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SECRET 

Dear Mr. Secretary, 

1. 

BR ITISH EMBASSY, 

WA.SHI MCTON , D.C. 

December 6th, 1940 

In accordance with your request 
Jlt.t-.1"' 

I enclose herein a~memorandum regarding the 

shipping problem. Attached to this memorandum 

a re two appendices, the first cont a inine; figures 

sh01Ting the amount of' tonnage novt actually 

available tq the Allies and g iving the figures 

for losses in recent months , and the second 

dealing vdth the ship-building situation in the 

United Kingdom and which eets .out the kind of 

assistance that the Ministry of Shipping would 

like to obtain. These documents were not specially 

written for communication t o the r nited states 

Goverrunent but I t h ink yo ·• would like to see them . 

They were given to me just before I le:rt London 

o.nd have been brought up to date in the light of 

certain telegrams just received. I should 

emphasize, however , that the figures for the new 

ship a/ 

The Honourable 

Henry Morgenthau, Jr ., 

Secretary of' the Treasury. 

.. • 

I 
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ships which 1t is hoped to have built in the 

United s tates should be regarded as p rovisional, 

In a ddi tiort· to en<:ourasing the con­

atruction of a large number of merchant vea88ls 

in this country there ere of course a number of 

other methods by which the United States 

could arestly ea se the present sit uatian but I 

hardly t hink you would w1 3h me to go into such 

matte rs in thi s letter. Perhaps however I may 

11hich arise from the lleutrsli ty Act in 

form. 

The British au thorities are very anxi c>UI 

to be able to export mill tsry airoratt which they 

buy in this country to Takorsdi i .n the Gold Coast 

\1here they would be reassembled end, I understand, 

U80d to reinforce our air t'orce in the IJiddle 

Takoradi although a b!lligerent port is w1 thin the 

area regarded as "safe" a c cording to Sect1 on 2 (g) 

of the Neutrality Act end A~eri osn veeeele may 

therefore carry goode to it , Such goode may not 

h owever/ 
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IRITIIK UIIAIIY, 

W.UKIMCTOM , O.C. 

however include any war 1!18 ter1ale and thua 

American ehipa cannot be used tc carry the 

aircraft from this countr.y to the Gold Coast. 

There are ex tremely few British ships on the 

United states - West Africa run- in fact I am 

not sure if there are any such ships engaged i n 

this trade at the mome nt - and the British 

aut horities are therefore faced w1 th the 

alternative of cutting down the nuniber of a ircraft 

which can be sent to Ta koradi or taking off some 

British ships from the other routes in which they 

are so badly needed, If it were possible for 

American ships to carry the aircraft to Takoradi 

the situation would be i mmensely improved . 

Believe me , 

Dear Mr. Secretary, 

Yours very sincerely, 

Regraded Unclassified



c BECRF.'l' 

SHIPPING LOSSES A.'ID RBPLAC!WJ51l'f 

Por the aucceaatul pr osecut ion or the war, 

nothing ia 'more urgently neceaaarf than t hat t he 

tonnage resources or Gr ea t Britain and her Allies ehould 

be maint ained and augmented . 

It is true that the acceseion or Allies who 

have important maritime f leets hae put at the dispoeal 

or the Alliance a large number or veeaela, but the 

effective importing capac i ty or this tonnage , like that 

of (;r eot Britain herael.t , 1a reduced, tar ruore seriously 

then is popularly supposed, by a nu.ber or war conditione . 

lloreover , UJuch or this ahl.pping is normally engaged 1n 

bringing goods to Great Britain . It is by no means all 

additional. 

Yeasures es•ential t o protection involve 

delays :- time awai t ing convoy, resort to zigzagging end 

i ndirect r outing and much time spent i n arming vessels 

with guns end i n degaussing thetu . Allied crews naturally 

demand annament , Md the liorwegian end Dutch snipping 

char t ered t o the Minister ot Shipping hsa been held 1n 

port for subetant i e l periods in order to admit of this 

protection being given. Ul t imately , or course, these 

measures reduce wastage but the tlra t result is delay, 

and tha t delay may now affect Greek shipping, thus 

ac t ually reducing ita i tM>edia te value . 

Under war conditions, moreover, especially 

when the ports have been subjected and remain subject to 

aerial bombardment, the tum-about of ahipa i& less 

expedi t ious and docking repairs take longer t han i n t~e 

ot peace. 

AbOYB all , the closing or t he Mediterranean 

and t he i nability to uaa the Prench North Arrican and 

¥oroccan porta, consequent on the detection or Prence, 

have/ 
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have involved reliance upon much more 41etant sources 

ot aupply for cert ain important commoditi ~a . including 

iron ore, phosphates and barley, while the additional 

l ength of voyage to Egypt , India and the East entaile a 

aer ioue diminution in the impor ting capacity ot our fleet , 

The losses inflicted on ahiJ,ping, Brit ish, 

Allied and Neutral , have become much ooore serious since 

the defection of France gave the enemy the use of all 

tho French Channel and Atlentic porta . (Inc i dentally, 

t hia closed also the use of Bilbao and o t her porta in 

!lorth Spain, our nearest source of aupply of I~on Ore) . 

Paragraph (1) or Appendix I ahowa the to tal 

ot British vessels of 1,600 groaa tone and over 

(roughly t he limit tor overseas service in present 

conditione) st t he outbreak of war -viz : Just under 

14i million gross tons of shipping. To this rat her over 

2 million gross tone baa been added by capture, 

transfers from the orea t Lakes , pur choeee froon neutrals 

and new buildi ng. Acquisit ions by capture cannot continue 

on any substant ial scala and the field of purchase f r om 

neutrals is increasingly r estricted. Practically all 

t he veaaela purchased have been secured from the uni ted 

Statea, through the greatly apprec iated good will of t he 

Wari tima Com=tsa ion . 

Prom paragraph (4) it ia poeaible to see what 

e heavy drain direct naval and mi litary require~ents 

n~ke upon shipping, and in part icular , upon passenger 

ehipe and t hose mixed passenger and cargo liner s which, 

by their high speed, are an important aid in importing 

eaaential auppliea from the mora diatant eourcea. 

After allowing tor loeeea (ae indicated in 

par agraph ( 3) ot t he Appendix) and tor the t onnage 

withdrawn tor naval and ailitar7 purpoaea, there waa at 

t he end of October, 1940, Juet over 11 million groaa tone 

of/ 
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ot ehipping under the Britieh tlag, but much ot thia ia 

required tor eaaential trade or the Empire outside the 

United Kingdom. Moreover about li million groaa tone 

are a t preaent under repair. The balance available tor 

import ing into the United Kingdom ia therefore under 

8 million gross tone. To thia add about 2,400 thousand 

tone gross or neutral and allied s hipping on t i me-charter 

to the Ministry of Shi pping, together with about half a 

mill i on tone groaa on voyage oharter (eee paragraph 6), 

It the dietary or the people and the supply 

of raw materiels are to be maintained on e scale tully 

adequate to t he war ettort , a minimum import of 43 

million tone (excluding oil} per annum should be 

achieved, elthougb t he naceaaity tor a eomewhat lower 

figure has been envisaged . I n epite ot the volume ot 

shipping now secured, imports (exclud.i ng oil) tell in the 

laat , two mont~e , when the ol oeing ot the Medi terranean, 

the loss ot several near aourcae of supply and the 

heavier einkings of the recent months began to ehow 

t heir tull effects, to 3 million tone in sep tember and 

slightly over 3 million tone in October (see paragraph 

that ia at the rate ot import of only eocze 36, 000,000 

t one per annum, 

The losses ot British and foreign tonnage 

trom all causes 1D reoen t mon t hs represents an annual 

was t age ot 4i million tone groae, and thia can only be 

replaced by new building, ot which we can probably 

supply only l * million - leaving a deficit ot aome 

3,000, 000 tona to be aupplied trom elaawhare . 

Stepe have naturally bean taken to increase 

and expedite new conatrudtion in thia country and other 

parte ot t he British Jmpire. Apart troa t he very 

U.aitad capacity ot the yarda in Hons Jtong, t hia meana 

aubatantiallJ that we muat look to t be home 7&rd.a . 

Appendix/ 

• 
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Appendix II describes tho progr~e at which 

we are a1111.ing and the limitationa upon it. .7e shall be 

tortunata if we attain next year an annual rate of output 

or li million gross tone, in view ot tho urgent cla1111e 

or naval construction and the demands they melLe upon our 

reaourcea in men , material and tacilities . 

The remark.able rapidity with which the merchant 

shipbuilding faciliti es of the United States were 

expended and devoted to the Allied cauee in the war or 

1914-1918 suggests that similar aae ietance could now be 

made aYailsble, and it is urged th9t the United States 

production tor Gr eat Britain anould be raised, as 

expedit iously as possible, eo aa at least to deliver 

3 million gross tone , ot which one third should b e cargo 

and pa s senger l i neraot 15/16 knot s speed, which are 

eeeant ial tor the reasone elaborated in the A>pendix. 

It is specially important , i f possible, to 

secure a number of these faster ehipa wi t hout delay 

and this could only be achieved by transf erring to 

British account some ot the veaeela now under construction 

tor the Yaritime commission . 

A further direction in which assistance could 

be gi ven :o the war effort would b e to widen the range 

or porte to which United States •eaeale can trade and 

alao carry munitions and other war material (e.g. to 

south a nd East Atrica), and it naceaaary, to amend ~he 

Neutrality Act . 

Any measures which would make the numerous 

German, Danish, and Italian veeeels sheltering in porte 

in North and south America a•ailable tor service in 

oon.naxion with the British war ertort, without thereby 

allowing ttnencial benetite t o aoorua to the Axle 

powers, would aleo grcatl~ aeeiat. 

NOVBI-IBER , 1940 

Regraded Unclassified



AJ>PE!IDJX I 

1. At the outbreak ot war the ocean-going Britiah 

Mercantile Marine {i.e . veaaala ot 1, 600 groaa tons and 

over) exclusive ot tankera , conaiated ot acme 2 , 500 

veaaala totalling 14i million aroaa t one or 18! million 

tone deadweight . Theae veaaela were claaa1tied 

? 

{Tonnage figures in thousands) 

Paseenger liners 
Mixed paeeengsr and 

c \rgo liners 
Cargo liners 

Number 

93 

444 
9>8 

Tr11111pa 
~ :r~ 

Gro Ba t onnafl! 

968 

} ,433 
5. 770 
~ · 2~ 1 ,4 

Deadweight 

485 

2, 845 
8 , 141 

~ 
2. From that da:e and up to 27th October last t he 

following additional tonnaee baa co~• under the British 

Plag:-

{Tonnas e t i sures in thousan~) 

