later period of time 
That is just my personal point of view i~ 
approach to .your suggestion, and during this 
in1erim per1od I would therefore recommend 
strongly against it . 

Of course, you have used the defense authority 
for the issuance of billa, but not for the 
issuance df notes, have you? 

That is right , 

Ho, that is r ight. 

Of course, the Congress - the representatives 
and possibly the President for that matter -
haven' t considered all of the aspects of this 
problem as you and we have to consider them, 
and it sounds like nice housekeeping or book­
keeping to say we are going to earmark this 
and that and so on, but they haven' t taken into 
account the other side of the story and the 
difficulties, and it seems to me that we all 
should put forth a real effort to convince 
Congress when t his issue comea up that that 
ia not the best thing to do in the public in­
terest, it isn't the sound thin& to do, and 
they ought to leave some discretion in the 
matter to deal with the problsma as they have 
to be confronted. 

\"/ell, the way the talk ran the other day -
I am just saying the way the talk ran the 
other day, t hey liked the idoa of issuing a 
special defense obli~ation and of having 
special taxes to ret1re 10% a yoar of these 
obligations . Flow, . that was sort of the way 
the thing 118.8 runn1ng • 

210 
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That was in the paper l.!onday, 

And I took Daniel Bell ' s view, just to take 
the other, to have no partitions at all 
I was a;guing t hat way just to bring it ' out, 
but I d~dn ' t get anywhere , 

You oa.n separate the budget, for tha t matter 
and put your capi tal defense expenditures ' 
capitalize thee, which is the sort of thi~g 
the Pr esident has always talked about . 

He is doing it now. He has got an "A • and 
"B" budget on his defense . 

You could do that without putting a partition 
on financing. That i s a question of book­
keeping. 

No one is kiddin& me, Marriner, on this thing. 
I am not ki dding myself . If I could 1wite 
the ticket, I vtould just like to have it say, 
'"l.'ell, the debt is 'X' billion, no parti tions 
of any ki nd. Go ahead and borrow the money 
as well as you can, condderin(; the whole 
domestic economy, what is good for the 
130, 000, 000 people . Do it the best ..ay 
possible. " But I don ' t know whether v:e can 
or cannot . 

·,/hat I am afraid of 11hen that question is 
finally determined as a question of policy 
is that you, by issuing five or six hundred 
million under that plan mi~ht more or less 
commit yourself to the endorsement of that 
policy, whereas you mar feel. at the time the 
question comes up, ent~rely different about 
it. I may be wron~ in that approach, but 
that would be my f 1rst reaction to your sug-
gest ion . 

2~1 
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Well, ~he other argument ia that by not 
doing 1t you are going contrary to the 
will of Congress . 

Couldn' t you stay with the bills? 

Not to the extent that you - you haven't 
used the existi~ authority and Congress 
certainly couldn t object to you using 
up to your 45 bi llion and then using the -
of course, you are using the defense to 
the extent that you are transferrin& bills 
into defense. 

In other r.ords, if you stayed Tli th the bills 
until late.r and then you would have a chmce, 

Again ar£Uing along the same lines, let's 
say you put the 1ohole two billion into 
long-tenn bonds and then something happens 
to the bond market, 

Yes. 

Well, of cour se the suggestion broug)lt here 
and the one that George read, of course, 
doesn' t contemplat e putting the whole thing 
in the l ong bonds. 

About half of it. 

Yes, more than half, about a bil lion dollars, 
and a billion dollars in the intermediate, 
l -3/4's. 

I woul d be very much afraid of that , 

Well I wouldn' t want to in the verr long 
bond; because a lot of the banks a readr 
hold ~ome of these notes and bonds and t ey 
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would take the intermediate bonds, NobodJ 
objected to the banks repl acing what they 
have got . It is a Question of gatting new 
money for thmn, isnrt it? 

Yes. 

Well, let me just - as I say, I am going 
to continue arguing to clear rrzy own mind, 
If you got out these five-year notes, cer­
tainly to see the banks put their money in 
that kind of stuff and then let the people 
nho have 8a~8 put their mone;y in the long­
term stuff', ena. also thronin~; around - cer­
tai n restrictions around it that the;y would 
have to kee~ it six months or a year, which 
would keep 1t off the market , I mean, I 111:1 
not - mind you1 . I told Eccles, I am not going 
to settle anything toeay but I am just -
everybody seems to be thlnking anotlier way 
and I would just like to go t his way. 

Mr. Secretary, have you considered what woul d 
be the maximum amount that you could put in 
these defense notes, of thie total financing 
that is contemplated now? 

You mean this December financing? 

All of it, the refunding and the nen mono{ 
&nd evecythin" else, what is the caximlm hat 
could be put Into the defense note group. 

I wouldn' t know, 

You can put it all in, as far as your au­
thority is concerned, 

I mean with any reasonable degree of safety • 
You have got to consider that, too . 
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¥iel1, I question - you could put them in 
notes : r question whether you could put 
them 1n defense notes , refunding. 

\'Jell, going into a new kind of a certificate 
which is ~ax~ble and everything else, cer­
tainly - 1f 1 t was a two billion dollar 
financing, I rtouldn • t wan t to put more than 
a third of it. 

Ir you r;ould want to put -­

Only the new n oney. 

\.ell, I don ' t say only the nowm oney. You 
could take one of these matur ing notes and 
let that maturing no t e l'ei'unding - -

Reopen an old issue. 

No, I mean you could say - what is t his 
December --

Take the note and give a note . 

And give a note, yes . 

I see nhat you mean. 

Give them a note for a note . 

That would tend - if you did tb&t, personal~y 
I would f avor that very much more than gett1ng 
new money from that source 1 because those 
that bold notes VIOUld be tne ones most 
likely to be rtilling to switch into notes , 

Give them a note for a note , 

That is right. 
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\,bat is the amount of that ? 

That is 6.77, isn't it? 

Yes . 6 .56. 

I left the note out, L!r. Secretary, intan­
tionally, but this is a different problwn 
you presented. I ducked i t and you 1rant to 
meet it. 

George, as I say, I am influenced by hhat I 
heard Friday night . I tried out a trial 
balloon to see fior. they felt about doing 
away with all these defense notes, doing 
artay rrith all the earmarking of taxes, e.nd 
frankly, I got nonhere. 

1ly 01m point of view on tho.t , for what it 
mey be worth, it seems to me --

You can count on me, Dan . 

That is good. 

I wouldn ' t do it that 1'18."/ . I would say I 
don't think it is an unsound method. In 
these days the Secretary of the Treasury 
has to be free to - and a sound pooition 
over a long period of time f or the Secretary 
of the Treasury to take i s just that position. 
That is just my point of vier., Ur. Secretary. 

I can' t say that. In view of my testimony 
before the committee - I didn' t condemn it 
at the time. 

But you were faced with a practical situation 
which everybody recognizes, the markets recog­
nize. 

2 .":5 
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But I have got to go back before tha t com­
mittee again. 

You could condemn it now, though. 

Harrison could. say, "1/ell, if you felt that 
way non, why didn't you tell us that at the 
time . You didn't sa:r that whan you appeared 
before us . " 

I t se~s to me, Ur. Secretary, that there is 
quite a change in the situation. \,'ben r.e 
were before the committee there r.as only 
three billion six hundred oillion dollars 
of national defense progrlll:l and ne asked 
enough to cover that for the year, and v:hile 
you said that you did not like this program 
yet it v1as the best you oould uork out and ' 
i t was agreed to by everybody and you accepted 
it. 

However, the situation is now drastically 
changed because you have got a 20 billion 
dollar defense program and the factors in 
the situation are so important that it makes 
it necessary for you t o have this flexibility 
and do other types of financing than r.as con­
templated at that time . I t is more important, 
it seemB to me, f ron the standpoint of the 
country to do same other type of financing 
now than what you had in mind then. 

Isn' t this true, too, tha t this is largelf 
Pat Harrison's idea and that it was polit1cal 
reasons in part - he didn't want to get a 
blanket authority to increase the debt and 
this was one way of meeting the thing until 
the end of the year . 

The way of getting around Byrd's objections, 
that is about what it amounts to. 

216 
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It seems to me the Federal Reserve System 
and I am pretty sure tho bank system gene~­
ally, would sup~~~t you to a man, generally 
so1 on your fun ental position on that 
wnich I think is a very important one ' 

looking ahead. 1 

\'/ell, could ue just for a minute drop it? 
That doesn't mean r;e can' t come back. Let 
me just go to another thing. 

Supposing we got out a long bond either for 
refunding or for cash, you see, either one. 
Let's say for cash for a minute. Let's 
say it is a 21% bond for cash. Following 
this paper, ;1e want to tap the savings, see, 
Let ' s say it is for cash. Do you people 
believe 1·1e could sell 500 million of thie 
if we limit it to the subscription - nobody 
could subscribe to more than, say, $25,000 
and had to keep it a year? Do you think that 
500 million dollars would flow into that kind 
of a securi ty7 

I v1ould be a little afraid of it. l!oving in 
all at once to that extent, I don' t think 
it would, because of the lack or funds, but 
there is the problem of gettinG enouch people 
and institutions educated to it. 

Hon "ould you do it, Uarr iner? Say you don't 
want to go beyond 30 years. 

I don • t think you can afford to take thet 
chance. 

2::? 

I tell you llhat you could do on it. You could 
permit anything up to 500 million, you v10ul~ 
accept those subscriptions first on the bas1s 
of the registration of the twenty-five , and 
then you could allocate anything over that 
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wasn' t covered. 

Well, t hat would be the effect of it The 
way you would handle i t in your anno~clll!lent 
you would s~ the people nho subscribed to ' 
not to exceed $5,000 and willing to take a 
registered security and delayed delivery 
you woul d five them pref erred allotments: 
That doesn t mean you nould give thm lO<r. 
allotment. You might give t liem 50% allot'­
ment or wha tever you r~nted t o do. 

But you could give them 100% all otment. 

But you don ' t commit yourself. 

But that is why I sa'l in that kind of a scheme 
you would be perfectly safe, 

Supposing rou said 100% allotment and it ran 
over 500 ~llion, wouldn't it be embarrassing? 
On the other hand, you could say that the 
allotment over and above whatever t he 25, 000 
group takes, that we would not t ake more than 
500 million unless -well, you wouldn't get -
you wouldn't in any event cet more than 500 
million, would you? 

I don • t think you would get that much on a 
25, 000, but you might. You might if you 
said that 118.8 all you l'ler e going t o do . 

L!alce them keep it a year? 

I think three months is just ridiculous •. 

I em afraid t o go u far as that . 

Why, John? They are buying two-year notes 
at no interest rate today. 

2.:8 
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Let me get this clear. You say thAt _ is 
1
1

tt a prior allotment of 25,000 if they keep 
a year? 

That is right. 

Or is this a mandate with respect to the en­
tire issue'l 

Ho, no. 

Oh, this is all right. 

A preference allotment. 

Oh, that is all right. 

A preferential allotment, providing they went 
a year. 

Your trust estates would go for that , I am 
pret ty sure. I think that is all r.ight . I 
know in Philadelphia there would be a lot of 
trust estates who would be just looking for 
that sort of thing. 

Do you think it would go up to 500 million? 

Not on that loan, but your ordinary allot­
mente would cover your difference on that. 

That would be your new coney. Then you are 
thinking of the refunding on the bond. ile 
would give a.n intermediate bond, and on the 
note, a possibility of a defense note, or 
if you don' t give a defense note, then you 
would give - you would possibly cive that 
muoh more in intermediate bonds . 

Or, seeing Yle are trying so many nerr thi!lgs, 
the note for the note, new money for a 2~ 

2-:9 
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bond, and then in JanuarJ refund this 3- 3/Sths . 

And not refund that now? 

~ am just raising that, not refund it, just 
uai t . It has got a long coupon - e. hi"h rate 
coupon that lll!'.kes it difficult to handre and 
wan until January and then \"le l'.ould kno;l 
better and know how the thine T:ent. You knor:, 
when I announced it I said I could do any one 
of three thin~;s, and so my hands e.re not tied. 

You cay find that January r.ill be nn uncertein 
tine, with Con~:ress active nce.in and nll such 
questions discussed. It v;ould be n difficult 
tine to discuss that. 

I think you could do it, but it would be better 
to do it now. 

I think the only advantage of wni ting until 
January would be if you don't use the defense 
notes at all nor. and defer some of the fi ­
nancing until it i s a little more clear whe t her 
or not they are going to &ive you this blanket 
authority. 'i'ht.t r;oulC. be the advantage of 
delaying part of it no17 . 

I would like to see the holders of 2- 3/Sths.' 
given the opportunity to go into the long 
bonds . They are a hi&h coupon and_pretty 
scattered. ite know the i nsure.nce 1nvestors 
have 102 million dollars of t hem and the 
Mutual Savings Banks have them, end it flould 
be to our advantage to have them take those 
lon~ bonds even if we had to put on t he re­
strlction that they would have to take ~e­
layed delivery for a period, and I r1oulnn ' t 
put the $25,000 maximum on those. 

Ther wouldn ' t ob ject? 

.. 
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If they are firm investors, they nouldn ' t object, 

\ihat you woul d do, Dan, on this refunding 
o.f the 3-3/Sths bonds would ei ve an ovtion 
to take t he l ong bond or the intermediate 
bond, but the option to take the long bond 
would be dependent on holding the bond for 
a year, which would clearly Keep the banks 
out and would not be a deterrent to the 
insurance companies or the savings b~s? 

And there would not be this taking by the 
banks for the purpose of selling for a 
higher preoium. 

How would you do that again on the 3-3/Sths? 

Give the 3-3/Sths holder an option to go 
into the lon~ bond, even though they had 
15 million or them, but they have eot to 
agree to take delayed deli very for whatever 
period we specify. I£ it is a year, it is 
a year. That keeos them off the market for 
a year and keeps the banks out, at least 
from exchanging and immediately selling 
thm. 

The banks hold a lot of them and then take 
the intermediate bonds, almost invariably. 

You don't think it would be risky on the con­
version to oake them keep it a year? 

No because that is only an option, If they 
do:1 • t want to take the conversion, they 
would certainly take the intermediate bonds . 

Oh, I didn't get that. 

An option t o, 

221 
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That is right , Because they are held pretty 
well, They are divided now pretty 1vell be­
t?teen the long- term investors o.nd the banks . 
Now, the banks, we don't wo.n t them to take 
the long ones, therefore you give them the 
intermediates. You don't want the real in­
vestor to take the intermediates, therefore 
you give him the lone one . Therefore you 
gave him the option rdlioh would meet both 
types of holders of those securities, 

The long bond would be extra sweet and the 
intermediate one r.ould be very close. 

That is ri~t, but the long bond they would 
have to hold for a year, eo they wouldn't 
take it for a free ride, ae Dan says, 

If you had 800 million for oa.eh, you might 
get as much as 200 million dollars of the 
545, Vlouldn' t you think, Bob? 

Another thing, I don 't like to have an inter­
mediate bond and a long bond in the same 
offering, You mi~ht ~ive this 3-3/Btha the 
option between go1ng 10to a long one and 
holding it for a year or taking a defense 
note, 

Yes . 

Vihat in? 

The banks would take the defense note there, 
of course. 

If you were going to have a three-way ~ssue, 
Kr Secretary I don't see why you don t 
i;e your holders of the maturing securities 

fhe option to go either into the note or 
the intermediate bond and then with the 

• 
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restricted opt ion to go into the long bonds . 

Do you mean you nould give tho note - o tion 
to go i nto either a note or the inteme~ir.te 
or the long? 

No, I Vloul d_give the ~olders of the Wl turing 
note an optlon to ~;o mto a note or an inter­
t~ei:iate bond. I 11ould give tho holders of 
the 3-3/Bths bonds an option of going into 
the note, the intenJediato note, and a re­
stricted option for ~ing into tho long bo~d, 
b7 takin~ a delayed aelivcry. 

· .. ell, Dan, if you 1verc r;oint: to do that , v;hy 
don ' t you give the same o~tion to all three 
of them, ! Dean simplify 1 t so that on the 
refunding you can give them the option t o go 
into the defense notes . If' you \':ere going 
to go into the defense notes, I would make 
it simple. Give the holders of both of them 
the option to go into either the defense no te, 
the intePmediate bond or the long bond on the 
regis tered basis . 

I don' t like that. But on the cesh, just a 
l ong bond, and the f ello11 has to hold it a 
yer.r? 

If he ~ets his full allotment . 
0 

And if he doesn' t? 

I f he subscri?es and doesn ' t ~&rce to hold it, 
his subscript1on may not be f1lled . 

But if he gets a 10~ allotment, he has agreed 
to sell it'?' 

That is right. You may ~;et nolhing and it 

'V>•") 
"'""""-\-> 
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may be you will get enough to bold it for 
a y~ar to take the subscription. If you 
don t get enough, you are not stuck, be­
oauae there woUld be enough others that 
would take it for the free ride. 

In respect to that, I think you are then 
facing a blocked issue for a year You 
are in effect having a maturity of a very 
long bond Tmich might be a considerable 
amount, and i t is entirely conceivable that 
within 12 montha you might have a change 
in your market picture. If there were a 
change in the interim, you would have a 
maturity and they are faced with nhat are 
they go~g to. do. It could give us a bad 
market sltuatlon. 

That would be true of anythinG that is 
blocked, 

Yea . 

Anything for 12 months. 

You could decide at the end of that time 
whether to do that. In other words, depend­
ing on the market situation, if in 30 daya 
before that expired - you don't need to 
offer it to them now. You can offer it to 
them then, based on whether or not you wanted 
to offer a chance to exchange. 

I think that amount might represent a problem 
that I would be somewhat e.fraid of. While 
I am speaking, I afree 1fi th the expression 
of John Sinclair w th respect to the note and 
the defense financing, the financing of the 
natione.l defense e.uthorize.tion. If it cen 
be e.voided, I would feel just about as be 
stated the case. 
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· .. e hnd discussed, ::r. !::ocrctar · tiw qucs-
ti ~ tt ' . ., . on o_ pu ' ln<; 1nto our r.o1. issue n r i -ht 
of the holder to convert into 1.ny ot:,e1• bond 
·.Lich i s subze'luent l :r isr.uoll to tho hit;her 
coupon, but 1:e sort of tht•e\'1 H out the riin­
d0\1 because if it becOJ.,es a taxable security 
;;ot. r:i ll have that t r ouble . 

l:o. Cne tiuns I •. ,oul .; like to do, t :'U'O\'! it 
out for su-~cstiun, if ·.:e ~ot out an inter­
medin te bond and a lon- bo~c , no :~:otter 1.!1o 
-ot i t or r:hntec•er btl~:s lhe;. ·ot it or: , I 
i=:ould like to ~vc it t•e ;isle reel to sort 
of bccin to follo;1 · .. her e lhe;· r t•c :o~n..; . 

~ou ~ccn t~c lon- bo~C~ 

;,n<l the internedia t o. 

The 1:hole issue? 

lc " Just n r er is tcreci bond so 1:e l::!!O'II - 11e 
w. v " t urc all talkin · ilel'e e. bout ~·.'c don 1 t wan" o 

see i t .::o to t;le OanJ.:s . Let 1 s !inti out r:Acre 
it does co. 

: :iCC . 

Let ' s :'i:ld o:.:t r.::cre :.t C.oes ..;o. 

'i'be ~.eser•re be.n:<s co.n tell ;,·ou that at the 
~uts~t . The;; cu.n • t tell ;;ou r:ha t subsequen tl;; 
ho.p;:ens. 

'l'he;: set the names o! the subscr ibers . 

l t o i t i n U1o second nnd '.:ell, ·;;hat ll!.ppcns 
t hird hands'? 

Thnt is di:'ficult • 'Iou 
your banks fai rl y ::ell, 

can t race thr ou:;h 
out not c <O~lctel:·. 
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or course, : ret·istered bon~ tl:ui.t \ 'Ia' 

tl12.t preven.~ tfte1~ fro:n Dellb" it . Y?!w· 
1:on ' t subscnbe . "' · J 

~:o , ~ 1.:ean t hey ?an sell . Let theu sell, 
out JUst - wh3•, 1n co::non otock or nre­
!cr:ed stock ~'OU have a transfer a~;ent and 
1t hns to be 1n so~ohody ' ~ n~c . 

\.hat \.oul d your reaction be on that? 

! t ;.ou~d ha~e ~ C.cfinitc ef f ect on the ::'.lirket 
vel :te :n :~cucln£ it c.:t~ \:oul~ al!io r2strict 
t he po_.en ~.lal ~eyers of the. i ~:uc r::.o just 
don 't ::eep re-;1stcrccl cccurl hos . 

· •. by? .. h;; shoul C. a ::um not \'tent to i~a•:c n 
rct;istel'ed security? 

' .. ell, it is a clear-cut oxpre:;sion of be 
lllllrket . 

Su!Jposin(: fro:J. nm·: on all :io·/ern::1cnt bonds 
here rcs lsteren. 

It ·.;oula have e. sli,·ht effect . 
~ 

~'he first subscriber i s relative! ;; uni;:mor­
tnn t , but ;·;here ere t he s econ.l (Jl(i t hi rd 
ones? Le t 's put the ste.tisticio.ns to ;.ork 
and find out r.hat happens to them. : think 
it is terriblr i:nport8.nt to knor; r:ho is the 
ulti:nate o;·:ner of these thi~~& s • 

Of course, it doesn't !Jake , froo the bnnk's 
standpoint - es lon& as the;r arc under 
Pressure with the hu""e l'esorves they have 
(;ot, they won ' t nece~sarily need to take nel'l 
offel'in~s . · .. hnt they do is r;o in and bu;r 
existin~ offerin~s , bid then up, and se.v1n;s 
and i ns;u,a."lce coopanies 11ould t al:e the new 
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offerin~s. Yo? don't stop the banks from 
increas1ng thelr security holdings by any 
type of an issue, particularly, You might 
stop them from subscribing in the first 
instance. 

But if we did this, at least we would be 
making a start of finding out on an accurate 
basis lfho holds the Govel'll.Cient bond who 
are the owners, and I don 't see why' anybodf 
should be ashamed to own a Government bond 
and to have his name registered. 

Well, I don't --

I would like to know the vie11 of some of the 
market experts, know what the reasons are, 
if necessary, because they r1ould be multi­
farious , probably; and what the effect would 
be on a market value. The1•e would be an ad­
justment there. 

Well, it is a little bit more difficult, but 
I think the Government is entitled to know 
who Ol'IIIS these bonds. "i!e may want to cir­
cularize them later when we cet into a Liberty 
bond thing. If these are the bondholders, 
we would like to know who holds them to r;ri te 
them a letter to get them to subscribe to sOQe 
more. 

You have got a good list on you~ baby bonds. 

A swell iist. How many names have we got 
there? 

They sent about nine million pieoes of mail, 
I think. 

Uf family gets five every time they send out 
one. 
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There must be five different holders in 
the family, aren't there? 

Not SIJ:1, yet. 

There are not? 

And we still get five each time, 

They haven't broken donn their r esistance? 

Not yet. 

The same person in the family? 

No, different people in the family . 

There isn't a duplication of names? 

Five different names, where one for the 
family nould ue sufficient. 

That we can't tell. But if you told me that 
you personally received five circulars, I would 
be worried. 

tlo, to five different members at the same 
address . 

That is all right . We have got you on our 
list. \'le are trying to wear you down. 

You probably will . 

No, we overcame sanding £i ve ciroule.ra to 
the same person, but !iva circulars to the 
same family, that we can't do. 

The only objection I have got to baby bonde, 
they are too sweet. They e.re better the.n 
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insurance , Anybody that takes insurance for 
an annuity, instead of a baby bond, it seems 
t o me they don 1 t know how to fic;ut•e, 

Would your bond on your plan still have a 
coupon or be pai d by check? 

If they were regi7tered for a year, they 
could very ·:;ell g1 ve them a check for the 
first two interest paj'tlents and all subse­
quent coupons rrould be attached. I think 
1'/0 hAve &Ot to consider both of thot e cucs­
t i ons very carefullf• One will be mechani­
cal and the othe:- mll be on the market 
and it will drive a lot of 'OCO':llc out , I 
think, and it wouH certainly keep our banks 
f r om being the distributors , Ther woul dn't 
want to buy registered securities and then 
redistribute tlien, would they, J3ob? 

\'/ell - -

That would be good, wouldn't it? 

Jlo, I think you may 1mnt them s01~e day to - ­

l:o but what I would like to lmow, i.:r . Eccles, 
•:e' have had this discuss ion. /J.s far as I can 
sec, nothing is settled. If you peo?le ~d 
t he tine to =ite me another l!lel.lOrand\11:1 1n 
vie1r of t his ciiscussion, it nould be ve;y • 
helpful to me to see Tmether you have cnangeo 
your mind any at all . 

i ,"ell these alternative proposals e.nd,possi~ly 
t he ~rguments pro and con, vte rlill wr1te up: 

That is rieht. 

If r1e knew this, hor1ever , it seems t? me it 
mi&ht be hel pful. If you feel, in VleW of 

• 
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what the President said and the attitude of 
these people rep1•esenting Congress, that you 
must issue --

H.U. Jr: No. 

Eccles: 

!i.l.! .Jr: 

~coles: 

!i.i!.Jr : 

Sinclair: 

H. tr. Jr: 

Eccles : 

Rouse: 

Eccles : 

Bell: 

H,ll , Jr: 

Bell: 

Eccles: 

, , ,.a defense note, then that is a promise, 

tlo , there is no "must. " 

Then that, I an rather sure, nould be a 
secondary - rre 11ould apl>roach the progrm -
I think 11e noul d voant fust to approach it 
without that and then approach it with that, 
only as an alternative program. 

There is no "must. " 

Independent advice from what the Secretary 
has asked us for . 

That is right. 

I think we can ~o r ight ahead. There is no 
reason that can't Qe done immediately. You 
have got no reason not to stay do1m here, 
have you, Rouse? 

I can arrange it. 

This is more impor tant than aeytbing you have 
got up there, isn't it? 

\',hen would you have another meeting? 

Well, 11e he>" ~-- ~ +:his - -

llonday, I should think. 

Isn' t i t soon enough? 

230 
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Oh, l!onday? 

I should like to date these around th~ 
20thi and I should think next week will 
be a 1 right for announcing it. 

Tha. t vrould give the banks a little more 
time , You IVill have a good deal of print­
ing and circularizing. 

I want to have t ime to get securities out 
in the hands of the banks, too. 

I could meet ~th you gentlemen at 3:00 
o 1 clock l!onday. 

'that is all right. 

How is that? 

Hovr is that? 

That is all right, 

Is that all right? 

Yes . 

Is that all r ight wi th you, Ronald? 

Yes. 

All right , 3:00 o'clock ~onday, Is that 
all r ight with you, John? 

Entirely satisfactory. 

Now in the mec.ntime - what h today? About 
Friday it may be nell to got this memorandum 
over to you, so. you vlill he.ve it over the 
week- end, How lS that? 

23:t 
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Veey good, 

Can we do that all right, Bob? 

Frid&1 or S&turd&y morni.ng. \'le might have 
another meeting on Friday afternoon and do 
some rewriting that night . I think we can 
do it b1 Saturday morning. 

232 
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TREASURY DEPARTMENT 

INTER.OFFICE COMMUNICATION 

DATe December 3, l94o 
TO Seore~Ary rgenthau 

Mr . Haa • 

Deoec er inanci ng 

FAOM 

subJect: 

I . F~oo~endationa 

(1) I n vietr o! the current strength ot the :::nt'ket for 
Jovcrn:nent • ••ourit1es, it i s recoo;nend~~ thAt both the 
l -1/2 percent Treasury notes ""'turing l·!Alrch 15, 19~1 and the 
}-}/g percent Trea~ury bonds called t or redemption on the •n~e 
.il'.tt , oe "l'egating .,1, 222 millions, be retundot\ at this time 
tnd thPt new cash to t~e asount of about 700 ~1ll1ons be ' 
r~leed. 

(2) I t is r ecommended that for new ~oney tre Tr~asury 
offer e 2-1/4 percent bond tor as iong n tar~ ae possible. 
On the baeie ot oloeing prices on Deonmber 3, i t would appear 
t~ut e. 25- 30 yMr obligation wollli be ru'-tnbl., . Innsmuch as 
~ •ch an l esue reaches into new terri tory, 1t is eur,gested that 
1te p:·iolng be care tully cheokecl with the mnrket. 

(3) For refunding purposes, i t l s r ecommended, as our 
! lrst cho1ce4 that holders of the maturing securities b~ of­
fered !\ 12-l year , 1-3/4 percent bond. Our second cholee 
voul d be to ot!er the holders or these aecur1t1ee their choice 
o~ p 12- 15 year , 1-3/4 percent bond, or a 17-19 yePr, 2 pe~­
eent bon~. It io turthe~ reco~ended that thP holders o! t he 
::!Pturllli; 3-3/g percent ~'lnds (but not the holder• ot tbe zatur-
1n~ 1- l/2 percent notes) be permi ttPd to exchan~e an unl imited 
~oant ot the i r holdings 1nt~ the l ong 2-1/4 percent_bo?ds, 
~rovtded t hey accept ~elivery i n reg1etc~ed bcndc , wnlcn they 
egree to hold tor a aoec1t1ed 9er1od. 