Number Groos tonnaae Deadwe i l!!!t 

~~~ New Veseels 126 771 1 , 038 
Purcha sea from 

neutrals 62 325 497 
{c) Prizes , ex 

French and 
Danish tonnage 
and transfers 
trom t he Great 
Lakes ~ 2. m ~ } 

The acquisitions under {c) are of a non-recurring 
nature . 

3. The loaaee ot the Britiah Mercantile Marine from 

enemy action and other causes up to the aame date were: ­

{Tonnage fi gures 1n thousands) 

Number Grose t onnage Deadwe11!!!t 

2,873 

From the begjnn.ing of the war up to t he end of Way, theae 

loaaee averaged 4 veeeela per week totalling 20 t housand 

tone groee or 30 thousand tone deadweight. I n t he 

auccaeding period up to the 21th ot October the weekly 

loa88a averaged 10 veeaela ot 60 thoueand groee tone or 

81 thousand tone dead weight, i . e, the loaaea 1n the 

later/ 
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later period were a t a rete nearl y tnree times tnet ~ 
experienced 1n the ~arliar period. 

The loaeea are continuing at a h!Sh leY'el. 

4. Tne ocean-going Bri tieh veaeele diverted to naval 

BD4 ~ilitary purposes at the preeent time , i . e . at 20th 

October, 1940, are ae followa: -

(Tonnage figures in thousand.&) 

Number Oro as tonnnge Daadwe1s!!t 

Passenger linere 62 736 J50 
lllxed passenger 

136 and cargo liners 1 , 512 1 , 084 
Cargo liners 1J2 11<2 1 , 021 
•rr.,.pa 

~ ~. 410 
~ 

+Between 20th October and Jrd November thia total 
hed increa sed by approximately 100, 000 tone . 

5. Accordingly, there ere now about 2, 200 veaaele or 

11 million gross tone or 15i million 4eedne18ht under 

the British Plag ,with which to transport all the vital 

supplies or food and munitions tor the United Kingdom 

and tho mpira, in comparison with the t'iguree ebo\m 1n 

parograph l above. The claeaitication or these vessela 

ia approximately as follows:-

Number Groea tonne&! Deadwe i sht 

Paeeenger linera 25 257 109 
llixed paeeenger and 

1,869 cargo liners 299 1,729 
Cargo liners 811 4 , 756 6, 696 
Trampe ~ 1~ ~ l 

An appreciable pa.rt or t his tonnaae 18 engaged in 

serving the Dominions and Colonios. 

6 . Allied and Neutral veesala on time charter t o the 

United Kingdom aa at J lat October , and thue in the 

direot aervice or thia country compriae: 
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(Tonnage t igurea in thouaanda) 

N~Jter Oroaa t onnage Deadweigbt 
On !I&Yal and 
Military eerYice 

On o t her aerYice: 
30 259 1 55 

Liner a 143 803 1 , 185 Tramp a 
~ ~ ~ 

In addition, some Allied and Neutral Yeeeele not under 

time oharter t o t he United Kingdom atlll engage in trade 

wi th thla country, 

7, It must not be interred that the great volwne ot time 

chartered Allied and Neutral tonnage represents an 

addit ion to the tonnage reaourcee avo1lable to~ the 

i mporting work ot t he United Kingdom aa compared wi t h pre­

war conditione. Much ot 1t i a normell:r engaged in 

bringing euppl1ee to the United Kingdom. Delaye due to 

the need tor convoys , the rout ing Yla the Cape owing 

to the closing ot t he Mediterranean , port delaye, the 

1ncroaeed volume ot tonnage under repair and general war­

time reetriotione reduce the ettective carrying capacity 

ot tonnage. Near EUropean aouroee or eupply are no 

longer &Yailable , 

8 , Our pre-war imports (19.H) enraged 5,010 thousand 

tone per month excluding tanker cargoea. The correeponding 

aYerage imports during the tiret :rear ot the war amounted 

to 3,610 thouaand tone . In recant month& the record ot 

importe baa been aa tollowe :-

April 
May 
.nme 
JUl:r 
Auguet 
September 

( Thou&and tone) 

4 , 207 
4 , 177 
4 , 054 
3.389 
3,939 

81a1lar tiguree are no t yet 
3. 017 

&Yailabla 

October. the preeent indication~~ AN that t.;>orta tor 

the\ -tb u:r ba a little leee thu tho .. tor September. 

OUr procreame ot raqu1r ... nte (ot~ thaD oil) 

tor/ 
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for the second year of war amounta to 43 million tone:-

Ministry or Food 
Ministry or supply 
Miscellaneous 

or },6oo 

19 million 
2} million 

1 milli on 
~ million tone per 

annum 
thousand tone per month 

9 . Loseee of tonnage (other than tanke rs ) f rom all 

oausee i .n recent month& represents an annual depletion 

or tonnage available by 4i mill ion tone gross or 64 

million t one dead weight . ~he recorded figures for 

veaaela of 1,600 gross tone and over give t he ennual ~ 

oa follows :-

hl1111on lUll ion 
Grosa tone Deadwaip;ht 

British }. 1 4.2 
fbeaed on 21 weelte ~ 10/6 to 3/ll 

Foreign 1 . 4 2. 1 
fbaaed on 20 week& ~ l0/6 t o 27/10 

4 . 5 6 .3 - -
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SECRET APPENDIX II 

The poattton in British ahipyarda. 

The maximum output to which British shipyards 

can attain in wartime ie not likely to exceed 1,250, 000 

sroes tone per annum. Pre-war planning did not assume any 

higher tigure because tt was realieed that naval 

requirements would have to take tiret place. 

(In the first year or war the actual amount ot 

no w tonnage produced was 760, 000 groaa tone.) 

The output ot new merchant ahipa is further 

atr ectod by the heavy burden or fitting and repair work 

on exiat ing &hi ps aris ing trom war-riak damage, collision 

in convoy, defensive enning, degeuaaing and protection 

agetnat air e ttaek. So eerioue have been the demands on 

labour tor these purposes tha t the Wtnietry ot Shipping 

ia encouraging owners to carry out repairs abroad to t he 

maximum extent possible by means or grants towards t he 

e xtra coat. 

llsrine engineering labour haa been particularly 

aff ected by dell!anda made tor wa.r production 1n other 

branches ot t he engineering induetry , and engines tor 

~rohant ships have had t o take eecond pri ority to t hose 

tor naval vessels, with the reault t hat engine 

production has lagged behind the completion of hulls . 

Notwithstanding t he 1\aavy demand& for skilled 

labour in other directions, ehipyard labour has ehown a 

aubetant1al growth .eince aep t ember, 1939, but , for the 

reaeone given, little of th1a i ncreoee hae been available 

tor new u!Airchant ship construct ion • • 

Finally, ehortase ot a teal auppli ee hae 

retarded output: t b1e ariaea from t he loea of ora 

auppl1ee from Sweden. ot hea~ for81nso tor crank-ehafte , 

etc. from Norway and Bals1um, and ot ateel troa 

Luxemburg/ 
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Luxemburg and Prance. Det'1cienciea have to be made good 

by 1mporta tram more diatant aourcea , including steel 

plates from U.S .A. 

Type ot veeaele being conatruct~ . 

In order to achieve the raeximum ot carry ing 

power , the Ministr y or Shipping hae arranged t hat the 

Merchant Shipbuilding Departman t or the Ad.mi ralty are 

concentra ting on t he construc t ion or aimple types 

ahipa with apaeda no t exceeding 12 knots , and on tankers. 

Save tor a small number or cargo liners ordered on 

Government contracts at the outbreak or war a nd for t nose 

liners building on privata account (meetly order ed before 

t t•e outbreak or war), there hu '!lean a rigorous 

exclusion or everything eave tonnage tor cargoes in bulk. 

A tabular etetement i e annexed s howing the 

different types expected t o be completed between lat 

Oc tober , 1940 and }Oth September , 1941. 

Construction outs ide the United Kingdom. 

Apart trom Hong Kong, where t he yards are 

being employed to t he max imum in producing merchant 

tonnage t or the Wi niatry or Shi pping (}5, 000 gross tons 

per annum) , t he only countriea outaida the Uni ted Kingdom 

capable or building ocean-going veaaela are Canada and 

the Uni ted Statea . 

In view ot the obvious aariouaneaa of the 

poaition through losses in recent months , the First Lord 

of the Admiralty and the Minister et Shipping have been 

authorised by the Government to arrange tor the placing 

ot orders tor 60 cargo trampa in the U'ni ted states, and 

it ia underetood tbat tbe work ie being entrueted t o the 

Todd Shipyard Co.r poratlon. The .. Yeeeeb will be 

del1Yered between the Autumn ot 1941 and tba end ot 1942, 

and will mean an addition to the Brltieh ~aroantile 

llarine/ 
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Marine ot 400, 000 groaa tone; ot thia 300, 000 groaa tone 

will be produced i.n the third year ot ear, bringing the 

total output tor tbe year troa ell aourcaa to about 11 

million groaa tone ot ocean going Taaaala excluding 

tankara, which ia only a quarter ot tba preaant annuel 

rate ot loaa ot tonnage 1n Allied eerTica, 

Baaantial naada over and aboTa the foregoing 
Progru.e 

It ia the opinion ot the Miniater ot Shipping 

that the aim ot tonnage output outaide the United Kingdom 

in the t hird year ot war, or aa soon ea possible, should 

ba 3 , 000,000 groae to.na , ot which a O.mell proportion 

may be built in Canada; tbet 1e to aay, instead ot 

400,000 gross tone the United States production tor 

Great Britain should be 3 , 000 , 000 groaa tone at l east . 

This ahould be divided aa follows:-

Cargo tr81Dpa 

Cargo and passenger 
11nera (ot 15-16 
l<nota apeed) 

2, 025, 000 groaa tonnage (300 
instead of 
60 ships) 

975, 000 groaa tonnage (95 ships) 

{It may be necessary to aubatitute some tankers tor 
cargo trampa , but t his ie a matter tor adjustment 
between the united XiDgdom and Onited States production) , 

Cargo and Pasaanger Linera. 

The passenger and cargo liner position in 

the united Kingdom is rapidly beooming aoute owing t o 

the diveraion or thia type ot ab1p to naTal and military 

purpoaea, end to the substantial number ot auch veaaela 

ehi oh haTe been lost while on naTal aerT1oe aa armed 

merchant oru1aera: theaa must be replaced by drawing on 

ex1at ing liners engaged 1n aa1nta1n1ng the much reatr1cte~ 

thouab Titall7 eaaeDt1al, eerY1oea throuebout the Empire, 

'!'be oon.t1'110t1oa ot tb1a tJPe ot Taaaal 'ill place ot cargo 

Teaaela would nba\aat1~17 c!.Ja1n1ah output 1n the Ohlted 

Kl•l"•a Ylsa 

• 
20 Aab ablpa would raault 1n a dtmtntahad 

tonnage/ 
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tonnage out put of BO, OCO gros& tone per annum . T~e 

ma i ntena nce of Brit ish Forces i n the !lear ,;sst e ntails 

voysgoa by the cape which ta<e four tiu.ea the time 

occup i ed by d irect voyogee t hr ough the /4edHe rran ean , and 

the p1·ovieion of addit ional roa t t onnage ot' these types 

l'o r carr;inc troops ami milita r y stores Is essential in 

order that vigorou.e prosecution 01' the war 1n the 

~oRtern v.editer ranean ~ey not be jeopardized . 

It is therefore a mane•• or the first 

importance that the U"'!ted S tates l)ovc r n;llent s .. ould 

anticipate output by assist ing t~e Britieh Goverrenent 

to teke over tonnage or wi.J ch the conat.ruc tion i s 

already 'Nell advan ceu and , in particular , vessels of t~e 

raot cargo and paeeenger type . J>ven twenty e•1c ~ v~esels 

available in the nex t e1x u.onthe will ~elp a t a c ri ti cf.ll 

period . A first s t ep in this ui r ectlon i& alrcaay 

being t o t.en i n the requ~st n.ade to tho United States 

GovcrNoent to place at our service for opera t ional use 

with the British Navy two 18 - knot tan• era in pr ivate 

·"'orlean ownerehip , but t he disposal or whi ch 1& 

contr olled by t~e ~aritime Commission . 
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SUIIK.U!Y 07 !!5'1' nL\'l"'.Jl Dl!Ll.,.l!IliS - ~CILUI! SIIIPBU ILDDIG, 

111 IIAOII ~ARTE!l l'ROil 1st OCTOBER 1940 - SOtb SEPTEIGE!l, 1941 . 

'l'Yl'll 0:1' VESSEL OCT - DEC. 1940 JAJI - MAR . 1941 APL. - J11l!E 1941 JULY - SKPJ' . 1941 TO'UL 

lo. G .~. L.w. So G. T. D. il . uo . G.T. D.w. o.r. I:. W • So . 

CAJICO L~ 10 55986 11 87655 IS 386110 23600 29 2067110 

CAIIOO TRAIIP9 27 1567911 24 155055 202715 155020 66911. 

! .lJI.lC!RS 6 48940 13 106450 8 66790 8 675110 86 2897110 

COLLI!RS IS 12800 9 211080 7 1 7250 1 2800 22 568110 

COASfl!RS 12 7175 20 12096 s 1390 3 2586 sa ll3UIS 

TOTAL ISO 281 , 6911 77 l>84 , 3 15 1527,675 251 , 6511 

• .&xcl ud !.a,t snndr7 aaa11 ?eaae1 a 

1 1th llo?cber. 1940 
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SECRET AND PERSONAL 

Dear Mr . secretary: 

Briti sh Embassy, 
Washington, D. c. , 

December 8th, 1940 

I enclose herein a l etter !or the Presi dent 

forwarding a secret and personal letter !or him 

!rom the Prime Minister . A copy o! Mr . Churchill ' s 

letter is encl osed herein !or your personal informa­

tion . 

I should be very grateful 1! the letter could 

be sent on to the President at the earliest possible 

moment . I hope it may be possible to send it by 

sea plane , because the Prime Minister i s most anxious 

that the President should have t i me to read i t care­

fully while on hi s cruise and before he gets back to 

the bustle or washington. 

I should also be greatly obliged i ! the enclosed 

letter from myself to Mr . Henry Hopkins could be sent 

at the same time . 

The Honourable 
Cordell Hull, 

Believe me, 

Dear Mr. secretary , 

Yours very sincerely, 

(Si gned) L'. Lot hian 

Secr etary ot Stat e ot the United states , 
Washington, D. C. 

• 
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My dear Mr . President, 

BRITISH EMBASSY , 

WA&i!N.lTON, D. C. 

December 7th 1940 

As we reach the end of this year I feel that 

you will exPect me to lay before you the prospects 

for 1941 . I do so strongly and confi dently because 

it seems to me that the vast majority of American 

cit i zens have recorded their conviction that the 

satety o! the Uni ted States as well as the future 

of our two democracies ana the kind of civilisation 

for which they stand are bound up with the survival 

and independence of the British commonwealth of 

Nations . Only thus ~an those bastions of sea- power, 

upon which the control of the Atlantic ana the Indian 

oceans depends, be preserved in faithful and friendly 

hands . The control of the Pacific by the United 

States Nlivy and of the Atlantic by the British Navy 

is indispensable to the security of the trade routes 

of both our countri es and the surest means to prevent­

ing the war from reaching the shores of the United 

States . 

• 
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2. There is another aspect . It takes between 

three and !our years to convert the i~dustries ot a 

modern state to war purposes . Saturation poi nt is 

reached When the maximum industrial e!!ort that can be 

spared !rom civilian needs has been applied to war 

production . Germany certainly reached this point by 

the end o! 19'9· We in the British Empire are now 

only about half-way through the second year . The United 

States, I should suppose, was by no means so rar 

advanced as we . Moreover, I understand that illlllense 

programmes or naval , military and air defence are 

now on root in the United States, to complete which 

certainly two years are needed. It is our British 

duty 1n the common interest as also tor our own survival 

to hold the .rront and grappl e with Nazi power until 

the preparations of the Uni ted States are complete. 

Victory may come before the two years are out; but 

we have no right to count upon it to the extent o! 

relaxing any errort that is humanly possible. There!ore 

I submit with very great respect ror your good and 

fr iendly consideration that there is a solid identity 

ot interest between the British Empire and the Uni t ed 

• 

• 
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States while those con~1tions last. It 1s upon this 

tooting that I venture to address you . 

'. The torm which this war has taken and seems 

likely to hold does not enable us to match the immense 

armies or Germany in any theatre Where their main 

power can be brought to bear . We can however by the 
• 

use or sea power an~ air power meet the German armies 

1n the regions Where only comparatively small !orcas 

can be brought into action. We must do our best to 

prevent German domination of Europe spreading into 

Africa and into southern Asia . We have also to maintain 

in constant readiness in this Island armies strong enough 

to make the problem of an overseas invasion insoluble. 

For these purposes we are forming as fast as possible, 

as you are already aware , between !i!ty and sixty divisi 

Even it the United States was our ally instead of our 

friend and indispensable partner we should not ask 

tor a large American expeditionary army . Shipping, 

not men, is the limiting !actor and the power to 

transport munitions and supplies claims priority 

over the movement by sea of large numbers of soldiers. 

4. The f irst half of 1940 was a period or 
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disaster tor the A,l.l1es and tor the Empire. The last 

!ive months have witnessed a strong and perhaps 

unexpected recovery by Great Britain; fighting alone 

but with invaluable aid in munitions ~nd in destroyers 

placed at our disposal by the great Republ1c o! which 

you are tor the third time chosen Chiet. 

5. The danger or Oreat Britain being destroyed 

by a sw1tt overwhel.m1ng blow has tor the time being 

very greatly receded. In ita place there is a 

long, gradually mturing danger, leas sudden and 

lese spectacular but equally deadly. This mortal 

danger is the steady and increasing diminution or 

sea tODnage. We can endure the shattering or our 

dwellings and the slaughter or our ciVilian population 

by indiscriminate air attacks and we hope to parry 

these increasingly as our science develops and to 

repay thea upon military objectives in Germany as 

our Air Force more nearly approaches the strength o! 

the eDemy. The dec\sion tor 1941 lies upon the seas; 

unless we can establish our ability to reed this Island, 

to import Jamltiou or all kinde Which we neec1, unless 
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we can move our armies to the various theatres Where 

Hitler anc1 his contederate illssol1ni 1111st be met, 

and maintain them there and do all this with the 

assurance ot being able to carry it on till the 

spirit ot the continental dictators is broken, we 

may tall by the way and the time needed by the united 

States to complete her detensive preparations may not 

be torthcom1ng . It is therefore in Shipping and i n 

the power to transport across the oceans, particularly 

the Atlantic ocean, that in 1941 the crunch ot the 

whole war will be tound. It on the other band we 

are able to move the necessary tonnage to and tro 

across the salt water indefinitely, it may well be 

that the application ot superior air power to the 

Gel'IIBll homeland and the rising anger ot the aenoan 

and other Nazi-gripped populations will bring the 

agony ot ciV111zat1on to a merciful and glorious end. 

But do not let us underrate the tal!lk. 

6. OUr !!hippi~ losses, the figure tor 'll'hich 

in recent .,nthe are appended, bave been on a eca1e 

aleoet comparable to tbat ot the woret ,.ua of' tJ1e .. 
last war. Ill tbe ' w..a endlll& JIDY • )I'd._ 
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losses reached a total ot 420,,00 tons. our esttmation 

ot the an.nua.l tonnage which ought to be iiTlJ)orted in 

order to maintain our war etrort at run strength 

is 4,,000,000 tons ; the tonnage entering in september 

was only at the rate or ,7,000,000 tons and in october 

at ,8, 000 , 000 tons . Were the 41m1nuti on to continue 

at this r ate it would be fatal, unless indeed 

immensely greater replenishment than anything at 

present in s i ght could be achieved in time . AlthoUgh 

we are doing all we can to meet this s ituation by new 

methods, the difficulty or limiting the losses is 

obviously much greater than in the last war. We 

lack the assistance or the French Navy, the Italian 

Navy and the Japanese Navy, and above all the United 

States Navy, Which was or such vital help to us 

during the culminating years. The enemy commands the 

porte all around the northern and western coast ot 

France . He is increasingly basing his submarines, 

flying boats and combat planes on these ports and on 

the i slands orr the French coast . We lack the use or 

ports or territory in Eire in which to organise our 

coastal patrols by air and sea. In tact, we have now 
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only one effective passage or entry to the British 

Isles namely, the northern approach, against Which 

the enemy i s increasingly concentrating, reaching 

• 

over farther out b¥ U-boat action and long distance 

bombipg• In addition, there have tor some months 
been merchant ship raiders both in the Atlantic and in 

the Indian Oceans . And now we have powerful warship 

raiders to contend w1 th as well . we need ships both 

to hunt down and to escort. Large as are our r esource!" 
and preparations we do not possess enough . 

7. The next six or seven months bring the 
relative battleship strength in home waters to a 

smaller margin than is satisfactory. The "Bismark" 

ana the •rirpitz" will certainlY be in service in 
January. We have already the "lfing George v• 

and hope to have the "Prince of Wales• at the 

same time . These modern shi ps are of course far 
better armoured, especially against air attack, 

than vessels like the "Rodnev" and "Nelson" designed 

twenty years ago. 'le have recently had to use the 

"ROdney• on trans-Atlantic escort and at any t1me 

When nl.llllbers are so small, a mine or a torpedo -.y 
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alter decisively the strength or the l ine or battle . 

We get rel1er in June when the "Duke or York" will 

be ready and will be still better orr at the ena or 

1941 when t he "Anson" also will have Joined . But 

these t wo firs t class, modern, th irty- five thousand 

ton , fifteen inch gun Gennan battleships force us . 

IS'·f\ 

to maintain a concentrati on never previously necessary 

in th i s war . 

8 . We hope that the two Italian "Li ttories" 

will be out or action .for a while and anyway t hey 

are not so aangerous as if they were mannea by t he 

Gennans . Perhaps they might be t We are indebted 

to you for your help about the "Ri chel1eu" and the 

"Jean Bart " and I daresay that will be all right . 

But, Mr . President, as no one will see more clearl y 

than you, we have during these months to consider 

for the rfrst time in this war, a fleet action in 

which the enemy will have t wo shi ps at least as good 

as our two best and only two modern ones. It will 

be impossible to reduce our str ength in the Mediterranean 

because or the attitude or TUrkey and indeed the whole 

posi tion 1n the Eastern basin depends upon our having 
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a strong fleet there . The older un-modernized 

battleships will have to go for convoy, Thus even 

i n the battleship class we are at full extension . 

9. 'l'here is a second field of danger: the 

Vi chy Government may either by joining Hitler's new 

order i n Europe or through soue manoeuvre such as 

forcing us to attack an expedition despatched by sea 

agai nst free French Colonies , f i nd an excuse for 

rangi ng with the AXis Powers the very considerable 

undarraged naval forces stil l under its control . If 

the French Navy w&re to join the AXis, t he control 

of West Africa would pass i mmediately into their 

hands wi th the gravest consequences to our communication 

between the northern and southern Atlantic, ana also 

affect Dakar and of course thereaf ter south America . 

10. A third sphere of danger is i n the Far East . 

Here it seems clear that the Japanese are thrusting 

Southward through Indo China to Saigon and other naval 

and air bases , thus bringing t hem within a comparatively 

short distance of Singapore and the Dutch East Indies. 

It 1s reported that the Japanese ar e preparing five 

good divi sions for possible use as an overseas expedi­

t ionary force , we have to-day no forces in the Far East 
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capable or dealing with this situation should it 

develop . 

11. In the race of these dangers, we must 

try to use the year 1941 to build up such a supply of 

weapons, particularly aircraft, both by increased 

output at home in spite of bombardment, and through ocean­

born supplies, as will lay the foundation of victory. 

In view of the difficulty and magnitude of this task, as 

outlined by all the facts I have set forth to which many 

others could be added, I feel entitled, nay bound, to 

lay before you the various ways in which the Uni ted 

States could give supreme and decisive help to what i s , 

in certain aspects, the common cause . 

12 . The prime need is to check or limit the loss 

of tonnage on t he Atlantic approaches to our Islanos . 

This may be ach ieved both by increasi ng the naval forces 

Which cope with attacks, and by adding to the number of 

merchant ships on which we depend . For the first purpose 

there would seem to be the following alternatives: 

(1) the reassertion by t he United States of the doctrine 

of the freedom of the seas from illegal and barbarous 

warfare 1n accordance with the deci s ions reached after 

\\ I 

I 
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the late Great War, ana as freely accepted and defined 

by Germany 1n 19'5· Fr om this, the United States ships 

shoul d be tree to trade with countries against which 

there is not an effective legal blockade. 

(2) It would, I suggest, follow that protection 

should be given to this l awful trading by United states 

forces i.e . escorting battleships, crui sers, destroyers 

and a1r flotillas . Protection would be immediately 

more ettect1ve 1t you were able to obtain bases in 

8ire tor the duration or the war . I th1nk it is 

improbable that such protection would provOke a 

declarati on ot war by Germany upon the United States 

though probably sea incidents ot a dangerous character 

would !rom time to t1me occur . Hitler has shown h1mselt 

inclined to avoid the Kaiser ' s mistake. He does not 

wish to be drawn into war with the United States until 

he has gravely undermined the power ot Great Britain. 

His maxim 1s •one at a tine" . The policy I have 

ventured to outline , or something like it, would 

constitute a decisive act ot constructive non- belligerency 

by the United States, and more than any other measure 

• 
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would make it certain that British resistance could 

be effectively prolonged ror the desired period and 

victory gained . 

(') Failing the above, the gift, loan or supply 

or a large number or American vessels or war, above 

all destroyers already in the Atlanti c, i s i ndi s-

pensable to the maintenance or the Atlantic route . 

Further, could not United States naval forces extend 

their sea control over the American side or the Atlantic, 

so as to prevent molestation by enemy vessels or the 

approaches to the new line of naval and air bases Which 

the United States is est~ishing in Br~t1sh islands in 

the Vlestern Hanisphere . The strength or the United States 

naval forces is such that the assistance i n the Atlantic 

that they coUld afford us, as desribed above, would not 

jeopardize control over the Pacific . 

(4) We should also then need the good offices or the 

United States and the whole influence of its Government 

continually exerted, to procure !or Great Britain the 

necessary facilities upon the southern and western 

shores of Eir~ for our !lotillas, and still more 
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important , tor our aircratt, working westward into 

the Atlantic . It it were proclaimed an American 

interest that the resistance ot Great Britain should 

be prolonged and the Atlantic route kept open tor 

I':> N 

the important armaments now being prepared tor Great 

Britain in North America, the Irish in the United 

States might be willing to point out to the Government 

ot Eire the dangers which its present policy is creating 

tor the United States itselt . 

His l.laJesty• s Government would or course 

take the most ettective steps beforehand to protect 

Ireland 1! Irish action exposed it to a German attack . 

It is not possible tor us to compel the people or 

Northern Ireland against their will to leave the 

United K1ngd.om and join Southern Ireland . But I do 

not doubt that it the Government ot Eire would show 

its solidarity With tbe democracies or the English 

speaking world at this crisis a Council ot Defence ot 

all Ireland could be set up out ot Which the unity ot 

the i sland would probably 1n some torm or other emerge 

atter the war. 

1}. The object ot the toregoing measures is to 

Regraded Unclassified



-14-

reduce to manageable proportions the present destructive 

losses at sea. In addition it i s indispensable that 

the merchant tonnage available tor supplying Great Britain 

and tar the waging ot the war by Great Britain with all 

vigour, should be substantially i ncreased beyond the one 

and a Quarter milli on tons per annum which is the utmost 

we can now build . The convoy system, the detours, the 

zig- zags, the great distances !rom which we now have to 

bring our i mports, and the congesti on o! our western 

harbours, have reduced by about one third the value ot 

our existing tonnage. To ensure final victory, not 

less than three million tons ot additional merchant 

shipbuilding capacity will be required. OnlY the 

united States can supply this need. Looking to the 

future i t woUld seem that production on a scale com- · 

parable w1 th that o! the Hog Island scheme ot the last 

war ought to be !aced tor 1942. In the meanwhile, we 

ask that in 1941 the United States should make available 

to us every ton o! mercbant shipping, surplus to its 

own reQuirements, which it possesses or controls and . 
shoUld Und saae means ot putting 1nto our •hands• 

a large proportion ot the Erchant llhlpp1ng now under 
• 

• 
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construction for the National l~itime Board. 

14. Moreover we look to the industrial energy 

or the Republic !or a reinforcement or our domestic 

capacity to manufacture combat aircraft . Without 

that reinforcement reachi ng us in a substantial 

measure, we shall not achieve· the massive preponderance 

in the air on which we must rely to loosen and disintegrate 

the German grip on Europe . The development or the 

Air For ces or the Empire provides !or a total or nearly 

7000 combat a ircraft i n the f i ghting squadrons by the 

spring or 1942, backed by about an equal number in the 

training units . But it is abundantly clear that this 

programme will not suffice to give us the weighty 

superiority Which will force open the doors or victory . 

In order to achieve such superiority it is pla1n that 

we Shall need the greatest production of aircraft which 

United States of America are capable or sending us . 

It is our anxious hope that in the teeth or conti nuing 

bombardment we shall realize the greater part or 

production Wh~ch we have planned in this country . 

But not even with the addition to our squadrons or 

all the ai rcraft which under present arrangement 
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we may derive from the planned output i n the United 

States can we hope to achieve the necessary ascendancy. 

May I i nvite you then, Ur. President, to give earnest 

consideration to an i mmediate order on joint account 

for a further 2, 000 combat aircraft a month'l or 
these aircraft I would submit that the highest possible 

proportion should be heavy bombers, the weapon on which 

above all others we depend to shatter the foundations 

ot German military polfer . I am aware or the formidable 

task that this would irr.pose upon the industrial 

organization or the United States . Yet, in our 

heavy need, we call with confidence to the most 

resourceful and ingenious technicians in the world. 

We ask tor an unexampled effort believing that it 

can be 1111.de. 

15. You have also received 1n!ormat1on about 

the needs of our armies . In the munitions sphere, 

in spi te or enemy bombing, we are making steady 

progress . Without your continued assistance in 

the supply ot IIII.Chine tools and in the further release 

from stock or certain articles we could not hope to 

equip as IIIUIY as 50 divisions in 1941. I am grateful 
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!or the arrangements already practically completed 

!or your air 1n the equipment or the army Which we 

have already planned and !or the provision or American­

type weapons !or an additional 10 divisions in time 

tor the campaign or 1942. But when the tide o! 

dictatorship begins to recede, many countrt es, trying 

to regain their !reedom, may be asking !or arms, and 

there is no source to which they can look except to 

the factories o! the United States. I must theretore 

also urge the importance o! expanding to the utmost 

American productive capacity !or small arms, artillery 

and tanks . 

16. 
\ 

I am arranglngto p~esent you with a complete 

programme o! munitions o! all kinds Which we seek to 

obtain !rOll you, the greater part or Which 1s or course 

already agreed. An in:portant econQDy o! time and 

e!!ort Will be produced 1! the types selected !or the 

United States Services should,whanaver possible, con!orm 

to those which bave proved their merit under actual 

conditione o! war. In th1e way reserves or guns and 

amm,n1t1on and o! aeroplanes. become inter-changeable 

an<1 are by tha.t very !act aupented. Th1s 1e however 

• sphere so h11blY technh:al tbat I do not eul.arge upon lt. 
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17 . Last or all I come to the question of 

finance . The more rapid and abundant the f low 

of munitions ana ships which you are aula to send 

us , the sooner wi l l our dollar credits be exhausted . 

They are alreaay as you know very heavily dravm 

upon by payments we have made to date . Inaeed 
as you know orders already placed or unoer negotiation, 

including expenditure settled or pending for, creating 

mtmitions factories in the United States , many times 

exceed the total exchange resources remaining at t he 

disposal of Great Britain. 'l'he moment approaches 

when we shall no longer be able to pay cash for 

shipping and other supplies . V~ile we will do our 

utmost and shrink from no proper sacrifice to make 

:payments across the exchange, I believe that you 

will ~ree that i t would be wrong in principle and 

mutually disadvantageous i n effect if, at the height 

of this struggle, Great Britain were to be devested 

of all sa!eeibJ.e assets so that after victory was won 

with our blood, civili sation saved and time gained 

for the United States to be fully armed against all 

eventualities , we should stand stripped to t he bone . 
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SUch a course would not be in the moral or economic 

interests or either or our countries . We here 

would be unabl e arter the war to purchase the large 

balance o! imports !rom the United States over and 

above the volume or our exports which is agreeable 

to your tar1!rs and domesti c econoJllY. Not only 

should we in Great Britain sutter cruel privations 

but widespread unemployment 1n the Uni ted States 

would !ollow the curtailment o! American exporting 

power. 

18. Moreover I do not believe the Government 

and peopl e or the United States would find it in 

accordance with the principles which guide t hem, to 

con!ine ·the help which they have so generousl y 

promised only to such muniti ons o! war and commodities 

as could be immediately paid !or. You my be assured 

that we shall prove ourselves r eady t o suffer and 

sacririce to the utmost tor the cause , and that we 

glory in being 1ts champion. The rest we leave 

with confidence to you and to your people, being 

sure that ways and means wi ll be round whi ch tuture 

generat ions on bOth sides or the Atlantic will approve 

and admire. 
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19. I!, as I believe, you are convinced, 

Mr. President, that the de!eat or the Nazi and 

Fascist tyranny i s a matter o! high consequence 

to the people or the United states ana to the 

Western Hemisphere, you will regard this letter not 

as an appeal !or aid, but as a statement o! the 

minimum action necessary to the achievement o! our 

common purpose . 

I remain, 

Yours very sincerely, 

Winston s. Churchill • 

.. 

I ~ V 
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The following figures show loaaea b,y ene~ action of Britiah, 

and Neutral Mrohant toDUge for tu per1o4a ginn. iellela IS"'i 

all toruag• are i.no1uded bat no o~haioned ahipa. 
Totala Brltbh-
1111ed-leutral Britiah lllied leutral 

~ Gr. Tona. !!=, Gr. 'rona !!· Gr.'r011a Jo. Gr. 'rona. 

2, 1940 28 79,415 5 25,137 2 4,875 35 108,82'1 
• 9, • 18 49,762 8 22, 258 4 14,750 25 86,765 

16, • 16 60,006 10 40,21& 6 23,170 81 128,392 
28, • 16 91, 378 12 81,742 12 89,159 40 212,274 

• 30, • 6 30, 377 ' 13, 627 5 19, 332 15 63, 336 

78 310, 933 S9 182,972 29 100,786 146 594, 694 

7, 1940 14 75, 888 4 18,924 5 21, 968 23 116, 760 
14 • 10 40,469 5 13,159 7 24, 845 22 78, 473 

• 21; • 12 42,463 2 3, 679 7 1hl23 21 59,865 
28, • 18 65,601 2 7,090 20 72,691 

54 224,421 13 42,852 19 60, 586 86 

, 

1940 14 67, 827 2 7,412 5 13, 768 21 89,007 
• 9. 32, 257 2 7,874 2 6, 708 13 46,689 
• 10 41,175 1 7 690 2 4,134 13 52,89e 
• 20 108 404 1 1:718 2 8,692 23 118,814 
• 12 62:921 5 15,088 5 18,460 22 96,419 

65 312,584 11 39,432 16 51,762 92 403, 778 

• 
8, 1940 13 44,975 • 18,489 3 13,715 20 77 189 

15 • 18 55,158 4 12,575 3 7,379 20 75:107 
I 2 I 2, • 22 148,704 3 13 006 6 14 425 80 176,135 

29, • 11 66,096 • 12:119 2 7:351' 17 '15.~ 

- -
59 304,928 16 42,871 fl'l 

-
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Total : British-
British Allied lfeutral Allied- Heutral 

ilo . Gr . Tons :lo . Gr . Tons No . 'lr .Tons !lo. Gr .Tons 

.10,1940 11 69, 110 2 10 , 236 2 8, 617 15 87, 963 
)7

1 
II 15 57, 977 3 15, 383 1 1, 316 19 74, 676 

24, II 19 75, 560 3 12, 415 tilL 22 87, 975 

45 202 , 647 8 38, 034 3 9 , 933 56 250, 614 

-ot 1~ to ilover.ber 24th, 1940 . 

~72 1668, 941 105 419 , 734 92 312, 517 569 2401, 192 

.. eek E'nded t:ovember 24th is the last full week for which 

tdl:; are availeb1e IUld from the natut•t: of the circumstances must be 

side rod provisional. 

For the specified period the following commissioned ships of 

!c ross t ons end over (foroerlr merchant vessels) have been lost by 

b ;·action: 20 vessels of 183,000 gross tons approximately . 
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December 8, 1940 

(Dictated December 9, 1940) 

I spoke to Jerome Frank at 10 o'clock Sunday night, 
and he wanted to know if I had promised the Gianninis 
anything in regard to bank branches. Be seemed very much 
upse t and said that Jones, Goldwateri who is Flynn' s 
partner, and a man by the name of Ma one connected with 
the Democratic State Organization in California had been 
after him to postpone t he hearing on Transamerica which 
is to start Monday . Frank said it was intimated to him 
that I had made certain ~romises to Flynn in regard to 
the Gianninis . I told h1m I had made no promises to any­
body; that I had spoken to the President the week before 
election, ex~lained to him that I had made no promi ses, 
and the Pres1dent had not asked me to make any promises, 
and that the only statement that I made was to Jones that I 
would take a look at the Bank of America and Transamerica 
applications for new branches after elect ion. That was all. 

Frank said he was sure I had not made any promises 
but they kept intimating I had. The thing t hat seemed t o 
worry him the most was that possibly they would get a mes­
sage to the President, and that the President would want 
him to postpone the date of the hearing. I gave him uncon­
ditional guarantee t hat the President would not interfere, 
and that seemed to r eassure him. I also told him I hoped he 
would go ahead on Monday, and he said he was going to. 

18 

I told Frank we were thinking of gr anting one branch to 
the Bank of America. He ~aid he had no intere st in t he 
Bank of America branches . 

I also informed Frank that I had it under consider4tion 
that before I did anything with Transamerica I would consult 
the appropriate committees on the Hill. He thought that was 
a wonderful idea. I also said that before I took any steps 
I would talk with him. I told him Haas was preparing charts 
on Transamerica with the assistance of SEC . He didn't seem to know about it. 
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The best way I can describe Frank i a that he seemed 
to have en awful attack of jitters. I told him that Jones 
ha.d tal ked to me at 10 o' clock Sunday morning and hadn't 
mentioned anything about thist and that seemed to surprise 
him. He said he could not understand why Jones took such 
an interest in the Gianninis, an.d he asked me whether I 
knew or had I heard that Jones ia a Catholic and that that 
is why he i s so interested1 I said I didn' t believe 
Jones was Catholic, but I agreed with him that Jones ' 
interest in t he Gianninis was a great rofStery • 

• 

• 

19 
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December 8, 1940 

(Dictated December 9, 1940) 

Sunday at 10:00 a.m., Jones called me in answer to 
my previous call, and ·I explained to him what we were 
doing in regard to tax exemption. I told him that I 
did not want him to borrow any more money in the market 
for the time being with tax exempt securities, and that 
we would lend him the money at the market rate. I 
t old him that I wanted to have his answer U.V 3:00 p.m. 
l(onday. He seem.ed a little doubtful about lt, but if I 
don ' t hear !rom him by S o' clock, I am going to call 
him • 

• 

• 
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GROL'P WTThG 

Present : 

Jl .!.:. Jr: 

Bell: 

H.J.r. Jr: 

Bell: 

li. ll. Jr: 

Mr . Bell 
}Jr. Gaston 
Yr. \Iiley 
Mr. Peble 
Mr . Graves 
M'r . Foley 
l.!r . Haas 
J.!r . Thompson 
J.lr . Schwarz 
Mr. Young 
J:r. Cochran 
J.:rs Klotz 

December 9, 1940 
9:30 a .m. 

I want to beg off on that 10 :30 appointment 
rtitb Graves anci Tbom~son . Ask !lac to t;ive 
you another one . I JUSt can't . I am all 
booked up. 

I thought in view of the funny vtay that 
Harold Smi tb bas been aotin~ I r1ould tell 

21. 

him not t o come, that I don t want to be in 
any way handicapped by - be was afraid about 
that other man ta.lking. I want to talk free­
ly. ~ie have got the information, anyway. 
So I don't want to feel I am under any obliga­
tions not t o talk . 

i iell, he wanted you to knor1 that he would like 
to come and ta.lk to you. He didn't rrant you 
to feel that t his ns in any way an attempt 
to get out of this conference at all. He al­
ways likes to talk to you and keep fOU fully 
informed, but he has had a lot of d1fficulty 
this last year. 

Well, I don't want m:y hancis tied. 

You mean talking publ icly? 

Yea . 
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H.JJ. Jt•: 

Bell: 

H.l.! .Jr: 
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or course, that is a presidential matter . 
It is the President's budget and I do be­
lieve he would have no control over it . 

Well, . I 11ill tal k to him. Let him come . 
Should we let him come? 

I think so . 

He will be here? 

Bell: Yes . 11:30, you say'l 

H.!.:.Jr: 

Bell: 

H.L!. Jr: 

Bell: 

H.M.Jr: 

Bell: 

H.r . Jr: 

Bell: 

H.U,Jr: 

Bell: 

H.ll. Jr: 

Yes . 

Well, llr . Delano is sick in bed this morning 
and while Cy knows the stor;y --

tlo, he has got to be here . 

Delano? 

Yes . 

He is sick in bed, Yr. Secretary. 

I will wait until he gets well. V&en he is 
well, we will call a meeting. 

I say ;you can post pone it, although Cy does 
know. 

llo, Preston Del ano has got to be here at this 
one. 

Then ;you can get r id of that appoin~ent. 

The reason I sa;y this - I can dictate this -
last night - this is ver;y much in the roam 
here - around 7:00, your (Foley' s) pal, Jerome 
Frank, called up, could I talk to him at t en. 

• 
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So I talked to him at te~ and had I beard 
from Jesse Jones or Mr . :Jnloney, •.7bo has 
some thin~; to do with this State Committee 
of Ce.lifo~ia , or 1!r , Goldwater, the law 
partner o Edward Flynn. '.iell, I said I 
hadn 't he rd f rom any of them. Well, he 
was - the pressure on him was just too 
terrible not to start the bearing t oday in 
San Francisco on Transamerica . So I said 
that v;ell, nobody had talked to me and I 
talked t o Jesse at 10:00 o' clock yesterday 
oornin& and I hadn' t heard aeythin& about 
it . \':ell , they said I had made certain 
promises . I said I didn't QAke any prooises 
other than to l ook et them in a non-pre­
judicial matter. That is my attitude toward 
everythin&• I said I ho~ed he would go ahead, 
i;ell, he was - they had JUSt r:orn him out . 
I t alked to him for 25 minutes . They start 
t his morning. 

So I think t he sooner ne get into this Bank 
of America thing in the reeular way - so 
just as soon as ~. Preston Delano - Jerome 
Frank was in bed, too, so when they all get 
out of bed we will talk about it . If they 
think I ~ £Oin& to act on it because - every 
time it gets hot, Preston Uelano goes to bed, 
The day- that he is well, I will meet with 
them, but if he thinks be is going to say 
he vras in bed when we decided on that thing, 
he is mistaken. I haven ' t got time to go 
over to his bedro0111. 

Well, you have his memorandum on bow he 
looks at it . 

He is going t o be here in the flesh. He 
is 2oing to make a personal appearance. I 
don T t lV&Jlt to hear a.ftervrard that if be 
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Foley: 

Bell: 

Foley: 

!:.U.Jr : 

Foley: 

H.l!.Jr: 

',','iley: 

H.!:.Jr: 

Thompson: 

H.M. Jr : 

Thompson: 

H.I.!.Jr: 

Thompson : 

- 4 -

had been there it would have been eo-and- so . 

Ho~ does he feel about it, Dan? ' 

Oh, he is against granting the branches . 

Well, it is interestine; thD.t Goldenwater 
is in the case . 

I knolf. I asked what he thought his int erest 
was . "Oh, purely acting in the absence of 
1~. Flynn. " But he evidently is very much 
interested, Goldwater. Is the name Goldwater 
or Goldenvra ter? 

I think it is Gol denwater; I am not sure. I 
don't know bin. 

Whet is that German drink that they have with 
the li ttle gold pl ates? 

That is goldr.asser . 

\/ell, aeywe:y, I thought it ms very amusing. 
No one has called me up . 

Mr . Ludlow is starting the Treasury hearinga 
next :1-:ondey at 10:00 o'clock. \'iill you be 
there with the usual stat~ent on the Treasury 
budget? lle is Chairman of the House Appropri­
ations Committee . 

Y.'hen does he want me? 

10:00 o' clock next Monday. 

liow are we, all right? 

We have just ~otten our final figures and we 
wi l l have a f1nal statement all ready by 
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H.ll. Jr: 

Thompson: 

Bell: 

H.!l.Jr: 

Bell: 

H. LI. Jr: 

Bell: 

Foley: 

H.U. Jr: 

Bell: 

H.JJ.Jr : 

Bell: 

H.ll.Jr : 

Friday, a.IJ:f'fii1Y• 

All right by me. 

- 5 -

VIe can change the date if neoessaey. 

Do you want any dealers here t<1110rrow on 
the regular financing? 

No. 

Bob Rouse called me . He wanted to make 
arrangements. 

No, I don 1 t 111Ult 8JlY dealers for what I am 
doing. Incid8Jltally, I told Jeaee yesterday 
at 10:00 o' clock that What we were doing 
would app~ to all gonrnment guaranteed funds 
and I dicln t want him to borrow any more money, 
except from the TreaoU17, until we got this 
straightened out. Well, he said he supposed 
he would have to go along, but he wanted to 
think it over. I suppose I ought to call 
up the Secretaey of Agrlcul ture, oughtn 1 t I? 

Well, sane of those organi~ationa had probably 
better know about it. 

How about Uni~ed States Housing, Dan? 

Let's see. F.F.Y.C., what is that? 

Federal Farm llortgage Corporation. The Chair­
IIWI of that Board u Gonrnor of the Farm 
Credit Administration. 

The fbat CJI.e that ocaea due on that ie '42. 

The !irat call date. 

o/15/G. 
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That's ll.O.L.C. 

'1ell: Tnet may be pai d off in cash, 

Bell: 

11.:!. J1•: 

Sell : 

!!.:!. Jr: 

9ell : 

l!.H. Jl' : 

Bell : 

H.!J. Jr : 

Foley: 

H.1.!. Jr : 

So r.e don't have to cross that bridge, R .~ .C . - ­

Conta~plated borro~ing money for the R.F. C. in 
January. 

7/20 and ll/ 20, so they- are aU right . C.C.C., 
the eighth month. Thex•e is nothing - -

Nothing coning due in the next few months. 

Except the - then that will be all right . 

ilut ~ .F .C. does need some cash, which they will 
have to get from the Treasury until t his thing 
is settled . 

:Jell, Jesse is on notice . 

I don't think any of those others need cash, 
Of course, Federal Farm Mortcage Corporation 
needs cash to pay off from Treasury that 
hundred Dillion as a recapture of capital 
funds, but that can nait , 'l'he U. S. Housing 
has got a peculiar situation, where you go 
out and make all these commitments, and 
part of the contri bution of the local area 
is a tax exemption feature and part of these 
obligations carry tax exemption features. 

·,·,bat ' s-hls-name has the - Mayor LaGuardia -­

John? 

Yes . And he had a very good talk with him 
and the man wanted to come down tomorrow 
and he thinks he can make a deal with me, • 
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Foley: 

H.!l. Jr: 

Foley: 

H.!.!. Jr: 

Foley: 

H.M.Jr: 

Foley: 

H,lJ, Jr: 

Foler: 

White: 

H.li. Jr: 

.. 
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provided that we can find some other way to 
guarantee it, other than Jesse Jones. He 
won't do business with Jesse Jones, 

To guarantee what? 

Underwrite it, so if the bankers won't give 
it to him, there is some place that he can 
go . He has got something in his oind, you 
see . 

Sure. Be won 1 t hllve a:rcy trouble getting his 
money. 

Well - incidentally, I read your speech and 
I thought it 'llllS excellent. 

Thanks . 

I congratulate you. I thought it was very 
scholarly and very convincing. You shoul d do 
more . Anybody who hasn' t read it and who ia 
interested in the tax problem, I suggest they 
read it. 

Thillk it over, rq sending it over rq aignature 
to every Governor.uith a letter, and then 
the possibilities of circulating it to the 
~yors ' Convention. 

Well, they asked for 450 copies. 

They did? 

Yea, 

Herbert has a very good article in this 
month's Social Research Review. 

Who baa'l 

• 

• 

• 

• 
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Gaston: 

..,aston : 

::.::.Jr : 
Rell: 

li .JI. Jr: 
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Herbert . On budget • 

I \'loul d like to see it. 

I sont it in. 

1,1ell, send it again, 

I t is a magazine • 

\till you·? \ 

Other t~~ cef ense expenditures and the 
estimates of the Arcy and ;!avy, ther e is 
that fourth coluon, the total estimated ex­
penditures for this year . 

t ell, let ' s do that in the announcement . 

Bell: All right . That is all I have . 

!i .M. Jr : 

Youn:;: 

H .'~ . Jr : 

Bell : 

H.!.!.Jr: 

Cochran : 

No11, Phili p tells me he kind of took the bull -
John Bull (facetiously) - by the horns in 
tightening and buttonlne up this thing. Ar e 
you going to have something to show me l ater 
on? 

Yes . I have some statements here now. You 
can have then now or later. 

\iell, I need a fe11 minutes right after this 
meeting and I will tell you now. I will 
put you down at a quarter of 11:00. Bell, 
are you busy at that time? 

No. 

Cochran? 

llo . 

zs 
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A quarter of 11:00. 

Harold? Hold everything on that personnel 
thing until I get around to you. 

All right . 

The Argentinians have given us very excellent 
data on British holdings in Argentine lthich -
incidentally, their totals are in excess of 
nhat we had estimated someuhat on the per 
value. On the market value there is consider­
able difference of opinion and --

Just a second, Harry. 

Clark is coming. I got nord he is coming. 

I think he is already in to1'111. 

Deputy Minister of Finance, that is his title. 

Okay. You know, I have dubbed Sir Frederick 
Phillifs Under Secretary of the Treasury, which 
he ian t, you know. 

Third Secretary. 

I know. I don't knon which is the better. 

Bell: We raise thec1. 

Cochran: 

Schnarz: 

H.M.Jr: 

He likes this new title. (Laughter) 

No objection. 

I have never seen him correct it . He let me 
know that his immediate superior is Sir Horace 
Wilson, who has a reputation of his own. He 
carries two umbrel las . (Laughter) 

• 
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All right, Harry'l 

Very good, 

You like that? 

Yes . 

\lorthy of ~ou. 

That is true, (Laughter) 

\'lith reference to f oroir holdings, the 
British are going to ge - try to g et more 
information . They have given us sane which 
they have been preparing and they are going 
to arrange for studies for more information, 
so we will be able to check up on their 
figures and the Argentino figures , et cetera. 

Good. Now, we will have a trial run at a 
quarter of 11:00. 

They vere very, very cooperative . It is 
amazing. 

I can't hear you. 

They were amazingly coo~erative, Tery, Tery. 
The atmosphere was all Handa acroas the Sea. • 

Wonderful. \'.hlch hand ie full? (Laughter) 

One of them had a brass knuokle. 

Jerome Frank said any time we wanted to 
aee Sumner Pike, that he waa an authority 
on South African gold mines . 

We would like to call on him nry aoon be­
cause we have just ccapleted a etuq of 
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Lhe 3rltish holdln-;s oi' :.lout:1 African ;;old 
mines t.nd other South African 11roperties 
e.nu t hey ar e very substantial !llltl '•<e woul d 
like some iuea of whtlt their mnrketabili t y 
is . Is it all r i r:ht to call or do you \':ant 
to see hi m? Supposing I r;ive you the me:ao­
J'8.ndum ana. then you can 1:e t in touch with 
him on it . 

:u.;h t . 

:.n<.. tile~- el'e aL~end;; coop era tin;; ti tl: us . 
'i'?l.e;· l et t:s have their be::; t nan . 

:.e tolC. ::.e they Houl d let ;;ou have SO!.tc!>ooly, 
ilut he r:aen ' t CiUit e clenr l;ho it r:ns . 

It is Pu~cell's assista~t , Louchheim • 

~ounds like n r ood co:nbinn tion . '.:ith the 
"Louch" anC. the ''!:eim, " he ou.-ht to be 
pretty good. 

I don ' t r:;et it . 

' • I t . o• .. e a.oesn zp~e...~~ "'crmen . 

'lou he.d John Sullivan citockin;:; up on these 
c();;lpanies thai 1:e wc.•e lc.lkinf. about , lhe 
taxes cuttin;:: into their pro.flts . ::o,; co~es 
.i\cl:uiJ•al Spear in his annual report ana he 
says that excess profi ts plus tho .• alsh- iiee.ly 
Act a re disturbin!i factors in their defense 
pro::;ress . 

' .. ell , let Sullivan --

Pass i t along to hi1a to include that in 
there? 
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Yea, and let him do it fairly soon. 

Then Senator Taft on Saturday in an inter­
view with his own paper in Cincinnati, his 
family's paper, says that the Secretary of 
the Treasury apparently is directing the 
foreign policy of the Government more than 
Cordell Hull, I think it wouldn't hurt to 
make some reference at the press conference 
to begin to squelch him. He has been sound­
ing oft ever since you went up to the Hill. 

I don't agree with you, I don 1 t think he 
is worthy of my mettle , 

Well , what he has been saying hasn't been 
vecy important, but I didn't want him to go 
into --

I don't think you could chan~e that men 
anywayf but thanks for bringlllg it to my 
attenhon. 

The other thing, do 7ou want to set a time 
for Ur. Callender, of the New York Times? 

Well, the New York Times can Yllli t. I do want 
to see Paul Leach. Tell J.:ac to put Patl 
Leach - to keep after me until I see him 
today. This Callender fellow can wait. 

I will check with you on him tomorr011. 

But I will tcy to work Paul Leach in today. 

I notice Krock is up to his old tricks. Did 
7ou read his colwm 7eaterdaTl 

It waa manelous, I can aee Kenned:T calling 
up and telling him to get buy • 

• 
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I ms thinking of his column on Jones and 
the Brit ish, It was either yesterday or 
the day before . 

It vms very interesting. It is much less 
expensive than taking a full page advertise­
ment. 

\'le don't knovr that. 

\le don't know that, no. \'/e don't know how 
expensive it is . 

You win. (Laughter) 

All right, what else, Chick? 

That is all. 

George? I am counting on you Wednesday, you 
knoVI, 

I will have something (handing report to 
Secretary) . 

Is this the week we get the engine report? 

Yes, llednesday; but you know you asked us 
to get that every week. 

Allison turned out SO engines last week. I 
am going to call up Sloan and tell him to 
stop making speeches and to start to pro­
duce . I am going to telephone afterward. 

The last three week a haven' t been so much. 
That i a all I have , 

Philip? 

In that a1111e connection 'With the Allison, 
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you know Curtiss is going ~o oqueeze out 
the extra P-40's next eummer and fall . How­
ever, they can' t get anr information out of 
Allison as to whether they can get engines. 

~ell, I'm just going to call up Sloan and 
give him a piece of my mind. 

So that I think I had better put that in 
llr . Knudsen's lap to find out, about the 
engines . 

Yes. 

On the other - the Chinese are looking over 
the P-40 now with an i dea of taking 20 out of 
the first hundred, and with respect to the 
Greeks, I will see what is happening to th«m 
this morning, if I can find out. 

Maybe they wil l name Fort Edda - call it 
Fort Phil ip if you get it through. 

The only trouble is they want them right now. 
In any of your conversa tiona ,,1 th LaGuardia 
sometime, we have got to work out the joint 
operation of this Canadian Joint Defense 
Board. Between that end the Canadian purchasing 
prograo there is no coordination at all at the 
moment. 

Well, after I get through talking taxes, I will 
have you come in. 

\7e are getting into a verr difficult situation 
on Soutli American purchasln& of war supplies, 
planes and guns and munitions, and in order 
to get a little clearer insight into just what 
the picture is, I am going to get together 
with Nelson Rockefeller and Larry Duggan, t o 
begin with, on that and tell them whit the 

. . 
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South American countries are doing in that 
line. Are rou interested in that, Harry? 

No . 

That is all I have . 

Why so sad? 

:Me? 

Yes . 

I was just thinking. (Laughter) 

I want to raise that problem I spoke to you 
about about the prefabricated houses going 
to Norway. The project is to send funds 
to Sweden which have been collected over here 
by an American-NoMvegian relief organization 
to purchase prefabricated houses in SWeden 
and send them into the sections in Norway 
that were most heavily bombed. The Norwegi an 
llinister has been pressing us an it, although 
it is not exactly a governmental project. 

The State Department advised the British 
of it ~hrough the London Embassr, and the 
British said that their preliminary view 
was that it was all right, but they apparentlr 
want s0111e time to think about it. 

\'lho said so? 

The British. 

Well, I have had a chance to think about it . 
Unless there is something which your committee 
opposes, I am willing to go ahead with it . 
I had a chance to discuss it with Mrs . Ro,osecll'elt • 
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No, the committee just felt that the two 
arguments against It were, one that indirectl7 
it made dollars available to the Germans, but 
it is indirect; seoondlJ, it had to be considered 
as part of the general relief question because 
it ls to a certain extent opening the door on 
letting supplies fo in. But there is consider­
able pressure on t . 

\'/ell, I am willing to do it. 

The State Department recommends it, too, doesn' t 
it? 

The State Department recommends it. 

In todar ' s New York Times, llerle, there is a 
dispatch from Stockholm that evidently came 
telling the storr of how in Oslo they sort 
of closed up their Stock Exchange and refused 
to do anr business, and I wondered if you 
couldn't ask the State Department to please 
ask their Minister in Stockholm to give me 
more details about it, what happened in Oslo, 
as far as the7 know. I would llke t o have 
more details than there were in the New York 
Times . Is our Minister on dut1 there? 

In Stockholm, rea . Sterling is still there. 

There isn't some way of asking Green to go 
to a ee our friend, the head of that bank, 
1a there? 

I think we should make that suggestion. 

\Vhat reall7 happened in Oslo. 

Yea . 

Can rou do that this aorDing'l 

• 
• 
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Yes, sir . 

Are you (Peble) through? 

Did you see the statement in yesterday' s 
Herald-Tri bune about Pickett debating re­
lief in Zuro:pe nith Sherwood? He aP"e.in is 
taking the v1ew that supplies ought~to be 
sent. 

I have spoken to ~s . Roosevelt about i t over 
the week- end and her at titude was very con­
s t ructive . S~c said this, that there is great 
jealous:r berecen ;;or:r.al'l ::>nvis and Pickett, but 
she would like very t!Uch to have us \'ill tch it 
ver; closely, and if t here is 8J'lythin; that 
\7e t hink is out of the ordine.ry, to let me 
know so I could l et her know, and she is 
going to wat ch them very closely, but she 
says t here is this ~reat jealousy between 
the two men which m1ght perfectly · .. ell 
account for it . But please ·;;atch it very 
closely and if you see anything the. t we are 
at all suspicious about, let oe know. She 
didn't ta~e the attitude that anything Pickett 
does is ?erfect . 

I th.iruc he is again not exactly squaring nith 
Ylhat he told us, that he actively going out 
anu backing these proposals . 

Also in the room, she said that as far as 
Pickett is concerned, we must remember that 
when this gets on the international front 
that af t er all he is a Quaker and they might 
do something for peace . As a Quaker, he 
mi&ht be in some movement to bring about 
peace. Her attitude was that - r.ell, not 
everything he says is perfect . 

I have nothing. 
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Frosen funda llill be the thing I take up -
it is the next thing on .r list when I 
get out of this tax situation and m;y fi­
nanoial situation, and inasmuch as there 
is. so much talk, Dan, don't ;you think we 
might as well do this thing Vlednesda;y and 
get it out of our s;yst .. ? 

Yes, as long as it is the t;ype . VIe can s end 
it out tomorrow about noon and they will 
have plent;y of t ime on just the one . It 
was the three that I was worried about. 

But announce it in the Vlednesda;y morning 
papers and do it 1/ednesday. 

It is all right. 

I got the okay from the Presi dent, and to m;y 
amazament - you see, I only sent that Friday 
night. By noon of Saturday I had t he answer. 

Very quick. That will be all right as long 
as you --

Because he couldn't have gotten it until 
Saturda;y morning, and b;y noon the \'1b.ite 
House called me up that the a:nswer was wait­
ing for me~ and he said okaf. 

A formal approval b7 letter, I assume, will 
come. 

~( I sent it down bJ airmail. He has special 
1 service . 

Have rou any speoial interest in the pro­
posed asaista:noe to Spain, either to reflect 
;your views through the Export- Import Bank 
or the Red Crose, because there la a great • 
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deal of talk about it now. 

When I spoke to Jones yesterday I sa~~~ 
"Jesset what do you know about this ~ng 
to Span?" And he eays "Not a thing." 
He hadn 1 t heard about it, didn 1 t know a 
thing about it. He said, "Neither do I . " 
He said, "I am thinking about calling up 
Hull to ask him. • llow, you (Cochran) were 
over there the other day on that specific 
thing, ~eten 1 t you? 

llot on that . You had me ask them for in­
formation on that British-Spanish affair . 

\'/ell, ask them about this, ldll you please? 

Yea, sir. 

What, if anything, is in the works~ Jones 
said he knew nothing about it . 

The paper indicated that Pierson was carry­
ing on conversations. 

Will you (Cochran) uk the State Department. 
And will you (\'rhlte) as a director of the 
Export-Import Bank, find out about it? 

I will find out about it this morning. I 
will ask. (Laughter ) 

irchie is across the hall in mf room. 

Nishi~, the Japanese Financial Consul here, 
is giTing a dinner down here. lie is having 
Joe Ravenaky. He asked me to go. 

Do you like Japaneae music? 

38·A 
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You remember he came dovm here and talked 
vdth you a couple of times . 

I think in your official capacity you ought 
to go. 

I think so . 

I think so . You know, a friendly nation 
policy. 

I see, sir . 

I talked wit h Bernie a little bi t about 
KcCloy and his interest in the Black Tom 
litigation . He is a partner of the Bath 
firm, as you know, and they represent the 
Lehigh Vallef Railroad and Bethlehem Steel, 
the principa l i tigants in that matter. 
The case is coming u~ in the Supreme Court 
today. \li lliam D. 1!i tchell, who used to be 
the Attorney General, is the voice of this 
thing now that it is in the courts . He is 
not a partner of that firm but evidently 
they have retained him to represent them. 
Apparently McCloy is not an appellant law­
yer . 

Our interest is merely that of a stakeholder 
and it lies more on the side that lloCl of is 
on than it does on the other side, so his 
interests are not anta~onistio or adverse to 
the Government's posit1on at this time and 
I don' t think that What he is doing is 
practicing before the Treasury Department. 
This is in the courts. The thing bas been 
going on now for about 20 years and it is 
about to be finally concluded, This will 
probably be the final piece of litigation, 
or it may be . I just don' t think --

38·& 
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Well, Ed, now Tlait a minute, Who has the 
money? 

We have the money. 

rie have the money? 

We are tho stakeholder and these two people 
are squabbling over who is entitled to it. 
The awards have been made and these other 
peo~le that McCloy does not represent are 
try1ng to upset the awards . The real party 
in interest here is the German Government, 
but HcCloy is not representing the German 
Gover110ent . He is representing t he Lehigh 
Railroad and the Bethlehem Steel. 

For the benefit of everybody, what does the 
statute say about being hired by the Govern­
ment and still practicing before a department? 

Well, I don ' t think that there is an1 viola­
tion of the statute, Mr. Secretary, 1n this --

Are you familiar r.ith the stat~ent? 

No, I haven't got it in front of me, but his 
interest is no different than any of these 
other interests where you bring somebody in 
from t he outside . In the Bank or America 
case, for instance, when we brought in coun­
sel from the outside, it didn't mean that 
the firm could represent clients before the 
Government. 

!le went all through that . He was very care­
ful to satisfy himself that he didn't dis­
qualify himself. 

That is right, 

.. 
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And of course Greenbaum went ell through 
this thing. Aa a matter of fact , he tells 
me that over in the Department of Justice 
it ia known as the 'treenbaum Ruling. " 

In the ~tchell Case. 

Well, whatever it wo.a . 

Yes , 

That - whether he could or couldn't prac­
tice and whether he disqualified himself . 

McCloy, I take it, i s on the side of the 
Government in this case , 

~ell, our interests lie i n that direction, 
Dan. Our sympathies do . Our interests are 
impartial. We are just a stakeholder here . 

Are you satisfied? 

Well1 I don't know what McCloy is doing over 
in tile \"lar Department. 

I can tell you what he is doing. He has been 
brought down by Mr. Stimson to assist him 
on this question of British purchases. Is 
that right? 

I don't know. 

He was in a conference the other day. That 
is the first time I have seen him, 

That is what he is here for . He supersedes 
Patterson and everybody. 

I should t hink, ~. Secretary, that as far 
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the lawsuit is concerned, that he is repre­
senting a client in the Supreme Court of 
the United States and that it would not bar 
him from what he is doing. 

Do you mind taking a look at the statute and 
letting me take a look at it? It can't be 
very long, but there is a specific statute . 

I will give you a memorandum on it , 

Bring it i n yourself . If you don't mind, I 
would like to to.ke a look at it . 

Sure, absolutely. 

Because personall! I don't feel cocfortable 
having a man sitt1ng on the most confidential 
of confi dential meetings and here he has --

I think that is something else again, Mr. Secre­
tary. There is a real question of policy in­
volved as to whether or not you 1m1t to take 
somebody l ike that who is representing clients, 
who hasn' t separated himself from his other 
interests . There is a conflict of interest 
or may be one, but whether or not it is one 
that will violate the statute and constitute 
an actual disqualification as a matter of law 
is another thing. 

Do you know whether McCloy has any other cases 
pending bef ore the Bureau? 

I should say offhand that his firm, of course, 
would have, whether or not he practices be­
fore them. I don ' t know about that, but I 
can find out . 

Take a look at the statute because I ~ sick 
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and tired of these attorneys who come down 
here from three to six months1 National De­
fense and Artll;f and Navy, and they c1on' t sever 
their connections --

That is right. 

And t hey can do what they want to over there, 
but after e.ll , when they come into 71t1 most 
confidential meetings it affects me person­
ally. 

Alsop had an article yesterday, didn't he, on 
that? 

I didn't see it. 

He went into the membership of the National 
Defense Council . About t he only one that 
severed his connections was Knudsen. 

That is right . 

The r eat all have several irons in the fire. 

He said, -rou don't know when they atop repre­
senting their companies and begin representing 
the Government . • 

Send it in to me . I don ' t know what pa~er it 
was in, but I didn't see it. I would l1ke to 
see it. 

Of course, all these fellows that Jim Forreatal 
has in the NaT7 ~tartment that are doing t he 
asme thing are m ers of firma in lin York. 
It is a big question that puts a cross-current 
practice in Government . These fellows have 
gotten Franklin and others do111l . 

Well, it is really a matter for the Attorney 
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General , After all, he is always making 
addresses before the American Bar Associa­
tion on ethics, and so forth and so on. 

One of the interesting ramifications of 
that, I had to appear before their oam­
wittoe on nitrates, representing all the 
big nitrate concerns in the United States, 