Eati~ated yield bases and probable orPolums on the 1s­
suea suggested above are sho~<n i n the following tnble: 

Pre')liiJ"ed by: !Jr. '1'1ckton 
l!r. Turner 
l!r. CO'!TMI ~ 
L!.r . Hq As 
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Eet1mated Yield Baeee and Probable 
Premiums on SUggested Bond Issues 

234 

(Baaed on oloeing bid prioee Deoember 3, 19~0) 

Deeoript1on Coupon 1 
Eatimated Probable yield 

baaea prellliume 

12-l~ years - Deo. 15, 1952-5~ 1-3/~ 1. 61 l -16/32 
12-15 yeara - Deo. 15 , 1952-55 l-3/~ 1. 63 l-10/32 
17-19 years - Dec. 15, 1957-59 2 1. 90 1-15/32 
25-30 years - Deo. 15, 1965-70 2-1/~ 2.16 1-24-/32 

(~) It is also recommended that with reepeot to the cash 
portion of the financing the maximum amount of preferential 
al 1otmonta to subscribers Willing to aooept delayed delivery 
in regi stered bonds be increased to at least $10,000, and, if 
it should appear to be technically feasible, even as high as 
325,000. In the event that this maximum ehould be set above 
$10,000, it is euggeeted that ooneideration should be given to 
extending the period for which delivery is delayed to ooneider­
r.bly more than ninety days. The period aeleoted, houavar, 
should be one that would not interfere with tuture Treasury 
tlnanoing operat!one. 

II. Principal Reaaone Underlying 
the Foregoing Reoo~enditiona 

The prinoi oal reasons underlying the foregoing reoo~en­
datiorf!revolve around the desire to attraot •real eavinge' to 
nev money ieeuea ot Treasury eeouritiee and t he desire to avoid 
the prio1ng dittioultiee arising through the eimultaneoue otter-
1ng ot more than one s ecurity tor exobinge. 

The ourrent expanaion ot bueineee activity in connection 
lo"ith the national defense program rains the question ot the in­
fl~tionary potentialities or the present large volume ot bank 

• • 

Regraded Uclassified



secretarY Morrentlau - 3 

~.,oel ta and ot excess reserves. Under t~e oircums ts nc 
800epre well to increase the Gegree to whlch Trea •ury t~s , i; 
operation~ ta~ •real savings• , an~ eo decrease the exten~~~ ng 
which thr / r~eult in an expansl~n ot bonk oredlt Thi b 
nccom'lll ahed 1n part, as ws.s i ndicated in a preYi.ous m~n:;nd::m • 
by the o~fer of l on.3-term rnther than ohort-term eecur1 ti A' 
lon!:-t~t·m bo~d , lt 1s qu;t;: pr obable, would eppe~l lese t~ebanks 
and more to r9al savern .~n a short- term or an intermediAte-
7, r:n obligation. 

The ~rioing d1tficult1ee that would be involved in 8 two-
1r a three-way ottering for exchange are a reel oroblem in the 
?rtsent ~netanoe . A 25- 30 year bond renohes out-into new 
b r r i tory tor l'reaeury issues , and i t ·tould be ex<:~el!lely :i1ft1-
cult to arran.-, the !'elSt1ve pr1cee o~ :vo or thr ee lssuee in 
eocr. n ~anner as woulc prevent the holders ot met~ring s ec•rt­
t1er from taking one ot t~ese i £aues to the exclusion o! the 
~:hera . 

I.. very alight t~ror in the estimated yield basle o:r the 
long i s sue m1ght hs~e no ~~feet on the success of a cash 
o-cet'e. tion, but u:1!>;ht caus~ t~A shorter :esues, the yi eld bases 
of w:11oh arc relati vely mo r e oerto.1n, t o be oons1d.ere.l:c.y more 
attractive tor exchange . I f the long-term bond wer e pr iced 
very attractiYely, howevE>r , tho opera tion l~ight r esult 1n a bnd 
eeo?nt'.l\ry distributi on. The holders of t~e aeouriti~l to be re­
run: 1d -- a oonsiderabl~ '>ortion of whom a re banks -- have 6. 

pr&sumr.t lve preference for a short- term obligation for permanent 
holding; but th.,y mi ght exchange into a lonp; 2-1/4- >rere thi s 1&­
ue uriced more liberally than chorter lssuP.a . 

ThP for,.going a rrange10ent, it should be noted, does not 
orevent the ~older& of maturing i ssues !rom , urchasi ng the l~~l 
2-1/~'s on an equal f~oting ~ith other FUbecriber•. I t eoes, 
~o~ever, prevent t~ose investors who have been speculating in 
r1 ~~ta t r om obtaining tor imnediat., disposal a preferential c~­
lo~ent or long- term aecuri tier. 

lie h&Ye not recom:nended the reopening e. t a prer::11u of eny 
c~ ~a tanding issue ot Treasury eecuritiet because 1t is !elt 
that n ret'.uct i on 1n the coupon reteG on nett 1ssuae at the 

• "Recent Developmonts i n t he High-grade Seoul'i ty !(arkets . 
An~lve1a ot Allotments of Cash Suosor1p t1onr to ~overnment 
3ecuritieA" , Novel!lber 27, 1940. 
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~resent time would have a desirable PaJohologioal etteot. More­
over, in aome quarters ot the market there are very definite 
obJeot1one to the purchaee of aeour1t 1ee at h1gb ~rem1ume. 

It ahould be noted in oonneot1on with the refunding por­
tion of the finano1ng that the "coupon oarr1' (i . e., interest 
aoorual at the ooupon•rate) on the 3-3/8 percent bond between 
December 15 and March 15 amounts to 27/32, and that the coupon 
oarry on t he l-l/2 percent noten for the same period amounts 
to 12/32. A holder can obtain these respective amounts bf re­
taining the securities 1n question until Karoh 15. It is ap­
parent, thersf ore, that the •real margine of safety' are less 
than the premiums shown in the table above by these amounts. 
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Preli:ninary cea>randu:n on Tre.aaun: fin.tJJein~ 
based on a ditcuaelon by lnCfi'.bora Or the Doard 
o f Governors and Sr . Sincle.lr , Prealdent of 
_}.!!.• Federal ~servo Bonk of Phile.dolpMa __ 

Tho Troaaury ' s cash bo.ltmoo is now under o. billion dollo.rs , G.nd net 
cJmt.omlituroo ovor the ncJ:t three tlOntha l:lll bo eubatonti1'1l . Tho6 <J fo.cts 
ol ctrly indiot..tc tho need for some ncr.rby fino.ncin&• Th< oh<>rc.et"r of t.~c 
fir.~ndnt; ohould b6 considered r-r om th<1 utUildpoint or ite bco.rint, upon the 
n.nt ionel tJoor.o~· c.nd , i.J::;todic..toly. in rc..ldion to ite orrcct upon th<: defense 
pro,.rt.r~. P1n.r.ne1ng tho dof'ons(.l protrc.o c..a !t rc.lr.t c= to the nc.tior..::.l ccon.otttf 
r uis ... a Q.l.ny probl(.:."''.S rthioh cor.:1ot be discuaacd tti t..hlr. the lil:d ts o f this 
-... :.aor~~d\.1:1:1 bu t l""'i ch r·c. s~ll be ; ltod to t!.lscuca o.t -•- t.p?roprit.t G ti:K; . In 
,.,T, r:.l thC.. tll)ft(.tUy rutd fit:Ccl C.Sp<..CtO Of U\r,. r rocr'-X\ C.TC. eOne(.T!"C.d with 
t.'l qu s t ior.. of c.voidL'"lg, on tho ont. h:.;1d, undue or ?rt. •• c.tur .. r c.strictlor.. of 
our totc.l c.eonoNc c.ffort bc.forc c. s~tlsfn.c~r:: l <.V<.:l of r.r_tion:.l i:-.eoac .:un 
<.J:¥10y:::"K<nt ia reached, t:~ile avoiding, on the ~ther hand, the danger of in­
flation . Tho further problen, ..-!tile tho detente J)ro··re.: .t is under l:'lly, of 
avo1d1nc aor 1ous bottlenecks tn producti on an~ diatribution, ~~eh ~tht have 
effe-cta VOr';!' sin1l:t.r to those of a r;onoral inflation , cust probe.bly b.e &p­
proe.chod t..a.inly ':¥'; r-ensu:-cs other than :.10notllr y or fic.cal . 

Aoido fro:1 thoso bottlcnoeks thoro 1o atill nueh uno-.oployod hbor 
o.nd 1nduotr1al capc.c1 ty A.nd no.ny rnw products in c.bWldn."lt supply, nnd ae long 
~~ this titur.tion continu~s tho r o&ourcon for n~tio~l dcf onao ef~uld not bo 
obtr.inod ~t tho oxpeneo oJ:' p<:ncotil.tO (:.otlvlthc M.d consu.-:~ption. !io hnvo 
rt.o.che:d u. lovol of output, ho\'i'c.vor, w ... ll bv:;ond o.n,yth1ng prliViot.:aly c.ttc.intid 
«.~vc.n in tho lc.tu t'YIOnti'-'&., c.nd next yoo.r th•., l c.vt:l •.till a.lnout surGly bt;. su~ 
stc..ntic.lly hiG)l.,. r . Thcr~;. o.rc. ustir..:t.t(le th:.t the, n.c.tionA,l ineo:...~..:: , this yco.r 
~bout t174 billion, ~:ill ri•~ next y<::.r to nbout aoo billion nr.d t.h:>t by 19!,2 
or 1943 it \lill ,.,~eh ;;90 bUEon 1n t or: •• of th< prGOcnt prico level. O_bvi­
oual~ in tho to.oc. or .cuch ;. pr?cpc;ot, t.spc;.o11.ll~· lf'hcn the oxpt.eaion is occur­
rln5 ln r <aponoc to t~o ot~us of 1c rg< dof cnec cxp<nditurcs c~c British 
\:::.r purchna<o, the posoi'oility of c.n 1nflc.t1on, \.ncrc~y the <xp•.r.sion •ou1d 
&O int o j)rioc.c r:-.thcr thc.n i:tto output, t~et bo:. e.n Cvt;r- prc aG!'lt c.one<;:rn or 
the : .cm <te.ry end fiaenl ::.uthoritic c . 

On the roneta.ry and fiscal aide • we hl.\' t'l to reckon \lith the fact 
thet tho vol\.'CM of domnd deposit & and currencJ 1• larger tt.an ever before, 
tho.t oxceee reserve& are huge a.nd are 1ncreAiin6-, thc.t the Govern1ent debt 
h alrr.o.~r l,u·go, tha.t Goverm;l6nt s ecurities he.vo boco:\e the Ghief .a.sset o f 
the bi\J\.~a , nnd th .. t purchnses of seeuriti ee b)' the b~nl:• create adnitiona1 
de!>Oaito Ao to tc.xo.tion t.>,e new ta:: oooauroa ~ f 191:0 have subst ... ~ticlly 

• • ' ~> th U.n• yoo.r and ,\,at is even n>re incr eased the revenue in prospect .lor e oor. ' ' • ti dcfe sc "Orogro.m 
1""1i>ortant , in conoiderin;; the problro cf financing the t:o ~~lch •. ~11 yiold 
ovor the next aoveral yco.rs , have sivon ua Cl tax atruc 1 1 1505 Jubatn.ntlo.l further incroe.ses in r ovon\10 &I tho na.tiona. nco."W r • 
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The tl.nancing prop-ow b oat ouitod to those oiroU!llt...,oea would 
•PP"*'" to bo ono oo..,bining bc.rrcwinj; and tcc.t1on in ouoh & conner tho.t bor­
rowing rlill lceaon and tax rcvonuo incroo.•o c.a tho no.tiono.l 1nccno riac• and 
tho do.ngor or 1nfbt1on draTTS noo.ror. As r ogurdo borrowing, -..hieh 1a tho 
tnnod.iut o probloo, it nppcnrs thnt under prooont oiroucotnneoa--ond this 
11111 bco(lf,l() inorooeingly inporto.nt no tho dcfonoo prouor.> prooeed.a--tho 
Tr<tOI!IUJ"Y ehould oonfino ita borrovting QB much ae poeaibl(l to non-bo.nk in­
v<ot., ro end thue pr ovont tho further piling up of deposita by tho bo.nko. 
Por.dln& other otops thot roy bo token to thio end, o long bond should bo 
1s•ucd ot thil tl.mo in c.n effort to 1ntoreot oe CID.JV non- bciilC inVost<;r!l 01 

-poidbTo and t o discourage the fuFtlior purclliile of GovornlOOnt soouri ties by 
bonl<o . Another advantage of a lon~tort:1 iaouo would be that it 'liDuld help 
to oupply tho present ·decand for ouch ooouritioo o.nd tend to pr<rVent further 
L•1.croaae• in t.l&.!"ket prieoa. 

Other noano of inoree.sing oalea t o the a o.•!.q;• groupo Disi>t be 
c:naidered o.a po.rt of a. longer-tem prc crau. Plrat, ac.l ea of t he present 
typo of oavinl;o bond cir}lt be increooed by • core 1nter.a1tied cmpe.i&n ond 
l-y ocni..., nllo\lin& truet ace>ounts to purohnao those iaouea . Second, the 
Treoaury nl.&)lt 1uuo o. np typo of onvinga bo:>d T.!>ioh woul d poy " seci-Mnu:.l 
oo~pon ClOd bo rodoonoblo Clt the Tro~sury prior t o noturity Clt n discount. 
Third, tho Treoaury trl.si>t issue c. r e&istored non- no&<>t!Clblo bond ..mieh v:ould 
bo anlo.blo only t o tho sovings :;roups of tho country Clnd could bo mdo oithor 
irrodoatnblo prior t o nc.turity, r odoot1Clblo e>t o diaoount on porhClps throe 
r~ntha' notice, or oo:rrvortibl o into eono aol cotod outot(Ut.din& issue . The 
tundanentol problon to be tlet, however , is to find no ana of reducing the • 
volu::lO of unuoed r eserves in tho hands of bo.nlco nvailablo and pressing for (l 
invoatnont. 