and they had to decide vthether or not to 
buy a stock pile f r om a foreign country and 
they Tiere strongly opposed to it. Subse­
quently they gave in, but you can see where 
the conflict of interests noula lie. They 
just cruoe donn here on this committee and 
they •1erc making the decision. 

Do you know what Rockefeller did since I 
advised him? Do you know wnat he did about 
it? 

No, I don't . 

I gave him same advice ri~ht along this line 
and he said he would do it the same day. 

I should think Stimaon would be a little bit 
ticklish about this because he has always been 
such a stickler about ethics. 

I should think so. I don't hesitate to bring 
it to his attention where it affects me. 

\'lhat else? 

That is all. 

Herbert? 

I have this book that V/aeaohe prepared. There 
t.re same diagrama in it . 
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Oh, yes , I will study that, 

Just so the office knows, ButteM7orth is in 
to~n today. He called up and he wanted very 
much to slt in on these meetings with Sir Fred­
erick. I am not having him sit in with Sir 
Frederick, and just so those of you who have 
records will know, ButteMvorth i a not in my 
confidence . I just wanted you to know. He 
had his opportunity and he hasn' t treated me 
right, so I don't feel with these negotiations -
if he knows what is going on - I am sorry to 
say this, but I can't be sure to whom he re­
peats it; and therefore, I am going to have 
e talk Ttith him, end I don't say this lightly, 
but on this whole question of ~hat the English 
did on selling their securities or notes, 
Butterworth had his chance to keep me posted 
and didn't. He had his choice as between 
reporting to Treasury and Mr , Kenne?f, and he 
chose Mr. Kennedy, so I don' t want hLm - I 
mean any information as to what is going on 
with the British in these negotiations, I 
ask that it be le.ft to me how much he does 
or doesn' t know, and the trouble - a lot of 
the t rouble that I have had with this Scotch-
man --

Gifford, 

Butterworth could have straightened it out, 
You see, I advised him to do one thing, that 
when we feel fairly sure that one of the -
one of the reasons that Gifford didn't take 
my advice is because he took Kennedy' ~ and 
ButteM7orth was in a position where he could 
have helped the Treasury, and I don' t think 

I am being unfair when I say that he let me 
down, He can get in on i t or not if he 
wants to , 

• 
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Cochran : 

H. ll. Jr: 

Cochran: 

H.l:.Jr : 

Cochran: 

H.1!. Jr: 
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\'/ell, I will see that he doesn 1 t get in 
on it. 

Am I unfair in my statement? 

No . It embarrassed us very much. There is 
no question about that. 

I don't want him to have the run of the 
place . After all, we are keeping Kr. Hull 
and L!r. v;elles and Mr. Feis informed, which 
is enough. I just want everybody to know 
I don't make a statement like that lightly, 
but he had his chance the last time he was 
here . Butterworth sat in and I did everything 
humanly ~ossible to push the man and to help 
him in his work, but he didn 1 t do very much 
for me. It can only happen once. · So I would 
tell Mr. Butterworth t hat he can go back 
to the State Department and he can leave word 
with !Jr. McKay and when I am ready I will see 
him. I am not ready now. I don't want him 
ha.np,ing around the Treasury. If he will 
wait over at the State Department and speak 
to J.icKa;y - I will treat him just the way I 
would anybo!lr else. \iben I get around to it, 
I will see him. 

All right. 

If Kr. Hull calls, or any of his people, about 
these meetings, is it understood that I am 
to go over again after we have had this meet­
ing today or tomorrow when we have something 
more to report ? 

I am going to aee Mr. Hull myself at a 
quarter of nine tomorrow morning. I expect 
to tell him myself, so - no I don't want 
you to go over without ohecidng with me. 

38·1 
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No, no, I understand thAt . 

We can't be too caref\ll about these things. 
So long as i t is in the Treasury, it is 
all right, but I have learned my lesson. I 
don't know who stands where. 

Okay. 

38-1" 
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K. lf.Jr: 

Operator : 

B. lf.Jr: 

Leon 
Kendereon: 

R. lf .Jr: 

H: 

K.M. J r: 

B: 

R. M. J r : 

8: 

B.II. Jr: 

R: 

B.M.Jr: 

B: 

B. II . Jr : 

B: 

I.I • .Jr: 

II 

Bello. 

Bello. 

Bello, BenrJ, 1t ' • Leon. 

Bow are J OU' 

I 

I'4 l1ke to ooae bJ and ••• J OU eoaet1ae ae 
eoon ae I oao Jut\ t o talk With JOU about eoae 

thins• p1nc on 1n our ahop and eoae thine• are 
bother1q ae an4 t1n4 out wb&t JOU 0YI cot on 

JOUr a1n4, 1t po"1ble. 

It Ve4ntt4AJ tor lunch too tar ott' 

llhaU 

II Ve4n"4&7 tor lunoh too ter ott' 

lo\ too tar ott - I 14 nawrallJ 11kt U a 11\tlt 

earl111' 1t I ooul4, but Ve4n .. 4aJ a\ llanoh woul4 

be all r1pt. 

Well, 11 1\ eoaethlaa preee1ftl' 

lo, 1\'e Jut\ that 1\ Ju~t ,, .. , \o •• \ha\ 
\here are a lot ot \hlqe 101111 on an4 I 
\hou&b\ 7011 an4 I oap\ \o haYI a talk 'betol't 

the lo" pt baok. 

Well, 1t 1\11 M\h1111 on an hovlJ bade, let' • 
Mke 1\ Ve411tl4a7 tor luoh. 

All 1'1p\. 

1 :00 o'oloa. 

Art JOU p1q \0 C1U at a lunola, 11 the\ 1U 

I'• 11•1111 JOII lunoll at \he frltWI'J. 

AU nps. U•••l· 
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H.M.Jr: 

H: 

H.M.Jr: 

H: 

H.M.Jr: 

!1: 

H.M.Jr: 

H: 

H.M.Jr: 

H: 

- 2 -

Beet 

I'll be there a t 1 :00 o' clock. 

Juet you and I. 

Yeah. I a&1 be a couple ct •inutee late beoauee 
that'• our meeting day but I'll be oTer there. 

Well , let'• ••1 now - 1 :15. 

No, I' d rather aake it 1 :00 beoauee - and I'll 
try to break awa1 oyer there. 

o. '· 
All right , Henr1. 

Be glad to aee 1ou. 

Good-b7e. 

40 
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H.M.Jr: 

Operator: 

H.M.Jr: 

!!.M. Jr: 

r1orello 
LI.Gu.rd1a: 

H.M.Jr : 

L: 

H.M,Jr: 

L: 

H.M.Jr: 

L: 

H.M. Jr: 

L: 

H.M.Jr: 

L: 

Bello. 

Ma7or La Guardia il on bh war to the ortioe. 
They'll oall •• ae eoon ae be ooaee in. 

Thank JOU. 

10:44 a ••• 

Bello. 

Hello, Benrr. Bow are 70u' 

./ 

How are 7ou? • 

Pretty good. 

Look, Piorello , I got word troa Jobnn7 8ulliYan 
and be bad a ewell talk w1 tb 70u and that 70u 
were ooa1ng down bere eoaetiae. 

Iee, I'll be 1n toaorrow. 

Well, be ea1d 4 :00 o'olook but I dOn't tMnk 
I - would 4:30 be all ripU 

Well , I - w1t a a1nute - ( talke ae1de) . 

I tell 7ou wbat, I'•• got a aeeting w1tb tour 
Cabinet ••bere at } :00 on tb1e lng111b thing, 
)'OU 111. Bellot 

Iee, I underetand. 

4nd I dOn't know bow loq - I don' t nnt to 
keep 70u w1t1ng - 1t a1pt run atter 4:00, 
J OU 111. 

ftlat' • r1pt. Iou •••, I 1 a tak1DC tu 5:30 'baok. 

5:)0. 

. "' • 
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L: 

R.M.Jr: 

L: 

H.M.Jr: 

L: 

H. M.Jr: 

L: 

H. M.Jr: 

L: 

H.M.Jr: 

L: 

H.M.Jr: 

L: 

H.M.Jr: 

L: 

H. II.Jr: 

L: 

H.M.Jr : 

L: 

H. M.Jr l 

L: 

..... 

- 2 -

Ieah, and I don't uov - ( tal lte u1de). 

What t1ae do JOU set t o townt 

Oh, all r1pt, I thlnk- let'e aalte 1t 4:3(). 

What t1ae 11 Jour planet 

Well, I'll lt1ok thea out a t 4 :3(). 

All r1sht . I'll be there at 4:3(). 

How 11 that? 

Yeah, but l ook, we're so1ns to baYe d1rr1cult1ee. 
I rind that I'• under a aandate or the Conrerenoe 
or Ma7ore. 

Well, I thought JOU were tbe Conrerenoe or 
MaJOI"I. 

Mo, no. 

WbaU!! 

I'• not eYeD one or the b11 ehote 1n 1t. 

Ob, l1eten now - ( laugbe) - J OU oan lt1d eoae 
or JOUI" rellOWI Up there • • • •• 

I'• uJrtns 1nqu1r1ee now Ye't'J qu1etl7 and I 
hope t o ban eoaeWns der1n1 te b7 to.orrow. 

Jl1pt. 

I'll eee JOU at 4:3(). 

Wonderful. 

Oood. 

Oood-b7e. 

Oood-b7•· 

• 
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RE BRITISH PURCHASING PROGIWI Deoember 9, 1940 
10:45 a.m. 

Present : 

H.!!.Jr: 

Young: 

H.!!.Jr: 

Young: 

H.i.!. Jr: 

White: 

B.l!. Jr : 

Young: 

H.1!. Jr: 

Young: 

H.1!.Jr: 

Young: 

Yr. \'/hi te 
Mr. Bell 
1Ir. Cochran 
Mr. Young 

This h as of November 30. I am looking 
at Table 1. 

That is the same as December 1. 

Oh, sure; thanks . Aircraft, non-aircraft. 
\'/hat do you mean, capital, balances due, 
17 million? 

Capital expenditures . 

One, three . \'."ell, I had a figure here the 
other day of one, three something. f~t 
IYtlS that? 

That is a l ater table . I might say that 
these tables as they presently are are 
rather complicated ana we were going to sim­
plify them and build them up . 

Additional orders t o be placed under •x• pro­
gram. \1hat is that program? 

That is this program of Layton' s, planes, 
ordnance and ships . 

What is the a econd column? 

The second column are additional order a out­
side of this program that they want to place. 

The program i s the La;rton pr ogram? 

Well, thia sheet of two bill ion alx that we 
had the other day. 

• 
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.. 

B.L!. Jr: 

White: 

H.M.Jr: 

Bell : 

i'thl te: 

· Bell: 

White: 

H.l.!. Jr: 

Young: 

Bell: 

Bell: 

- 2 -

I see. Do you notioe already somebody has 
given out the figure of two billion seven. 

Yea, it was out the day before yesterday. 
Apparently somebody heard everything that 
went on. 

I know. That always happens . Krock got to 
sOJ:lllbody. 

44 

Y:as that in the l!ondaf meeting, do ;rou think, 
or was it in one prev1ous meeting? 

That was the - what was said in that large 
meeting came out 1!i thin two or throe days . 

That is ri ght. 

Even as to the exact figures . 

This t hing i s very amusing to me . Additional 
order s to be placed now under negotiat ion, 
addi tional orders to be plaoed under •x• pro­
gram. 

That is the total. Balances due plus addi­
tional orders . 

There is still some duplication, isn' t there? 

Not in that . It has all been ironed out . 

I don't see how you can prevent duplication 
between the two billion 62 million and the 
699 million capital, because the British are 
going to pay a part of that capital as they 
pay for those orders . Is that right? ·And 
if they get all of the orders they will 
pay for the 699 million in orders. So it ia 
part of the --

• 
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Bell: 

White : 

H.ll. Jr: 

',lhi te: 

l!.l.!.Jr: 

Young: 

H.l.!.Jr: 

White : 

H.H. Jr: 

Young: 

H.JJ. Jr: 

\'ih1 te: 

- 3 -

I presume that the price the7 ~Te does not 
include the addition which would be called 
!or in the capi tal . 

Oh, rou do assume that? 

Sure. 

\?hat is the big thing here? 

Table 2? That is what you have just been 
looking at, broken dawn into details and into 
monthl7 payments. 

I see. 

That is how we got Table 1. 

I aee . And Table 3? 

Table 3 is a curr ent balance of payments that 
we had asked them about. You know on Saturda7 
we sent them a memorandum asking !or their 
variou. aaseta and this, I think, la part o! 
it and t he other iart 1a coming, but thla 
tells us what the r current picture la, and 
there are acme things here that we don ' t agree 
on. 

45 

~ents o! British purchasing, actual, Septem­
ber li 1940, Novecber 30, 1940. I aee. Total 
aotua payments . 

Thla t able, fOU •:,:r, la on the 'Dl' fe&r bash, 
Septaber to Sept er. 

ill right. 

You oan get the net tlgure ~ the table !ollow­
ing, Kr. Seoretaq. 

• 
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H.M.Jr: 

\'.hlte: 

H.M. Jr: 

1'1hi. te: 

H.!l. Jr: 

l1hl te: 

H.ll. Jr: 

Young: 

H .~.Jr: 

Young: 

H.l.!.Jr: 

l1hlte: 

H.U.Jr: 

White: 

- 4 -

Just a second. Now, down to question 7i net 
outgo in U. S. dollars and gold by ster ing 
area (excluding payments to Canada and New­
foundland) , three, one. 

3.1. 

That is up to when? 

August 31, 1941. Now, they have lllade some 
payments on t hat, but if you want to extend 
that another three months you ldll get a 
picture of the next twelve months, which is 
roughly that . 

And where do you do that? 

Well, that isn't done on here because they say 
t hey do all their figuring on a year ly basis. 

Well, that is all right. Net expenditure of 
gold - -

This Table 41 you see, is really a continuation 
of Table 3. 

I see, 

Here is the last figure on Table 3. 

Right , Now, without - this looks like a very 
workmanlike job. 

46 

They did a nry good job. There are some things 
here that are of special interest that we want 
to oall your attent ion to , 

Well, you oan do that tonight . Now, what about 
their assets, Harry? 

Now, their aaeete - we gaTe them a very detailed 
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H.t:.Jr: 

'.'Jhite: 

Bell: 

H.JJ. Jr: 

White: 

H.ll.Jr: 

- 5 -

request with a statement that we were in no 
way indicating whether or not these were to 
be regarded by you as assets but merely the 
Research wanted to present as man1 facts as 
might be pertinent to the discuss1on and then 
we gave a list of all their assets and we 
1vent over them yesterday and they indicated 
some they gave us. Some they i ndicated they 
would get for us , Some they are working on, 
Some they may not be able to get. Some they 
think they won't be able to get. So we have 
got on each item a pretty clear pi cture of 
r.hat they have or can get f or us, and then 
we have our o'llll estimates which, judging from 
those they have given us, a.re pretty good, 
of their various assets . 

To sum this thing up, between now and August 31, 
' 41, they need three billion three hundred 
sixteen million dollars? 

No, it would be a little bit less than that 
because that is supposed to be for the 11ar 
year and t hree months have already passed, sr:r • 
11e will have to project that. Take a year from 
today they will neea approximately that . 

During the twelve months ended August 31, 
they need three billion. Howt some of that 
they have already paid for and liquidated. 

Look, gentlemen, pleaae Iii ve me something 
along - that I can say, I l'lant to know for 
tonight, the net figure from December 1 to 
August 31, '41, how much do they need." 

That is :vthat we are going to work on today. 

Then I don't want to use this because this 
is confusing. 

47 
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1!.1!. Jr: 

'•'.hlte: 

Bell: 

H .L~ . Jr : 

' .. hlte: 

H.L!. Jr: 

\.hi te : 

!l.:.!. Jr: 

YoUilb: 

H.H.Jr : 
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But that is the only way they would give us 
that. 

By tonight -­

We will have it, 

What you can do is take what bas been paid 
and deduct it from the three billion three , 

Bt tonight I want on a sheet of paper trro 
t hings; one, how cuch money do they need 
fra::1 Decenber 1 to August 31, '41; and on 
another sheet of paper, how do they propose 
to pay for it. 

Right . 

Because this thing is - just as soon as you 
give me something, then you have got to be­
gin to explain it, and I don't vtant to use 
that . 

Yle bad in mind to put it in shape li.ke this. 

That is the purpose of this meeting. 

Philip, did you hear what I said? Two sheets . 

Two sheets of paper . 

We just got this last night . 

I know. I think what the;y have done over a 
week is perfectly grand, but I again say how 
much are they going to spend from December 1 
to September 1? Now1 that Vlould be a sliding 
figure in the sense that it Ylould be - no, 
we want to know how much they think they are 
going to spend, How much does Philip say -

48 
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\'/hi te: 

!!ell : 

· .. hi te : 

•• • • T 
rt •• _. "'r: 

· .. bite: 

l! .l:.Jr: 

:.hlte: 

H • .:. Jr: 

· .. hite: 

H.U. Jr: 

- 7 -

the whole picture. The same thing for Canada . 
And also I would like to know how much is 
England going to spend in Canada . 

That we have . In this figure that t hey oYie 
us, and one of the things we wore raising - this 
is not what they oue us, but t his is what they 
need in U. S. ~old and dollars. Now, of that 
amount, there 1s over 600 million - 620 million 
which is supposed t o co to Canada . 

And that i s dollar r equiraments. 

That i s ri&ht. They cl aim United States dol l ar 
requirements to Canada . 

'.iell, look, let ' s do it once more . From nor. 
until Septenber 1, how nuch - after all, the 
pot of gold is in the J:nglish Treasur~ . now 
much are they goine to need to spend 1n Canada, 
how tluch are they coin£ to need here, see, and 
how they propose to do the tr1o things. 

And the same l'tith re~;ard to Ce.nada, ho;·1 much 
Canada expects to spend. 

Yes, and t he Argentine. 

Yes . lle can give you that. 

Yes, and the Argentine . 

They have got that figure of how much they 
exvect to spend in the South American coun­
trles and all other countries. That is in 
here . \'le have segregated that . We already 
have that . 

I uould rather have it over-simplified. Here 
is England, here (indicating top of page), and 
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'.'.hite : 

H.:.!.Jr: 

:!ell : 

' . .1u te: 

H. L:. Jr : 

thl te: 

J! .I.', Jr: 

Bell: 

H.!.!. Jr: 

' 

• • 

- 8 -

you can start at the top, total expenditure! 
the t op figure that England expects to spend, 
to import, the top figure you see . 

Right . 

Then you .start with the figure up here, Decem­
ber 1 to September 1, from United States, 
Canada, South America, so much. There mll 
be a recap and the tr:o things v1ould total. 

Do you want South kmerica as one i tem or -­

\,ell, ne have got South America . 

I want a break- do\'111 , 

lie may be able to lnllko one . 

You coul n say Argentine and the rest of South 
America, or Argentine and Brazil and the r est 
of South America, but let ' a do it this way, 
gents . This is good bookkeepinc practice, 
isn't it? Here is your total f1gure of ex­
penditures, and then here come your countries 
and here is a column running inside, isn't it, 
to the left, and then you total that column 
and that figure oucllt to be the sane as this, 
and then on the ot~er side of the page would 
be how the7 propose to spend this . 

The items . 

And then - that is England. /md then I want 
to do Canada the same way, and then when we 
get Canada, what Canada wants to do here and 
what comes from England to Canada, and so forth, 
but I want Canada the same way and then we will 
see if they tell the same s tory. I wouldn' t 
be in such a hurry to put Clark into the 

so 
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:·.hi te: 

H.~.~. Jr : 

' .. hi te : 

J! ,!.!,Jr: 

Bell: 

H .~. Jr : 

V,hi te : 

H.l:. Jr: 

- 9 -

hands of Phillips , Let him t oke his om1 .uu­
tiative, because I think if we talk to them 
for a day or two alone they may tell us some 
things . I wouldn ' t rush him into the hands 
of Phillips . Phillips knows he is here . It 
wns he that suggested that if sanebody could 
cone, it be Clark. 

!low, could I have that, and even if for tonight 
you say to me, "Now, !.!r , J.lorgenthau, this is 
only 75.% right, 11 at leas-t it 1;ould be the kind 
of formula that I want. 

Yes , i".e nill P.repare it and then I will check 
with Bell. 

This would be the kind of formula . Now, if it 
has &ot 25:;; error in it - which it won 't . 

Is Phillips coming this morning? 

I 11on ' t see Phillips until he comes to my 
house at 7:30 for supper, and I am expecting 
the rest of you at 8:30, including you (Reporter) , 
please . 

Non, Dan, is this good accounting procedure? 

That is a good statement form, vecy good. 

That ~ets it down to one page, anyr.ay. It 
get s 1t down to two pages . 

If tre can work out something satisfactocy, 
and Dan thinks it is vecy simple, before vre 
show it to you, we would l ike to have t hem 
make possibl y a large copy for the Tuesday 
morning gr oup. 

Yes, and then we don ' t have t o give them 
copies. I am afraid of giving them copies . 

51 
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Bell: 

~.hi te: 

11.1!. Jr: 

Cochran: 
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You knon, the great trouble in Washington is 
the fear that the people don't think that 
the public thinks they are in on sanething, 
so they have got t o go and tell the newspaper 
men Tthat they know. 

Th.a t is friendship . 

There is one thing I would like to mention, 
llr. Secretary, about Argentine. One of the 
men has just come back fran the Argentine 
Tariff Comcission and he says there is a 
German .Mill tary l.!iasion in Argentine and they 
are very active, and we wondered Whether you 
might not want to t•ke that up with the State 
Department to find out why ahould they have a 
German Military Miaaion if we are going to 
lend them money. 

Vlill you ask the State Department that ques­
tion? 

Yes, I will ask them. 

52 
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STRICTLY CONFIDENTIAL 

BRITISH FINANCIAL R[QUIRCKENTS 
J!_IHE__QHITED STATES, DECE¥5ER l . 1940, 

These tables provide information relative to the 
financial requirements of the sterling area for gold and 
u. s. Dollars. They do not cover the requirements of those 
parts of the British Empire outside or the ster ling area 
(I.e . Canada, Newfoundland and Hong Kong). 

There are f our tables: Tables I and II refer only to 
t he needs of the British Purchasing Kissions ; while Tables 
III and IV refer to total requirements . 

fiable I presents a summary or e s timated future oayments 
In t henited States by British Purchasing Kisslons as of Dec. 
1, 19•0. The table cove rs balances due on existing co~t­
:~~cnts and estimated colllllli tments involved in additional orders 
now under discussion , including those at present being nego­
tiated and those in the "X" Program. It does not include the 
larger airplane, shipbuilding, and other programs that will be 
forthcoming and will be submitted at a later date. 

Table II presents detailed information with respect to 
the data in Table I, classified by commodity group. The 10-
Divlsion Army Plan is classified by itself because of the 
d!J'flculty of br eaking 1t down into commodity groups ; the value 
shown 1s based on a War Department estimate . The table also 
shows the estimated distribution of payments up to August 31 1 
1941 and subsequently, except for capital on orders to be 
placed which is not distributed because of the lack of avail­
able information . The distribution of the payments for th~ 
10-Division Army Plan is arbitrary, the amounts prior to Aug . 
311 1941 being on account of estimated advances. 

Table III shows the total requirements of the sterling 
area for u. s. dollar payments (excluding any such payments to 
~anada) be tween Sept. 1 1 1940 and August 31 1 1941 (the second 
yea r or th~ war). This table summar1zes the needs of the 
Brl t i sh Purchasing lliss1ons durtng this per1od together with 
the sundry debit and credit items entering into the normal 
balsnce of payments. 

Table IV summarizes the general posit1on of the sterl1ng 
• r•a for the second wa r year . Th1s table cites the net require­
rner.u of the sterling area in both u. s. dollars and Canadian 
~ot!ars taking into account the assistance which the Canadian 
G ov•rn~•nt have already given and may yet give in meeting the 
la:ter requirement (the balance having to be met in gold) . The 
~stlmoted amount of South African newly-mined gold is also taken 
lr. to account . The resultant final balance is an estimat'! of the 
r.• t amount required by the sterl ine area in gold and dollars 
ov• r thls period . This represents only the current items of 
the final balance of payments, and does not take into account 
any of th~ existing caoital assets which may be liquidated in 
order to oeet the dollar expenditure of the sterl1ng area. 

BrIt i st. Embassy , Washineton 
December 7, 1940 
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STRICTlY CONnDENTIAL 

lorocao\ of h\ve P-h la \be tlaHM l\t\to 
'" bo u4o b7 JrUltll Pvolluloc lllttlou !} 

_.., "·'-' Jcw•bar )0 o 19110 

(Ia al11lono of Oo lo 4o11aro) 

lalaac.•• .. lodi.Ulooal 
Oil Or4ert Or4trt ,. 

lolru47P~ ,. P1aoM 

•• ol lot'. JO• low wor 
191'0 Jloc'o' latloa 

Alrcn.tt 717 270 

!oD:·alrcran 1197 955 

fotal eoao4.l\1tt 1o2811 1o22'J 

17 10 

Grad t otal 1 o)Ol 1o2)5 

!rltlol> ...... botlJIC c-.. ···· Statistical Dhltlaa , 1w TaRo 
o. ... , •• 7 0 19110 

M41Uaoal 
Ord-en •o 
'H P1aoM 
.ter •I' 
Procr-V 

1o075 

917 

Zoo62 

"' 
Zo'l61 

,_ ot JeJ..aK.•• 
Die oa OrUre 
J.lraaq P1aoM 

- JoU.•tM 
lo441UOD&l OritH 

2o1J2 

zoii)'J 

loo571 

726 

5o297 

!/ lrUltll..,..lal ~atla. lftU* All' o-ladeao 
Jrtu• t ... _. - en,. w .. _. ~oottt• lllal"ll' "' .,.,,.0 

v -· ·- lo ... -~ "' \loa ,. ..... _. "' ...... 
1,..,, .... u ..... _, "' \loa ........ 11al• "' Mllu-1 ~ 
'" 11o n... ...._ \lla .ur, -.au- _. ••awJ••• Pnc:": 
-. ~ .... ·-~~- ..... \loa Mdal ....... US at I I Ill - • '*" "' ''- ,........ ,....._., .. r.~u•l6 ,..unt .. n• • 
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STRICTLY CONADENTIAL 

ltll• t ., lalu.eo ot r .,..ah ot StnU-c ,.,... wttla , .._ oat tM Sta t u 
...& la V. S. DDl lan to C...trt .. otUr tW Cu.Ma ud l wf00il4laa.4 !J 

Sopt • bor 1, '''"' - ......,, )1, 1,.1 

( la alllt o .. of cr. s. dollut) 

1. fhlbh U. I , t.,.orh f roa u4 t zporh to QoU,M St.aht 
.\, Orou pqMII\1 oo Oo.lh4 lbc4oa pwcbao .. ('rtelble t.portt ) 

1. ,..,....,tt 'b7 11-1\h b Pvchad.ac Mhat ... V 
• • Aeloal $opt. 1. ,,.., - .... JO, ·~ 

(t) c.-.u........ ... ................................... 517 
(2) ca;.1to1.... .... .. .... .. .. .. .... .. • .. ... .... .... .. .. .... n 
(}) total .. t'G&l _ .. Sept. 1, 1,.., - lo•. JO, 1,.., ....... :::::.. 5M 

\. s.u .. t .. Doc. l, ,,.., -.&lie· J l , ,,a., 
(l) _,, .. Jl ......................................... 2.511 
(2) CeiplW (oc or4.en &lrMQ plac .. ) ~ •• . . .• . .•• . . •• • •• . 17 
(J) Tolal n l t.t .. l'Ol'NDh Doc. l, l~ • ""c· )1, 1"1 •• ··=··· 2.5JS 

c. Total ,.,...., , to' lrtUC hrchat 'llrc Ml ttlou ••••••• • •• , • •••.•• •••••• ••.••• -:-:;:-;,,. 

2. Ot.._r pii'M&t t 

• · MMllteetv•• · ••.•..•• ••.••••••.•••••••••••••••••• •• ••••••••••••...... , .. . 
't. Pt trot.-.••. . ••.•.•••.•.•• ••.•••• , .••..•..•.••••.•.••.••....•........... 
c. rood •••••••••• •• ••....•.•.•••••.•.••••.•• •••• • , •...•••.••...•.•. ...•• , ..• 
4. Ot bt r r • •terl &lt •••• •••••• ••••••••••••••• , • ••••••••• , ............. 1... 97 
• · total o\btr PQMJ~t •· , • •• • •• • ••••• , •••••••• , • , • , ••••••• , ••••• , •••••••. , •••• •• ::-:-; • • 

)· Total ,.,..,,, oD 11Dite4 llncd.OII pveba••• · •• ,.,, •• ,., ••• I .... , ..... , .. , .... I............. ).IIOlt 

I, l.ttt cro•• r tctlptt tro. U.ttt4. llacd• Yist \lt t'JPOrtt •• ,,,, , ••• , • , , • • , •••.••. • ••••••• ,, • , , ••••• ~ 

C, Itt h lMCit Of 'fitl'blt l..,orh b.io 0aUt4 l1ac4M troD U.itt4 Statu .... .. . .. ..... .. .... ' """ ' ),~ 

ti. t.u ,.. , laalaaee of llm.d 'bb n porh of OaUt4 l tactoe t o U..tted Sta\11 , ............................ .. , 16 

ttl. O.tte4 l ltc4 .. .... , , .. W uc:• of ,.,._, , wtth U.l\14 1\l t tt............................. ...... ........ ),22" 

I• . t..u .. , NUlph rro. ettrl h c .,... (u.el114J.a& tr. r.) •• rh " aau .. Stat .. 
&. O?ou recetph f'toe nporh 

1. A&llrallaa p14....... •• . ..• •. ••.• •• . •• • ••• . •• • •• • •• . • . • •.. . .• ••• • •• . • i\ 
z. ...f'IC:b6a4ilt..... ••• ••• •••••••• ••. • •• ••• • •• • •• •• •• • •• •••• •• • •.• • •• • •• •• ~ 
). To tal cro•• reeetpt• rro. -.n.......... ................ ...................... 6ll' 

I. W 'IICit pon ,.,._" .. lllportt 

I. 'hl\h '-"'•· .....•.•. . .• .. . . . • · · • .. • · .. · · · • · .. · • .. "" • • • .. • • • • • • • JY,! 
2. Itt W &DCt of ta'flet'bl• laporte •••••••••• , •• ,,,,,,,,., ••• ,,,,, •• , • • , • ,. 
). total '"'' ,.,...,, o.a s...pone ..••••••• •••••••••••••••••••••••••• • •• •••• • -;:-;: .. }}ll 

C. let recetph , ,.. .t.erlliC .,. .. (ac11141QI tr. 1 ,) e.,orh t o tfalh 4 tt•t ..... .. ............... .. . ~ 

'· 44Yertt 'balaact of • tn lla,: e:rM (laohdliC 0, ( ,) wUlrl t,bit O.Ut4 1\aUt ... . .......... . ... .. . ... . ...... 2,921 

f l. 444 •qelldU~~nt t a U, e. doll&rt u4 1'014 'b)o tterlliC ..,... ta cou.Uh t other tbaa 
' '" U, s. (e10lw41oc P<Q'OOOie t o Caaa4a ao4 lowf .... l&o4 !/) .............. .......... .................... ~ 

f ll. let "'co 1e 11. I . 4oU an ... p14 'b)o tWl'lhrc .,.. (e.101'141ac ,.,._h t o 
e ..... .., _....,_. !/)........... ........ ...... .......... ................ ....... ................... J.t!6 

l r ttt .... ,., . ... ~ ...... 
Doc- J, ,,.., 

~ 
~ 

-
... 'ra'll Jf , for c:...4a-* lotwt~. 
trtt lN ........... eo-tnt•• • Jrltt• .Ur C.-1••1•. lrllltb l r-. ... ft .. l c.rp. LW. • 
_. Jr1Ue3l Mla ltlQ' of ai:pptac. 
... Ml• fl. U• l). 
Set fdh U, H • c.*. Jo all owuoe 11 ..._, tor o.pU&l •• ed4U toaa1 
lrtth b hrcba• t ac Kt u toe or4en Mt ,.. , pl.c ... 
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I, 

!1. 

III. 

IV, 

v. 

·?7 

STRim Y CONRDENTIAL 
fj&S If 

S..-.r7 of tbe GeDIIrSl PodtiOD 
septe.t>er 1 , 1940 - .t.acut n, 194.1 

( lD 111l.l10D8 of u.s. cloll.an) 

The net apelld.iture of colcl aD4 u.s. clollara 
b7 tbe atu-11!11 ar" cl~riJII tbe Mconcl war Tear, 
exollldiDc IZJ:1 cole! or clollara pa1cl to Canada, u 
shown at tbe toot -.r '!'able D I , 1a aatbatecl at ••• 

The acl'raraa 'belaDoa or tbe aterliJII area 
rltb Canacla aD4 NntOUDcllaDd .,.t also be clealt 
with; tor tbe aacoad war Tear tlda 1e aatbatecl at 

UDcler oar uiati!ll arrqeMJ>te tbe CeDadiu 

••• 

••• 

~nrnaDt are belpi!ll ua cNriJic tbe firat aix .ontba 
O! tbe IICODcl war~ to tbe a:teJit of ... • •• . .. 

IAaYiDc a belallce of ... ... • •• 

It rapatriat1CIIIl or Canadian aacuri t1aa 1D tbe 
last I U .oDtba YU DO .ora thaD tbe !irot aix .ontba, Til, 

Tldl woulcl lean to be •t 1D cole! or u.s. 
clollara an -t of ••• ... . .. 

OD tlda lut UWI!I>tiOD, tbeftfore, tbe -t 
which rlll ban to be t'clnliabecl 1D cole! or dollars 
cluri.nc tba aecODd J'eAr of war ia eatbatecl at ... 

Acainot tldl ~ be aat tbe lliJrl.Dc output or 
South .lhica c111r1J1c tldl period, wbiob Y1ll be • 
curreDt ad41t10D to tbl -tarT reoourc11 or tbe 
UDi ted liJIIdoa, It. 1a ••U•tacl at ... ... 

Tba balance raaaini!ll ia ... ... 

Britieh ~e&aq, WuhiDc*o 
Deceaber 7, lNO 

5,1'1'8 

880 

~ 
760 

lSQ 

go 

&,798 

t89 

&, 818 
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December 9, 1940 

At lunch, General Marshall said that the program 
which the English are asking permi ssion to pl ace in this 
country for ordnance would mean only the equipping of 
another 250, 000 men in the United States. Therefore, 
be said that he is prepared to unhesitatingly say that 
they should be gi ven the permission to pl ace this order. 

He said that a" fer as the ei~lanea (the additional 
ones the English wanted to order) are concerned, he 
hesitates to say yes, but nobody can tell today what the 
tomorron holds for us, and that his Air Corps, on the 
other hand, are prepared to say yes. 

I sounded him out as to how he felt about my visiting 
some of the troops , and he was very enthusiastic that I 
should make this inspection . 

He is very much worr•ied about aircraft production. He 
sa id tha t the Armr only got 6 "tactical" pl anes in Novem­
ber. He personally is looking into the whole subject. 
He feels that the English are getting an entirely dispro­
portionate number of our planes. 

Regraded Unclassified



H.H.Jr: 

Operator: 

H.M.Jr: 

James 
For reetal: 

H.M.Jr: 

F: 

H.H. Jr : 

r: 

H.M.Jr: 

r : 

H.H.Jr: 

F: 

H.H.Jr: 

r: 

H. M. Jr: 

Hello. 

Mr. ror"reetal. 

Hello, Jim? 

Kenr)'. 

Yee. 

December 9, 19~ 
2 :15 p.m. 

How ie your time th1a afternoon - are you -
rou wouldn't want t o have an earl1 dinner 
would you? 

I'd l ove to but I ' m having Sir Freder ick 
Pn1ll1pa tonight. 

59 

On, well. The reason I - Clarence Dillon wae 
i n town and I wae going to bring him around 
t or a minute or ao. 

Well , now, let me Juat - I tell )'OU what. At 
J:OO o'clock I meet with the Federal Reserve; 
at ~:00 I have Preee; ~:JO Deput)' Finance 
Minieter Clark; ~:~5 Butterworth rrom our American 
Embaaa)' in London. Now, when - ia Mr. Dillon 
nere Juet toda)'? 

No, ne' ll be here t omor r ow mor ning too - a t leaet 
I hope - I think he will. I'm almoet certai n 
he w1ll. 

Well , I ' d l ike to meet him. I know that he' • 
)'our boaa. What time have JOU i n mind? 

Well, I'd auit 1our a. It ran through 1111 mind 
that i t you were tree tor dinner I might get 
r ou t or then, but either late tni e afternoon 
or tomorrow morning or a n)' time ••.••• 

I tell rou- how about ll: JO. 

Tomorrow - 0. r·. 

Tomorrow mornin,. 
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r: 

K.U.Jr: 

F: 

H.M.Jr: 

F: 

K.M.Jr: 

F: 

K.M.Jr: 

P: 

K.M .Jr : 

F: 

R.M.Jr: 

F: 

R. K.Jr: 

F: 

H. K. Jr: 

r: 

H. K.Jr: 

r: 

- 2 -

All right. 

Ie that all right? 

You bet. 

I'd loYe to meet him. I've never met him. 

Well, I think you ehould meet - I'd like to 
eee you together anyway. 

Fine. 

What time is your meeting t omorrow? 

}:00 o 'clock. 

At }:eo. 
Now while I've got you on the phone, may I 
make a suggestion? 

Yeah. 

What about bringing Ch1et ot Naval Operatione? 
Isn't he interested in thie sort ot thing, 
or not - Stark. 

What operation, Henry? 

Ought Stark to know about t hie or not, or do 
you keep him intoraed - Admiral Stark. 

Well, I'm going to bring him. 

That'e what I waa trying to eay tactfully. 
I Laughs). 

Right. Well, I'd alreadJ had that •.•• • 
(Laughs). 

Next time I'll eay, tor Chriet's eake bri ng 
Admiral Stark and you oan eay, go to hell, or 
yee. 

Yeah. Well, when I oaae baok laet Friday I 
intoraed him ot our meeting and I eaid I thought 
he ought to be there tomorrow. 

co 
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H. K.Jr: 

r : 
H.M.Jr: 

r : 
H.K.Jr: 

r : 
R.K.Jr: 

- J -

All ript. 

All ript, Benl'f. 

I won 1 t be eo 4aaJL pol1 u next U••· 

You don't b&we to be With ••· 

o. l . 

0. l . 

Goo4-bJ•· 

Regraded Unclassified



H.M.Jr: 

Claude 
111 ckard: 

H.H.Jr: 

W: 

H.!!.Jr: 

'II : 

H.M.Jr: 

W: 

H.M.Jr: 

'II : 

H.M.Jr: 

W: 

R.M.Jr : 

December 9, 19~0 
2:111 p.m. 

Hello. 

'!ea. 

How are you? 

Oh, I'm pretty good. How are yout 

0. K. Thie 1a what I'm calling you about -
we've got a t1nanc1ng to do tor the U. s. 
Treasury and we are not doing what we would 
normall y do ; t ha t 11, aell a lot ot long term 
bonda becauae we want to wa lt and see 1t trom 
Congreee we cannot get the authority that all 
direct and 1nd1rect - by that I mean guaranteed 
obl1gat1ona ot the Government - be aubject to all 
taxee. 

'!ea. 

Now, what I'd 11ke t o be able to say la - you 
don't happen to have anything that 1 a oom1ng 
due right away - I looked over your Farm Cred1t 
atutt, see? 

'!ea. 

But I'd 11ke t o aay - be able to aay that both 
t or the 0. 5. Treaaury and the Government 
guaranteed that we expec t t o aak Congreaa t or 
the au thor1ty that theee obl1gat1one ahould 
pay all Federal taxea and no t be exempt trom 
anything. 

'!ea , on all new 1aauee. 

•All new 1aauea - all future 1aauee, but I 
didn't want to make a etatement l1ke that 
where you were d1reotly attected without t1rat 
ooneul t1ng you. 

Well , now. the Governor ot t he Farm Cred1t 1e 
bere r1ght now and let me d1eouae tb1e tbl ng 
w1th h1m and I'll call you baok. 

Could you call me bef ore ~:00 o ' olookt 

I 

Regraded Unclassified



Ill 

R.M. J r : 

V: 

R.M. Jr : 

V: 

R.M.Jr: 

V: 

R.M.Jr : 

V: 

H.M .Jr : 

V: 

R.M.Jr: 

W: 

R.M.J r : 

V: 

- 2 -

• lee, I 11 4o it 1n 1111 t1ae than that. 

I cot J•••• to write •• a l etter on 1t to co 
alone. 

011, JOU did. 

lean. 

And J OU' d 11kl t O lla•e 81 WJ'1tl JOU I letter. 

l o. 

Call J OU tireU 

Juet ca.ll a e - tnat' • all I need. 

All r1gllt. 

lo, I aean, I wae aaaaed t nat Jeeee wrot e ae, 
Dut JOU Juet oall •• •••• • 