~oro apooifioa.lly, it 11 roo~Andod thkt tho Troo.aury ohould re- .~~ 
fund both tho r:>aturinr; notes and bondo in Dooe:.1ber t.nd ohculd raise about ~' 
*500, 000, 000 to $750,000, 000 of caoh. It aecw likely that holders of tho 
notes and bonds ahould be given t!lo option of refUnding into either ;;:, ~tor~ 
oediato or a lo:>~ern bond and that c•lh should be ro.iaod thrc~J&h ~rn 
~· Other altorno.tivea ..,uld be to rotund 1n Deoacbor and railo caoh by a 

(~~~-=~ern bond 1n Januarv or to refund in Dooo.r.bor and l"t.iae cash through 
{Sl national defense bills , • 

It would probably bo ad'<ioo.blo to do tho rof'Undin& in Deec:cbor , bo­
••~•o thU proooduro ..ould clear tho <'.ooko for r~turo finClncin:; ond 1a • •­
pootcd 1n u.o r.l&rht . It is also r<>oaa;,cndod thClt tho Tro .. ury shoul d ro.ioo 
3500, 000, 000 to $750, 000, 000 of oo.sh in Dcoacbor. Tho Trco.sury•s ca•h bol­
CMo, •thioh is non S9QO,OOO,OOO , "''~ld bo dOI'tn to obout v6oo,OOO,OOO by tho 
ond of Oooa.1bor c.nd would be entir ely ol1" 1nntcd by tho md of February if 
no oaoh 1a nieod in tho intor l.J:to The ra1oin:; o f oo.ah ni&)lt bo deferred 
until J<lnll!lry but it is pr obo.bly doliroblo to conploto tho enti re finM~Jlg 
at ono tino 'It appeo.rs that tho re.iaing of cuh up to o.bout $750, 000, 
""uld at ill 

0

le&To a -rr;in of ae.fety nithin the atatutory debt l1n1t&t ion. 
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Pre1ent market conditione are such that tho !'reasury oould r.1 t."''o\lt 
difficulty !uuo long-tem bonds . DuriJ>& tho put ,.,nth lout-to= bonds have 
a~vanood in prioo b-J mro than two pointe . Reporting ~:~etlber banks have added 
~100,000,000 to their Government bond holdins • since October 9, and insurance 
co:'pt\llica have a lao been substantial purchaeera . There ho.a been o. relatively 
ot111.ll aupply of securities in the IMrket oxoopt h-om tho Systom Account. Tho 
pre•ent Bitu~tion tends to indueo banks to purchase bondo of longer maturities 
in ordor to obto.in inoomo necessary to moet oxp(lnooe Md dividend$ . Under 
proacnt conditions. ther efore , i t appenra quito oort~in that inteM:~.cdio.to and 
lon:;• ttnn bonda 'i.ould bo roo.dil y o.bsorbod in tho mark(lt., Their issuance \TOUld 
Q}so ao~o to roatro.in o. turthor shnrp riao in ~rioce over tho ~xt row montho . 

Such en oporo.tion enn b~ cnrriod out auoocaatul1y, providtd tho 
off<r!~ r oetrlcts the o.llot!Milt of lont; bonda to o.n ccount tho.t tr.L =-kct 
c>D cool'ort&bly digest . Tho da:w>d for '1!1111 bonds dl:rin& reoon~ weeks has 
been largel!· centered in the interuediato iiQJec, and the rist" in price or 
l~ four lonroat bonds e&.y be weighed mro by tho absence of o!"fc.rin::;s than 
she of tho dc::'2'U1d . This docs not ir.ply ~at thoro is not a substantial 
'-'scklot or d~;.• 'GJ).d for lons bond& , bceauao thoro h f but there is r~sqn to 
doubt t.'l•t t"l..~ ma.rlcot Y7ould readily absorb a lonJ; bond in a.n ar.IO'Wlt:TD oxecaG 
of 91, 000, 00<.'_.000. It r.U~t be advisable, thwororv, to l!r.Ut the long- term 
bond to a oa•h of!'orl.nc, in order to avoid tho pouibility that duo to the 
lar;;o pron1= on tho lon~;-torm bond tho bulle of tho ucha.ngos T.ould bo for 
this houo, orGatin~; o.n outstanding omount between ~1 ,500,000, 000 nnd $2, 000,-
000, 000. Limitins tho lonr;- torm bond to o. oo.ah offorins \mul~ also avoid 
arb!trngo trnna~otions e.nd wido fluctuo.tioua in tho ri(;hta bet-.vcon tho tim 
of clolinc tho booka on eo.sh subscriptions o.nd tl\c timo of olooing on ex­
chen&<>• • It ia r ocor;llhod tho.t a l ong- torm bond >~ould "-"t bo di stributed 
cxclusivoly to non- bc.n.'<: invcstorc , since o. numbor of bo.nka ";Yould purohn&o the 
inuo !nr tho undor;rritins profit, end othoro ".':ould hold tho issue ns a pcrmc.­
ncnt invootm¢nt . A lone-term bond, ho·.:ov .. r , ~.ould fit into the cc.tcsory or 
an invoctmont auitn.blo for non- bonk inv<.etora and v;ould r~;;prG&c.nt o. tdlc-pcat . 
in tho !14rl:ot by ,ilioh fu.-thcr lon~eru fi=:loin& could bo ".ore r<cdlly £11U&Cd~ 

1n vieu of tho size of the finanoin& it \OOuld probably be desirable 
to pve 1\olclcra of the cttur~nt; bonds and notes an option. The option should ~ 
be bet\:oen a long b:;ud a:c.d an inte~ed1ate bond rCI.the:r than &. note, ai.Doe most 
L"tYeatora have a decided preference for lnterr.ediato bonde rather than for l 
notu at ourront 10'7 yields . The co.turing bor.da hava be..: outstll!lding for 
about 10 ~·cc.rs , ar.d A ltl.rr;c proport!o:: o.ro in the ho..nda of insurcnce co:n.p;:wiea 
DJld a"vir.gc :>.t..."'lks~ Under these conc;.it5.ona there might bo SODC o.dvanto.ge in 
por:>ittil'f> thJ oxohongo of tho bor.do !'or tho DO'·' long-tt rc bond' issuod f'or 
cash, o.t tho """"' tine pr otecting tho t10.rl<0t b!' r cquir!ns tho.t the nc:u bonds 
l.'Ould bo iuouod for exchange onl~r on tho boeia or o. r oGiatorod bond vohi~:on 
'"'uld bo dolivorod ~rtor three to six II!Oiltho . Conoidorntion ~>.i(;ht bo S.: 
<Uao to ro.ioint; tho ll.mit on pr oforrcd dlotncnts on oMh oubso~~ion~ to ip 
.. 10,000 or '25 , 000. Such o. stc? r·ould to:ld to onoourn~o indivi su sor -
tio1~• Q...,d to r tduoc allob...1Clt:C to ben.l:o . 
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'l'ho 41souoa1on in tho J:>ODOro..'>duc 1nd1oat co quite clearly tblt t.>,o 
dct ona< program ahould bo financed trm tho oAvinsa of ~ho oo~mtry rather 
thD.ll rron " l'urthor oxpo.naion of bo.nk orodi t o.lld th•t an influence in this 
dir ootion vould bo tho isaUilnCo of long-ton:> bonda. l'.hilo tho gonoro.l pro­
[70TI should probo.bly bo of thio no.turo, thoro arc oorto.in oonsidoro.tiona 
thr.t n16}1t Mice 1 t dosir e>bl o to follow for tho 1ruod1o.to future on 1nt er 1tl 
prograM or short-tenn aocuri ties . In vi.ow of the l.Arse volume of exces e ro­
sat"Vos ond bo.nk dopolits o.nd the posa1b111ty of inflationary tendencies 
davelopillll at sono tine in the future, it aooL,. likely th•t ateps .n.n be 
eoneidored tor reducing exoeae reserves to a coro roaaonable level . In 
addition to tho uncortai:>tioo that '>;ill be p!_oduood in tho u.rkot bv such 
d1acuu1ona, thcro will bG othor uncorta1ntlca robord~ cor'.prc;:hcnsivc 
ba.'lld.nt lo~;rilation, tax legislation, OJ1d tho propoanl for cn!:i:>g futl:re 
iaouca of public soouritios fully toxabl• . Until those qucationa ore aot­
tlod tho e&.rl<.ot oonnot be orpcotcd to ncuuro lonr;-tcr- intcro&t ro.tcs with 
ra.irnces. 

i lith tho rot>Ovul of the influonoo of lorso surplus b<nl-:ing funds 
on the oa.rkot, lons-tom ro.tcs, -:.hich Q..TC non c.t record lou l c,,·cla, oight 
l.ncroo.so son.,o.t to o. point tho.t wuld ll'.OTO n~o.rly r oflcot the lovol 
neeouar:r for attraotin& tho se.vin&• of tho 04untry . If a long-tom bond 
should be 1aaued o.t the present til:le it would be vulnerable to an Inereaao 
in re.toe . Ir thie co"iid.i tion 1s e.nt1cipo.ted It ""'Y bo more 1n the public 
1ntcroat to protoot inYestors f rom impairment in rr.n.rkct value by doferrirtg 
tho iatiUAnOO of lons-term bonds until nftor euch ~n adjua~~nt hAs oeourred . 

Under this prouam short-'t.!'rm aoour1t1ea ,..,uld be floated e.t tho 
pr.,.ont time Alld wuld later be refullded into long-~or:n bonde . If this 
pro&rQin should be o.dopt ed tho 1'rcc:.sUT)' .. dght find 1t desirable to issue e. 
otetemont outlininG its reaocns for this proooduro . 
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TO: Cra . Klotz 
r:'RCl.!: u.r . Gaston 

lleeeabor 4, 19-W. 

Tho Sccr otar,y talked to Dan Bell , !larry Villi t.o, Crs . Klotz and 
eyseli this morning about the story of Eccloa apeoch last Thursday even-
ing bofore tho tlational Industrial Conference Board with which the Herald 
Tribune lwl led the J >aper Wlder a five eolum head. 'i'hia story said tl1at 
Scoles hed urced & :zt billion dollars loan to Britain a&einst f;Old and 
•ad discussed the budget, taxes , savings bonds ailvor purchase silver 
cc~ti~iC4tes and Thoaas Clll'l"fmcy. All agreed' that so::lOthin<; should be done 
al>out it and the Secretary finall,y called up Eccles in our pr esence wade 
an &J>!>oint.:ent to see hie at J : OO o ' elock, at w!Uch tu:e he liOuld brlng 
.:Uiot Thurston ani the Secretory wcul.d have Dan Bell ani eysel! present. 
It was arreed that nothin& Yould be e;l.ven to tho prus in the mantiloe . 

Tho Secretary called Dan Bell and co in at 2:SS P.l!. and showod us 
• dispatch on the Dow Jones ticker or three or four hundred words in which 
a " spokesman of the Federal Reserve Board" hed issued a staterent oaying 
t~nt the stories in the morning ,Papers Mre a carbled account cf Eccles 
spooch . 

When Eccles arrived at t hree o ' cl ock he had with him Goldenweiser as 
well as Th11raton . lie also broUGht mimeoeraphed copies of 'llhat ho s aid was 
t.~o .CUU tc:oct of the !lew Yor k speech . The toxt showod thet t."ae Herald 
Tribuna account waa inaccurate as to t ho wc., ... stion of a loan to Great 
Britain , since Eccles had ceraly proposed that instead of bu;(ing British 
cold outright ... should avoid increuinc excess r osorves by londinr; a~einot 
the :;old and he did not specif'y err:; al:lOunts . The Secrot.a..-.r pointe<! out, 
h""ovor, that in the admitted text or hi a apoech Eccles discuosed treasury 
policies at lon~:th and in advocating repeal of tho Silver Purchase Jet, 
tho cancellation or tba 'i'ho::as currency pro·tiaions , he "*" .,..tting hil:seli 
in dir~d opposition to measures which the President had instructed Socre­
t..>ry !.!orcenth&u to support . Eccles coo:pl.ainod t.lult t.'>ere was no elear divi­
sion or reaponaibili ty bet'r:ecn the TM&sury and tho Federal Reserve Board. 
Be said he was soing to ask Congress to str ail!hten t he att.or out. The 
Secre tory said ... couldn't heve two di!fer ont miniaters or f inance in our 
Oovornment, that ther e must be some underetandinc and coordination about 
public otntcmonta . Eccles professed ...Ulintp'loee to coordinate and said ~.e 
would submit tuture speeches and public stotomonta to the Secr etory for 
criticism. The Secre tary said he 1t0uld give Eccles the same opportunity 

as to &r1:Y speeches he might make . 
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I ;>ointed out to 3eeles t hat eonsiC:orin,; ~at tor s 1n ,....ieh the 
'i':" •oour:• oleo ~"d a direct inter.:>st r.as one thine 1/J\d eonsiderin~: t!1em 
in oublic was nnother . I said "" "m>re forced to consider a ·oed l-""1)" 
~un.s which overlapped t he j urisdiction or the l'odcrel Reser~c ilo:~rd but 
""' didn ' t co out and telk about then. I also said thnt corplet" cli•lision 
and sep•raUon o! nutllority nas nn impossible ideal, that r:o had constantly 
r.-.rv thin"s to consider jointly Ttit.'l other departnonts or too Goverrw.ont ··•d t~at any o.tt.ompt to isolate tho functions or ditrorcnt denart!:lents 
11nd • ·encies ~rould paralyze :iO'Ierrut>nt, but t"•t dicin ' t ""'rrMt dopart:lants 
;7uUin• o•1t conflictinc viens on the """" r.atter . 

Thurston ~ad not'lln; to sa.,v throu ·hout tho ~ole i".tcr•;iycr L"t de­
··:-::1 9 or ....ccle:; but Coldermsiser J toY:ard t '1v close J u::od t.'te Secr--~ta.ry 
!,..; '"::.n ' t t""in!-~ .. .celas S?.eee:t n.s r.ort.."t ~oc:ct.":in: •tta a trial balloon. • 
• • S.cr ·~:"/ turned LO ::oldemmiser o.no said .,.,.., "orei'!>l;r •so fa:- as I 
·- eonr-3rned, I don't put out trial ~oons t.o s t.ir U;l oppo~i tic'!'l !.o 
~l~e:~· or ths President. • 

~jo all approved t'le suc.;estion ~>"/ ...eelos and Thurston t hat t.he:r cive 
out to tho nO!rSpa;>ors the cor..,lete to:rl or the lien York speech Tti t.'l a VOl"/ 
o~l•f introduction st&tin: thnt the speech T.Os o!t th• record but that it 
r.os beinr. c1vcn out because of cnrbled accoun~ . 

All finally a;:rced that cooperation >'M o c.ood t>1ine . 

Arter tho ot'lcrs had l ert tho Socrotncy r eported that Thurston had 
s•H t,o hie, outside o! ilcel es ' honrinc , as the:r wuro lcnvin: t:""t he 
• ·r•od with tie Secrot&I"/ ' s stete,..,nt t."ont there could not be two oinistors 
of r~~eo at ono ~e. 

• 
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R. M.Jr: 

operator: 

B.M. Jr: 

Jtllt 
Jonu: 

B.M.Jr: 

J: 

R.M. Jr: 

J : 

B.M.Jr: 

J: 

B.JC.Jr: 

J: 

B. JC.Jr : 

J : 

B. JC.Jr : 

J : 

B.II,Jr : 

J: 

B.II.Jrs 

Bello. 

Mr. Jon ... 

Bello. 

Bello. 

Well, Jeeee, 70u aure did 7ouraalt proud. 

(Laqhe ). 

What a Mft. 

Ooah, I didn 1 t It now wba t I wae 401q. 

(Laqha). ao,, Jon .. ea,. lncJ.and 1a soo4 
riu. 

that' • what I aa14. (Lauch• I. 

243 

Wait until JOU hear troa old H1r .. Jobneon. 

(LaUCh•). One ot the bo7a at the preaa 
oonterenoe aut4 ae aoaeth1ftl about it - what 
I thoupt ~out 1t all4 I h .. i tatl4 a .tnute or 
two and I 414D 1 t aae an7 rea eon 11111 I ahoul4D' t 
ahoot fro. the hip. I Juet aa14 I think it 1 1 

a SOOd r1u. 

Well, J OU auJ'e h1 t the bull I , _,,,, 8o7!" 

Well, I 414D 1 t upl1t7 1t. !bat'• all I ea14. 

Well, I'• 4el1pte4. 

Well, I 40n1t , .. how 1t do .. Aft7 haN. 

lo, I Wnlt 1t I I all to the cood. 

l.U. WeU, I had the opportuni t7 eo I -
41411'' han lone to think about u. 
(Laul!'t). I'n been epen41DC the afternoon 
ft til JOV pal llari'1Dtr looltl. 

./ 
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H.M.Jr: 

J: 

H.H.Jr: 

s: 
H.M.Jr: 

J: 

R.H.Jr: 

J: 

H.H.Jr: 

J: 

H.H.Jr: 

J: 

B.M.Jr: 

J: 

R.M.Jr: 

J: 

R.M.Jr: 

J: 

- 2 -

Ob, JOU have! 

Yeah. 

Ooeh, I IJIIpathiu With JOU, 

He'• giving out hie full epeeoh nov. 

He'• giving it out. 

Yeah, 

Well now I oalled ;you - I 1 ll be out of town 
toaorrow and I aeked 8J aan Xulligen, figure 
aan, T~eaeurer of the RrC, to go over theee 
figur11 w1 th Harr;y Wb1 te a nd I Ulked to Harr;y 
about U an4 I'll be baok hida7 aornlng and 
I'll be available. 

Good. 

24-1 

Had a aeeting thil afternoon with General Weeton 
and a oouple ot hie aen. Tbe7 oa.e over at 
their requeet to inquire Juet bow and Wbat ve 
oould do and eo forth. 

Good. 

Bad a ver;y aatiefaotor;y aeetlng with th ... 

Well, that'• aoving then. 

Rub? 

Tba t 1 
1 aoving. 

leah, eo I'll lee JOU Frida7 and I told 
General Weeton that th17 needn't vorr;y about 
the RrC that we'd be there - I told the• Wbat 
author1 tJ we had and tba t we bad aone;y enoua:h 
tor the thing• that he wae 1ntereeted in -
that 11, the oonetruot1on of the plante. 

I think that'• ver7 enoouraclng. 

lo that I'll ... JOU Pric!&J. 

Ana bo;y. 

o. J:. 
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TREASURY DEPARTM ENT 

IHTDt Onrle& C:ONMUNICAT10N 

11111 Chauncey 

11r. Bryan 

ouo December <&, 1940. 

2 ,<&46,963 ind1Yidual and Joint ownera and 62,07<& 

corporations, partnershi ps, truateea, aeaoo1a t1one, 

guardian&, eto. , bought more than 111, 000,000 

8aY1nga Bonde in 8,012,252 aeparate purohaaee, prior 

to September 30, 1940, 

In accord with amended regulationa, no bonda haYe 

been aold to other than indiY1duale e1noe April 1, 

1940. 
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~elegroph Office 

7V 
194o Dec, ~.~.M. 61 2~ 

Wl'21 II }8 liT 

low Orleau Ls Dec 3 194o 

Merle Cochran 

Special Aooio\aot to Secretar,r 

Ha•• been otan.U.ac b7 in •lev of PhUUpo arr1•&1 Stop 

Hao he coae Stop Vo\lld appreciate 70ur aokiDC the Secretar,r 

when ahall I be re~lred in Vaohi~ton &a it would help in 

clarif7iD6 •1 own plana. Boot regardo. 

C 0 P T 
<Ia 

Walton Butt erworth 

812A 
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liJ.TIOlW. ll!ln!ISJ .I.DI'ISORr COIOIISSIOJ 

NOT fO ll3 ULUSE BJJOU 
PR 28S 10:00 P•" •, Decubor b , 194o 

Address 'b7 w. L. Batt. 
Deputy Coaciaaioner, Induatriel Katerla l a Dlvi ai on 
Nat ionnl Defonoo Advisory C~~laalon, delivered before 
t he aMU&l. dinner of ~ho A.morlcnn Socloty of Kechanlcl\l 
!nglnooro In Nov York City, nt 10:00 p . m., J,S.T,, 
December 4, 194o 

Some men I know --- and you know thom too --- lnalat on evalu­

ating M'/ given eltuntlon entirely In t er01a of hietorlcal pr ecedent •. 

Preaent conditione and fUture poaalbllitleo nro Judged by thom on 

the bnale of the paat --- by looking b~ckword Into time ond erper~ 

lenca. They are aatlofled to rest their Ju~ont In ~ conaclouo or 

subcontcloua conYict1on that ao~vhAre in recorded history, there 

vill be found o valid precedent for today , and that t~oroforo the 

chapter of hlatory that follovo that precedent vill t oll tho story 

or tomorrow. Such mon l ook only bnekword. 

Othor men completely reject the value of precedent , assume 

t hat there Ia no hlatorlcnl parallel for tho oondltlona of today, 

and ollo~ t heir imaginat ion t o paint vivid plcturoa of a futuro 

bearing n~ roaomblAnco to the past or tho preaent. Such men look 

only forward, 

Still othere , of course , look neither bftckverd nor forward. 

'!boy nolthor bolot or their Judgment vlth procodont , nor unleaoh 

their tmocln~tion f or e picturo of the fut uro. They aimply stand 

pat --- blindfolded and helpl ess , 

7or my port, I would ignor o th4t third sroup, P.nd combine the 

vlowp~ lnta of tho ot her t wo, I would rooognloo aome vRlue In 

hi t i el d t a ~•ide book co eauao and ettaet , A I A poe• a or e pr eee en no D-

But I would not bo bound 

by auoh precedent to 1ntorprettmg the fUtur e ool;r in una at tho 

put. 

• 
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Vbat I &ll teying t o aq vaa once ""ch better aeid in Paul' 

1 

tlrot l etter t o t he Corlnt hieno --- Chapter 13, Varoe 121 

'For nov ve ••• through a •laoo d'rlcl1• ~ .• ' h f 
ID t o V\h " ID AC8 tO 

t aco; nov I know In port; but then ohall I knov w.en ao aleo I 

u kn?wn." 

Tho ninth vor ee of tho •~• o~ptor roadol 

"F~r vo know in part , and we propheay tn ~rt." 

I ohould llko to take part of the tl •e I h~ve wi th 1 u t onight 

to peer through a glaes, darkly; to try to llako out !ron the CllTlcy, 

ahlftlng linea of the tllture scoe hint of what ahApo t hoy r:ay take 

vben we C4ot thea •tnee to f~ce .• 

I do not knov how sncceootul wo ohall be. I only know that 

t hla I a our duty --- t hnt we are chnllonged by humnnlty, civiliza­

tion ~nd decency --- and by our own eolf-lntoreet, t o try to sea 

through tho gl•.•• thnt we llllcy act no wiooly at poulblo. 

And why I a. this such an IMportant dutyf What aapect of today 

eakeo It ao l mperrtlvo that we f orgot t he pleaaure a ct living this 

ao~~t and otrnln our oyoe and alnde In the difficult t alk of aakl~ 

out the tllturef llh7 becRUso there 1o a war so1ng on all onr tho vorld 

- a war that t hreatens t o d ootroy all tho prosron of the l=w1 race 

t or lrundrodo of year a vi thout wiping out any of ito alltakee. :Because 

c ivilization I t r ocking on Ito foun~tl•n. Bocauaa tho higheat political 

l doalo that man hat evolved ara In Imminent danger of extinction, Be­

oauao our progrota nnl our civlll•ation and our polit icftl 1doola era 

in the b~lnnca. 

&re ve aro on tho very edge cf a YOrlcl In tlaou. Our 

neighbor'• houoe 11 burning, and ualeoa he caa put out the tiro vith 
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In reeopl tlon of tbio <IMr;er, we ·have oet out upon the liOot 

ppz~tlc prouaa of ar ....... nt OYer undert.nlaoo by o.n,y country In 

blatorY -- a program tlu\t will roll8hly double an lllreM¥ ueat 

No-r. quintuple our ArOif and liiUl tlply e projected elr prouM> •. t 

leaut flvo tlmee , And yot, I have a doflnlto lmprooolon that tho 

people of thlo country do not undorotnnd either tho olzo or tho 

prooelng urgency of thlo undortnklng, Too mQny ot us are etlll 

thinking In terms of "business ao uoual, • Tno "M1 leadoro of 

enterprioe ere otlll thinking of their Individual competitive 

poll tiona lnatoacl of gearing their respective capac! tlea to tho 

unHsd effort of e whole lnduotry. Too many lebor leedoro o.ro 

a till engroued wl th paroonel or organhetlonel rhalrios, Tno 

many tax peyora are eomplacen tly viewing tho eo at of thh program 

•• oomethlng that aomehow wil l be met without any pereonal Incon­

venience or contribution , 

I find In mo oting people throughout the country that they are 

curious but uninformed about the !undamentala of our netlonlll de­

fenae procru. I am told, for instance, tMt on the "Information 

Pleaae• radio program a 'leek or eo a~, that croup of ~zln&l¥ 

YOll-lnfOriiOd 1100 did not knOW the lpACif!C Jobl Of !)ofODIO Co,._ 

aluloner Vllllu S. JCnudaen, E. a. Stettlnlua, Jr., end Leon 

Honderaon. Row many of you hero tonight dof 

I clo not know wbare the f ault llea, or vbnt 11 the explana­

tion. Perhapa we have undor;!One a national paychologlcal let-dovn 

from the t enoe ea ei t emont of l oot Hoy nod June . Porhnps we are too 

eock-aure of our ablll ty to do bll!&"r and better tbingo than any­

boc!t aloe lh th& world. 

25 0 
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But ve are atte~tlng to 4~ 3nro In two yeare than Gero&n7 did 

1n dx -- Nasi Oerii'An)', vhose ent1re natloneJ. exiat.enee vaa gear-

ed to thh one Job of &l"lllllment. Ve are atu11pttaa to do IIOre than 

the Brltioh Empire has 'boen ablo to do in tour yebro, aome fifteen 

100ntho of It \11\der war conditione , 

We ~at gra op the enormi ty ot theee facta and what they mean, 

Ve =oat enmebow Jar ourselves out of nn ~ttl tude which if not com­

plncont , it In ~ opinion at least too eaoy-aolng, 

So before vo begin probing Into the future vc suat flrat under­

stand clearly the scope and ao,.,thtnt: of the pnttern of vhat we are 

trying to do ri&ht nov . We ::uot &et it tl\rou.cb »ur heads , by ccn­

otent repetition if neeeaaary, that godorn war io a lifo and death 

&tl'\l&elt bet>~oen the t otal economic atrtn~tth or the opponenta . 

That applioo not only to war but to defense OGBinet war . For you 

muat romomber that pr eparation for the fighting going on today , 

bogo..~ 11 long time ag<> , and that the wiping out of " gront city like 

Southhompt?n ia only n final ,haae of thnt effort . War In the 

cilltN';' aenoo 1a only the final chapter in the ot <>ry of a eonflict 

that a torted yeora before "<lth tho gntherillg of rnv csateriall , the 

building of t oolo , and the :plannin& of production linea, Ve hope 

thnt the nnr.oo nf theao of us eng11g9d in t.od&y 1o dofonae Job will 

ne•er be read in a final , military chapter of thio otrugglo . But 

ve do !mow that ua1e .. we de this Job >~ell , our nM>U may play a 

prominent par t --- ln n tragic ending, 

w8 o r e now enga«<d in the atruggle to gather rnv matorinlo, 

build the t ?olo nnd plan the producti~n linea . Let mo •ar agnin 

that thh dooo nnt """"' we wat eventually get into "'ar• 
Aa ~ 

&ntter '>f f&et , the better ve do thla J~b , tho fl\oter ve build our 
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gwu end tanka and boober e, the leaa chance t horo. l e of our ever 

ba•in& t o uao t heo. 

I ~ont 1one~ juat a O?ment ag' the ca•bering ct rav DBt eriale . 

Now t hAt DDY not aound ao difficult . Not for n nation that ia the 

gr eatoot pr oduoor nnd processor of raw oatori~le in the world. 

Not f or n nntion th~t ooaes clooor to aelf-aufflc loncy thAn any 

other politicAl unit on tho f ace of tho globe . But the Un ited 

Stl\tee la not only the greates t pr oducer •nd p roceeaor of rav 

nateriale - 1 t aleo 13 the greatoat ua~r of rnv r-.at erlals. It 

11 the m~ot highly industr13llzcd nAt i on on enrth , and Its degree 

of oelf-oufficioncy le only r el•tlve , Vo otll l =uot l~ort eub-

atnntlftl ~uantities of fifteen lnduatrlal olnerAla, not to oention 

tho non-~lnor&l rAw oaterials we ~o not hnve , ao~e ot which , such 

o.a rubber , nro v ital t o l\rmar.~ent production . The Arn..v nnd Uavy 

Munltlona Bonrd llats fourteen ~terlrla no atrntoglc --- the t Ia , 

materlnla vhieh are not producod iomcut icclly ftt all , or not in 

ou!flclent quantltlea to aup~rt a ~Jor deteaoe effort. Ther e a re 

ae• entoon =oro •critical• oateriala , ~h1ch ve vould hA•o ''co dlf-

flculty In obtaining In odequate quantltleo. 

Now you have been heer lng a good deal l~toly about steel capa­

c ity. But all the capacity in the world t or fabricating end pro­

ceaainr. atoel woul d do ua no good whatever vith~ut chrcmiun and 

aeng8Jl•eo , without nickel eM. t ungat on. We oro confident tbat our 

groP t ftutoao t 1Ye industry w'il l be eble t o turn out oorc and bettor 

vehloleo ot traneport for a oot or isod nroy thon anybody ol eo in 

the vorld. But thoee vehlcleo ore no good unleoo they ~ve rubber 

tlre o on vblch t o roll . Each of tho oe coaaodltleo I baVO Juot 

.,,..., 

... ~-
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::entior.od. - ehroa1um, CB.Dpneae, nlckel, tunt;tten and rubber __ 

are ttrate11c material•. Unl ett they are &•allable in the required 

a:oount• ... mij;ht ... well go back to nintlockt ... ~ horooa , 

Let .,. repe&t 10"" figurea that I alread,y h&n uaed on two 

occaoiono and probabl7 wi ll uoo asain, Tho United Statea nonoal}T 

conoumoa about 60~ of all the rubbor produced in the world , abou t 

~of tho world'• production of tin, about 45~ of the vorld'o 

ehroCihlJl, 56~ of ollk, ~ of nickol , 261> of ~·•• and }}1> of 

o.ntlmony. All thoee nre strategic mater!nlo . rbe groat bUlk of 

vhat ve ute of thea• co==odltiea cuat be 1~rted, uauallt fro• dia-

~t aourcoa over routet that are alread¥ cloted or threatened vith 

disruption, When you &~.d on top of that ~ conoumption the 

abnorcal dama..,da of an unprecedented armament prograo. a.nd the 

lne&lculAble but ha&VJ demando of Great Brl~ln, It is plnln that 

ve have o ata~rlng task to pertor~ at the very outset ot the pro-

graa - to assure autftctent auppltea of the ra:w materiala ve are 

going to need. 