Je• •• ie ooaa1 t t ed ...... 
f o tl111 prograa. 

! o t l111 prograa. All r1gbt. I 'll tal k 1t o•er 
wi til tne Go•ernor ot rare Or edit and I 1 11 oall 
JOU in tne next nalt bDur . 

!bank J OU. 

Oood-bJe. 

... 
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H.M.Jr: 

AJ.tred 
&loan: 

H.M.Jr : 

8: 

H.M. Jr : 

8: 

H.M.Jr: 

8: 

R.M.Jr: 

8: 

H.M.Jr: 

8: 

I!.M.Jr: 

8: 

Bello. 

:r ... 
Kor&enthau epeaking. 

Deo .. ber 9, 1940 
2:~ p, a, 

Yee, good 110m1ng, Mr. Beoretarr. How are rout 

I'• all r1gbt. It'• at ternoon here. 

Oh. 

Bow are r out 

Prettr well, Mr. Secr etary. I'• up here 1n 
1Uoh1&an at our engineering etat1on. 

Yee. !he reaeon I'• oall1n& 7ou 11 •••.•• 

We'Ye &ot a lot ot enow up here. 

Yee. I'• •er7 auoh 41eappo1nted in the tiguree 
that I get on 7our production out at Allieon. 

64 

Well, let'• talk about that a ainute, Kr, Beoretarr. 

God, it' • terrible) 

Well , now let1 e talk about it. Laet .Ootober .. , 
prett7 good and J o•eaber waen 't eo good, We 
tell down i n Joy .. ber and that .. , due to -
prinoipallr t o two oaueee. I n the tiret place, 
thie ie Juet what happened. There wae a aoY .. ent 
troa the plant there to other plaoee ot two or 
three ot the inepeotore Who had ohar&e ot the 
wol'lt and the7 broupt in new people and there 
.. , quite a l1 ttle delaJ 1n fett1na thoee new 
people - JOU a1gbt aar - aoo 1aate4 to the Job. 
In other wol'4e, parte that the other aen had 
tound perteotl7 eat1etaotorr and had paeee4 
throucJl, theee new aen be1na 41tterent to tha 
Job and be1ac new to the Job and not taalliar 
with it, took a ditterent attitude or aind 
towal'4 it and that in oerta1n oritioal part• 
delaJed eu7 production oon1iderabl7. the eeooa4 
point we that one ori tical part had &ot behind 
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H. M.Jr : 

8: 

R.M.Jr: 

8 : 

R. II. Jr: 

II: 

B.M.Jr: 

8: 

- 2 -

4ul to a 3-WIIkl IU'1.Ir.l WI ba4 1D 0111' 0~1' 
plant 1D I>U1'01 t. bee al'l Ule \wo th1DCI 
~· pi'1M1'1l)' OAIIII4 Ule .. la)', !hie IIOD.at 
tlbile we'll p1ok 1IP HYINl of .ate paru, -
of ~ IDCiDII WI lolt. I ftl 4oWD UIIN a f .. 
da)'l aco aD4 IIDinll.)' epeak1DC I UUDk we're 
MkiDC pHU)' F o4 PI'Op'lll aD4 11U1DC ov 
WDC• 11ne4 1111 b1at of oouie ~·• •• uo.Ur 
WDC aleo Ulat. bat 4ela)'e4 ue bo~ 1n lloY.-lleP 
an4 Ul11 IIODUI aD4 tlbiob bal DOW been OleaP14. 

Yeah. 

Aa4 that 11, WI ha4 a 11Ule IJ\11ni11'1DC 
41ft10UH)' .. Yelop 1D OOMIOUon wUb the tront 
en4 ot the en&1ne wblob •• 4eulope4 aPOWI4 
the ool4 weather aD4 1t took a 11\tle Uae to 
olear up. low, .Ut'e been ooYere4 an4 we cot 
~• r .. oYe4 but euob thine• are lUel)' to 
happen on a n .. Job ot th11 k1a4. 

I 111. Well, When I eaw rou COin& ••• • •• 

All I oan ear t o rou 11 the t there 1 1 nothiDC 
eer1oue at all, 1t'• Juet tbeeetb1ftll that 
ooae up an4 the)' baYe to be oleare4 an~ 1t tat•• 
a 11 Ule U81 Ul4 OD the 1'1001'4 1\ lOOkl ba4 
but hn4aaentall)' ~ Job 11 r-1DC alODC YIP)' 
eaUetaotoP11)' aD4 I th1Dk we •• 111::f 
operat1na etreDC\b eYII')' 4A)' b11t nat 17 
When )'OIITI'I 1D a th1DC Of th11 k1D4 Ulat 1 1 D .. 
Wb)' rou oan1 \ IYIP tell Wba\ 11 p1nc to happen. 
llben u bappene wt1:t rou'YI cot \ o a•• out of u 
the beet )'OU OaD, but I OAD AIIUI )'OU 1\11 
noth1DC tun4aaental at all an4 •• I ea14 before, 
Wl 11'1 p1n1DC 1\l'lftiUI 1D a 11n1Pal WA)' all thl 
u ••. 
!ell ••· Bow are 7011 -1DC alODC w1 tb \be 
IDCiDI fOP Jell t 

On .u • .u• Job - ~ .. ut 
the endae tor tbe leU - I 4on 1 t tnow What 
110411 h 11. 

ftla\ 1uolY1e What we .oaU bere the All1- -
tile I Joll. 

• 
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R. II .Jr l 

B: 

H.II.JI' I 

8: 

R.II.JJ' I 

8: 

R.II.Jr: 

B: 

H.lt.Jr l 

8: 

B.M.Jr: 

B: 

R. II .Jrl 

B: 

• • 

6G 

- ' -
leah, \bat'• rl&b'· 
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RE t'INAl!CING 

Present: 

H .~.Jr : 

Rouse : 

H.lJ. Jr: 

li.l:. Jr: 

' . 

J.ir . Bell 
l!r , Sinclair 
l!r. Eccles 
llr. Szymczak 
Ur. Curri e 
Mr. Piser 
Ur. Goldenweiser 
!Jr, Haas 
lJr • J...furphy 
l.lr . Hadl ey 
lfr . Dr a per 
Mr. Rouse 

Decamber 9, 1940 
3:00 p.m. 

~ill you (Rouse) read again? You had a 
nice voice last time. 

Very nell. 

I may have one t elephone call. 

(1fr . Rouse read attached mimeographed memo­
randum marked "Strictly Confidential" dat ed 
Decsmber 7, 1940) 

Let me report to you gentlamen what I have 
been doing since I have seen you last. I 
think I indicated the seriousness of the 
steps 11hich we 1till take at this time and 
its impl ications on future f inancing and 
tax probl01ll8 . Not being too sure wliat the 
best thing to do was, I asked the v:ays and 
!.leans people who were in to\\'111 which was very 
limited, plus the Speaker, to see me, and I 
did the same thing with Senator Harrison. To 
my surprise, I found the feeling up there nas 
that I would get a good reception as far as 
raising the debt is concerned, certainly -
taking Senator Byrd, who I suppose nas the 
extrame on this, he said if I asked to raise 
the debt to an amount equal to the appropri­
ation voted by Congress , less rmatever the 
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net amount we have received f r an taxes over 
expenditures - I tot the impression anyway 
the.t he Tlould go along - ;;hlch r.ould amount 
to increasing it by about ten billion dollars, 
and I suppose he is extreme, If we could 
get an increase of ten, we r.ould be all riiht, 
certainly, for some time to come . It woul n 
give us 60 billion dollars . 

I also explained to them how the Treasury 
f elt about taxing future issues, and with the 
exception, I think, of Senator Dailey, there 
;:as complete sympathy for that position. 

I don't believe Tie will have any difficulty 
in getting t he partitions removed on the debt. 
That is, of one consolidated debt rather than 
defense notes and somethint else . 
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I also found, as I say, the. t t here was sympathy 
toward our policy to ta::: future i ssues of Govern­
ment securi ties plus a very important group of 
Government guaranteed securities . I don't t hink 
there will be any trouble on that . 

That is future issues of Governments? 

I am only talking about future issues . 

Both on the GUaranteed as •:tell as direct? 

Yes . I didn 't mention the guaranteed on the 
llill, but in descri bi ng the thine, the thing 
was - I mean, there was complete sympathy. 
The1 all seemed vecy much 17orried about Tlhen 
r.e tackle the States and the municipalities 
on that. They Tlant to t r eat that as a separate 
bill . The; all se~ to nant us to use the 
defense notes . 

\'.'hat? 
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\,ant us to use these defense notes . 

!low? 

Now. 

In spite of the fact that they are willing to 
get rid of the --

Yes . !low, I am ~;iving you impressions . Nobody 
has signed the thing and they cay change their 
cinds, but there se~aed to be a general opinion 
ue should use the defense notes . 

In other 7/ords , use defense notes ;vhich, if 
issued now1 will l ater becone part of the 
general deot limit? 

I think so . I also injected m::r o1•n opinion 
on the thing, that if we issued long- te rm 
bonds or r;e expl ained to them that it woul d 
increase bank deposits increase excess re­
serves , and t hat frankh doesn't i nterest them. 

ilell, they Iiouldn ' t understand that , 

They don 't seem to think that is nearly as 
im~ortant as not committing the Tr easurr at 
this time to issuing a bond 11hioh would be 
partially tax free , In other words, r1hat I 
put to them is this. I said, "GentleiJen, are 
you nilling for the Treasury to say publicly 
that rte are not going to issue any more 
par tially tax- exempt bonds and sit tight until 
Congress says someth ing and put this thing in 
your lap? " And they said, "Yes, go ahead, it 
is all right . " 

This i s the Finance Committee? 

Yes, and the ~lays and lleans and t he Speaker . 
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Of course1 the question of banking and excess 
reserves both come in the Banking and Currency 
Co.mittee . 

Yes, but t his is fairly representat ive. On 
the Senate side we had some New Dealers like 
Senator Clark end Senat or Byrd and Senator 
Bailey and Senator Thomas . Is t hat his name? 

Frou Oklahooo? 
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No, Utah. Johnson of Colorado. \7e had a whole 
group of New Dealers there . (Laughter) 

Particularly Byrd and Clark, yes. 

But the thing that I cru:te away 11i. th, the thing 
that I was explaining there, supposing I just 
rai sed 500 million dollars worth of cash and 
did nothing end said I was going to sit ti~ht 
until Congress did something . They sai d, That 
is all right . " Nor;, Harrison said, 11\'ion 't you 
make it a billion, because we may need a little 
tiDe b;r tho 15th of !larch. • So I said well, 
this was a ne11 issue . I don' t kno11 Just hor; 
to price it and just r;hat the recoptlon 11ould 
be , I would rather make it 500. I begged him 
not to say anything about the amount and so 
forth, and of course five minutes l ater he 
did, But I was amazed t o find that they are 
perfectly will ing f or the Treasury to throw 
this baby in their lap and have us say that 
ue are going t o go ahead and use these defense 
notes until they act on the tax question. 

l.!eaning that perhaps there liOUld therefore 
be no exchanges at this time? 

\'/hat I am thinking about, gentlemen, is that 
I would very seriously do nothing but ask 

• • 
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for cash and thro\v this thine dovm to Con­
gl•essi plus the l.!ayors and t lie Governors 
and a 1 the rest of them, lie have got to 
start sometime . 
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Now, I thought Congress said, "Oh, you can't 
do this to us," but the{ said, "no, go ahead, 
you can't hurt us . l'le ike it , " I said, "Xoll, 
I cay talk about slacker money and I don't 
want to be encouraging. The f ellow that has 
a million dollars worth of securities and he 
goes dorm to Palm Beach and pays no taxes and 
t here he sits . \'ie have fOt to raise them frolil 
saoebod;;r else . " It didn t bother them a bit . 

I t must have been the election in Nov81ilber. 

Yes, but look at t he group that I was talking 
to, and they don' t want me, frankl y, to ~o 
ahead and issue a lot of bonds at t his t~me . 
Uo\7, if you had told me the. t - I didn' t !mow, 
but I wanted to find out, so Bell and Foley 
and Sullivan and I marched ourselves up on 
the Hill and that is llhat we found out . 

Non1 in the l i ght of that, I really think it 
woULd be a mistake to go ahead and do any­
thing but to ~et sane cash from the defense. 
lion, I l:nol7 i ~ is &oini; to be bad temporarily, 
increase your excess reserves, put the bonds 
up and all the rest of that , but these men 
enid - ;-1hat they said v1as this, practically, 
on the House side. They said anythin~ that 
the President and I recommended on th1s, the 
Ways and Means will take it and pass it. 
Isn't that what they said, Dan? 

That is right. 

On the House side? 
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You might explain that t his 

Am I reporting correctly? 
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Yosi that i s right, evecy bit of it . You might 
exp ain that what we proposed to ask for in 
the tax exemption side is discretion of the 
Secret ary to make them taxable or non-t axable 
just like the discret ion he no" has in the 
issuance of notes . That was lfhat l'las con­
tamplat ed and they \'lent for that in a bi.,. uay 
because they don' t have to jumi this hurdle 
non of taxing stat e and local ssues. 

Uow is that again, Dan? 

It ~ould give the Secretary discretion to issue 
tax-exempt bonds or taxable bonds . 

I 11eo. 

Is that t heir thinking, Dan, or the Treasury's 
thi nking? 

I t is the Treasury, but they accepted it and 
i t is a good solution of this whole problem 
at the oOllent . 

Let me ask this, that if you - they want this 
handled separately fran the municipal tax 
problem, which !leans of course you may not 
get that. 

ii'ell, Sullivan saw LaGuardia. He didn't get 
kicked out. LaGuardia is coming down tomorrow 
t o see me about it . 

Y11s, but the rest of the country will be 
difficult. It is all right to try to get it - -

But he is the spearhead. 
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He is Chairman of the Mayors. 

You can do this in any case. Why couldn 1 t 
you issue Treasury bands that are taxabl e 
in case of Federal taxes and so far as the 
States are concerned - you see, they don't 
give the States the same opportunity except 
they five you the right to tax municipal 
secur ties, In othe.r words, wb¥ should the 
States - you could make your securities tax 
free so far as States ar e concerned but taxable 
so far as the Federal Gove~ent is concerned, 
unless they in turn give you the exchange . 

That is right. Ue have assumed that there 
will be s01:1e provision in this Act that tho 
States and local communities couldn't tax 
the inoome from the Treasury securities un­
less we were permitted to tax their securi­
ties. 

That is a good point. 

And if you got that in connection with your 
bills, got that option, too, you see, than 
you have got so::~e lenrage on them. 

But we did ~et through the salaries, the 
Sta to salarus. 

Uell now, this report in the press, 
was naturally not complete at all. 
it was made the report --

Harrison. 

of course, 
\'ihoever 

I auumed it was Hal•riaon. He made it appea.r 
that all that happened was that you had got 
up there and had recommended, from the report 
I read, a five-year defense note pending 
the clarification of thh tax program and 

• 
I 
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that they had a~reed t o it . I mean, that is -
that 1~s the suostance of the press report 
which, of course, is entirely --

' . .'ell, he \':oultl say that , though. 

Jle possibl~· "::ould, 1~hich i3 entirelJ garbled. 

It is his press statenent. 

! t l.'t.s ell there. : said, "Please don ' t sa-; 
an;;thin: about the anount. :r JOU r.i ll sa;r 
so:letiun;:; about t;le debt li.nit, about ta:cing 
futu:·c i~sues , that t:oul.! hel p us . " 

Of course, he passed it richt on to you and 
saicl ;;ou 1:ould come up nni! ns:: for an au­
thori t~· of 500 t1illion in cash, et cetera, 
y;hich apparentlj· 711\sn ' t in the victure at 
all. ·.;ell, I di dn ' t sny last t we r:hen I 
l'las over here, bccauoe I 11aa so far in the 
l:'.inority on this thinr;, but - t hat short 
statement 1'ilich \,as read at t he last meeti ng 
tlhich expressed my viei'IS nnd 

You :::ean the minority of the co:uni ttee? 

'i'hnt is right. I r:asn' t at all enthusiastic 
n~out doin& any l ong finnncinc no~ or re­
funi! ing no~ for the reasons that iou have 
-ot too IJ8JJY uncertain factors, t JU'ce of 
~hen, tha t arc in t he pictw•c . First, you 
have cot t hi s taxable or tax-f ree securities, 
and ir JOU at•e roinc- t o have a taxable 
security, nntur~lly"you don't rrant to put out 
th1•ee issues, one fo r 25- 30 Jenrs, another 
for e.n intermediate period, with an option 
of long bonds as well, anu another for inter­
mediates . In other ,·rords , the l'ihole t hing 
in this pt-ogre.m rras int eroediate and l ong 
bonds . 

'iG 
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Now, certainly1 before you expect to get a 
tax-free secur1ty you don't make a very good 
case for yourself --

You have got to point. 

If I was out fignting to get a tax-free security, 
I --

You oean a taxeble, 

I mean a taxabl e security. I woullin ' t mmt -
just before I oade that request, I wouldn't 
want to go up --

{Discussion off the record) 

now, that was one consideration, but another 
one that was more important --

Say, I read the Saturday Eve.ning Post over and 
I hear that Jesse abtays gets his point over 
by telling a dirty story, so I thoUght I would 
tell one. 

Whether he gets his point over that way or not, 
I am not so sure, but I know damn uell he always 
tell s a dirty story. I can vouch for that. 

You ere always sure of that? 

You can always be sure of that . Whether he 
gets hia point over, I wouldn't be so sure 
of. 

He gets his point over while everybod1 is 
laughing at the dirty story. 

Another factor that is just as important or 
more important from rq point of Tin 11, 

• 
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I don't like the defense note - I moan the 
defense authority, I would like tham to 
take this partition out, as they call it, 

I \Vent down that avenue, didn't I , Dan? 

Yes. 

Dan sold me on that . 

I think he is a hundred percent right on that 
one. If they take that partition out, then 
certainly you want to &void any refunding 
or long term - or any long term issues or 
refunding, pending the clarification of that, 

That is right . 

You may be criticized if you fail to use the 
defense authority if you are going to get new 
money and if you are going to do refunding 
at this time . 

Now, if you don't do refunding, they have 
nothing to criticize you for . 

That is right . 

And if you get new money under the defense 
issue, then they can't criticize you on that 
score . Now, the third one and the most im­
portant thine; from my standpoint was the 
question of getting this long term security 
in the handa of investors rather than in 
banks, the question of being able to price 
long- term securities with a greater de~ee 
of accuracy or assurance as to stabilit,. 

Now, with the banking considerations that 
are liltel7 to be taken up and the whole 
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question of easy money, exceaa reaerveat and 
ita long-range implications, that ahoula. in 
six months help to be clarified in one way 
or the other ao that the public can't say 
that you, during a situation, attempted to 
take advantage of a market for a long period 
of time and then the market at sometime in 
the near future, because of legislation which 
you should have known might develop, see, 
develops and takes a !lop ond it puts the 
Reserve Board, the COllllli ttee, on the spot. 
Then we are obligated, They expected us to 
go in to support a market, which we 110uld 
certainly hesitate to do if that is what 
happenad. 

Now, those are the three arguments and the 
way you can keep those bonds out of the 
banks is to deal with the excess reserve 
picture. You can talk about putting thsa 
into the insurance companles and into the 
investor's hands, but What happens is that 
they, the insurance companies, in turn, are 
going to sell their intermediate bonda, and 
the banks will get them ae the insurance 
coapanies and other investors take the long 
bonda, so it is a transfer, eo you can't -
it isn't like ybu can operate in two air­
tight or watertight compartments. Th~y just 
lap riY.ht onr, and I don't think you are 
~oing £o get at this distribution of the 
~nvestment in the hands of the investors 
until you deal with the excess reserve 
probl8111. 

Before you get away from the tax thing, we 
also mantioned that we wanted the discretion 
to make United -States Savings bonde taxable 
so that •• could use that &I a framework, 
aa our popular drive to get the small in­
veetor --

• 
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The tax is unimportant there. 

True, but the whole thing - I Dean we can' t -
r;e think here our position 1a only tenable 
if we go the whole hog on this thing. 

1nat is absolutely right. 

You have got to be consistent . 

AnA you can' t have United States Savines bonds 
partiall y free or an RFC note parti ally free 
or a Farm Cred.it note , I nean, i t has got 
to ~e a consistent policy. 

Yes. 

It woul c give you flexibility all the way along 
with r espect to the Savings bonds, in limits, 
and so on, 

Yes . That doesn' t mean they are going to get 
it, but I certainly got the most friendly 
reception f rom the most difficult people on 
the Finance Committee that I could have even 
hoved for . They nere very friendl7 on the 
thill{;S that lYe are talking about here, very 
friendly . 

This vresent bond market, of course, looks 
like 1t is just going through the ceiling, 
but there is a great difference, it seems 
to me, between the bank investor that goes 
out and buys a bond at a hundred and eleven 
that you sold at par. The1 can 1 t bl ame 1ou 
if they go out and b!!rit. You didn' t create 
this price, necessari , so that in the pur­
chasing of these secur t ies at these prices 
today, it aeecs to me there is leas r esponsi­
bility on the part of the Tr easury than 
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there would be if the Treasury undertakes, 
maybe, to price the security today. I 
don 't Saf that that pricing woulen' t be 
right, but it may not be riiht . It is at 
an equivalent of one hundreCl and eleven 
that you were doine it. 

Nort, you haven' t issued a long-term security 
and a 2-3/4%. You have issued vthat we call 
intermediate securi t ies at 2-l/4, the last one, 
and 2-1/2. The thing that they are talking of 
now is 1- 3/4 . In other words, you haven' t 
issued a security comparable - that you would 
have to issue on today' s market; you haven't 
issued a security m thin a half a percent 
yield. Your lone bonds were half a parcent 
higher than you now ~ropose . Your intermediate 
bonds have been 2-1/4 at the low and no11 in 
this mmnorandum the proposal is 1-3/4, so that 
from the standpoint of the Treasury or the 
Government, they have not sold to the public 
securities at the excessively low yield on 
long term that exists today. They haven't 
done it. Therefore, they haven't the same 
responsibility, we might say, tor attem~ting 
to protect the investor. I mean, that ~s 
another factor that weighs on me. 

\:ell, I don't see - leaving the excess reserves 
picture out, I mean as to what we are going 
to do about it, 1ou are not making any recom­
mendations toda;y"f 

No, we can't. It is a question of going to 
Conr;ress . \"/e are in a sense like you are, 
that this financine is - you are dir~ctly 
concerned, but ~e ar~ indirectly concerned 
and indirectly affected because the ~ole 
banking structure is . We are directlf con­
cerned with excess reserves; you are ~directly 
concerned with the --
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Right, but if r.e just went after 500, while 
it might stimulate excess reserve~ temporarily 
aggravates the situation, hut on a long-term 
basis it doesn' t set the die one way or the 
other , 

And it will put the pressure on Congress so 
they will have to do something. 

Granted; and they are willing to have i t . 

I knon. I think that is an i deal solution 
for the short bond. 

HolT Cl8.ll1 of t hem are pr esent, 50): of them? 

In the Senate? 

Yes . 

Well, there were seven. Those seven woul d 
represent, as far as opinion would go, I would 
say almost 90%, because they were the most 
difficult men. Six of those seven Viere favor­
able. \'11 th that group vtith us, and those 
Democratic members f riendly and certain Re~ubli­
ca.ns that are friendly, I wouldn' t be worr1ed 
about &IJ:l legislation as fu• as what we are 
talking about, 

I just had to - just before coming over, a 
statement that is just a tentative suggestion. 
I don't know whether you want to make any. 
I personally nould like to see a statement 
made because of the general uncertainty of 
the \'!hole picture. Something, it seems to 
me, ought to be said if it is going to be 
done with this financing 

You mean no refunding. 
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Or no refunding, either one . 

You mean if all the financing would be done 
f or cash and with def en so notes. 

Yes . 

.. 

\.hat you are sa;;ing there - I don ' t like a 
for-.nal stateuent, but I have nritten out scrne­
thin3 in lonGhand and it is in complete accord 
r;ith this except that I em caking a little 
soapbox speech about the fello11 dorm at 
Pnl.Ll ileach. (Lau;;)lter) 

Luck;,• we are not there . 

I t has got all three reasons there . 

li3 

Novr, l et me just ask our visitor herei Llr. Currie, 
ho\'1 he feels as he listens to Llr . Ecc es . 

I don ' t think I have nnythinc at all to add, 
~~. Secret ary. I am very pleased, as a matter 
of facti 1·;i th the wa"/ it is developing on the 
possibi ity of getting this reuoval of the 
tax exa1ptions on bonds and I thinlc your ar&U­
mant on that point is absolutely conclusive, 
as far as I au concerned. 

It is? 

Yes. 

nort, I called up Jesse Jones at 10 :00 o'clock 
yesterday morning Sunday1 and I asked him, 
told him what we had in mmd about this meet­
ing, could I have something before 3:00 o'clock, 
and this is the verlf satisfactory letter that 
came i n a little 11h1le ago • 

.. 
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"In reply to your question yesterday e.s to 
~~ether or not I , as Federal Loan Adminis­
trator, »ould cooperate with you as regards 
issuing Government-~aranteed obligations, 
the income to be suDject to taxation, beg 
to advise that if it becomes the policy of the 
Administration to sell only Government and 
Govei•nment-guaranteed obligations, the income 
to be subject to taxation, I r.ill be glad to 
cooperate in connection with the agencies 
under my supervi sion. The directors of the 
RFC and probably the HOLC will undoubtedly 
expect that only sbort- tioe obligations be 
sold, not longer than five-year maturities. 
This Tlould serve to insure a not too high 
interest rate . " 

And I have talked to Wickard. Wickard said 
he needed a little bit more time . lie said 
he wanted to consult the American Farm 
Bureau Federation and a fe'7 other people, 
and so on. (Laughter) 

\I ell, the. t wouldn • t --

Federal Farm Credit . 

Federal Farm Uortgage Corporation. 

They have got another one coming due. It 
is a very nice situation. The only thing 
that is coming due until May ill HOLC . Dan 
says be thinks they may pay that off 11ith 
cash, and that is only 191 million. Now, 
the next one, RFC has nothing coming due 
until July ' 41, so we are really in beauti­
ful shape aa far as the guaranteed money 
is concerned, so we don ' t have to cross that 
bridge with Jones taking that attitude, 
and i.f the rest of you wil.l help me play 
poker on this thing --
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If the RFC, J.fr , Secretary would come through 
llith their repayment to the Treasury, that 
v1ould postpone your need for new money. 

They would. have to raise it. They would have 
to borrow 1t. 

But I mean postpone your need. 

But if they pay this back, they would have to 
go to the market and borrow it an~ they can ' t 
'6orrow --

I mean not to hold ui the 500 cillion now, 
but ;;ith the 500 mil ion plus any repayment 
by them. 

No, but they can't pay us back unless they 
went through t he market. 

That is all right . 

But thelf would have to give us these tax- exempt 
securihes . 

Oh, the same thing. 

That is the same. That is whf I called up 
Jones, because I went through it 1li th Jones, 
and said t o Jones that pending this I 1rould 
like to have thsm only get t he money from 
the Treasury. In other words, \7e are going 
on a sit- down strike, stand firm until we 
get this. 

Vlelli I would like the other msmbers of the 
oomm ttee here - I have done all the talking. 
\'le assumed before coming over here that in 
view of what we had seen in the preaa that 
the die had been cast on this thing, even 
though at the last meeting we were - I asked 

85 
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you e.t the.t time if the thing had been pretty 
well set in your mind, You said at the.t 
time that it 

Had not. 

That it had not and that - I aeaume that if 
you had had e. different con!srence on the 
Hill with those people, you would posaibly · 
have had maybe e. different progr8lll. 

That is right . I went up on the Hill to seek 
advice the VlfVJ I did from you, but there r.as 
such complete agreement the. t to fly in the 
f ace of that seems e. mistake, but still nothing 
has been said, Nothing has been done . 

I was just goin~ to ae.y that if you go end 
issue lhe 500 mlllion in defense notes, we 
were in agreement on this point, that we 
would like t o see the defense notes as short 
an issue e.s possible so that - so that they 
could be refunded into whatever financing 
there was to be done after these questions 
were decided. In other words, if the defense 
authority was going to be eliminated and it 
was going to be merged with your general 
blanket authority and this partiti~1 e.s you 
call it, eliminated, it would be we~ to get 
rid of all defense notes. You have got de­
fense billa, and of course you can turn those 
over any time. Therefore, if you only had 
one five- year, 500 million out, the.t holds 
the thing up, and it was our thought that if 
you could make it 500 million for one year 
in defense notes, with the idea that during 
the next year Congress Vlould possibly put 
this whole thing in one authorhation and 
you would - by the end of the year the whole 
defense thing could be cleaned up and all 

8G 
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this earmarking of funds, and ao forth, would 
be out of the way, and we all felt pretty 
strongly that tha~ should be done , 

That is in the memorandum, 

Therefore, it is very desirable to confine 
the financing down to one year, 

All that is out t he window now. 

!lot necessarily, 

\,ell, I understand that you nere talking about 
a five- year note . 

~/ell, there is no cOimlli tmont that has been 
made . \'le talked about five years, but there 
have been no cmmnitmenta made. 

\'/ell, they would just be agreeable to one, 
as far as that is concerned, vthether it is 
a five or a one not going counter at all, 
as I get it, to your discussion wi th them. 

!!ore short term than anything else. 

l'lell, I would like to take that into consider­
ation. 

\;·ell, that is in the memorandum as an alterna­
tive and r.e consider that quite vital to the 
whole procedure from the standpoint of the 
future . You place yourself in a position 
where you can then get out of those notes en­
tirely and get out of the defense notes 
aa long as they are going to r 111110ve the parti­
tion. 

How do you feel, Sinclair? 

• 

S? 
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}.!r . Secretary, I think TIO have recognized 
from the start the possible alternative , 
I think v1hen a man is faced with a situa­
tion and has the choice of two or more ways 
of doing the thing, he selects one that no 
one can cri tici ze him for so doing. I have 
SOllO sympathy with the probl em you ue faced 
wi th and the position you are taking. I do 
hope that v:hatever you do 11ill be as short 
term as possible so that the thing which I 
object to most strongly is this se~fbllted 
way of financing - so i t can be el nated 
as possible, and I think that to oe is the 
most important ~oint, one of the nost im­
portant points Lnvolved, and therefore I 
can ' t feel that you have done anything but 
the ri~ht thing in the face of a practical 
situetlon 11hich you have explai ned fully to 
us . 

ll.r . Drr.p er? 

I feel exactly the se.r.1e way, Ur . Secretary. 
Theoretically, I think the one-year note 
r.ould be the ideal arran&ement1 but there 
miEht be many other cons1derat1ons that 
rJA;{ co:ile up that v;e don' t - and that \7e 
don't know about at the present time . I t 
td;;ht make you feel differently. As f ar 
as I ao concerned, the arrangement Which 
is now in prospect is so ouch better than 
ne imagined that I would like to say noth­
ing further . 

\'!ell, the onl~ reason that makes me hesi­
tate to say rlght at this minute, I am 
taking kind of a chance on this whol e thing 
because there is a certain gamble involved, 
because maybe they won ' t do what they say, 
and if I had 500 million tucked away for 
five years at 3/4%, that is that, but I will 

G3 
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certainly sleep on it, you see . 

I have my regular :londny press conference 
at 4 :00 . I am not going to say a~~hing, 
but the only thing we \'~ uli'. like to say is, 
r:e t hought there liad been so much talk about 
this we uould l ike t o maybe do the thing 
\lednesday instead of Thur sday. 

I thiru: the sooner the better nou, 

The sooner the better . 

There ••;as e. quest ion, I.:r . Secretary, this 
afternoon. I don ' t knon r:hether the other 
members of the c=i t toe 10ant to brint; it 
up or not , because there i s some difference 
of opinion among committee members, but John 
llcKee raised the question as to whether or 
not ne shoulC. break the precedent we have 
established for some time; tha t is, not 
operating the market the day the announcement 
goes in the books , This may become important 
at this time and me.y be yet most dishonest 
for us to be operati ng whon we know just 
about what is going to happen. VIe are 
goin"' - 1~e may have t o sell even more longs 
and inte~ediates. 

Have you sold any today? 

· .. e have solC. about six c.illion of the long 
categories of bonds . The thinr; is almost 
resistless this morning . 

I n other 17ords --

Bonds have gone - the longest bond f rom 
110- 20/32nds to lll-10/32nds . 

But rr . Secretary, there is a difference of 

Regraded Unclassified



Rouse: 

Draper: 

Ji.:.'. Jr : 

Szyoczak: 

Sinclair: 

H.!!. Jr: 

Eccles: 

H.U.Jr: 

Ecole a: 

Draper : 

Eccloa: 

- 22 -

opinion, I think, among us as to whether we 
should operate in t he market or not during 
financing . Some of us , I think, are opposed 
to it . 

Up until this time l'le have had no more informa­
tion than the market has had. 

Not up to this time, but now r1e have. 

Are you asking oe or not? 

I don 1 t kno>; whether the other members 

I would like to get t he Secre tary ' s point of 
view on that . 

Personally - well , we have stuff . We have a 
lot of securities . I wouldn ' t do it, no 
matter what . I would rather be in the posi­
tion, "\'/ell, I am not going to take any more 
advantage of the United States Post Office 
account than I am for John Smith that has 
$1,000. " I mean, that is what I think. 

Well, of course your situation is different 
fr~ ours in this regard, that you, of course, 
ar:e investing sa:~eone ' s funds . In our case--

\ ,bat are you doing, operating? 

\"I ell, but we are not investing anybody' s 
funds, but our operation - Tie have no funds 
that we are required to invest. You see, 
your trustees have trust funds that you are 
required t o invest, but we create funds , 
It is an actual, pure creation, 

But that :cakes it worse f rom our standpoint. 

It doesn ' t make it any rtorse, Ernest, because 

so 
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our operation ian't baaed upon a cclldition 
of teying to inveat funda and take tJI1 ad­
vantage of any market, The only justifica­
tion for our operating at all in the market 
is to help stabilize the market, 

Well, you see how much stabilization -­

Well, I know, but normally - I am not saying 
that --

No, ue are not saying --

I don't think that the committee would do it. 
I may be lll'ong, but it hu - one member of 
the committee raised the question, would 
the Treasury object --

Well, I didn' t answer that that way. I simply 
said that in our own position I wouldn't do 
it . I am not going to object, but I wouldn't 
do it. 

lo!r. Secret&J7, we have had more or less the 
policy that they should be out of the market -
eneyboq should be catt of the market that 
ia connected with the Govei'DIIlant for about 
a weak before financing, and we all know 
about the time financing ia c=This tiae 
the{ have been in the market sell right up 
unt 1 toda:r. Now_, t0110rrow cer Bob 
will be tal!r1 ng to dealll'S to find out a 
rate tamorr011 lil.orni!lg arou.nd noon. They 
certainl:r shouldn't fie in the market t0110rrow, 
should thq? · 

I shouldn't think 10. 

But they have bem in toclq, evm thowr:h t!q 
bn that the announccent •• coming Wednes­
.a., 01' ThunU., • 

' . • 

• • 
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Slipped a litt le bit . 

I£ this thing - -

It doesn' t make a datm bit of difference . 

1'he story that cane out on Saturday turned 
out to be c.ll wet . ·.:e mir,ht well have been 
not in an enbarrassin~ position but s o~e 
nuestions ni;;ht possibly hnvo been asked, 
fn >ie·.-; of the verr shar~ rise in the uarket 
1:!lich occurred, a."lc I thmk thnt is the e::­
plr.nation t:lat I 1.oul~ CILtc of our action 
..,atur~a~· or totln.~ . It sec:::~ed to ::~e entirely 
?roper . 

In ot~er ·;;or <!s , if tills hAd been 1:ront; 7:hen 
it crone out Satur~ay , you couldn ' t ha·1e ~d 
a boml issue on '.iednesdc.;r at 2-1/4;; . 

·,:e ·;:oul tl have bean subject t o very sht.rp 
criticis::~, : think • 

.. a ·::ore neet i nc c.n unuoual situr.tion C.ue to 
a cer tain press report. 

louse, \7ould · .. eencsdc.;r be nll ri::;ht , do you 
thin::? Is that crov:d.in~ you'? 

J i d the letter get out SaturC.ay'l 

You ba ve the f or;ns nor: , 

I t!li":tk v;e ought t o be set to go. I can get 
you price:; by ll:OO o' clock or 12:00 o'clock. 

Is t hat all right 11i th you, J.!arriner, 'iiednes­
day? 

.. ednesuaJ suits 110 fine . I thinl: the sooner 
t!J.e better noV/ , 
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Let me just say one t hing. This is more 
Federal Reserve Board thAn Treasury. Just 
so ther e will be no misunderstanding, in 
my talk the other day, Marriner, I said 
you might send so~:~ebody over to sit with 
us on t he Argentini an thing and al so the 
Chinese thing, and Ur. Bell reported t o me 
that Mr . Goldenweiser felt that he didn ' t 
nant to sit in unless it affected excess 
reserves . Is that correct? 

And that I nould keep him advised as to 
"hat is going on. 

ilha t I said to iJr . Bell is that there is no 
use sitting in on details of negotiations 
unless v1e could be of some hel p and that 
i f we did know about everything, that would 
be ver y helpful to us . 

\'/ell, how are we going to keep you posted 
if you don' t sit there? 

i7ell, 'llhat I v1anted --

.. 

I just wanted t o 011ke sure . \le D.ade the offer 
in all sincer ity and if this is the way you 
want to do i t , it is all right with IJe, but 
frankly

1 
we just don ' t have time to keep calling 

up on tfie t elephone --

Or sending memorand.a . 

Don' t misunder stand me, Ur. Secretary, I have 
no reluctance t o cane or t o have Gardner 
oome, i f t hat is desi rable . 

I just wanted the Board to know that we made 
the off er in all sincerity. If you fellows 
don't l"ant to sit i n, that is all r ight vd~h 
me. But I did make the offer, and you can't 
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call up three or four tilaea a dAy and aa.y 
"Well noTl, this ia what h happening. • ' 
The policy is made over a group of meetings . 
It ian' t - it doesn' t come out of thin air . 

What I would like to discuss --

I wanted you to know about it , 

I want to discuss with you sometice when you 
have a little time the points of contact 
the ~oints of Where we are both involved' 
end l.llterested. 

All right; but this happened end I didn' t 
want to lose the chance to see if you under­
stood correctly. 

If we could work out a procedure, in other 
words, so that it wouldn' t bother you and 
wouldn' t bother me, I mean, so that it is 
a matter of more or leas routine when cer­
tain things of this sort come up, wbf, if 
it is in Dan' s shop or if it is i n aome­
boq else' s here, they can get in touch with 
aomeboq over there and they can sit through. 
For instance, if something starts - in the 
case of these loans, now, they started to 
develop - I mean, this Argentine thing. 

And China. 

And there may be something else . All right , 
instead of each one separate, if they are 
all intar- related, they are all more or lees 
the same t}rpe of problem, that if we have -
we could designate someone w'ilo would keep in 
touch with at~~~eboq who is handling that here 
as a matter of --

Pera~, if l ..:t t hrow thia out --
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Just like we do on financin&• Piser for 
instance, is constantly in touch witt you 
on the Government bond market. 

But this is f or you to think about. I think 
on a thing like the Chinese and the Argen­
tinian loans that if you men aren't too busy 
it is important enough for some Board member ' 
to sit in. 

•.,e are not too busy. 

It is either important enou~h for sowe Board 
member to sit in, or it isnrt . 

· .• ell, it isn't too much, 

That is a good suggestion. 

\'/e are on unchar ted seas and we vrould like all 
advice we can get, and it is either important 
enough for a Board member t o sit in, or it 
isn' t . 

55 

I· ;;as thinking, Henry, not the lack of ~ortance 
in sitting in, but there is often a certa~n 
amount of staff preliminary work. l!aybe not 
in that particular case, but I know in so 
many of these issues that come un, for instance 
like in the case of your frozen tale.nces their 
~~s a lot of detailed staff work. Now, you 
get to a point of making decisions based u~on 
certain studies and preliminary work that ~s 
done by people connected with the staff. 

lloVI, on that, !Jarriner, I will stop. You t ake 
that . There is a meeting every afternoon. 
The policies are made from day to day. It 
isn't a sudden decision. This whole question 
of feeding the people in Europe, it isn' t 
suddenly - somebody doesn't say, "Let's do 

• 
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it or tlon ' t do it . " It i s e.ftor dn:rs and 
days and days of meeting . The question of 
whether we should let Sweden have ooney to 
build houses in llo!'".lay - it is e. lon- ex­
perience nhich these people t;et · .ho ~i 
fOI' e. couple of hours every da;r. .hnt ~ 
au se;rine; is, on those sort of thir ~s e 

.. 

here are delir;hted to hnve the :·ede t•ni 
Reserve Doard not just sit in but r,ive u 
the benefit of the Board membe1•s, •ll:s tl ,.;.r 
staff . I mean it. I did it t he oi cr da ·, . 
and I thou{;ht, afte:- the talk, if yc 1 don ; 
mind my saying, I thought you (Golder eis~· ) 
r1ere t:rong . 

Gol.:enneiser: About •. ,hnt, :.:r . Secretary'? 

About not sitting in. 

Goldenueiser : · .. ell, that 1'/asn' t the unue1•sta· .' , , . ;,s it? 

bell : 

::.::. Jt· : 

·:.ell, I think ])r. Goldenweise. r l J.i he .:. · dn ' ... 
v:ant to sit i n on the dete.ilet.. no.,oti::!\.:.0-:s 
f or the ngr eement . 

·:.ith e.ll due respect, i~ you coul~ ~it i:l, 
I ' d se;r a Bonrd oeober can ~it i n. 

Gol l.em:eisor : It r~asn ' t thnt I thou;;ht 

'lhat is the impression I cot , llll, ·•'!· 

Bell : I don' t think it was a question 0.1. " . Gcl.lcn-
weiser' s time . I think he just tbou~ilt --

JQL.em,eise:- : I jus t thou&ht that I would just be in the 
h~y, but so long as a oatter of nego~iation 

3ell : Discuss t :1e co;:non pr oblems . 

Goldenneiser : You can cOll'IIIUUld my time any time yo-.; .:ish . 
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I didn ' t want ilr , Eccles to feel on the 
one hand I make a suc.:;estion ancl the next 
thing it ceases. 

·.,e ou~ht to ;;et orr;anized a lit t l e more 
dei'inl tely oursel ves , 

i:ell, you people are i nvi t ed in nol'l, 

· .. ell, ·;re till be t here , 

I r:anteC: to di scuss this end other c=on 
relations . 

Let ' s have a joint lunc~eon . 

Fine • 

57 
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~ICfLY COliFIDBI1TIAL Doocabcr 7, 19Lo 

-
Pull eonaldoratlon hal been s lvon to tho diaousslon at tho oon­

rorem:• in the Secretary' s Ottloe on Deoomber 4. One of tho principal 

matter• diaouaao4 at that time waa the question of the narrowins mar$1n 

or the sonerol statutory debt limit on4 whether aoouritios should be luuod 

uoder that authorhatlon or under the notional defenao authorhC>tion. VIe 

recognite that from tho Treo.aury' a stAndpoint there ~nay bo r;rounda for pro­

terrl.tl& to do tho financing a t this tt- by ,....,.. or tho national defonoo 

outhorhation in view of tho omount of authority available under the r;en­

eral statutory debt limit , Tho dooiaion will, of oour ac, be n~ado by tho 

1rcasury. 

Adeq1UICY of debt limitation 

The facta in roapeot to the limitation, u wo un4eratan4 thOIIl, are: 

At the end of Novombor the romeining outhority under tho r;enerol ato.tutory 

debt outhorito.tion wo.a $72}, 000 1000. By Dooembor 16 it is eotilo>o.ted, aaoum­

ln;; the continued prou""' tor aubatitution of natione.l defenae bills for 

.... r;ular billa , tho.t the marsin under tho debt limit Will inorouo to $900,­

ooo,ooo. It $750,000 ,000 of ouh is raieod throu£h o. now i'aouo the marr;in 

110uld be r educed to obout $150,000,000. Aaaum1ng completion of the bill 

program In tho aurotato &l!lOUDt of $1, 3()0, 000, 000, tho mar~,tin would thoro­

afto.r inoreue t o about $450 ,000,000 in January , would decline to ~}50, -

000,000 in February and to ~150,000,000 in l!arch, and T.ould be eliminated 

about tho end of Apr 11 . Tho question ia whether thla ~naT gin 11 auffielont 

rum alae Whot her it aeoms likely t hat an increas e in the authorization con 

be obtained from Congress before tho JIIIU' gin ia exhauated, 

Rotardleao of tho dooiaion wnioh the Treo.oury :akoa at thia time, 

we believe thnt the Treasury and tho SyatCIII should join in naldng a reoom­

mon~tion to Congroaa and poaoibly a public statement ago.inat placin& dofonao 

finanei.ng in o. special co.tegory o.nd in favor of raioing tho genoral debt 

ll.mitotlon u soon aa possi bl o, Since tho paua&s of tho Rovcnuo Act In 

June 19iJQ Congress has incr oaood doi'enao appropri ations ve ry •torially. 

Io order to finance the defiol. t Which 111\llt bo incurred it obviously ia noo­

essary for Congroaa again to raiao tho dobt limitation, It 1a our opinion 

and reoomon4ation thot such on incr oo.oo should provide t ho Troo.oury with 

full authority to ralao thia money in wlut.tovor l!llllDOr is boat suited to tho 

intereatt of the national ooODOJIIY rather than to roat riot tho aale of aocu­

ritiea to opocifio typos and terms. l'lo would strongly urge Congress to .-lee 

this ·~• and to IDAice it aa aoon aa pouible, nnd to tho.t end we would be 

slad to uaist tho Troaaury in aey way that "" oan, 

It is our opinion thot the JIIIU'gin is odoqUAto and juatii'iea tho 

f rMwry in prooeodin& with the ieouo of aocuritioa under tho ~;onoral atatu­

tory debt limito.tion , If an omorgenoy ahould ariao prior to r eoel.vins addi­

tioi>Ql authorization from Congrou, tho Trcaoury will hove ouffioient author ­

:ty Wider which to not until tho mddlo or llo.rch, o.t which time sul.'l.'ioient 

•O'I!Iy could be obtained by th& replC>ooment of tho Juno 15 maturl ty ot 
;5CO,ooo,ooo· or notoa with national defonao aariea oblil!l"'tlona . If still 

SB 
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v ... tor le.-y it thou!)tt necessary. tho r oi'\lnding of tho 3 3/6 per ee.nt 
bon~• onuld bo deferred until !larch, nhen 1f n1di tionD.l debt 11uthority hu 
not been granted, t hey could be r oplaood with detente obl1!1'tions. 

R••=•nd.At iono 

1. Cosh finnncing. - We rooomnond that t he Trouury should 
rai•• ~750,000,000 of oo.oh in December through 1\ long 2 l/4 per cent bond, 
v.!lioh ot t he pr eoont !l'lllrket would hnve a maturity toZMTJhat beyond the 
existing rango of outstanding issues . It io our judt;OOnt ~hat , considered 
solel:; from the point o f view of the influence of tho finanoint; on the 
nationt . .l oconomy , t he Treasury's cash requirmonta should be rc.iaed by the 
1ssuanco of bonds for the fo llol'!int; reuont: 

n. Tho issutlllc.e o!' such 1oourit i ea would be r.n influenc6 
!n tho direction of fin!ulcing the public dobt moro lo.rr;oly from the savings 
or tho onuntrr r nthor than !'ro::> n further e::p<>naion in bonk credit. Al­
thougll it 11 rcoopd <Od that n lont; boild nould Mt be diatributcd exe>lu­
ohcly tC> tho uvingo gr oups , it <.ould f'c>ll inte> tho oc.tor;ory of nn invos~ 
::on~ tuitc.ble pr imo.rily for them. I t nould, therefore, bo o. step in th<> 

Eonerol progrNl au~ostod . 

b. Tho issu<>nco of bondo " ould t ond to roetrain c. further 
rho in pr1coe ovor tho noar months . 

o. Pre sent market condit ions nro ouch th<>t the Treasury 
could flol\t nn isouo of praotie>ally any maturity that s eems dcairable, in­
eluding at lout & limited amount of long bondo , AJl offering of an intor­
::ICdhto and long be>ndt uoul d bo readily aboorbod in tho market , provided 
tho long bonds aro r oatrictcd to an amount that tho mar kot can cotli'ortably 
digest, whioh -y bo estimated at about $1, 000, 000, 000. 

59 

M argumont for oho~ton:t soouritioa ia that until tho =cortain­
tica conoorning benldng and tax legislAtion are a ottlod tho IOflrkot cannot bo 
expected to CGaauro long-te = interest ratet with tnimeos. If the influence 
or lar,e ourpluo bankinr; fwlds were r...,ved fram the ""'rket, long-tsn:t rates 
!!liv.t have t o in<>reuo oo..,.mat from preoont record low levels in ordar to 
attrl\ot tho uvinr;o of the country , Long-term bonda ioouod at this tb>e 
would be wlncrable to ouch n rise. It this oondi tion 1a definitely antici­
pated, tho offe ring of ahort-terll1 socuritioo at thit time is indicated, pro­
vidod • publio atatomont is issued, in •lhi<>h tho r easons for this doe>ioion 
&l"o given. 

i.e recommend (a) that oonoidorntion bo givon to raisin& the limit"­
t ion on proforrod allotments on cash oubaoriptiono ts ~20 ,000, since this 
stop would tend to unoouragc subsoriptiono !'rom individuals and trust ac­
:•unta Md to roduoe allotments to banlc:l 1 (b) that tho period during 'Which 
~liveriea of eeouritiet on thete subooriptiona are deterred should bo ex-

nde<l fro:> throe months to six mnt hs , with tho do.ting eo planned that it 
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rill 110t fall lJ:I:ledi&tely prior to or after a Treu'Or)' finanoiniS d.oto; o.nd 

(c) that coneideration be given to elil:Unating tha prov1oion whereby P"Y'" 

mont for n"" eecuritioo ""')'be made by credit to war loan deposit accounte 

ln banks having that privile11o , ainoe ouch olimimtion v"uld bo in line 
with a policy of avoiding tho oroation of additionol bank dopoaita, 

2 , Ret'undl.ng of llaroh 1941 notoa, - llo reo011Cl8nd that tho 1 1/2 

per cent lle.rch 190 notes OhOuld bo ref\iiidAid in Deceabor into a l 3fo par 

cent tntemediate bond, W.ioh at the preaont t1tork..t '•'OIIld have a torm ot 
about 1952- 54. It m>ul d probably be adv1aable to do thie refunding in 
December , s1nco it woul d diopoee of the problom of the lar~oot maturity of 

the next eix m>nthe , An intermodio.te bond rather thon o. note is roco!!ti\Cndod., 

because (a) invoetors have a d.ooided proforenoa tor intermediate bonde over 

DOtes at current )fields, (b) an intennod.iate bond would aupply the m.rkot 

wlth a ""turity currently in dtll:lllnd, ond (o) an inten>ediato bond would 

tollO'II ClOre oloeoly the general financing policy prerloualy outlined. I t 1e 

roco_,ded that the note holdoro should not be given an option to exchange 

into a long bond ae v;ell as into an intennod.1&to bond, einoe (a) the bulk 

of the exchongoe Jll!ght bo for tho long bond, in view of the larger premium 

that probably muld be plo.ood. on it, thereby oreo.t1ng an outatanding amount 

co~oiderably in excess of 8l billion and (b) the limitation of oxchangao to 
an inte~1ato bond would avoid arbitrar;o traneo.ctions and wide fluotuationo 

in the r ight• botwoen the tiiJO of closing tho booko on cash eubacriptione 

and the time of closing on oxohonges , 

} . Rot'unding of 194l-~ bonds , - It is recOl!ll\onded that tho 

} }/8 per cent l941-4} bonds ehould""be"'ret'undod in Dece~r.ber into the new 
1 3ft, per cent bonds for tho umo roo.sone etated above in connection w1 th 

tho excho.nge of notoa , It 1e Cllao sumoeted, ho...,er, that holders ehould 

11<1 pven tho option of exchancJ.n& for tho now 2 1,14 per cont bonds under 

certain restrictions , It 1e understood that a largo proportion of the 

l<JIU- 43 bonds io in t he ho.nde of inouranoo co~r.po.nies , uvi.nge banks, indi­

viduals , ond trust account a, many of l'lhom YA:>uld hold a long bond for 

paroanent invostmcmt, If all holdero · of tho l94l- 43 bonds exohtu1ged for 

the long issue o.nd an additional $750, 000, 000 1fore raiaed through oaah auh­

scrlptiona , tho iesue would total about $1 , ;500, 000, 000. Since this atlOUDt 

h larger than tho JMrlcet could 1'<14dily aboorb under curr®t conditione , it 

h rcc<m:l<lndod that tho lone bonde be iaeuod tor oxchanr;o but only on tho 

buts of a rogietorod bond which "ould bo <loUvered after o1x months o.nd 1..-• 

would then bo oxohangeablo for bearer coupon bonde , Suoh 1111 arro.ngoment \.[! '' 
WOuld afford ouffioiont !.mmodi.Ato protection to t he lons-torm uarkot, 

Rot'unding of tho bondo might bo poetponed up to an.y time prior to 

tholr caturity in llaroh in ord.er (a) to prorlde r osern authority under tho 

«•ueral etatutory debt limitation in caeo of nocoeeity and (b) to avoid t.ZJY 

need for o.n intoreet adjus-t if refundi.nr; ia dono at thie tlJno, Tho 

rouon for tho latter 1e that tho large interest value (27/}2) m1@tlt bo a 

deterr ent to tho refunding in tho event of a d.ooline in tho market after 

tho offering 1e announced, Ao rogarde thio point , however, tho new iuuoo 

offered in oxchonr;o oan be oo prioad ae to IIIAka the oxchango ouffioiontly 

attractiYo to &llure conYer aion. 
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!ecoc=eodntione if fineJ1cinG is under 
· defenao authorization 

If it is the deoiaion of tho Treasury to issuo aoourities at thia 

tlJ:I,e under the national defenae authoriution, it -:~ould be advlstlble, 1n our 

opinion, to ralee a.e little aa possible of the neceseary tund.a through 
cation<tl defenao issues , If o.cy l'undB """ n.ieod throut;ll Dation.o.l defenae 

iu~es, -.:e woul d rocom.ond f'irat th.&t billa be issued ae f\u\d.l are requirod. 

Billa arc recommended, sinoo it is our opinion that any 1aouea made under 
tho r.ational dofonso authorbo.tion should bo for as short n tonn as poseiblo 

1o order to inouro oo.rl y rotiror.:ont . If tho Troasury dooidoa to issue 

!lOtos, tho only typo of obli&ation that ""Y bo l:ll\do fully t4xablo, i t 1a 

~o::;:t!ndcd thot the issue should be of a J:~~Lturity of only on.o yco.r instocd 

or a. long<.r period, also for tho reason that wo bolicvo auch issues should 

l>o ot a.s short a t~rm ns possi!:>lo, 

!SGUOJtCO of r osioter ed bondO without priVilOISO 
of eonvoroion to bce.ror ooupon issuoa 

It has boon suggoatod by the ~reaaury that bonds 11h~oh aro iaauod 

und<r the dcforrod doliv6ry plan should oo in rog:ioterod foru e.a at prcaont 

but ttithout tho privilege of oxchang<> for boo.ror coupon bondo . I t is our 

rccol%!.endat1on, however, that this suggestion should not be put into opera. .. 

tion, b(ICO.USO 

1. Registered bonda ""uld have a higher yield in the market than 

coupon bonds and this differential is eotimo.t ed at about 0 . 10 per cont . 

2, l'he work involved in recordi.n& o~o• 1n cmnor&hip of Go...­

•=mt securities would be inoreucc! to very oubstantio.l proportions . 

} . There T<culd bo considerab le objection in tho market to such 

• prcceduro . Tho misunderstanding by tho " '" kot iu Sept<."''bor 1959 that 

tho Syst<o::> Account• a r equoat tor tho nm:~oo of aellera ciS)It oo for diaoip­

linary purpoaos infers that a oinilar claundoratondi.ng 'II'Ould ari&o if tho 

'"••ury should o.dopt the policy of 1aau1n& bonds in r or;latorod fom only. 

The effcet on the market of i.nnovo.tion.a or roatrlotion.a aucgoating partial 

control of a.n othonnso frco marke t might bo haroful, oapoei<llly at a tii1'Cl 

""•n all indio<ltions point to o. oubstontio.l volUlM of futuro flnnneing and 

'~\en the Tr..,<laury probabl y t~ill be attempting to broaden tho mo.rket for 1 te 
stcurttios . 

• 
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n.M.Jr : 

operator : 

H.M.Jr: 

Claude 
V1okar4: 

H.M.Jr: 

II · 

R.M.Jr: 

II : 

H.M.Jr: 

V: 

Reno. 

Secretary Wickard. 

Bello. 

Deoeaber 9, 194o 
J :02 p.a. 

Hello. I told you I'd oall you and tell you 
what our reooamendation on that would be but 
the tara Credit people aeked ae eo aany queetione 
that I wondered if there wae eoaebody in your 
Departaent tbat the1 could call directly and 
get anewer• to their queatione. r or 1netance 
the1 want to know what taxation it in•ol•ed -
it it all juat inooae taz - federal incoae tax 
or •• • • . 

Well, the peraon that they oan call - they can 
either call - well I tell 10u who oould gi•• it 
to thea would be Kr. fole1, our General Oounael. 

Kr. Foley. 

Yeah. 
All right. And tht1 aaid that they underatood 
that you people haTe been .. k1ng quite a etudy 
and they Juat would like to know a little aore 
about that. Row, I tell you wbat we ' re afraid 
ot aore thaD anything alee, we ' re afraid of 
the tara organi~ationa kicking up quite a ruapue 
on the thing and we are wanting to get if th1a 
would be ad•Uable - tor ue t o call 14 O'Neill 
and .. ybe Lou Taber and tell thea th1a thing 
baa been put up to ue and we underatand, ae 
leaat at tar ae the Grana• ie concerned 
that they are already on record, but 1ou know, 
Juet aake thea feel that they are kind of a 
party to the thine. 

Sure, eure. 

It aight ea•e ue a little heat later - you or 
eoaebody elae would be in better poaitlon when 
.. .... 

j 

Regraded Unclassified



H.K.Jr : 

V: 

H.M.Jr: 

V: 

H.K.Jr: 

V: 

H.M.Jr: 

\1 : 

R.H.Jr: 

V: 

H.M.Jr : 

V: 

H.H.Jr: 

II : 

H.H.Jr: 

II : 

• 

- 2 -

I think that would be ewell it you could line 
the• up. 

What did you .. yt 

I think it would be ewell it you could line 
the• up. 

Well, I think it'e worth the ettort and eo 
it we do that, why we'll have to get on long 
dietanoe and it might require a little bit 
longer. 

Ob, well, you bad better take tiae enough to 
do the Job well. 

Well , nowL I'• going t o epeak t omorr ow at the 
American rarm Bureau Federet i on meeting in 
Sal timore - the national, a.nd I 4.14n' t know 
whether you wanted t he anewer before morning 
or whether Juat to teel around • 11 ttle bit 
and • •• •• 

You do 1t your own way ... .. 
And get word to you ae quickly ae we oan. 

Wbat'e that? 

And we'll get word t o you then aa quickly ae 
we teel the t hing out a l ittle. 

Yet, I want to be reaeonable. 

All right. Now, I'll nave them call Mr. Foley 
to get more detail• ot what all ia i nvolved 
and what you people nave f ound and then we'll 
get in touch with theea people and I' ll call 
you within the next day or two at leaet. 

Thank you 10 lllUOh. 

You bet. 

Thank you. 

All right. 

1G3 
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H. M. Jr: 

Opera tor : 

H.M.Jr: 

Hello. 

Prime Minieter [ing. 

Hello. 

1 0·1 

If. L. Macken tie 
nng: Oh, bow are )'Ou, Mr. Seoretar)'. 

H.M.Jr: 

X: 

H.M.Jr: 

K: 

ll. M. Jr: 

K: 

H.l!.Jr: 

K: 

R.M,Jr: 

1: 

I'm tine. Bow are )'OU' 

Ver)' well , thank you. I r eceived a wire trom 
Churchill - it waa aent yeaterday but eeeaa to 
have been delayed coming - thanking me very 
much tor letting his know or the eituatlon and 
eaylng that Purvia would r eturn ver)' ahortly 
and that Layton baa been aaked to come bose 
at onoe. Be aaya - our purohaaing prograa and 
the return or Mr. PurYie. He will atart very 
ebortl)' and La)'ton ie coming home at once. 

Good. 

I have now arranged attar a good man)' personal 
adjuetmenta that Purvia ehall be under the 
Ambaeeador. Purvie aball be the acknowledged 
bead or all our euppllee and technical mieaiona 
in the United Stat e• whether permanent or 
temporary. Tb.la unitY and t ooueing will be 
a high advantage. I hope that will t1t 1n with 
)'Our plana or your viewa. 

Vell, I think 1t 1 e a mletake to put 

But under the Aabaaeador it '• a little blt 

I think tbat'e unt ortunate . 

..... 

Yee. Well, I think lt juat means that be'a 
got to have ble- it wouldn't do probably in 
the relationah.lp there it be gave bla practically 
a centrali&ed control on evar)'th1ng without 
having the Aabaaaador recognized aoaewhere. 

1 euppcee that'• • • ••• 

But I iaac1ne 1t aeane that Purvll wlll han 
a tree band. 
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H.M.Jr : 

H.K.Jr: 

I: 

H.M.Jr: 

1: 

H. !I.Jr: 

JC: 

H.M.Jr: 

K: 

H.H.Jr: 

JC: 

H.K.Jr: 

X: 

H. K.Jr: 

K: 

H.M.Jr: 

- 2 -

Well , I bope eo beoauee there'• been oonrl1ot 
t here I !mow. 

x ... 
But 1f 1t doean1 t work out I' ll tell JOU, 
that'• all. 

That '• r1pt. 

Whatt 

That'• ript. 

But aoaetiae I hope t o ate JOU 1n the not t oo 
41atant future and I want t o talk about that 
thiq. 

Well , thank JOU eo auob. 

Now, LaJton 1• out front • • •.• Bello? 

X ea. 

LaJton 1• 1n 117 outer office wa1Ung to eaJ 
good-bJe to ae. 

Oh, reallJ. 

Be aa1d that he juat got word that he 1a 
go1ng. 

I aee. 

I Juet t hought 7ou1 d be intereated. 

That 11 1ntereat1q, '''· 

low J OU know I tent tor Clarke and he'• here 
and he Juet left here f1Ye a1nute• aco and I 
4eaoribed to bia What ve need 1n oonneot1on 
w1th Ph1111pe' Y1a1t and I laJ the greateet 
1sportaaoe on the requeet I'•• .. de of Clarke, 
and 1f JOU bad a 11 ttle Uae when he reporu 
to bit auper1or, if JOU could find out about 
1t - I '• afraid to aenUoa 1t on the pboDe -
but fro• ttle atanllp01nt ot 4eteale u4 th1JIII 
that I'• allklnc tor - the 1ntoru.t1on, that 11 
t roa a f1Aano1al ltan4P01Dt, 11 ot the utao1t 
blportanoe. 

105 
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H.M.Jr: 

K: 

H.K.Jr: 

J: 

H.M.Jr: 

l: 

!!.M.Jr: 

K: 

H.M.Jr: 

1: 

H.M.Jr : 

1 : 

R. M.Jr: 

k: 

H.M.Jr: 

1: 

1GG 

- 3 -

Yea. 

And if 1ou bad the tiae t o look into it, I'd­
it would be helpful t o ae. 

Oh, I'd be ••r1 glad indeed to. 

Beoauee we'•• got to a poi nt now, due to what 
Lothian announced publi011, that we'•• Juet 
got to, ae we e&1 here, fieh or out bait. 

You'•• Juet got t o whatf 

We'•• got to f i eh or out bait. 

Oh, exaotl1· Yea. 

I aean, t o uee the Yarnaoular beoauee he 
announced to t he wor ld that t he1 are running 
ehort ot aone1 • • •• • 

Yea, I lr.now. 

•• ••• and ot oouree the Canadian picture ia 
YerJ iaportant and I've explained to Olarlr.e 
Juet what I needed, eo he lr.nowe. But I oan't 
oYer- eaphaeiae the iaportanoe fro• the etandpolnt 
of the tinanoial aepeote of it. 

Yea, 1••· B7 the wa1 epealr..inl of Lothian, he'• 
ooaing t o Ottawa th1e weelr.end to et&J w1 tb the 
GoYernor and he' • dining w1 t h •• here on 
8aturda1 night. I'll be talking t o h1a on 
8aturda1 afternoon. 

Good. 

I , ot oouree, won 't e&1 an1th1og about our 
oo•unioaUone at all. 

Ro, I would appreoiate that beoauee •• • •• 

Oh, 111, that'• ~uite between oureel Yee. 

•••• • I aean, t o be able to ooae t o 10u 
oooaa1onall1 11 •11'1 hel pful w •• and . .... 

Qll1 te right. Yu, and I th1nlr. 1ou oan rel1 
on ChuJ'oh1ll watoh1q that too. 

• 
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R.M. J r: 

X: 

H.M.Jr: 

1 : 

H. M.Jr: 

X: 

- 4 -

I h ope ao. 

Oh, )'ta. 

Well, thank 7ou ao muoh. 

Well, thank 70u. It waa moat k1n4 ot JOU to 
r1ng up. 

An4 I'll be want1ng to aee J OU aoon. 

1v7 

All r1ght. Thank r ou , Mr . Beoretarr. Goo4-bJe . 
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Dece1.ber :J , 19~0 
8 :30 ! .. ll • 

1G3 

.. : J .. !'i'L' i'IJ~,CHASING PROG!'.A!.: 

-·· •• ,'"'r: 

--.::it!.\ t: 

. . J :' : 

lllir:; : 

, ., . ... ..... . 
. . ' _ .. c · 

. . 
•-1l ~oO : 

r •lllli ps ; 

...• :te : 

..,i l• Frederick Phillips 
, tr . Playfair 
::r . Pinsent 
::1• . Cochrnn 
~:~ . !Jell 
.~t· . ..hi te 
--~ - Young 

! juct r:ant t o say this , ~ir :·rederic~( . I can gue.r­
t.ntce sccrec~· as 1on& as it is i n the Tr er.sury, but 
1~!\c·1 I br i nt; in five other i)epart:uen ts , I cannot 
;uc.rantec secrec~ . It is il.1possib1c . I :::ean - ~·ou 
~cc the.l. fi;;ure t•·;o billion seven (;Ot out. 

v " . " . 

I juo I. don ' t do i t . ':'hey rti 11 tal;c . 

7hcrc is somet:1i:1.-; unfwilio.l' about the:;e fi;:;u1•es . 
!.rc • .. c on the s.':lall sheet? 

':'\ere ;.ou1CJ'l ' t be a dunlicc.te of c.n;; of t!.e fi i;Ur es 
t:u:l ~·ou prescnte.: in tnc othc1• ::lc.teric.l becc.use 
t::csc c.re o.:>l'a..'1 ·ed i ron :..cco:Jber 1 to Se-,tecbcr l. ~ . 
• !10 l:>ccretary 11ante<i it th11 t ~;a) , 1.here" s your 
fi 11rcs :-an f r o:1 Septe:Jilcr 1 to 5epte:;~ber l. In 
ot!ler 17or<is, tlteJ incluued the last three nonths -
one oct of fib'lres . 

These e.re nine mont hs . 

T;•is pc.rticu1ar one is only nine months . 

i.nd ;rour real deficit is t 1.0 billion 678 million . 

For lhat period, yes . 
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Phillips: 

:i.!!.Jr: 

\mite: 

H.:J.Jr: 

;:'hi te : 

F. • .:. Jr : 

~."nite : 

:l.::. Jr : 

Young: 

Bell: 

n.:.:.Jr: 

3ell: 

n.~ . Jr : 

Bdl: 

H.!.! .Jr: 

Bell: 

ll.l! . Jr: 

.. 

- 2 -
1.G9 

Three million five, four million six, which is the 
same old fibUre . 

l1ell I don't see hol'l you do this thing, Harry. 
Totni dollar receipt s, one billion 166 million . 

That is right . 

Then you have these dollar receipts, Canadian. Vlhat 
do you do with that? · you don ' t total those. 

Dan thought you would like the total on top as being 
more crystallized. 

Stand on my bead to look at thea? 

i;e turned them up- side-donn . \,e had them the other 
way . 

'.'/hat is this - the Chinese loan? 

That is the way you asked for it . 

You said, "I want the to tal figure on top and then 
I want the stuf f. " 

So this is the receigts and this is the breakdown . 
(Laughter ) So I go upay . " 

Yes , you stand on your head. 

This thing here t otals one billion, one-hundred sixty­
six? 'foen this is tbe total deficit . \'lhere do you 
get that figure from? 

That is the difference between that and that . 

But you have. added those, haven' t you? 

\'loll , you can subtract this frot.1 that and you .get it 
the same way. 

This is the craziest thing. How can you add a 
defici t and a receipt? 

• 

• 
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\'/ell, the deficit and your receipt represents the 
contemplated expenditures. You have got your con­
templated expenditures and you take away your 
receipts and that is the deficit. 

Seriously, if we are going to do this for t omorrow, 
we can take these things and bring this down here. 
You fellows take me to literally. Have you had some 
jokes about this? 

1de did have some laughs because it was done this way 
f irst. 

You take this and you bring this one around here 
and then you - it would be here and then this thing -
here would be your receipts down here, and then you 
subtract this f rom this and you get that . 

That is right, and that is broken down into these 
two parts . 

You have got to rearrange it . 

O.K. 

Is it done the same way here? 

ilo, we had them bot~ W8:fS so we would have one right. 

I think I had better look at this. 

l1bat has happened to the South African gold? 

It appears on the right-hand in the big table. 

In the short one? 

No, the short one is just a summary of the big one. 
It is ov,er on the right-hand aide. 

You fellows th.ought you would rub 11q nose in it, did 
you. 

.. 
•• 

Regraded Unclassified



Sell : 

rhilli ps : 

... ... Jr : 

?hillips : 

!i. '~ .Jr: 

... ile: 

::ell : 

.. nite : 

3ell : 

. 0u.1· : 

······ J~: 

h.!.:. Jr: 

\.'lite : 

H.:.:. Jr: 

3ell: 

• 

- 4 -
11.1 

!io, it uasn' t that bad. Did you find the gol d, Sir 
r rederick . 

Yes . 

They a1•e havine some fun vrith me here, you see . 

B, (3) . 

~'hese figures are ne\7 to me - that Item 3 under (a) . 
That 959 seems smaller than v1hat we have had. 

los , because it doesn ' t include 699 capital, and 
it doesn't include that portion of about a billion 
dollars which is supposed t o fall due af ter the date 
nh.ich is indicated here . 

Tuis is nine months of expenditures under that 
pi·o~rll!ll . 

Dut I think v1e shoul d add that underneath • 

Yes , because 709 v1ill have been spent, probabl¥, 
in nine months if you are going to spend 959 Wl thin 
the period . 

You see , thel'e is an added billion . 

But they pay f or it - paid over the unit price • 

7hat is all ri&ht . I don ' t think I nant this small 
one . 

O.K. I think t his (indicating large tabulation) 
is much better . 

\'ihat is this? 

Thnt is the assets they have given us so far . 

Oh, t his is what they have given us. 

Yes, all the figures they have given us . 

Is it necessary to pay Canada the 465 i n Unit ed 
Statea dollars? 

• 
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Thej· have no sterling and have to buy it. 

Does that have to go through the dollar exchanPe 
the American dollar exchange7 o ' 

That deficit is - ne actually pay the freight in 
t he handling of the gol d to Canaaa. 

American dollars? 

· .• ell, that is a Sllll really expressed in United 
States dollars. You add 10 percent, it would be 
511 in Canadian dollars - 511 million dollars. 

It would either be United States dollars or ~eri­
can dollars or gold. I take it, if you don ' t have 
Canadian dollars, your thouGht i s it would be either 
gold or United States dolb.rs . 

Yes, or rather - some is due in Canadian doll ars 
and we get those dollars. 

Yes. 

llow, before we &et it down, does this, what we have 
here 00\7, incluae all the contemplated purchases 
between now and Sept~ber '41? 

That is--

Is that it, Sir Frederick? Is there everything on 
this sheet r.hich you have in your hand now? Is 
this an outside figure? 

No. This is the figure brought up to the stage at 
which Sir Walter Layton' s memorandum llhich you showed 
me had brought you. I don' t say this is the com­
plete story because, for instance, I don't !mow what 
proposals my Govermnent may be making about shipping. 
They might make a lot more about shipping than Layton 
mentioned. 

Yes, and this also includes the first part of what 
we call the Beaverbr ook scheme and not the second 

• 
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part1 the first part being nearly ready to be put 
out ln the form of contracts, but the second part 
being still sanetime away. 

\/ell now, they are going to ask me tomorrow--Phil 
have you got just what this moans? Let's call it: 
for want of a bett er ruune , the Layton memorandum. 

',ell, that is included in there, yes. 

This includes the Layton? 

That is up to now . 

So the 12 thousand airplanes is included in this . 

Yes . 

But--

• 

H .3 

This is the program so far as it can be expressed 
in concrete form today, as I understand it. It 
does not take into account any contemplated orders 
11hich may be pl aced for tho first part of next year, 
Tthich are not under negotiation or which have not 
reached the stage of taking - becoming negotiated 
at this point . 

That is right . 

Can we get any i dea how much more you will want to 
buy between now and Septecber l, '41. 

I don ' t think I have got any idea l'dlat that might be 
by those dates . Have you, Pinsent? The general 
shippinG program is, of course, a very big thing, 
but l'lhat falls between those lines, I don't know. 

I see. 

I rather think that in it - I am not quite sure . 
I haven't had t ime to study it . In the latest 
monthly forecast of the purchasing commission 
dated the first of November, they wrote about 10 

• 
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pages . Does that show any items for the further 
airplane scheme? 