Romomber t hot ve got '"'IIJ' to a Blow ctl\rt nnd that there are 

""'J' obataclea - problema of production, flno.nee , shipping, I t 

is impca1lble to knov If thoro 11 a deadline for co~letion of the 

job, and If ao when lt v!ll be , thta ia the talk that ~'I been 

turned o•er to the Induatrl&l Materlala Divlolon of tile llat1onal 

Detenae A4:rlaory Co8Diaalon, in Ybich I a en• a a n.pu ty Oouieelo:oer 

d • R s t ttl 1 J n ....... vhoee Job t.he t.apertl ot •Infor-
un er ~. , e n ua , r., ·-· 

:ation Ploaael could not name. but who baa one of tne gren tea t re-

aponaiblli tleo in tha United Statea tod!IJ', 

There are ae•eral av-enue a o f approach to the problem a.nd va 

muat uao all of thom, mua t o•er co .. the inhibition• !mpoaed by yearo 

253 

Regraded Uclassified



-7-

cf experience with DOr~ bualneea p~actlcea under peace-tlce 

dltlono , Domeotlc production, If any , '"'It be oroonded· 
-~ , aev 

PR 288 

con-

source a cloee to ho~ must be searched out. and 8%pl01 ted; stock 

p!lee muot be purchased and placed In re aervo; eubotltutee must 

be dlocovored and used ~here practicable : eolvoge and reclamation 

schemeo must be formula~d and tucked away in a bottom drawer for 

uu1 11 1!, ae , and when . " Given ti:ne, we can bo prepared in thh 

vital ephoro of defense , but ve never kno~ It ~• aro to be granted 

~e time, It lo able Job, and mony of uo havo not yet reall,ed 

it, 

I hove no! ther the tir:!C nor tho kno,.lot!.ll'l to go Into the de­

taUt of th• toolmld.ng and production plannlno~ that lllao must tala! 

plAce before we hove weapotts in great (lULLnt1 tle1 , £.lthougb I should 

point out thnt If anyone complai ns that thla program Ia lag£1ng, 

he ohou1d look behind the scenes a llttlu. Thoro , In quarrleo 

and minoa nnd on plantations thr oughout tho world, on drawing 

bo&rde And in tool ohops , is where our national defense program 

Ia nov mQk\ng progress , We have pne•ed tho ~~·• of letting con~ 

traeto . Vo nro. as Bill Knudsen says . •tool1n& up1 • Unfor~te­

ly, thnt doe• not ~ttract headl1nec . It vould be core than unfor­

tunate 1t the country \o'ere to dr.o.v the conclusion tM.t we are 

ttanding still , 

'ito have 11 &i~tlc national Job to do . It io , o! necooslty, 

b~rely setting otnrted , Ita urgency cannot be oxaggornted , There 

will be oany nnd painful del ays , Only by the unswerving determlna-

tlon of a united paople can 1 t be done , So much for the present 

picture , 
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!ut what about tho end reoult of thla coloasnl world reTolu­

tlon and our prap&rntlon ~· defnod ouraelvea a«& In at It! What 

about tho fUture! We coot face the portootly plnln, lneocnpnble 

And 1nov1tnblo fact that when this war 11 over, no ontter Yho vine, 

the world will not reaocbl e the world of 1939, 

I need not elabor nte on tho dlfferoncea If the Na•l• and 

their afttellltoo coDe cut on to~ . But what If Britain vlno! Vlll 

It bo t ho snoo old story of tho World Var ell ovcr, ~aln , vlth tho 

aeoe old Brltlah ~Ire un'er the tTno lo~dorohlp roatorad to a 

poalt l~n or world dooinance? Va ne•d only look to recent develop-

oonte for a clear-enough indication thftt the ana~or to t b&t ques­

tio 11 "no. " I wrnt t o co on rocord right hore with the nsaertion 

that capltnllotlc l~crlnlls~cnd lndlvldunl control of great 

!inMcinl unci. economic :power ia na. dead in tnglnn!\ tor~r.y aa tho 

foudnl oyotom. Tho aoclel and flnanclnl nrlat ocrecy t hot baa 

>\lrocto~. tho nffnlra of the Brlthh !oplro for on loft{( has oeen 

I h ("'y. 

The "Brl t iah vorking aen - tho "8.#;0 OA.rnore of the l over and 

nttdle claaeoc-nro tho ~nas vho ~vo borno tho brunt of this war• a 

terror and in vh~ao hAnda nov roat t tho tnte or th@ ooptrc. It 

lo they, nnt tho old leadore, who cry ~ut : 'Thlo war will bloody 

voll be tought t o a finish, • llr1taln mny ~;o down, but no co::1-

promlae aottlomont ~Ill be enginoorod bohlnd tholr bocko. 

•t En-'••d to'·~ - our guarantee that If "" l)>lrl t Ia tho ooul ., ~~· .._ 

th. U sa tnr vh1ch it "'"• intended .• aend holt>, It v111 be put to 

.lnd they ere In the aaddle . Vben tho tl~hting it OYtr and Brlt•ln 
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bAa won, they will recaln In the saddle , Vhatovor tho proctso 

!or= of tnclancl' • goYOr=ont , I ahoulcl think thet you em put 1 t 

clown AO a fact that one of her leaders will continue to be Ernes t 

Bevin, now Klnlator of Labor , a t rade uni on loader wtth a r ecord 

ftnd peraonallty and capnclty for governing thnt hna' earned him 

the re spoct of nll England, 1ncl udi&s hi e formur political oppon­

ents . Do not forcet that t¥o out of aoven m&mbert of the War 

Cabinot --- Bevin and Herbdr t Y~rriaon,· who at~rt~d aa an erennd 

boy and boence one of the ables t &dolniatratora in 3ritnln ---

bolon11 to tho Labor Port)·, '!'hey ore takio" on .. ro and J:.Ore in-

fluenee and reaponaibllity, not by back-s~~ ~~Pu¥er1nG. but 

becAuae thi a war i o b<ing fought by the oiddle ~,d working cla•ses , 

And theao men , aa repreaentativ~a of th~ae elaeeeA , mro t~ing on 

an ever-increasing shuro of t:te burden of «<vornmen t . London 

ml f,ht vell hove been loot dur i ng the worat dnyo of tllo onrly nlr 

· rnlda if tho transport workers hod not boon willing to cnry on ; 

but they did carry on , not only becauee they wero brnva oen and 

~noted t o their country'• fig!lt for lifo , but nlao because they 

vere satl.efiod. ·that they verP represented tn the govern.=.ent and. 

would hove acDe t.hl~ to scy ab'nlt. t.hlnga vhen tho va.r ia o ver. 

According to Bevin, t~e war oust be followed by •aconoa1c rec?n­

struction of the ~hole foundr.ti' n of socle ty • •. •• • The task of 

robuildin~ the world hoo t o be· done b;r tho wor king clnac , • 

Thero, then , is n phono~gn~n of great importance: if Britain 

is vlcto rioua It will be bccnuae of a no~ klnd of lenderahip ---a 

leaderohi p of tho ~orking peopl e --- of the people who atand the 

brunt Qf the atrug&le -- out of .whoae burnin' racrlficu baa 

gro.,. thh epic a'>Ul., Br i tlah ~bor baa boon a hundred yeara 
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t17tn« by one neane and another to reach. th.11 l eaderehtp _ nov 

it btle it , 

Yot , you •~Y. but BritBin ia at wcr and war breeda tun~ent­

al chr.D4t~l, while ve are net at var; ve are only ~tl4l "'l& up our 

country• a defenses. StAted al~ly, thtt 11 truo . But if we are 

to build our defensoa high enough and taot onough t o bo •• oafo •• 

we can in a dangerous world , ve w at de t"~oa thtn,ge t hAt vUl at-

feet our ocooc~ alcoat ae ~ch aa octl~c p~rtiei~tion --- perhapa 

aor~ thAn Br 1ta1n 1 e early war e~fort ntt~cto4 h~r eeono~. r~r ae 

recentl y na the middl e of J\U\o la1Jt , tho contcrvativo M~. sedate 

London F.co.no::tilt hat\ thia t o aa.,v: •Brlthh lntustry , b)' and le.rga, 

hao unt il recent veck a been ~in& tho naxiowo effort co~•tlbl~ 

with no dieturbance to i t a cont inuation now er t o ita profit-aiking 

capacity herootter . u 

And lot us re~e2~er on~ other thin&: that the DOl~ Yiolent ,. 
disturbance to our own natl~nal econo~ during tho World Yar , tock 

place not vblle we were pcrticl~anta , but bofore . It vn• during 

1915 and 1916, when our export t rRde w•• twlatod ~nd dii~Orted, 

and our eTentual Alllew were plr.cln.r. ~· :llll'!h i ona or4era ln our 

lnduotrial ,lan~•. thAt we whir l ed do~ t he roed to lntlo~lon, 

t hat oo~odity prices inoroneed by 1~ And more, nn~ t hat ~agee 

end tho colt of liv ins doubled, It vo1 thon that we boAnn t o 

change troa a dobtor t o a cred.itor IU\tion, abi ::>Plru< out or ~hie 

country In the tventy-tlvo yenrl r ollowlng 1914 thlrt7-~WO billion 

doll are aore In go"de thAn we ~rought 1n, 
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profound ettoett on our,,""ti~n and I to rolaUonlbipl to a world 

vho11 :>ate-up we cannot even clearly IU61nof I think 10, 

Once apln our export picture Ml undor£011e a 01aplote change 

ao a reeult of the war to date , Our normal peseo-tl01e aaleo abroad 

of agrloultura1 and coniiUlller good a has hoPn &111101 t on tlroly replaced 

by war material • Cotton and tobacco and typewrltera and apploa 

are not bei ng oold abro&d now, but In their place, airplanes , 

machine toob &nd army trucks -- and aaterl&lo like Iron IU\4 otoel 

and copper needed by !ritlsh wor lnduotriol , 

lihUe thh 1s going on, our ovn de!en1e pr ograa h tencUng to 

make ua ~re thAn ever sel£- •uf11c1ent, redueln1 our . dependenee 

upOn purehaeee abroad. When t.his eurgency t,a over Md vo fl.!'e try-

tng to co~Yort our dafenee factorioa into producera or consumer goods 

for sale nbroad, wo ahall find that vo requi re fever products and 

Mterlnla from nbrond than ovor beforo , And you know thct foreign 

trade mutt work both wnya , We cannot oell to other countries un-

leet we,, to turo, bey from them. Specifically , the coro manganese 

we produce dome1tleally, tha leas vo buy from foreign producers, 

and the fever dollars they h&ve vi th which to buy our cotton M ol' 

applol and oloetrleftl applla.ncea, Out of 1heer noeo1olty ve acqu~r­

ed a cht•lc&l lnduotry during the Vorld liar, and ve are likely to 

acqulre new 1nduatr1ea and new sources ~f mAterials out or this 

emorpncy, Oneo It Ia over, will we repeat tho ol4 f~rmula of 

subaldloa of one "-'nd or a.nnthor to mnintaln w~r-atlmulated domes­

tie productl?nf W111 vo put up another Saoot-Hftwley Torlff to 

, 1 ~ods , a.nd thoroby clo1e foreign clo1e our mar~et1 to ,or e gn b-

""'rkoto to our goodof 
• 
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!hlo lo only one of an arreT of Yltal ~robl•~• that tbio var 

ancl OW' Mtlonal clofenoe pr"U"" are creatlllj! t or ua. Induatrlal 

problo~:~a: v~t to 4o vith tho axceu manufacturing capacity vo 

arc creating, Labor ~robleme: vboro to !ln4 Joba for the con vo 

are train ing for the production of war-t ioe ~roduota, Political 

pr~blema: wbo io t o own an4 09orate tho planto that tho government 

ia building or pa,ing for in o~o form or another , Jinnncial 

problema: vhat \ o 4o &bout tho federal debt incurred by necee~ 

ilT hugo ~on41ng for defence, Monet ary ~rr~lomo: vhat about the 

cold baao vhon wo own ooat of tho ~14 i n the vorld, All those 

and many mnra will preeent ata~rln« difficultlea. Aa I, then, 

a poooioiot about the fUture? Only to the extent t hat I aa con-

Yinced ve haYo our wor k cut out f or ua; that there are dark daT• 

ahead unleot ~• look roa11at1cally at ~hat la happening around ue. 

Well, what can wo do about ttl We hnvo en!d t hat whether we 

liko it or not , whothor we send ooro hol~ to Britnln or nnne ~t all , 

whether we becoce an active partici~ftnt or remoln on the aldollnea, 

thlt Wft.T hat eu1d. le and vlll have a tremondoua lJ't!)ft-ct u1>on "ar 

nationnl l!fo, No ~tter vho v!ne, the world vlll be tundacentally 

chant:e4, &nd vo ohall have t o 4enl vith new and otartlint;lT differ­

ent aota ot c1rcu.matt\nces. The tvi.n taot a' t hAt t\ world war ia in 

~rObfeoo rnd that ve nre en~a~e~ !n a dofenoe vrograo that cannot 

help but have tremendous re?ercusainne thr~uahout our nAtional 

eoonOQY, ~•ana that we must constantly keen an oye to tho futuro 

otfeot ot what io so1ng on todaT --- ~oth in tho 1coed1nte future 

an4 the long-ruga fUture. 

We 11\llt examb.e our eTery IIOYI tor lta ehort-tona effect on 
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tho econoiO)', Shall "e per:>it m.r{i nal dt:>Mdo w upoet ~Ill' price 

otructure by oicply oitting back end letting the oupply-demand 

situation adJuet itoelf? Spec!!!~•lly, ohould "'permit the price 

o! copper to 80 up tvo cents ~ pound becauae ~• are g?1ng to need 

a little more copper then we oan produce do~ootlcally at the going 

price --- nn lncreaae that ~ould coat the oa~i~n l a conaumore 

$40,000,000 a year and threaten t o touch off a price op!ral that 

mllht load to conernl lnflationT Or should vo ~ke oo~o action such 

ao importing a olll&ll pool of copper outficlent to caro for the mar­

ginal demand , ud thus keep copper prlcoe ><bore they o.reT Or toke 

tho problem of oteel capacity . Yeoterdal'• paper carrl•d a otory 

in an lnconopic?ouo co rner of the financial poco that oteol mills 

"ill booet ope rating achedulee to 96 ,9 per cent of capacity this 

veek. 11Thio week", continues the story , "vtll 110 the greatest 

amount. of eteel ever produced in a s1m1lnr period"• 

We have boon char ting this up>~ard lliOvo,.ent In tho at eel 

1nduotry 1a ope rating rate for cany "ontho In Waahlngton . We have 

also been finding out from the Arey end Navy vhat tho defense de­

cand v!ll uount to. <'robable Brlt!ob noedo han been eat!,..ted 

next. FinAlly ve bD.ve added In the probolba non-de!onu decand, 

vhich >ill n~turally increase ns the effect of defenae spending ie 

felt , Stacking thio total figure up apinot preaonl ateel cnJI"chy , 

we have about co~e to the conclusion t~t Add•d c~pncity ie the 

only nlternatlve to r<1t!oning. 