Yes, it does . aut I don ' l think that should be 
taken as any too certain at this stage . Of course 
that shippins and the so far undetermined part of ' 
the 10 Dlvis1ons, that is the ordnances here, and 
certain other items, are what one can think of, 
but beyond that in the nine months to come there 
wi ll possibly be other things arisin~ of which we 
know nothing at present, so it i s impossible to 
cive a firm figure . 

I had lunch today nith General ~rshall, our Chief 
of Staff, and he 17as complaininz bitterly that he 
no sooner get s set on one thint than the English 
want somcthint; else, and he really r:as quite irri­
tated about it . I don't know what all the circum­
stances are, but I am sure ~r . Young knows much 
moro about it than I do , but he really was quite -
General L~rshall very seldom Gets upset , but he 
really was quite - this constant coming at him 
in nl l directions, as soon as he gets se t on one 
pror;r am, somebody comes with somethint:; el se . He 
so.ys it just has t o stop. lie says they have got 
to get t oget her so that one person can sveak f or 
ther.1. flo~:, l":hat I am thinking out loud 1s that I 
r:ould much rather have a high figure - I mean, 
supposing we r;o all through this and there is some 
r;ay found of seeing this program t hrough, and we 
get this thine nicely through after mo r.eeks ' 
hard work, ana then you come along and say, "';;ell, 
r1e want another two billion . 11 I mean, it is ~oing 
to be hard riork and 1·.ha tevor \7e are go in~; to ao, 
I really think the.t r,our Government oucht t o say, 
'",/ell, besi des this , ' - because you dropped that . 
r~ark the other day, Mr. Phillips - I think you 
said, 11\le will need at least another two billion, 11 

- or whatever the figure is . But I would go 
through it .once, whatever it is, that you think 
that you are going to need betYieen now and Sep­
tenber 1, ' 41. 

There are two bi llion seven r.hich is not included 
in that , which is a total or payments due after 

.. 
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September 1 on orders indicated here, two billion 
seven more . 

There is? 

Yes . 

A••on ' t you going to show that? 

Thn t is shovm , 

:.'here? 

fa;;nen t accepted Decenber 1. 

You understand this is a cash expenditure payment, 
and there are a lot of contract s r.hich nill not 
have been liquidated by Septenber 1. 

·, .e rtill add the.t . 

I think you shoul d. It isn' t there now, 

11.5 

It says, in addition, 26G million expected to fall 
due after September 1. The next is ti84 . Then 
there v;as a billion which r1e left out, and then 
tbcro is seven hundred million capital expenditure, 
and r:e can total t hose and put it here to indicate . 

\','hy not put it here after Septemb&r .first--

On orders indicated on this sheet, there will be 
tuo billion seven due, or a total of five billion • 

That is what I was groping for . I knew i t 
to five billion, but I didn't soe where it 
fror~, Harry. 

Ri~:ht . 

That is enough to wrestle with. 

That still isn' t all of it • 

• 

C8llle 
C8:;\8 
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If there are some other things the7 have in ~nd 
to be placed soon . 

You &ee, Sir Frederick, ii' you could cet oif a 
cable t? your Gov;rrunent and say, "iiow look, they 
al'e askln;; for thH . Ho1: nuch more besides this 
do :rou t lnnk you l':ant't" 

J,s regard shippinc , the only shipping proposals 
I have seen rather represented the SWll of say 
1&0 million pounds, that is 600 million dollars, 
in r.hich obviously only a fraction r,ould fell 
C.uo before Septeober next1 but wl.at t he air"Olanes 
cOl:le to, I don't lr.noo: . · .. llat do 1~e !mo;; about tha t 
air~lane business? 

· .. ell, t:~ere is e footnote on tho tenth par;e of 
the Uri tish Purchesinc Co:nr.lission' s DeceDoer 1 
forecast which has jus t been circulated in t he 
last day or so . It cives cstimn.ted figures f or 
the capital required for the third air plane pro­
£;rru:~ , April to August 1941, a hundred mi llion--

.. hat'? 

.... dollars . Septeobe1• '41 to Au:;ust '42, four 
hundl•ed million . It then ;;oos on, "It is not yet 
possible to forecast t he o~ders to be placed and 
the nroduction exnenditu::-e involved to utili ze the 
COl:lblncd capacity' after June ' 42 . " 

But isn't there anyone who can tell ;,•ou that on 
the basis of the original three thousand a nonth, 
11hatevcr the figure ms, ho'fi much extra woul C. we 
want before September 1. 

There i s a hundred million oi' capital estimated 
here . I t just sioply says that it is no t yet pos­
sible to f orecast t he production expenditure . 
·;.bo is i n charge of 1 t? 

Self, I think. 
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Can't 1~e get Self on the phone , 

Yeo, if he is here. 

Do you want t o do it tonight? 

Better get hiin tomorrow. \•e can cross-question 
him better . 

Yes . As I understand this--

\:e can if you want to . 

Is it up to and includ.in& that memorandlll:l you 
received. from \"."alter Layton? 

That is right . That is the item which is called 
here "Contempl ated ' X' Program. " 

If I understand what Sir \'.'alter Layton 's memorandum 
is intended t o represent, it is intended t o repre­
sent those things which were just about at the 
stage at which orde1•s coul d be placed very shortly 
if the United 'States Government was agreeabl e. 
\:e.sn' t that the point of it? 

I don 't know the answer to that . 

That is corr ect . Sir \:alter's memorandum dealt 
with those three proposals of plances, ordnance, 
ond ships . 

That he could place orders straight off . 

Yes, whioh were the three largest and three hottest 
t hings on the fire at the momant. 

Yes . Well, I think we can give you a figure , but 
it will be a little va{;Uer than this . This is, 
after all, reasonably good estimating. • · · 

Well, D&n , don 't you think - I mean, you argue with 
me if you think I em wrong. ~le have got to go 

... . . . 

.. 
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through this very, very difficult operation. 
If rte go through it and no sooner is the ink 
dry than the English come back and say t "Now 
look, we need another billion or tr1o b1llion 
more, " everybody is just eoing to throw up 
their hands, aren ' t they? 

I think so. Just as Marshall says' "Ther don It 
any more get set on a program and get started 
than along comes another one, and they have got 
to work the next program." 

118 

I tol d that to Le.yton this evening when he left, 
and he didn 't like it, but I would much rather 
have it on the high side and then f ind that you 
didn' t need as much, than to fi.nd that the thing 
r.as low, and I had to start all over again. 

I believe, Mr. Secretary, that it is not so 
difficult to give with reasonable coi•rectness 
the total cost of that additional airplane scheme 
divided into capital and product . 

You say that is difficult. 
• 

No, I don't think that is difficult. 

I don't either. 

The di!ficulty is assigning it to particular 
dates and times. Ian't that right? 

Yes, and the cost of the thing is all worked -out. 

The total capital involved- -

Three thousand per month idea. 

Yes . The total product payment up to a certain 
number of planes I think can be stated quite 
easily. 

I e.m just throwing that out because, as I say, 

• 
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I 8Jil not fooling myself one minute 'llh.a.t this 
job is going to be to get it through, and I 
aon 't want to do it more than once . 

Unless, Mr . Secretary, their new planes, those 
which they haven't included here, call for pro­
ducti on in the second half or in 1942 - because 

119 

it is to be expected that if the war continues, 
thereare going to be more orders, and it is merely 
an open end, depending upon the duration of the 
war, so that it will be desirable to have their 
contemplated orders, if those orders are to be 
placed sometime within the next few months and 
if production is to take pl ace as rapidly as 
possible . 

You have got three things you have got to take 
into account there, Harry. One is the course 
of the nr. Will it be a land war or an air 
war a year from now?- -

That is why I say that any contemplated proposals 
as to what they will need - if it is a year and 
a half from now - it doesn't have a great deal 
of bearing on this. 

Harry, I have lived with this thing now since we 
started with the French, just exactly two years 
ago, and I don't want to go through this thing -
something else may come in six months from now, 
but I am talking in te~s of weeks, that we get 
this thing sort of set if fortune is with us, 
and we hardly get the English dry and they sa{, 
"Now, look, we want another two billion more, and 
as far as Ganeral Marshall is concerned, well, I 
say, he was irritated as to the method of handling 
this thing. He is friendl{ to the placing of this 
program, as a matter of po icy, I don't 'llllOt to 
be misunderstood. I have found him suprhingl.y 
friandly . 

I think we can get cut without difficulty the 
figures for the execution of that third airplane 
program up t o, aay, ant given nUIIlber of planes;~ 

Regraded Unclassified



Younr; : 

Pinsent : 

Pell : 

Bell: 

Pinsent: 

· .. hitc: 

Pinsent: 

B.:'.Jr : 

- 13 -

the actual period when it would start and how 
lon& i t would last can 't be stated with any 
precision, but perhaps just the total amount 
for a r;iven number of plances is enou~h to give 
you the picture you require. o 

I think it was eight hundred million, wasn't it? 

Five hundr ed million capi tal or nearly - vrell 
I have some figu.res before oe generall;,r , They 
seeo to be missing this timo . 

120 

Phil, you are talking about three thousand planes 
a month. You have got on this pro~;ram 12 thousand 
planes . · .. e got three thousand pl anes a~;ein? Aren't 
the 12 thousand pert of thiat program? 

There were tl'lo original schemes: three thousand 
planes a month and twelve hundred and f ift7 planes 
a month. 

But you have got 12 thousand pl anes--

This is the tl'le lve hundred and fifty planes, the 
snallor of the tvio schemes . 

There i s something in here . For the third progr~~ 
it &ives two hundr ed twenty-five million payment 
for product up to Auc;ust 1941, between April and 
AUJ;Ust '41, and an estimate of a hund.red t:Ullion 
for capi tal i i the capi tal has t o be met by us . 
Then considerable amounts after Augus t 1941 . The 
fi~re given here is six hundred seventy-f ive 
ui~lion after Au;ust '41, nhich is described as 
tho ne'it sche:nc for nine thousand units . 

Then everythin~ that is in here, in that table, is 
not in her e ( large tabl e)? 

\fuat is described as the third program in this is 
not in there . 

I repeat ar;ai n, I don ' t llant to go through the 
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difficult task and say that we just about get it 
completed and then they come along and say, "llovr 
look, we want something else that is going to 
cost a billion or two billion oore," and have 
the Presi dent or somebody throw up his hands and 
say, '~ .'ell, it is impossible." I woul d much 
rather have them be on the high side than on the 
low side . 

I don ' t think there is any difficulty in meeting 
the Secretary on that point, Pinsent, as re&ards 
the airpl anes, which I ao suro you can do, and 
ships . V.'ha t I doubt nor: is the t you hnve got 
any corresponding prograo for amcunition and tanks 
and that sort of stuff. 

•,,ell, we have to ask the purchasing conmission 
about that . I am afraid I don't know the answer 
to thnt point at all . 

'.iell, I have--

I haven't heard anything on those lines at present 
but,of course, there is always this , that as the 
war is prolonged there are likely to be repeat 
orders . 

That is all right. 

But what was the Layton memorandum supposed to 
cover, 10 Divisions or what? 

10 Divisions of equipment, but not including -
Oh, it included airplanes and I think the tanks 
also in the 10 Divisions . 

i',ell, now, l et 1 s just leave that and co on to. th~ 
question of v•hat you have got in the way of hqUl.d 
assets on the receipt side . 

Here i s a table on that • 

, 
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Balance of gol d - where is that here? 

That is right along here . That is the history of 
the pnst month and that is whnt they have now. 

:.'bore is the 450? 

•;:ell , t hat is t he figure they gnvo . Thnt is golC. 
and dollars . 

There is no f i gure of 450. 

:lo, 170 broke it up into c old and dollars , which 
t he;r cave us . 

has he eot a copy of this? 

:tite : u0 1 I just made it . 

.. . :: .J r: 

' .. !!He: 

I..::.Jr : 

White: 

!l .:·.Jr: 

\.bite: 

L !.:. Jr : 

Cochrnn : 

Pinsent: 

Cochran: 

H.!!.Jr: 

Has Pins en t ~;ot a copy? 

No. 

•:.ill you &i ve him a copy. 

Certninly. 

And give Sir Frederi cit a copy. Hnve you &<>t an extra 
copy there'? 

I should have . Yes. 

llol'Tmy bas c ore than six million . \.'bat about that 
gol d that landed in Ba1 ti,jnore? llort much rtas the. t 
gold, Uerle, the.t landed in Baltimore, ilol'\'legi an 
gold? 

I can ' t think now. 

It 1vas i n pounds, llr. Secretary . 

That was nine million , as I reoall it . 

D.>lla rs? Oh yes, it was more than that • 

• 
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Split it six to us and three to Canada . 

You say, Harry, these figures are incorporated 
in this? 

Yes , with the exception of one ohane;e which they 
made in securi tie s just now . 

\'ihich? 

They reduced it about a hundred million below 
our fi&Ure . 

Yes . Have you gi ven Sir Frederick a copy? 

Yes, here it is . 

Let's just start 11ith the tov . Gold, 450 million . 
Does that check with their f1gures? 

That is the f i gure they gave us . Is that right, 
l!r . Pinsent? 

It is December 1, isn' t it? 

Thst is on December 1, yes . 

This doesn ' t say. 

Five hundred eighty-four. There is something left 
out, isn 't there? 

Then they have golO. hel d in banks - 124. All of 
this is available? 

I don ' t know. 

Shsll we take item by item, Sir Frederick? 

Phillips: Yes . What I say i s that 574 is rather below T:hat 
I regard as t h• proper working b~lanoo. 

H.J.:.Jr: Five seventy-four? 

• • 

• 

.. 
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I think our v:orkin& balance ouc;ht to be sooe­
r:here near six hunared. 

1'hllt nould leave nothing then . 

I think it is do>m already to about what the 
norkinr; balance ought to be. 

Tl.is sho\75 574 here. 

'i'hat is richt . 

Jo ;rou think that is as lor1 as i t should go? 

Certainl 7 . 

'<here is nothing oore available in bol~, is that 
ri~t? 

Thnt i s ri e;ht . 

I J:IC!l.n , I just want to find out what this means. 

There is no surplus goltl . It is donn t o about the 
lowest it ought to be . 

u,!.:.Jr: ·,:ell, nor1, Ite::: l!o . 3, United States dollar secur­
ities held by United Kingdom, 750. 

?:1illips : I don' t recognize thllt fi(;Ure . Our fi&Ut'e is 
660 . 

· .. ;u t : 'i'he~· just reduced that down . 

?llillips : I don ' t !'ecall . Six sixtr is about the really sale­
able stu££ . The difference is constituted of 
Aust!'alian stuff and so forth . 

n.::.Jr: 'i'hai is oal'ket value? 

Phillips: \:ell - I think you can take it that it represents 
approxi mately t he market value . 

n . .:.Jr: llov1, No. 4, Latin-Ainerican secur ities, investments 

.. 
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Held By United Kingd0111, two billion 825. 

Help! Where does that come f r0111? 

That is a nominal value. llere is a table which 
I subni.tted on that. Here is the original. That 
is just the br eakdovm. 

Harry, make l ife simple for me . In Item 4 you 
have got tv1o million 825. 

They have a separate item of the listed market 
value, that portion of them Vlhich they were able 
to ascertain, a listed market value. 

Ho11 ~auch is tb.et? - one million seven? 

That is right. 

That is the nominal, and 630 is the market value. 

That is this figure here, 158 million pounds . 

I don't understand. l~rket value of a bil lion 
seven of these were given as 630. \Vhat does that 
mean? A billion seven of the tv1o billion 8. 

Of the two billion 8. There are no quotations on 
a substantial portion, around 40 million pound.s, 
but those which they did find quotations for had 
a market value of that figure down there. 

Are any of these for sale? 

Beg your pardon. 

Are these securities mentioned in No . 4 - are 
these for sale, any of thmn? 

\'/ell , they are sterling, you understand, not 
dollars. You would have to find a buyer for 
them first. One part is the Argentine reilv.ays 
in South America anO. the other isn ' t. \':e are 
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cl~nl in;; wi ~h ;he ~,rg~ntine GoYcrroent nou, and 
tne pr1ce 1sn t f 1xea, but ti.c absolute conceiv­
cble naximug value is 2CO million poun~s . ?hat 
is all they c.re ·;;orth - much more than they are 
north - some fraction of n billion dollars f or 

1ZG 

Lho t.r~,;entine t•ailr;ay. Tl1en the r est of it is this 
fi(;UrO -·ou have got here, market value, six hundred 
30 rlill ion . 

'i'hat .Li~re doesn ' t include the - t his t11o hundred 
3D mill1on pounds of the nominal capital structure 
thd :1 ou i ndica ted . 

Your 28 - ;our figure here indicates it . 

! just copied t~at from yours • 

T:1e 285 . 'i'"t.e substance of i t is that the securi­
ties have a market value of about six hundred 3~ 
.aillion dollars plus l'lhatever you get for the 
Art;entine railr:ay; but, of course, they are sterling 
securities and t he problem is to find a buyer f or 
them . 

.. ell, you are seying that tho oterlinc securitics-­
c.t: I to talce from that that they arc not - the 
proceeds fron these securities, if a buyer l'les 
!"ounci, is not anilnble f ol'Jurchasing ouni tions 
in t his country? Is that i erence correct or 
not? 

llo, ::r . Secretary, I think the point is that it 
l'ioulci be very Clffi cult to f ind a buyer, a person 
1:ho vrould b~· f or dollars c. sterlin;:; securitJ of 
these kinds, nost of them. Some v;oulci be differ­
ent . 

'ooll, I mean - put it a li tile bit differently. 
These securities - are you holding these for some 
arrangement with the Ar gentine or, if a buyer 
could be found; let' s say in this country, are 
the~ available? Do you want to s ell them? Sup­
poSlng a synClcate 17as formed in the United States . 
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·.:'r:; I think it is quite obvious ne r;ould be r.ill- 1~7 
in- to sell theo E ;,rou ;.anted to--

::.is is t he item in addition to Tii•n t you have there 
z,~u :.illion pounds for the Argentine raihay . ' 

.• o · .. oulC: be ni l c'.l;,r supriscd ii' there r1nz a s;,rni:.i ­
co.te forr.:ed to bu;r them. In £c.ct, I don't l:no1·; 
any conceivable buyer in the iinitod Stnies Govern­
uent who r:ould \:ant them. I llJI1 quite sure the 
ordi nary llnerican i nvesto1•s 17oull.n' t put up c.ny 
such funds . i.:asses of these thinr;s are in defaul t 
and hnve been i n C.efault and mnrkei prices are 20 
ilcrcen t . The;' c.re not the l:ind o£ thinz you could 
sell on c. stock ::tnr]:et . ..c nro tr;in<; to point 
tt'-t ' r t• 1 't \' .. " ou .;c. L .. ere l'iere a sa o, 1 1.ouJ.a llllVe .o oe 

an arran;;ed sale d th e special bu;rer . 

Just one other poinl , jusl r.:ule • .. e are on it . · .. e 
en:. onlj' s ell ra,at \.e have ;;ot, and if 'JOU take so::~e 
ot' t:~cse public utilities in South t.rtcrica >.here the 
local covcr~~ent has l iven a certain franchise to 
some comoll!ly in London, of course, it doesr, ' t follon 
ti.at he 1s going to automatically transfer the.t 
frc,nchi sc to some other country in the r1orld . As 
rc ra1·ds the public utility part of it, there is 
ali;a'JS the pozsibilily that the local goverrunent 
could put a stop to it . 

Do ;;ou have such a control over the~e securities 
no1~ , Sil' Frederick, that :,•ou could handl e a sale? 

You coulc ;;et nolti of oost of the::: e.n;rhoTI. 

: _can , you have then: registered--

?hcy a1•e re;istered, aren ' t they . 

i:o , not all o.r tr.e:n are re:-istered. '·•e haven't :;ot 
all ti.e 3razilian ones rer,fstercd . 

Could you vest title in them the same as you have 
in dollars : 

1 should have eXTJlained to D1• , · .. lti te that that 
fi~ure must be taken very much subject to reserves . 
It is an estillate be.seu, in many cases, simpl y on 
the capilal issues in Ent;land, and I gave it on 
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t~e reserves , and I ac not prennred to st~~d by 
it, 'out r;~ coul d - s~e of tit~ nre alreacy 
rc~istereq and t he otners canoe reci stered a t 
any time . ~.e C.eficit docs include sone non­
re,;i stored hol ders . 

· .. ell, I will cone back t o t hai. Five . Gol C: . i:or; 
under ii vc - is any of this nvnilnblo f or ;:oM'Iay ' 
i:ot.herlnnd& , 3el~ilttl , Czechoslovakia - any of th~t 
B\'nilable for pa;,-nent of (;OOd& in the rni t ed States? 

I t.:.~::k it is cor rect to say 1.e could borro;7 t he 
el ·i::.n stiL i' ::'or t~.e period of t!1o liB!' . 

l.lOI'I'O\. it. . !Jut I think it is also true t:,a t :.n 
eYer, case they have been invited to &ubscribe ;.or 
co;.e o~ tills ~olcl e.nC: hr.ve refuscn on the [. l'Ound 
bt l it is be reserve t..ey are holui nc for !'ecor.­
s t r vction af t er th~ l'lar , and n Hille lllore perti­
ncnil;; , that i f , f or i nn t nnce , lhe r:etherl ands' 
Govcrn;.1ent applies t hi s ~;old t o the prosecution of 
tho •:.ar - of cOUl'Se, if' t hor hand it over to the 
united !.in ·do::! f ol' prosecU\.l n[ the war , the.t Ylill 
be a VOl'J strong factor in GcrrJan ~ropace.nda i:l 
ti1ci1' o· .. n country and they don ' l 11:-c i t , but r.s a 
JJa tter of bot'l'o·;;in~ .:"or carl';rin[: one over the dif­
!'icult period of a :aonth or t\;o, : dare sa; 17e 
code. borl'Ol. t his . ! thl:~:: \:e co::ld f r0r.1 2el ;;iun 
at ler.zt . 

.. :1at about fr.e 650 :::illion? 

· .. ell, I ce.~ ' t e.ns;-.e r :::;;self ::or the strate;:ic 
point, and i t ci~ht be ct the pr rticular oonent 
the;r ciiin ' t m.nt t o .~ivc the ~· ranch an;r excuse for 
boi:l;;- in the ~;ec'.i t cr !'anean , but. subjact Lo t hat 
I shoul d hav.: t hou:;ht the1•o v:a. s no diff iculty 
about that being made e.vailabl e during t he war . 
It will, no doubt , remain duo t.o the French 
t.fte r t !1e iler , sub j ect to the t erms of peace 
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settlc::lent . There dll be no dilficulty , of 
course, if a.11ythlnc is ~tuc:: in our finr,ers after 
ii1e 1.ar . Of course, that · .. ould ce!•idni;r be val­
uable . 

I a .. t not fami liar ,,ith tha t cxprcocion . 

.itich? 

.. ell, su:'posin::; in fact - I E..':! rc.t:1er ~uessi:l•• 
·.oro - but su:;>posin : , in feel , e.l ~o.lo st.ar;e ~,:­
c.c r:ar t:~ t ~.t.s t2.::en over, the.~ U50 n.:..lllon 
c..ollar:; . P:-L-:.e facie, r:e , cl t!.c e~d of t .. e ,-.ar , 
o· .. c o:N _illion dollers to t:.c t.hon :·rend. !:.t~te , 
• ... 11 .. tovc:· .. 'cr--..1 it ::£;; te.:.c . Zu~pos:r.· .. , i!'l :e.ct, 
ti.e pence settlement •·:as sucl. t,ll.oi it na:; C:is­
c!oe.t•,::cd b;; :1nnO.inr, bc.ck to titer.\ f our hundr eO. ::li.l­
lionc , lee.vin;; 2!iv nillion . Tl.at , of course , \',e 
sl.oul~.o rer;t:.rd as certainl y hchtul lo discharge 
any uebts ~1e hail incurred io t.he Uni ted St.e. tes 
•iovet'!L'7lent or any other porty durinr, the war . 

Ye~ , but let ' s say i n the next UH•ec r.1onths you 
needed soue money. Is that u50 and the Bel ;;ie.n 
Gl6 - is tha t available? Is lhat for sale, 
linl ted ~tatcs Treasur;,-, c~ botr.cen nor. and ~ep­
t~ber 1, '41, or i sn ' t it? 

!'l!rconcl:y, t:e shc..ll oe 0.:-i ven lo it i: •:.e don ' t 
:;ct any help :n a ::1onth o:· tr.o . · .. e s:1all be forced 
lo uo l t . 

.. c-1, tl.at - if you c.on ' t •lind r::J oa;rin:.; it, I 
think l ne si tuation is juot a little bit the 
otnor v;e~· nroun<i, if you understand t~crican 
oontbont . Certainly, the fcclin;; of the Adoin­
istrntion is thnt the chances of helpi nG En; land 
1·:oul d be r,r eater i f , i n advnnoc of our mnki n:; so~e 
arran-;eiJ\ents with you, items like t he French :;ol a 
and, let' s say, t he l3elr ian ,old - r.nd I . do!l ' t 
see r;here i t is l isted - !.Merican f actor1cs ovmed 
by you in this country- -
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The;r didn't have any information on that point 
but the;r were going to get some . ' 

Well, that is ver;r important. I want to get this 
over to Sir Frederick, if I can, because there is 
a fundamental difference of viewpoint here. To 
go back, you say if you don't get help, you will 
be driven to it. \'ihat I am trying to sa;r is that 
the chances of getting help are far greater if 
you take these steps first. Now that just goes 
back to what I said the other da;r. I have had 
sOllle t alks since I have seen you, and I kno11, as 
far as the men in this Administration r1ho have to 
do with money are concerned, just as lon& as there 
are these sort of items, plus the English owned 
factories in this country that ar en't exhausted 
first, it makes it that much more difficult by 
affect ing American sentiment , and I am quite sure 
I am right . I don' t see that other item at all. 
That was around six or seven hundred million, 
VI&.Sn 't it? 

Something like that . 

\'.!hat is this other large item? \'lhat figures are 
there? 

The Department of Commerce has made the only study 
up to elate. It had a figure of ll hundred cillion. 
That was eight hundred million of what they called 
direct investments and three hundred million of 
other fund.s, mortgages, t rust funds , and so on. 
I t was eleven hundred million. How nearly accur­
ate that figure is, we do not know now. We were 
making some further study, but we don ' t know. 

Well, I should say, in the first place, the figure 
undoubtedly includes as direct investments what 
are really a lot of marketable securities. I · 
say that because we have gotten an estimate of 
your people and I knov1 the estimates v1ere too 
low for that but isn' t too high for the other • 

• • 
• • 

.... ...... 
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There probablf are some. \"/e have already gone 
through the llst, and we have found, I thillk 
about a hundred million dollars, through one 
list, and I am sure that when we go completely 
through the other list, we mny find some more 
of that. It may count another hundred million 
or so . 

Let me just take a look at this big sheet where 
they say dollar receipts. Now, you have got a 
hundred and 35 million 

Canadian six and United Kingdom 195. There is e. 
figure, a total of one billion 166 million. Do 
I understand that the B.ritish Treasury is tell­
ing me tonight that the only dollar receipts 
available between now and the first of September 
is a billion 166 million~ 

Generally speaking, this estimate is the estimate 
of the current account, Mr . Secretary, not allow­
ing for the use of gold dollar balances or the 
sale of securities . This is drawn up on the 
basis that the current portion--

What I have got to have betrteen now and three 
o'clock tomorrow, unless this meeting is going 
to be a complete failure, is how much money or 
assets,which are saleable over a nine months' 
period, does the British tell me are available 
between now and the first of September '41 . That 
is what I want . 

That second sheet you .had was an attempt to show 
what was available--

But, Dan, ~. Phillips doean•t accept these figures. 
I want British Treasury figures. I want tham to 
say to me

1
. "l{orgenthau, between now and Sept811ber 

1, '41, thla i s the limit. Now, we want to ·ours • l, 
in your hands. Now, this is what we can go, the 
limit!' I don't want to be in the pod tion of 
bargaining or putting &Jq/reulll'• on or ~~ng 
ebe , I am safl.ng that 1 ,.the British Trea ..... ~ 
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will Sll)' to me, "Nor., this ia the absolute c.e.xi­
mum we can do . Ron, how bed do you 'l'lllJl t us to 
strip ourselves? But this ia what ne ca.n do " -
and then leave it to us to como back and say -
to havo something to say but I don ' t want to 
be bargaining and I don't want Lo be pushing a.nd 
I don ' t want to be ar~;Uing . '.loll, I haven ' t got 
that f i gure. 

The only figure that is missing, I think--

They have just got to trust us, that is all they 
have got to sar., "This is t he absolute limit. 
Yes, we can tu:e t he Fra.nch gold. i:e can take 
the Bel gian ~old . \'.'e would like to argue, explain 
to you t he dif ficulty, but we can do it. Ire can 
do so much on the securities. t/ow, if you expect 
us to absolutely strip ourselves, this is what r.e 
can do, " - and then I think that the attitude will 
be, "\,ell, 17e can't ask the Briti sh to do as much 
as this. This is too much to ask of then." Now 
if I coul d get the people in that frame of mind 
i ns toad of saying,"'nley are not doing enough and 
11hy can' t they do this a.nd why can't they do that," 
I could make headv;ay much faster . 

I think t hat is right. 

Ar:l I right, Dan? 

I think that is right. 

I mean the people in that rooo will say, "'~'ell , 
~orgenthau, you are too hard- boiled . You can't 
ask t hem to do this . " But otherwi se they will say, 
'~ou are dust a 'softy' and you haven't begun to 
ask them, and then I am on the defensive. I 
would much rather have them take the side of 
England against me instead of saying that I am 
taking the side of En(l;land and have them all be 
against England. It ~s a degree of preparing 
this group who have got to prepare Congress . At 
least you can - don't you think that is the way 
that group would react, Phil? 

.. 
Regraded Unclassified



::.:.:.:r: 

;.hillips : 

!oun:: 

Phillips : 

'iounr; : 

Phillips : 

::: . Jr : 

Plillips : 

h .~. Jr: 

- 26 -

1. ell, I don' t think there is any doubt about it 
because the impression, I thin:, is prevalent 
tha t Encl and has got t o do a good deal more t han 
she has given any obvious and apparent signs of 
doing t oday before she can count on any great 
hel p from the United States . 

\'.hen that group came to me today and told me I 
have got to be tough and all that sort of thing -

\,'hat did you mean by doi ng more than we are doing 
now, exactly? 

Just t he question of degree as to how far she can 
call upon avail able assets, as to how manr of your 
assets can be l iqui dated, to meet what bills you 
are r unni ng up to meet bills in the ~nited States . 

The anwer in almost every case is, ·~·.here do we 
find a buyer . " 

Surely--

Yes , we ere supposed to have a hundred and 60 
oillion pounds end six hundred odd million dollars 
of t he very finest American oarketable securities, 
and they are going out fairly slowly. If r1e can ' t 
sell the very finest American market securiti es on 
the Aoerican market , what r eason is there for 
thinking that we ;7ill find a buyer for sODe secur­
ities of South American states? 

' .. h;r don 1 t you put it up to us? 

I think Tie would sell the marketable s ecurities. 
Com.int; down to the second line, I thoroughly 
understand your line of criticism- -

But you don 1 t p1t it up to us. I mean, I don't 
knoYI how much you have got l eft, six or seven 
hundr ed million. Let ' s jus t for a minute say, 
supposin~ you said, ·~./ell, nort" - I don't kno11 
I<Mt is rair, the average of t he last three months 

• 

• 
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or six months, 1.M.tcver vrould be fair, say 
"Look, do you thln:t that ;;ou can do better t he.n 
·;,e can? If you can get us the avera ·e price f or 
LHe last three months or the last six months 
see it' you cen do better t han r. o can . " I me~n 
in other \',ords, put the burden on to it - to u; 
he re to see whether l'le can not take your Argentini an 
Lhinr,s . Say, "Here is the locki stock, and barrel. 
;\ t such c.nu such e. price we wou d be deli -hted t o 
cell them. If you can do it, all ri.;ht , go t o i t" 
- ~nd as I sa;;, the Bcl&ian GOld, i f the thing 
coi~cs to e. {;UCSS and the :·rench, ;;es, and it "ives 
J~ somctflin~ to uork on, ~~d if I could &et y~u 
:n the i'rane of nind that - put t !l.e burden on us 
: ·.s tend of sc.:;in: - !'OU see, I can' t lose trac~: o: 
~ .• c :'act o_ ;·:hat t!-.e fipht is for , c.nd I e.o the 
r:or se pcrso:1 in the 11orrd to be tr, in-: to put an;; 
~rcssure on you . I c~~· t do it . If l could 
onl:,- c;et across to ;;our Go'lernment thn.t ":.:orgent hau 
hos dcr:.onstrated in the last t\70 years tha t he 
is our· f riend, and \'le either cc.n O!' cannot put 
ou:ocolves in his hands" - and, of course, if you 
don ' t ·;.ant to say it t hat way, let ' s use the word 
" .. oosevelt, " - "that !.;r . Uoosevolt is our f riend . " 
:litho!' 11e can put ourselves i n hi s hands and he 
\'/ill do the ri~ht thi ng for us , or we y;on' t , 
but I don ' t th1rut an7body around here in the 
?reasury ·.;ants to bargain, bu t ;:1• . Churchill has 
:,ot t o sal, •• .. ell, I ce.n put l-cy"3eli' in L!r. t.oosevelt' s 
!.and: , an<i. here, J.:r . Roosevelt, this is what we have 
-ot . I have turned oy pockets inside out . You ~ee 
cver;rthin- I have got . .:o11, ~·ou have got to treat 
..10 fair . ,,., ;:or:, on that basis we can cake progress 
r.nti .nake it very f ast, and I say leave Lie out of 
the picture , but you have got to trus t our Presi­
dent , and 1~ . Churchill is t he head of your Govern­
::~ent and l~e.s got to tleke up his t1ind he either 'i:ill 
or Hon ' t , c.n<i. you are not t;oin£ to find the Presi ­
den t i n any bar gaininf, nJood, either . 

Let me ask a question . Do you accept the proposi­
tion I oade about a rninirnwn balance of si x 
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or six months, \1hatever would be fair, say 
"Look, do you think that you can do better than 
we can? If you can get us the average price for 
the last three months or the last six months, 
see if you can do better than flO can ." I mean, 
in other words, put t he burden on to it - to us 

134 

hero to see whether we can not take your Argentinian 
things . Say, "Here is the lock stock, and barrel. 
At such and such a price we woui d be delighted t o 
sell them. If you can do it , all right, go to i t" 
- and as I say, the Belgian gold, if the thing 
comes to a guess and the French, yes, and it ~ives 
us somethin~ to work on, and if I could get y~u 
in the f rame of Dind that - put the burden on us 
instead of saying - you see, I can' t lose t rack o~ 
t:tc fact o.t \·;nat the fi,dlt is for, and I am the 
worse person in t he world to be tr;,ring to put any 
pressure on you . I can't do it . If I could 
only get across to your Governme.nt that "JJorgenthau 
has demonstrated in the last two years that he 
is our f riend, and we either can or cannot put 
ourselves in his hands" - and, of course, i f you 
don' L r;ant to say i t that way, let ' s use the word 
"Roosevelt," - "that !lr . Roosevelt is our friend ." 
Ei thor VIe can ·put ourselves in hie hands and he 
will do t he ri~t thing f or us, or we \·:on•t , 
but I don't think anybody around here in the 
Treasury v.ants to bargain, but Ur. Churchill has 
got to say, ''\?ell, I can put ~self in J.!r , Roosevelt's 
hands, and here, ~. Roosevelt, t his is what we have 
got . I have turned my pockets inside out . You see 
everythil'lg I have got . Now, you have got to treat 
me fair . • Now, on that basis we can make progress 
and make it very fast, and I say leave me out of 
the picture, but you have got to t rust our Presi­
dent, and ~. Churchill is t he head of your Govern­
ment and has got to make up his mind he either will 
or rton ' t , and you are not going to find the Presi­
dent in any bargainin&mood, either. 

Phillips: Lot me ask a question. Do you accept the proposi­
tion I made about a minimum ba~ance of six 