I nm convinced that tho eteel industry Clll&t onllll'go Ita capa­

city, ond I 100 IndicAtions that the ! nduotry ro&llsoo lt too , 

~t the oere adding of nov capo<>ltY vlll aol n onlY our imme-
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diate problo11, lfe aut look ahead to t ho ~ when oteol opera­

tion• will bo •••erely curtailed, end we muat eot up machinerr 

~ for eyetomatieally retiring our old and uneconomic capacity 

when that day ccmee, • 

~hoee are exa.plea of the typo ct problom thAt preoento it­

eel! from~ to day aa we go along vith the program, SUch prob­

lema alone are enough to tax the men vho aro on1aged 1n~e imme­

diate and urgent taak of arcing the nation. But thoro are othora 

- aoro co~lex and long-rlll'l.l;a -- tor vhtch theae DOn baYo no 

time , 

~~erotore it eeoma to ce easonttal that ve l m=edlately create 

a emAll group of the ablest aon in tho country ~ho would be charged 

with etudying thoao long-range prob~ema Bnd workin~ out oolutiona 

in &4T&nco, Thoy ought t o be · aot of f in n cornor by thorn aalYea, 

inatructod to forgot all about tho imQodinto probleme of procuring 

var material, except as it affecta the future nfttional economy. 

They ahould aet to ~ork nov on the preparAtion ot an industrial 

cieoobilhi\UOn plM. lletiona bF.vo o~nt cieCAdoe preparing pu.na 

f or the c on•eralon o£ ft ~ea-ti~e econoQY to a var-ttae econo~. 

So f Ar ft t I knov, n~body has serloualy undertftkon the preparation 

ot plAne t or the op~aite pr~coaa --- c~nvertin8 A var-tlma econom, 

bact to a poaco-time aconoDf, That might involve tho diocovory and 

dovolo~aont ot new proceaeea and nov product• fer c1v111AD con~ 

tion t hAt could bo CID.llufactured on tho oruoo t:~~~chinoa tlu\t now aro 

tu.rning Ollt or p.roparing to turn out pruducte that are ueolo11 in 

t1•• • of poaoe; plana tor tho abaorption of cur nowly trained 
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labor In roacetul pursuits; the fun~~ental pollclco of a foreign 

tr11do policy In a vorld that vlll be Yanl:r dltroront fro" that 

vl th vhich we h&vo ever dealt before, 

Thle group wQuld need inventors And reaenr~~ aclontlata , 

trrde exports nnd flucal experts , men of prnctlcnl knowledf:8 end 

groat vteion, Thoy should devote 'the i r onU ro Umo to tho formu­

lation of tho boat plans that could be evolved tor tho ut111zat1on 

of our on ttro rcaourcol for the improvecont of our atnndar4 of 

living, for t~e prote ction ~f our r~tlonal econo~ froo the re­

pereuaolon not of \tar but o f peace , for tl1.e c~nveraion of tt.e 

proceatet of econo:alc vaste to the proceaaea of economic useful-

neas . 

It it , as I ea.ld earli er , i~t.Unaely importAnt thnt. wo try to 

see through the glaaa , clarltly , to lllllke out at l eas t the type on!l 

ponslble shape of the problema wo shall mee t fnc• to fnce In the 

future . And vhen we di•covor that thee• problome vlll be maoy and 

varied and of tremendous significance to our future vall being, then 

we ~let meet tho noxt challenge of duty, Yh1cb l~ ~o undertake i~~-

dlately tho f or=nlatlon of plans f~r their aolu~lon . ~Is vas 

entlre}y l r,norod durint tne W~rl4 War, ~nd vc hAve not yet rid 

ouraolvea of aomo o! the pro~le=s thnt ~lght have ~•n solved 

be fore tho v~r was over , tf wo had h4d the for•tlcbt to do it . In 

the ~eantlme , a new war haa coma along that vlll create ehangee of 

f 
~ . - en who "re dovott n• their time and 

nr cronter loportnnce . · n ~ o 

efforts t~ the aolutlon of our arma~ent problee hove no tima for 

• 'l If we wAlt. until th.e end 
vorrylnt; about the dls11r:nacen. !)f O" em. 
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of tho var, it vUl be too late, 

there ta , ln Va ablng·ton and elsewhere, a c•aerol. recognition 

of the importance of planning for poat-vnr adJuat~ent• . But As 

fnr Bt I Am nware , there i e no coordinated thinking along these lidee, 

no organized gr oup with a opeeifle directive , ! think thnt ther e 

ahould bo , and I hope t o ooo i t accompliehed in tho near future , 

Cor thoro it no t ime to waste, If I have •••~•d peooimiatie in 

so~e of the thingo I hav~ enid , let ce nov prove thnt 1 ~ really 

an opt l=iat, I sincerely bPliovo that if we tnckle tr.ia probleo 

of poat-var 4e:ob111zetion of industry nnd ~~-pover vlth all L~e 

energy vo nre now devoting to ths oppoal t e procoee , ve can build 

an economy and a otendArd of living the like or which the world 

hae never dreamed nf . We c~n , in thnt proe~•• · lny the ground-

vork t~r an induotrial oys t em th~t will havo no ito only limits 

tho 1\cite of available oanpowcr for pr oduction , Thio oyotem 

w~uld be baoed on a price str ucturo deetenod to reach A vAst re­

aervt)ir ?f pottontial c'"nsu:ner s t.~nt he.ve \n the pn.at only been a'ble 

to nfford tho baa1c necessitie& nf life . 

Ve would, then , net only be :r.&king pla.na for Ute deroobU1:.a­

tlon of a war-t1:-.e ecf'lno~·. but ala? plannln~J: !or the oobtlhnt1 "1n 

ot all our roa~urcee --- hunan and oaturiftl --- f)r better living 

in a world at peace . 

• 
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PARAPHRASE OF TELEGfW! RECEIVED 

FROM: American Consul ate, Dakar, French ~lest Africa 
DATE: December 4, 1940, 9 a .m. 

NO. : 86 

F'OR TREASURY. 

Stefan Michal ski, t he D1reotor of the Polish Cent r al 

llank , 11rote to the Governor Oeneral on the twenty- 1'1rst 

ot October asking that ther e be returned to h im the Poli sh 

gold here. He has b i ven oe a copy of his communication 

to t he Governor Gener al, not having received a reply to it. 

He e:q>r essed the fear that he and his son 1n11 be compelled 

by the authorities to lea!e here. He e:q>ressed the l·r1sh 

tha t the State Department be informed that he had done his 

very best t o save the gold belonging to his country. 

~lASSO!! . 
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StcrEtary of 5tatE , 

Washington. 

3945, Fou:-tb. 

FOR TREASJ!lY. 

265 

PLAIN 

London 

Oa ted DEoEr.tbEr·,~ , 1940 

Rto'd 12: 07 p . o . 

../ 

Si &ns art now EvidEnt on ell sides that thE wEll ­

infon~ed nrt b<corning incrEasinGlY anxious about thE 

inflationary dhngtrs in thE prtatnt ::lri r.•.sh finar.cia1 

pos1 tion . KE:Tnts ' s;:>Etch, reported 1n tclEgrao No. 3201 

of StptcmbEr 25, and Stacp •s warning quotEd 1n telEgram 

uo. 3230 of SE:ptEObEr 26 that "infla tion is just round 

thE comEr" arE in thE back of all ::sinds when new indi­

cations of thE trEnd bEcome available. ForEOOst aoong 

thE portents arE: (1) tht ::sount1ng GovErnntnt expEndi­

turE brought hone in thE ExchEquer rEturns published 

today, (2) thE gr owi ng wages probltn and the fact that 

Grttnwood in h is rtctnt Comnons spttoh gavE no hint of 

Oove~tnt plans to dtnl with it, and (3) the railways 

new wam1ng thll t furthEr ra tts 1ncrcnsu will soon bE 

ola il:>Edo Othtr atraws in thE wind art a furthEr risE i n 

the ooat of l iving and &1ualt pricES• '!hE ExchEQUEr 
r.:turna 
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retur ns to r t he five we eks t ndtd No1tr.1ber 30 r eveal a 

jur.lp i n EXp£nd1 turc to e. new hi(lh lEVEl. Of t he total 

FPR th i s period ar.10un t 1xlg t o T.423. 7 uillion , as r.1uch ns 

X,403 . B millio n was for supply strviceo . 'nlt \'lttkly 

c.vtrng t f or su;>ply £xpmditurt in llovcnbcr wns r.eo. a 

.:1ll1on as co.:~pa rrd ·31th boB. 4 111ll1on in October and 

b65. 5 o 1ll1on 1n 5t;>tE!:lbcr, while total txptr.ditun: rose 

to a WEEkly avtra r t of b!l4. 7 n lllion as cooparEd " i th 

b7S . 5 .11llion in Octootr and I.S8 . 3 11lEon in 3tptt1:'btr, 

and the deficit t o bJ0. 4 :::1ll1on frcn b 53 uillion in 

5cpt£-:lb£r :md Octob er. ~avin('s in llovmbE r avtro('t d 

r.2s. :s :1illior · · ~c!:ly as co:1partd wH h 1>:1~ nill i on in 

October and 

T.l4 nill i on in .:>cptubcr, whilE 

the floating debt rose by I.35 . 7 :.Jillion "etkly 1n :<ovtnbcr. 

ThE T.304 oilli on dEficit for the fiv e tltcks ,;as financed 

by r.ct savings- {includir:g "on- tap" war bonds) of r.l2t: . 3 

.. :1ll1on and by a fl oatint; debt increase of J>l 78. 3 nilllon, 

1>98. 7 n l llion r Ep r Esenting an increas e i n TrEas ury bills 

(all but r.s n 1111on i n t h e tap issuE ) , J>l 8 . 5 tJillion ways 

and 1,1cans advance s , and 1070 r~ill1on net 1n deposit rEceipt • 

Th£ re turn reveals that );.95 .. 1111on wErE bo rrowed by 

dcpos1 t r EcEipts and I.25 1n1ll1on repai d presut~ably f or 

i n vcs tzn£ n t i n 2! percent " on tap" war boncis . \Vith 

cxptndi tur£ mounting t o l EV Els over LBO o 1111on pEr wHk, 

ov£r 
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ham - 3 - No . 3945 , DtcE!llbEr 4, from London 

ovtr 42 pErcEnt o f which was met by floating dtbt 

incrtasts and ltaa than 30 ptrcEnt from savi nzs , i t 18 

obvious that tvtn t hE succtsatul achiEvement of thE goal 

o f h476 million of small savings in tht first yEar of 

tht campai gn coul~ not fail to tvokt a warning that ouch 

morE nust bE saved 1n thE sEcond yEar. In a spEEch 1n 

' Glasgow on !lovtnbtr 25 thE ChancEll or of tht ExchEquEr 

said that good as thE first yEar ' s r Esul ts wE rE, much 

mort must bE ccnitvtd and that this is "well within our 

capac! ty U all pla;; thEir part" . Crookshank , Parlia­

mEntary Stcrtta~ of thE Trtatury, also in a sav i ngs cam­

paign sptEch , r.<,ttd that 11w£ art sti!l 1J·, thE sphErE of 

voluntary actHn '--a phrasE which mig!1t hcv t allaytd 

anx i tty a s to tht Oov£rr~tnt 1 s rtali zntio~ of thE sErious­

nEss or thE situa tion if it had comE fr<m his chiEf. Mum-

wh1lt EnginEEring and shipbuilding ..,rkErs art o.sking for 

rEconsidEration of thEir rtjtcttd wagE incrEase claims by 

a special triburu>.l o.nd r ailway workErs arE considErin.g ntw 

wagt dEmands , Numtrous tdi torials from all typ ts of pub­

lications could bt quotEd sha rply criticizing tht GovErn­

mEnt t o r its failurE t o formulate a wag E policy, pcrti­

cula rly thost rtfl tcting d18oppointmm t at GrEEnwood 
1 
a 

f a ilurE to givE any hint in his rtvitw of tht Economic 

position i n his Commons spEtch on Novcnbtr 27 of a Govern­

ment policy on wagu and pricES , 'l'JlE ECaiOlHST, for 

usmpU 
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nsm -'.• No , 3945 , Dtc tmbEr 4 , from LOndon 

txsmplE, o.ssrrts tho.t 11 tn1s GovErnmEnt 11kE tht last 

b t litvts 1n not crossing bridgEs until it gtts to tbcn , 

:md finds thtm blo'lll\ up11 , 

JO!!IISON 

•I' I --·· .. u -· 
C"' 

" n 
' .. 

~ -. 
... _;.: 
Cl\ 
a. ~ 
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Jro•t Mr. Dietrich 

!he \able liot<K below gino tho 70&1'}T edY&DCeo, except vhere othorwioo 1Dd.lcl\h4, to corbin ,...bero of 
t» State .Dep...-tnont otatt .ln tho clUoo .lDdlc&hd .ln conoection with fl.nlmcl&l r~rUnc work t or t ho 1'reU\l17 

:Depan••'· 
lla*o at 
t..Uor , 
.Jv.l7 25.1935 
Job. 2,1937 
liar. ~.1937 
J- 17,1937 
Oo\, 11,1937 
Job. 2,1931 
.Juo 10,1931 
liar. 16,1933 
~- 13,1939 
Bop\, 26, 1939 
.Jv.l7 11,19110 

Jl&\o 
lltfodi'ft 
Jv.J.¥ 1,19Y. 
Jv.17 1,1935 
.Jul7 1,1936 
Jv.l7 1,1936 
JU17 1,1937 
Jul7 1,1937 
JIIA. 1 ,19311 
JU17 1,1938 
.Jea. 1,1939 
JulT 1,1939 
Sept . 1,1939 
Jal7 l,lgl!O 

w.v. Butterworth, J r, 
LoD4oD 

(.t.) 

(!) 
(0) 

$ 500 
$1,000 

$1,000 

$ 750 
$ 750 
$3,000 

$3 ,000 

$3 ,000 

(.t.) O&lond&l' Toe.r 1937 
( ! ) J'or 6 80ntha endi.Dg Doc. 31, 1937 
(0) J'or 6 80ntha ~ Juno 30, 1931 

B. Merle Cochrea 
P&l'io 

$ 500 
$1,000 
$3,000 

$3 , 000 

$3,000 

(I) $3 , 000 

B. heOUD Math..,. 
P&l'lo 

(J') $ 500 
$1,200 

(D) J'or 6 .ontha eDdlnc .Juno 30, 1939 
(I) Cancelled &O of Sept . 30, 1939 
(J') J'or 10 100ntho oDdlnc Juo 30, 19~ 

J oaoph l'lack Dont.l4 Rut h 
Berl in Berlin 

$ 500 
$1,000 

(D) $ 500 
$1,000 

$1,200 

'rho -thoriuUon• oft~cU.a .Jul7 1, 19~. are now Blld will be in force for tho floeal 7eer 1941 which ...Sa 
.Jope 30, 1gli1. .t.ll pa7aenh e.ro IW.thoriud to bo .Ue on & qa.e.rterl7 b,..h, 

I 
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OII'Ptca cw-
THII: aaC~ARY ~ THIE TReASURY 

Deoeaber • . 1940 

Mr. Loohhead 

lire. Klotz 

I would appreo1ate 1t 1t 

you would tranea1t tb11 letter t o 

Kr. X. P. Oben. 

Beet regarde. 

(Sicntd) H. S. Klotz 

• 
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Dl ...... 1140. 

J)eU ... a... 

,_ le\\er ol .... - ·~ .... "'- wl\1> -
.. ,.. ...... ..,._ ctart-c ,,_ .,...., wlp ,_ ~ 
•• I.Mido, baa -. Wt.., etll .. , M4 I .,.. ._.,. c1a4 
•• liMr I'He 7ft. I eball leA terwri te \M .. 1 ... 
tu.- et o111111 , ... ..-, .... at .. ~~~au '" •·-"' 
\e lMu a-.. tU Ulp tU\ , ... - pl....U, \o \alot .... '"""" •. 

'l'bMlr ,.. ft1'7 -.11 tor ,_. Olii)>HOelon of pleanr• 
la tile -lodl• ol U. PreolA••· U lo cood t o -
tlt.a\ ,.... ...S ,_ tell.., _,,_. lwN -b 1011ll4-
la \lilt,..._, .&61lalo\raU•• 

W'l .. IIU6 ........... 

......... ~ .......................... ............ 
J.MIIM, ...... ..... .., .. 

1~1 B. Mota :1 ' U,Jt • 
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DMr • • e~~~ea, 
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K WA XG Pt: C TI ID I 

Foo Shin~ iradl~ Corporstion 
Hor se Shoe Road ' 
Le.ahio , 9urMA, ' 
Novembor 6th , 1940. 

'lhe Honor able Henr y ~~or~enthau, Jr., 
Seoi"O tf\ry or 'fhe Tr easury t 
l'l•ahln!lton, D. c. , 
U. S. A. 

I e.:A enclosin~ a aet or '"'lpd-ou 
t8kon durint ~ trip from K~lny to L&1h1o over tho 
Yunno.n- Bu...,. iiiVWt.)'• I t rust they will ~!Yo you soco 
idea of the ~eneral condition of the road and tr~syort , 
~ot1v1t1ea of the anti-~la.ria institu~lonl , eeenic 
apotl alon~ the hi~hway Md other related foAtur·ea of 
int•reat. They cay serve as a preview of the color 
r1111'4 "hioh I o.m goint; t o send to \Taahin~ton u aoon u 
they are ready. 

I am leavi nt for Bhnmo to-morrow. 
Fr om thoro I shAll &ail down tho I r rt•mddy n.ivor , end 
by t r 61ln to Rangoon . I an planninr, to retu r n to Lashie> 
arte ·· 'f'IOOk I 8 stfty in Ran~oon . 

l was extremely ha~-tPY to haa.r over 
tho radio lost night or the re-oleo~inn or President 
Roosevelt, &nd I know that the ~ood n~• 11 be1n& re­
ce l•od with joy by the ~hole Chlnoao notion. I h••• . 
cabled Tho President and :'Otlr &ood aolf t.O ... da,y conwe:.•1ng 
~ conrratulstlons and oxproasins ~ belief th•t ttJs 
~ote of eont1denco by the AmericAn pooplo br1n~a ren~c 
hope for tho rekl1&~tion of de~cratlc 1doaa and ~rld 
justice, 

Wit h ~ boat personAl r~5ards , 

l \ 
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G-2/2657-220 

No. 261 SITIJATION REPORT 

JJ.l.D . , \:.D. 
Dece:nber 4, 1940 . 
1?- :00 ~!. 

This military situation report is issued by the Military 
Intelligence Division, Gener nl. Stair . In vie~< of the occasional 
inclusion or political infonnation and of opinion it is classified 
aa Restricted . 

I . \/estern Theater or liar. 

l. Air Force Operations. 

German raids by d-.yl.ight on the 3rd were light, prob­
ably by •insle planes and were directed a&ainst rail lines. Last 
night a fairly heavy attack """ made aaainat llirmingham, with secon­
dary attacks on London, Southampton, Gloucester and Oxford . German 
air activity is continuing over the Atlantic to the north and north­
west of Ireland. 

Last nieht the R. A.F . apparently operated on a very 
reduced scale . The German comcunique calls the British raids "in­
significant". 

II . Greek Theater of War. 

The Greek offensive made limited progress . Scheme o! 
s trategic maneuver is not .,.,t apparent. Italian Air Force reaction 
continues stror.g. 

Ill . Mediterranean and .<trican Theaters of :lar. 

l!o ground operations reported . The Italians claim a auc­
cess!Ul. air attack on tuo cruisers in SUda Ba,y, Crete. 
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TENTATIVJ: LESSO!IS 811LL'E:r1N 
No . ?l 

~2/2657-2)5 

IAILITARr INTELLIGENCE DffiSIOll 
TIA.'t DEPA.'!'I"oiBUT 

rrashington, Dece~r 4, 1940. 

The in.fomat ion conta:l.r\ed in this serios of bulletins 
'11111 be restricted to 1temil1rrom official sources which are 
reasonably coni'irmed . The lessons necosso.ril.y are tentative 
and in no sense mature studio a. 

This document is being givon an approved distribution, 
and no additional copies are available in the !Jillt.ary Intel-
118ence Division. For provisions governing its reproduction, 
see Letter TAG )5(). 05 (9-19-40) U-IHI. 

SOURCZS 

The sources of these oboervation• are listed i n accompaey­
ing footnotes . 

co:I'!'IJJTS 

1. PAR/.Clllll'l: 'tROOPS 

2 . 09SBRVATIO:I llALLOOtiS 

3. Ollil<JIIZ!.'l'!OII AND I:X)UIPUE!IT 
Fa! UOTOR liADITEIIANCE 

4 · HICIH EXPLOSIVE vs . SOLID SHOT 

COl!FIDE!ITIAL 
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.. 
CO:IFIDEI:TIAL 

1 . PARACHUTE TROOPS l. 

"Parachute t r oops drop fi'om airplnnes at ve,-.· 
generally fro:. 300 fee~in order to socuro occw·ac•· . A plane carries 
aG mnny a a 30 parachutists . Since twelve can bo dropoed in ten seconds, 
men at•rive in croups and at once collect tho' r nrms aiid equipaent floom 
containers which nre dropped 3epnratel,y. Par~chutists then split into 
active units of six or ei~ht in ordor to cnn-:• out the rtork assigned to 
then, 

"So far as is knoTm, ,aro.chutists do not, li!o:e air-borne troops, 
carry bi<>';cles . The:r try to :ecure bicycles or cars locall;•. 

"T!.e parac!mtist 'is tiDst vul.nornble just r.hen be alichts-thllt 
is, before he has had tim to rcleaso Ida r:~rachute and harness, r&­
adjust the belt out:ide his overalls, open the container, and get hold 
of his real weapons . For a space of about )0 seconds he is not a very 
formidable en~, for he is unlikely to have weapons, except t~o or 
three hand srenades and an autooatic pistol with limited range. All 
soon as the men have opened the containera and retrieved their weapons, 
however, they become very formidable opponents . 

"The first duty of those v:ho observe a parachute descent is 
to warn the police or militnry outilOrHioo and to observe the ~c tions 
of the enefi\V . \'/here resistance con be offered , hov:ever, it will be 
mos t otfectivo in the brief' interval after ron have alighted, and 
every effort should be made to kee!) thee~ fi'o>n reeching their containers . 
This can bo done by fire .;iroctod cithnr nt the parachutists or at the 
containers thenselves . 

"The containers aro ver; vulnernb1e to SJ:>all ar:lS fire, eithor 
fi'oo r1nos or lleht ::>echinc guns. P3cked, as they ere, nth loaded 
...,apons, hand crenac!es, au:JUnition, IJld possibly explosives, they can 
be dono a c reat deal o:: d~se by bur3ta of !ire fi'Oil rines or liGht 
:nachino guns. 

"If porac;mtists have been l:illod, or if container3 arc found 
unoponod, the \/Capons in them lli..'\Y be of nuch 1138 to the defenders, 
es;>ecially in vie" of the possib111 t'J t hnt tho parachutists are tho 
forerunners or air-1>orne troors . A knodedte of weapons ~ch may be 
seized is therefore essential." 

This section is quoted fro•• a )1Ublicat1on of the Dritish War Office, 
first issued i n June , 1940. For more complete information as to the 
or gnnization equ ipment, and tactics o£ parachute troops, see the 
following ruheuns and sections of thio series: TL 1- 4; TL 2-4; 
TL 5-1; TL 8-l, 2; TL 15-3; TL 26-2, ) , 

COI!FI!lZ!ll"IAL 
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CONFIDEUTIAL 

2. OBSERVATION BAU.OOilS 2. 

"One interesting feature of tho bnlloon is the met hod of 
mnintaining the pressure of hydrocen which fills the enve:opos. 
The lacing alone the l ongitudinal axis of the bolloon is of rubber 
cord resomblinc the shock absorber cord formerly used in air plane 
lnnding genrs. This cord stretches or contrncts with the nhangs 
in volume and thus maintains a more or leas even pressure. 

"A lecturer who explained the balloon stated that, when 
an incenc!iary bullet pierced the envelope, tho out-rushing gas ex­
tinauished aey fl..:lme which mi:;ht result. llot one obsorv:>tion balloon 
of tho OeMW~ Attr;:,·, be said, had been destroyed by eun fire in this 
war. 

"<1le motorized balloon dirtors from the captive balloon 
only in its basket and in the fact that it replaces the vertical 
stabilizer sack Ttith the rudder md alovator combination. '!'he sane 
onvolope is used. The stabilizer sack is unleced frOiil the oain 
body, and tho ruddor elevator co:abination is laced on its place. 
The ootor employed for tho ~~torizo~ balloon is a 150 horse- powor, 
air cooled, seven cylinder type. n 

). ORGANIZATION AI:Jl EQI!IPI!l:NT FOR LIOT<lR IIAI!ITENANCE 3. 

"A German officer stated ... that the normal German in­
fantry division has a r..aintenMce cor.1peey; the motorized division 
has a ~ntenance battalion; the motorized regiment hns a mainten­
ance company; and the battalion has a oaintenance platoon. 

"If the majority of vehicles in a combat unit are track 
vehicles, its maintenar.ce ve!rl.cles aro alao track vehicles . Si.ci­
lorl,y, wheeled m.lntenance vehicle3 are used Td th wheeled vehicles. 
In sum, the oainte:wlce vehicles or a unit are or the s=e type and 
havo the saz:1e cross-country nobility as the vehicles they serve. 
B-.r way or exception, however, corps and arctr r.<dnter.ance units are 
composed of wheeled vehicles, rceudlose of the predominating t;>-pe 
of other vehicles, since they arc not required to l eave the roads 
as are maintenance units in lOTter echelons." 

2. 

3. 

Fror.l the reoort of an American official observer after a visit 
to~ German-Field Artillory School in October, 1940. 
'!'his quotation is l'rou the report M4dO b:r an ,\mex-ican official 
observer after a trip to t;-,e QertWl Artrr:f :Jotorization School at 
Tllmsdorf in Oct ober, 1940. 

COIIFIDE!;TIAL 
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CONFID;:;JITIAL 

4. HIGH EXPLOSIVE vs . SOLID SHOO' 4. 

"A German captain ot Pan~er troops cnde this statement: 

11 1 I was very ser iously >oOUnd ad in Poland . I should not 
have bean wounded except that the eno~ used high explosive against 
11\Y tank, for a solid projectile would not have touched "'" · I think 
hi8h explosive shell should be used ncninst tanka in '"os t instances . • 

"He also said that the Poles used both high e><pl.osive and 
solid projectiles. 

"A colonel or artillery said: 

" 'The :.est projectile to use aaainst tanks is high explo­
si ve shall r.ith a special nose and a delay f'ute . There are so::>e 
tan!<a, however, that require :. solid projectile. • 

"3oth a colonel o: t ho Oenor al Staf!' and a colonel o r Panter 
troops stated that in t:1e1r opinion tho hich explosive shell was pre­
rornble for use against tanl:s . " 

4. From the report of an American official observer, October 1940. 

In tl1is connection the follo\1111{! quotation from TENTATIVE I.ESSOliS 
BUU.ETIN !lo. );J, Section II D, August 26, 1940, shoul d be recalled: 

"Considerable study has boen [;iven to the relative rerits of 
hiJih explosive and solid nrmr-?~.ercillll MlllJUni tion in anti tank 
defense. The Br1 tish at one title recollDOnded the use of high ex­
plod ve or incendiary armor-pierc~ shell in all 1!eapons of more 
than .ss caliber, mt.'l fire directed at the bodies of li!;ht tanka 
and at the S>spensions ot heav:; tanka . >•ben this rec<l<l:l:lendation 
was made, the QeM:llln 2()....cn. cun and the French 25-=· gun were the 
acall.eat caliber antitank weapons usi "i explosive shell. It waa 
reported that a French c0i:lli8Jider 1 after usilll! both solid am.....ni­
tion and high e.."Plosive shell tor antitank fire, stated a prefer­
ence for the latter. 

"This view is at variance •ri th a later report on the subject, 

which io as follows : 

" •The bes t obt ainable French opinion stroncly favors solid 
projectiles for all calibers or antitank Tlenpons up t o a rd inclu­
ding 75 mm. D<periencc lvls shorn that tt.l solid projectile, upon 
'liarcilll! the r:alls of a tank, brealrs off trag~~~&nts nhich are as 
effective aS those troo O):plosiVO projectiles. After IIUlOeroUS 
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4. (Footnote continued) 

teats , explosive projectiles are cons!.derod impractical because 
of the difficult-,/ of setting the time fuses so as to ensure ex­
plosion inside the tank. lfany projectiles explode on impact 
without penetrating. • 

"An official British report o! recent date states that the 
!'ollo•.i ng French guns tired solid armor-piercing shot: The 
75--llllll. anti tank-field gun; 47-mrn. Hodel 1937 and t:odel 1939; 
J7-o:oc. Uodol l9J4 c~olid shot wi th ball1at1c cap) ; 25-r:m. 
Hotchld.sa IJodel l9J5 (solid shot with and without tracer; latter 
!ound more ef; ective) . " 

•• 
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