• • • 
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hundred million dollars? 

What I am t rying to get acroas is a mental ,attitude . 
I, personally, think how much your balance is if 
you don't mind my saying i t in gold, where it is 
visible, is very unimportant. Vniat I am trying to 
say - - I am trying to get over to you gent lemen 
how t o deal with us, and that is visible, and 
whether it is four hundred million or three hundred 
million, from our standpoint, it is not important, 
and once all the cards are on the table, you can 
say, "Well, this is why we need it. • Then you 
are not going to have any trouble . Do you agree 
I'Ti. th that, Bell? 

I think you eight have an easier time if you could 
say that we are non down, we have gone as far as 
we can in liquidating our assets, and .,e are down 
to this minimum balance and that is all we have 
got left now. He bas got to come forward and, 
I think, you would get it much quicker on that 
basis than you would if you bad all these assets 
and this balance . 

But, Dan, if everything i s on the table, cards 
face up, the six hundred million dollar balance, 
everything else, it is all there, here is the 
whol e pot, here is everything richt in the middle 
of the table . Now, we have got everything. Every­
thing i& there. tlow, there it is . It gets down 
to a question of Ur. Churchill puttillg himself in 
Ur. Roosevelts hands with complete confidence. 
Then it is up to ~. Roosevelt to say what he will 
de. 

And Congress. 

Vlelh- .. .. 
He bas got to. put 1t before Congress . 

• 

But I am not worrying so much about Congress, once 

• 
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~. Roooevel t oakes up hi s mind, but tha t i s 
1~l.a t it gets dovm t o, but I mnr be - 1Tha t I am 
saying, I am saying in al l sincerity, and I 
don' t v1an t to step on anyboa.•• s corns but I 
don ' t feel , if you don' t mina my saJill& so vlith 
all sincerity, that all the cards are nor1 on the 
tabla . 

'..ell, now, which are the ones that you think are 
missing? 

13G 

· .. ell, I think j'OU know as Tlell as I do now, don • t 
you think so? 

.. ~1ich particul ar assets do you feel you haven· t 
enourh informati on on? As far as I know--

! cnn indicate the assets \7hich--

I think v:e have gi ven you f i J;Ur cs on everything 
l'le have ~;ot except di rect investments where we 
haven ' t got figures . 

Those ar e on their way at the present t ime . 

I think, in line r:i th 1'lha t the Secretary said, t he 
auets which may be included by public opi nion, 
and that is 1-:he.t v:e have to contend v:ith, I think 
·;ou will appr eci ate, are the follo;;ing items , -::i th­
out any att~pt t o evaluat e them, because their 
part icular liqui eation value depends, as you put 
it, upon finding a buyer d thin a l i::lited length 
of time, et cet era, et cetera; but I think there 
will be sot1e people who are ~;oin€; to present t o 
Congress and t o the public 11hat they regard as 
the assets which are available t o the Bri tish 
~pire and that the Administration is going to be 
in the position either of saying, "These assets 
don' t exiet " or that, "They are in negligible 
quantities , " or1 following the Secretary' s thought, 
i s that "Yes, tney have told us about these assets , 
and if lYe want to strip them, the&e assets are 
worth such and such, but do we want to strip 
them?" !;or:, l>ith that in mind, I will indicate 

. • 
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some of those which are based--

Can I interrupt you a minute? You (Phillips) 
remember Tihen you and I saw the President he 
himsel f , mentioned those South American thin~~ 
and I tolu you I didn' t put that idea into his 
head. 

llo . 

137 

There is the gold which you have indicated, and 
there are the dollar balances which you have 
indicated. Our estimates of the dollar balances 
are a little bit higher, but the difference can 
be ironed out because we include sane estimates 
that you don't. 

You point them out to us, and we 11ill get hold of 
them. 

Yes, I say r;e have them here. I mean our reported 
private assets, vthich are reported here . If you 
don ' t knoTt of them, we will be lilad to tell you of 
them, but t hey amount to a littie bit more . 

\'le have already telegraphed home for a reconcilia­
tion of that point . 

Yes, I am ~aer.ely indicat ing that in passing. I 
· am sure they can be reconciled. Then there are 

the American securities which you have indicated. 
Then there are uhat we call direct investments. 

i:oll, what figure do you put on it. 

Well, direct investments, I say the only figure 
that we can begin with, and Lord knows what wo 
will end up with after examining them, but the 
figure we begin with ia tho 11 hundred million 
dollar figure which the De'Partment of Commerce 
purports to have found. \/8 are making pretty 
rapid exmination of them and some changes already 
have been intr oduced in the f igure. We 

• 
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are not speaking of the liquidation value, merely 
what they eel 1 their book value . 

Yes . 

And l'lhat the figure 1-rill shov:, I don 1 t know, but 
I am not sure that that is quite in point because, 
I take i t , ,.,hat the Secretary hua in mind, we say 
that the~ have got about 11 hundred million and 
the publlc is going to believe the Department of 
Co:rmerce 1 s figures until such time as we have 
further information from yourselves to alter those 
figures . Then the answer is obvious . That doesn' t 
mean that they have a liquidation amount . 

· .. e already have a larger amount of information 
about book value . I hope next \7eek I will be able 
to bring it in. A letter is being prepared with 
full details. It seems to us usel ess to start 
talking until we have the complete details for 
each one. 

Then 1'18 have the forei~ investments of the United 
Kingdom out side the Un1ted States . The Latin 
American investments which we have already said 
something about . There are the investments in 
South Africa and Rhodesia, British Asia, and 
others . A~ain , the nominal f i gure is large, 
l'lhat one 'lUshes to call the market figure tillY be 
anything way do'llll, and the liquidation figure may 
be still smaller . 

They are all sterling. 

They are all sterling, that is right, but the 
fact it is a sterling security doesn't , I take it, 
mean to the public that they have no value. Now, 
what t hat value is--

It doesn' t mean with regard to the American public· 
that they will pay any price for them. In the 
first place, they are sterling and in the second 
place{ to the American public, they have very 
defin te' worries. · 

• . . 
• 
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I take it that that would be one of the factors 
that would be discussed b)' those who are setting 
policy in considering that. They say, "Yes , they 
are throwing these on the table. Now, how much 
are they worth, " and all these arguments would 
come to the fore. \'Jhat they vtould end up with, 
I don't know, but they are part of the United 
Kingdom assets. Then there are likeniae the 
United Kingdom investments in Canada, which are 
substantial. 

\'/ell , '" have been set tint those at the very high­
est rate we can and they are just about half or 
a third of our expe.nditure in Canada. 

Wall, I don't know if we want to go into that now. 
Judging fra:1 the rate of expenditure nhich I got 
from your balance of payments, there is some 
r eduction, but I take it that according to your 
figures, the only securities which were purchased 
b&J)k - you can correct me on this. \'Jhat was your 
estimate in the first six months? 

One hundred 30 million in the fi rst six months of 
this year and last year also. 

And a hundreq and seventy million last year. 

A hundred and sevan,.,!{. million, accordin~ to the 
estimates of the n nal value, and agun what thor 
may actual.l7 be, I don't know. Selling t hem at 
the rate of 260 llillion during the first year of 
war still would leave substantial amounts unless, 
aa I aay, the IIIIU"ket n.lue ia ney much leas. 

·That is aa fast as the Canadian gonrnmant will 
take thtlll. VIe have bean preuing th1111 tor a long 
tlJu to take more. 

But I take it that the thought here ill that thef · · · 
might find a market here, but apln I wouldn't 
wieh t~ be put in the position Ol aaying ~t; tW 

: 
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market value is . I don't know. But these are 
aosets which t he general public has in mind and 
if they have no val ue, t hey wouldn ' t be included. 
They have some value; how much I don't know. 

',', e can provi de figures of that . 

Yes . 

Jlarr;r, can't 1:e, for t omorror:, on this sheet, so 
I don 1 t make such a bad shorling, put dorm here 
underneat h this thing after tho one billion 1G6 -
I 10ould ~ut dorm here the Belgien ::;old, the French 
~old on airect investoents . 

·.:ell, if they r.ent to recerd those as assets . You 
see, I think t he point of difference is that ?our 
perfectly leeit~te interest for the nonent 1s 
~nat is the market value of these . I take it t he 
Secretary's t hought is not that . Tha t is some­
t hinG to be considered later, that these are on 
the table . There they ara f or what they are worth, 
which doesn ' t meen t he t they 11ill take them. 

'.Jell , I mean - look . I can' t go before this &roup 
tomorrorr end show that only one billion 166 llll.llion 
is there . I v.-ant to show that there are these direct 
assets--

Listen, L~ . Secretary, t hat is r.hat they are going 
to get. 

\",hat ever it is, I v.nnt to put dor.n these other 
things. I don't ;.ent t o put dorm these Argentinien 
thin(;S, but certr.inly evcrythint that they have 
cot 1n the Uni ted States and Canada, which isn't 
pledged to CenaC.a, ought t o be put dorm . 

\"/ell, if the¥ will indicate the items, we will put 
down the estlmates. Now, whether or not they are 
worth those estim!l.tes would be our error, not 
theirs . 

• 
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:1o1·1, the cold which is in Canada, securities not 
llledced to Canada, which l'louldn ' t be used in 
tane.de. - I mean it is silly to take thea away 
and then have Canada come back and say, ·~ .. ell, 
we have counted on those." Wha t was it Clark 
s:.id1 he was running 30 or 35 million short a 
montn now? 

About 30 million. 

So there is no use taking United Kingdon invest­
::~ents in Canada, but t he (;Old, J.merican securi­
ties and American direct 1nveatments, yes . 

Thir~; ~llion a ::~onth short, but that does~'t 
include thei r gold end silver 11:.ich the;r have 
a~ainst that . 

Ch, no, that is the Tr easury balance . 

Dalance of payments? 

Ho, but Harry, for tomorrow, di r ect investments, 
l'lhat the best estimates are that wo can get fron 
these gentlenen pl us our ovm American-held 
securities , and nhatever gold is on this conti­
nent . 

',,'ell, TIC fill put in anything-­

Well, I have got to have sOllethinj;. 

~bat you 1r,ant, ~. Secretar7, is a second chart 
and t his is thei r deficit for this period; noTI, 
how are they going to oeet it over and above 
their current receipts, and don ' t you v.ant another 
chart showinc the assets listed ).ike that only on 
a better baslS? 

That other table. 

. . 

·---
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Thnt other table that you have under a di.fferent 
form, I think. 

This is lhe deficit , two billion six. 

How are t hey going to meet that? 

So far the only assets which Sir Frederick has 
indicated--

Then can 't you put it in this apace? 

I.e can put in that space the asset& that he cares 
to indicate . So far the only asset that has been 
indicated which is available and is 650 llillion. 
Ao I corr ect, Sir Frederick? 

•;/hi ch 650 is that? 

The United States securities. 

United States securities as fastns they can be 
sold, yes. 

That is the only assets which, I take it, you have 
indicated are available to meet this two billion 
six deficit . 

This two billion six is covering both the United 
States and Canada: 

That is right. 

Yes, that is so. 

Coveri ng Canada as well . 

There is 650 million. 

Yes , you ought to add the Canadian securities, too. 

Add the Canadian securi tea? 

Oh, their hol dinga -at our aeouritha . 
, 

I 

• 

. 
• 

• 
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Ple.jlair: !lo, I mean as against t heir securities . 

,,!lite : You \7ould like to put those assets in? 

playf~i r: Obviously a thing which contains both Canadian--

Pinscnt : I have the figu1·e on Canadian securities . 

Phi llips : ',/ha t. are they: 

?insent : 

.".ite: 

?insent : 

•. ni te: 

Phillips : 

\:f.i te : 

.•. : .. Jr : 

.. rlte : 

: .. .. Jr: 

• T ...... ... r : 

· .. :,ite : 

Bell: 

ii .::.Jr: 

:.hi to: 

. 
• 

Four huhdred twenty-six million dollars, British 
holdings of Canadian securities - 426 million 
United ·States dollars . 

7h£l is just securities, not direct investments? 

Yes . That is the valuation as of the thirtieth 
of Septenber . 

·,,ould you 11i sh the. t to be included? 

In so far e.s they can be reasonably sol d, yes . 

'!'he. t is i i'IO items . 

Tilere are American securiti es of how much? 

Six hundred fifty . 

To1e Canadian securities? 

Four tl':ent;,·-six. 

That ::utkes hol't l!lUch? 

That is--

A billion eiGhty. 

Then add the French gold and the Bel &ian gold, the 
six f ifty--

1,/hich is either in Canada or in -- ' 

143 
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.. cL, there is t:1e ilel :-;io.l'l of SlJ anu tile ::'r•enc:1 
o: llt..O, mal:in.; 1166 • 

(>no dir'ficulty about tho. t is sone of ti1a t : r ench 
end Ecl :,inn r,ol d i s in u,c t:nitcr. ~tc. tes , 1.hcr ens 
if it is i n =ngl and, :n6l~nd could cell i t t o us , 
but if it r:ere in the linited ~tntes we co.n ' l bu•r 
H . • 

' .. l1y no t . 

,.4t'.out t~e "el;:ia., , ov3rn=.cni ar.<. tile !Jutc:t 
o: ~r:1:..c;~ t tell in::; us to . 

Couh .. , ' t ;;ou put a stopper on t!u:. t '! 

;, , no, : :tea., - are :;ou su:-e the Jel zian Ill\~ l}..t tch 
.;ov c rn;~en t ·.:oulii say 0 . i\ . ? 

. :r: ,:o , I C.tl not , but ! O..'l onl ;r nsc1u1in·· they woul ci 
S(l j " it . r: .c or iti Sil ·.-.oult: •iVC t:1Cl.l (l l'Ccei pt for 
it . 

... : te: 

~ ­
. "" - 0 

~ ­... . ' -. 
,. . '" .. . ......... . 
. . ;~ . 
. . ' .• u. "' : 

::.:·. Jr: 

· .. ::ito : 

.. . 
00 O r o \0 :' : 

·.~ .c J r i t ish ccn ' t :-;ivc t:tc:~ a r•eccipt for ;:;old 
ti•e;: hold 11ith us . 

,_oi ... lUC~a is ~here o: t: .. is'! 

:.11 r i r;ht . 

'.'!w. t is 1080 e:1c 830, 17:,0 . 

..ell, · .. a i t , iie hacl a ficure of 1100 . 

7en ei t:hty . 

.. ell, cnll i t el even hundr ed and 650 . 

'i'iu.l \/OUl d be 1750 • 

.'Jld hot: ..1uch Bel gia., bolO. outside the l.'ni t ed States'? 

Regraded Unclassified



:hlte: 

f. .;.:.Jr: 

'.!hite : 

H.:.: .Jr : 

.. hi te: 

·· ··· Jr : 

Cochran: 

',hlte 

Cochran: 

~ .::. Jr: 

· .. nite: 

ii.:.: .Jr: 

Cochran: 

:r.::.Jr: 

Pinsent: 

Bell: 

Cochran: 

- 38 - 145 

I cnn tell you how much Belgian cold there is in 
the United States , 

•::ell, Belgian and the rest of it . 

Bel cium hns about a hundred and seventy million 
hero . 

\'.I!Jich country: 

Belgium, three fift7 . Then the other one is Holland • 
l~ve you got that there? 

ilow much of ilether le.nds is in !!:ngland nol'l? 

It is in Canada, 88 .7 in Canada . 

Three sixty-five . 

Throe sixty-three in the United States . 

\';hnt they have got here now is plenty to pay for 
any possible program the7 are talkin~ about, isn 't 
it? Isn ' t their program around 70 m1llion? 

About 75. It nill probably be coing up, though. 

Thc;r have got 365 in gold alone here. 

How much was Canada? 

Zi ghty- eignt and seven-tenths. 

Put that down. And No!'l7ay? i.'ell, look, in order 
to r.uti<e life a li ttle easier, why can't rr. Pinsent 
or scnnebody tomorrow morning say, "Of this gold 
listed here, so much of it ia in Canada . " 

I think that is in one of the pape~ I gave you. 

Didn't you get t hat, ~erle? 

I have it in this little one. 

. . . 

Regraded Unclassified



-, .. . . . " .. 

:: tc : 

. . . ........ . 

. :.ite: 

.. . . Jr: 

~ ... :. Jr: 

- 39 - 14.G 

It is the first thin.:; tho Presi dent ;·.ill c.sk about , 
ia the Lati n I.Illcrican . 

:.-.il put their nominal vc.lue there and put v:hat 
tllei z• narkcl v&lue is there r;ith e. r:ue::tion =rl: . 

".!o: . t.t lco.::t on t:!at basis, uy puttin- tJ.ose 
thinGs dol'ln , it 1:ill na:te it look as thou-h :. 
!tc. .. sane financial sense of res"Jonsi bili ty •.•hen 
l l ei tho!Jl pl c.cc these Ol'ders . • 

.. ell, tl.e;,· huvo~. ' t pl c.ccd so:Jc of these :~ct . 

: ::no·.r . 

This incl udes sMe 1:hich hr. von ' t been placed yet . 

I ;mol':, but I would put H dor;n he:•c nnd then -
that doesn' t wean - at least Sir :'rer.erick can 
re 1ort baci: his conve:-sation WI.: t:.e 1·:a:~ I f eel, 
nnn :.e ca:l "et adci tional instruct io:ts , but for 
tit is three o ' cloc!: :1eetinp, tot1orrow, i.: the;r 
t!ti.nl: of nnythin;: else - the;; don ' t hc.vc to a;;rec 
to a:tyt hin.:, but nt l c:-.st ao::1ethir:: · •. e cc.n put 
the.•e , and I cnn sa;;, "' .. ell, I e..-:1 pu!.tinc the 
ca1·t.~ face U;? on the table n:td !J.erc the;r a1•e . '' 

•. h'lt I said about that Fre:tc:1 anC. ..,clf.lan ;::ol C. -
l'lltcn you ~n·' tlutt can be Ul.kcn over , that is in 
t~o first pio.ce ~iven out an nssw~rtion . In the 
?econd pl ncc, it is crcntin: .a uebt . It isn ' t 
l:<creas~n: our total -::enlth 1.n en~· r.a;; . If our 
t.eb: 8 t t:.e ena 0~ tile \7ar does;: I t hliVC tO be 
oct , I a r:r oo it i s e. perfect!~· le~itioate dedTlCr 
Uon, :md a perfect!"· lcr;itiuote usc !'or it i s • 
io hand it over t o meet the expense o! the rilll' c.s 
fo.r as we r;o, but ·;ou call ' t say because we lay 
ci.o1m so nan;' hundrccls of millions of dollai'S in 
?ranch a::d Bel ci an c;ol d r:e have acquired that su:n • 
•. e haven • t acquireO. it except for use during the 
period o~ the 1·:ar . 

· .. ell, you can !;ive me your I.O .U . 

• 

.... 
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Ho. 
On a piece of paper, now. Then after ;;ou have 
11on, ;rou cen r;orry a '!lout it . It is just like -
when 11e were ne:;otiatinc f or the Rolls Royce 
engi ne . They sent i t over here, Lo~d Deaver­
brook did, and I di dn 1 t want to t ak e i t until 
I knew ho;y much th~ royalties were going to be 
and what 1t r;e.s goln" to cost us , so he sent :ne 
a .nessage, "I aLl scndino; tho en::;i ne over and 
after ne 1·:in the roar r.e r.i 11 ta.l.k to 7ou about 
the che.rt;es . ' So ne have cot tho cn.-ine and 
1:e ere c;.aking i t , and I haven 1 t cot fhe sli[;ht-
est i dea r.hether >;e r.ill pay any royalti es or 
not, because he refused to t ell me, but I 
dien 1 t take the position - I dien 1 t seJ I 
wouldn 1 t ru:.ke the engine un lil he did tell me . 
·:.e are just ~oint; ahead and manufacturing 9,000 
of theo, s,ooa for you, and we have had to tell 
our o·.m manufac t urers ttu:. t ~.e didn 1 t know, but 
i n case t her e v;as a royalty we would i ndemnify 
the~a against it . l'le.sn 1 t that who. t it amounted 
to? But his attitude was for going ahead. "I 
\'/ant the engine, and v1e need the engi ne t o fi ght 
nor; . " You have r;ot some engines here--

There are some otter assets . There are &ola 
holdings in t~e Eopire countries . There is e 
J ritish investoe~t in South Africa, Far East. 

There is one thin& I know I can se:;; for :.:r. 
Roosevelt , unlest he ~s chanc ed his ~nd since 
he has rna de t his trip, that ;,e don 1 t r.an t any 
of these islands, unl ess he has chan~ed his 
!lind . I mean, he may ;·:an t adC.itione.l bases, 
he nay think up some new bases, but I kno-. he 
doesn 1 t want JaLlaica, I kn0\"1 he C.oesn 1 t -.ant 
TriniC.ad, and I knovr he doosn 1 t want Br itish 
Gui anai at least that was the we.;; he felt very 
stronc y befor e he l oft . I understru,~ that al l of 
this talk e.bou~ t hese being ""'1-n.ted b~ us i s - who 
was i t that sa1d today that - 'l'lell , l f they have 
got to give up all these, we might better make peace 
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Sooebody tol~ me that. I don't know r.ho that 
\"las . He says, "If r1e are going to l ose them 
anyway, why not make peace and give them to 
Germany," or soocthing like t.ha.t. , but I can 
assure you e.s of the time he left tho last 
thing i n the vtorld that he wanted 1'/e.s any of 
Lhese British isl ands Ol' possessions in the 
Caribbean . 

148 

In order, ~~ . Secretary, that you could l et the 
people knol"l tomorro\7 that you ho.ve gone to the 
bot tOt! of everything, why coulcin' t Harry dran 
up a list of these rather questionable assets 
and then let rr . Pinsent and ~r . Ple.Jfair help 
put in e. little pare.:;raph at the sice of each 
giving a short explanation, the fact that they 
feel they ousht to have a minimum of 600 million 
dollars of gold in forei£n exchan~;e, that sooe 
of these colonial assets are only in sterling, 
are a war risk and not i.ml;lediately available and 
so on, so that you have that immedi ately before 
you? 

Thnt is all r i ght. 

\',ell, M gave them just t.hnt and they were going 
to y;ork on it . 

· .. ell, 'o7e have listed that material with the 
exception of the direct investments, which ~e 
hope is on its r.ay by plane . 

Yes, but I take it follonint; i~erle Cochran's 
remark - let us take, for example, the Latin 
~criccn investments you have given us your 
estimate of . ·:;e have those, and I take it 
those would be indicated as pnr t of the assets 
whiclt are available without any attempt to 
evaluate them e. t this state in tho discussion, 
if evcr

1 
ana simil arly 1':ith other assets . '.'ie 

can ind1cate the list and if we don ' t include 
them in the l i st, somebody else is going to 
and I mean it isn ' t as though - I mean there 

• 
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are plenty of people in Cont;ress and el sewhere 
rzho--

\tbj', sure . Take, f or example, this 700 million 
dollars 11orth of securities. I am sure Jessie 
Jones r;oul d like to tal:o 11 look 11 t them. 

·;,a have sent for the list, 1!r . Secretary . 

I ao sure that in connection r.ith t he deal with 
the Argenti ne, that )Jr . Jones would like to 
take a look at r;hat ;rour hol din:;s are in t he 
J.r ;;entlne . I knor. I have o ent ioned it to 
::r . Prebisch, and I thinl: he •,;ould like t o tal:e 
a l ook at t h= . 

'i'hl't i s all ri~ht \'lith re~ard to t he r ailr:e.n, 
but 'ole haven ' t ~ot his pr1ce ;rcl. • 

The day he l"tas in I went over t hat . You \;ere 
thoro, Den. You remember I asked Prebisch ~~c 
:::spil ;.hether they were dealint; on this thing, 
and they said no and they also said they had 
the authority to do it , didn ' t they? 

Bell: Yes . They said they came prepared to discuss it. 

; .. :·.Jr : 

PL1sc::t : 

:: .:: . Jr : 

Coc!:re.n: 

Phi llips: 

~1o questions : Are you prepared? Yes . And are 
doins anything? t!o. And have you the author ity? 
Yes . 

I thinl: Senor Prebisch's 2nt;lish is not quite 
Derfect, llr . Secrete.ry . I !:ave f ound once or 
b-tice if I asked hi:: somethin~:;, he r:ould say, 
"Yes," and I voould discover presently that he 
hadn't uncerstood. 

i'lell , Cspil' s English is all right . 

On thnt , l!r . Secretary , there is a possi bilit;r 
that they meant that this delegation coming to 
South /.me rica. was not talkinG about it. 

\'iell, anyway, the position is that the nominal 

, 
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capital is of the order of 260 million pounds 
If there is a reasonable offer, the de~ cer- · 
tainly is on; and, assuming you \1ere to put 
up the dollars, t hey are available. 

•,;ell, that is the first time I have heard rthat 
the price vras they have offered. They have 
offered you 60 million dollars? 

Oh, no, I say i f they offered it. They haven ' t 
offered a figure, you see. Y:e ho.ve been tr;rin~; 
for months to ~;et a fi~re on it . If the best 
offer they cake is too lon, we shan't take it . 
If they make a reasonable offer, ne shall . 

I thir.k vre can easily oako a list of all these 
items, but the direct investments ne can' t 
todo.y, but we hope to be able to very soon . 
Tho others we can all attach same kind of a 
fi&Ure, I ttean attach tho nominal figure and 
the market value so far as it is obtainable . 
They can al l be set out on paper . I do think 
there is merit, L!r . Secretary, in Dr . \ihite ' s 
ar1•angement, putting these capital items on a 
sepnrate sheet, because they are very different 
in kind from the current incomings and outgo­
ings. 

There nouldn't be much use in our indicating, 
including the others, unless the--

Uo\71 !lar ry, for me for tamorrow, before the 
other meetin"", here I I;ant gol d belongillb to 
the Allies o? Entland nhicb is not in the United 
States, of the Allies of Engl and . 

\le have that . 

Amer ican securities, American direct investment s, 
and securities held in Canada . 

Canadian securi t ies held by them? 

That for this purpose, I think, i s--

• • 
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Fronch gold in Canada? 

I said Allies . 

Oh. 

Free France . Baven 't you gol an aabassador in 
Viche? 

All right . 

Isn 't that the list? 

Latin America, too? 

t:o, that will be - no . 

.. 

151 

Do you r:ant anothol' chart showing the complete list 

of--

You have seen that no te we put in about those 
Latin /;merioan securities, haven' t you? The 
public utilities i s about 30 million dollars. 

On the Arcentine thing, I think there may be a 
three-cornered deal v;here one fiill kind of 
watch the other do a little unfreezing, but I 
doubt if ~te will get vecy nuch free money out·of 
it ourselves . There might be a little unfreezing 
o.ll around . : : 

rnese are all naminal figures. It i s quoted on 
the Securities and Exchan~;e . There are over a 
half billion business enterprises that are not 
quoted. 

\',hat was that public utility figure? 

Nominal, 6,000 pounds . The market value i.e 
about--

• 

• 
10 

• 
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Would you put that in? I don ' t think so. 

\,'hc.t is that? 

Your dollar exchange. 

The onlY. gold dol lar exchange is P.oing to run 
out by the middle of Januc.ry, isnTi it? 

I don't think I ltould put that in, 

152 

\'iell , I mean one tright ask the question if they 
are going to continue to use that, and I take it 
they are . l.hy not include it? 

And point out--

•••• That it is getting very low. Is it your 
thOU!;ht that some of t.ha t gold in dollars 11ill 
be used up in Janua~ 

i/e have got to pay with Ytha tever we have got or 
can get . 

Put it down there 11i th the note. 

This is the last of the--

. ... reserve. 

Of course, there is another question that might 
be raised at the meeting. I don' t know whether 
you want to raise it 'here. llut Canada is help­
ing - part of that is a payment to Canada of 
600 million in gold. 

That is one point I have been trying .to make 
all evening . 

. Thc.t is included here. Nov: , why has Canada ia­
aued gold. She can handle her balances t o the 
United St at es next year without that • 

• Vfuere does she get that gold from? t . . . 
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Us . The best ne can do on Canadian securities 
to the Canadian Government is about 130 million 
dollars a year. 

You mean they won't buy them fast enough? 

\iell, they say they are buyine them as fast as 
they can. 

Four hundred sixty-five million dollars of gold . 

\:ell, I:Ulybe something could be worked out on 
that . 

Yes, because Canada has only their estimates of 
the - I think their tentative one is around 350 
million dollars and to meet that they have ~ot 
about a hundred and f i f ty Dillion dollars or 
current production in gol d and some silver, and 
they have got a little gold on hand and so on. 

About a hundred and fifty million dollars . 

They have got American securities. So for the 
next 12 months' period, Canada, so fe.r as the 
United States is concerned, is in a pretty good 
foreign exchange position. Nor;, if on top of 
their position they are going to get 465 million 
dollars north of gold from Great Britain, they 
are going to have much moro gold at the end of 
next year. They are going to have something 
like probably two or three hundred million 
dollars more gold next yoe.~ than they have non 
after another year of war . 

Is there any use trying to s11i tch some of these 
orders into the name of Canada? 

I think they have got all the orders they could 
possibly deal >;i th, haven 't they? . 

I don ' t kno1·1 , How about that, Phillp? 

• Canada has probably got around four or f ive 

• 
' .. • 
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hundred mill i on of order s , I should think, up 
to Dec~~ber ' 41 . 

In this country? 

•ro Deceober ' 41? 

In this count ry . 

Possibly • 

Does that tie up r;itb your fi;;ures , !iarry? 

,,e was ::;oin~ to :;i ve us that to!lorrol7 . 

Let ::~e see if I understand this . You have hor. 
tulll:f securities in Canada that 'JOU o11n? 

Four hundred milli on dollars, \'IllS i t? 

Four hundr ed twenty- six mi llion l:nited Stat es 
doll ar s , wasn ' t it? - 42G !lillion United States 
dollars . 

And t hey say t hat t hey can ' t buy them f as t enou(;h , 
is t hat it? 

Yes . 

That is r i ;;il.t . 

The bud;et or the financial pror,rll!l is pr obably 
the t r ouble with then. 

T:1e Gover111:1ent have tal:en some, the Canadian 
Jlational Rai h •a'JS have t aken some, and we are 
put ting some on th e marke t . 

v.ell, I don It thi nk tha t that is beyond the 
roams of possi bili t y, t hat we could have some 
kind of an arrangement 1•d.th Canada t o help on 
that . 

If she uould take sOllle over, ne woul d take t hem 

• 
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and give her that dollar credit . 

Yes, and that woul~ relieve tho strain on Eng­
land, wouldn't it? 

Ve17 much. 

To the extent of a hundred and - was that for 
the next six months' period? A hundred and 30 
million? 

\'iai t a minute . 

Oh, t l:at is r.hat Canada--

That is the help r.e assume Canada would give out . 

In the Vlay of repatriatinJ; your securities? 

~;o hundr ed sixty million for the year--

Six hundred what? 

Ei ght eighty wes our first figure, two sixty from 
Canada and the rest was our--

How much of that was in sec uri ties they were going 
to take in part payment ? That is 260 million dol­
lars for the year; and, i f you have got 420, that 
lTould be the difference between the 460 and 420 
that you would save during the first year and 
then after that there wouldn't be any saving. 

Hor1 much? 

Tl-10 sixty end four twenty would be six sixty . 

But supposing it Tlas possible in a lump sum. I 
mean, we could work out some Tlay of buying these 
securiti es, you see , and then giving them a 
credit so that they would use them. _ 

Then the British Government would be able to 
utilize a hundred and sixty oillion during the 
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next twelve months that they otherwise would 
not be able to use until the ensuing six months. 

But it would give them immediately--

A six months 1--

But immediately it 11ould ease the tension t o 
the extent of 426 mill ion. 

That is right. 

\iouldn 1 t it? 

That is rit;ht • 

I mean this coney that we gave Canada--

Thnt is, the money that you nould get for those 
securities . In other words, instead of this 
gold going to Canada, it vtould go to the United 
States , or most of it . 

'.'/ell, then, can' t you put down here, U. K. onned 
Cnnadi e.n securiti es in the amount of 426 million? 

Well, ;·:e r:ere going to include that . 

1/e should have to reserve some part . I think you 
were ce.lculatin~ their dollar requir~ent in 
Canada. 

But you were goins to cover it with e;old . If you 
cover it r.ith these securities, the difference 
betr.een them, you wouldn' t have to cover it 11ith 
gold. 

\,e have got to cover it with security so far as 
we thought Canada could absorb them and for the 
rest we feared. 

That i s right, and the Secretary is suggesting 
that we might absorb them, and, therefore, that 
would no longer be e. limiting factor . 
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Just say that is that . 

v:e have already accotxpliahed one of the five 
items you listed here . 

Have you written it do\'lll here? 

157 

Yes. That was ·one of the five items . Gold end 
American securities - Canadian securities held 
by U.i<. 

Vlha t was the fifth item, !Jr . \'Jhi te? 

The fifth i tem was French gold in Canada . 

I am sorry. 

Dan you started t o say so:nething a little 
whiie back about another balance sheet . You 
mentioned something you didn ' t finish. 

I was saying I thouvbt you ought to have another 
statement listing ail of these assets probably 
ip the order of the liquidity. For instance, 
put their cash balance first and their cola and 
American securities and some other securities 
and direct investments and so forth in the 
order in which they might be realized upon with 
an explanation of each. 

But don't you ~hink these five thi.ngs we are 
talking about could fit into here? 

They could. I don't think they necessarily 
belong on there because they may not be realized 
lfPOn in that order, but I don ' t see an,y harm in 
l.t. 

\'!ell, you can take a l ook at them. 

\1e can always pv.t it this D l · That is what h 
to be raised and then we can have another table 
saying these are the asseta~hich are liquid, in 

• 

• 
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the order as those five that were indicated. 
Then Dan \'ISS suggesting another table listing 
all items somewhat in t he order of a liquidity 
thing. 

I must conf ess I don't understand this Canadian 
thine; . 

Something like that . 

Canadian? 

I don' t understand this Canadian thin7, I 
t ake it what you have done ia put Cani:da in 
this balance of payments for the British ~pire. 

Because Sir Frederick has e~lained they have to 
meet tll.eir adve1•se balances 1n Canada 17i th gold 
except to the extent that - to which Canada has 
agreed to accept a certain amount of their own 
securities back, 

But in this statement you have under B (2) , Pay­
ments to Canada, 660 million--

That is the gross balance. 

\lell, is it t he gross balance? On the other side, 
you have Canadian assistance, 195 million and 
total dollar deficit of the sterling area with 
Canada, 465. The two equal the 660 on the debit 
aide? 

That is a net figure on the debit, not a gross 
figure . That is l'lha t led rou aatray, because 
they are not all in that f igure. 

I don't think we can go Much further tonight. 

I think once there is some agreement on the items 
that might be available, then there ia a ~reat 
deal of joint work between your {Philliia ) staff 
and our staff to attempt to see what va ue these • 

.. 

• 
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have, see Ylhether there is agreement on the values 
of particular items, but the initial task is 
merely to say that those are or are not available 
for this purpose . llo11 much they would fine.lly 
llll!Ount t o woul d depend on nhat we could run dorm 
and agree on as to r.hat tho market value eight 
be and tha t 1.ould require pretty careful, long 
study on numerous items . 

\1ant us t o meet in tho morninr, and see if we can 
11ork out this second set plus an expl anation'? 

I nish you r.oul d, Dan • 

Ten o'clock? 

Including me, you mean? 

i':i th me • 

Oh, yes. 

Have to have a li ttle time for finnnc i n5, about 
eleven thirty ot• something like that. 

Oh. 

To determine the market conditio~. 

r:ell, ;,·hen I get to the office, which will not be 
before 9: 30, oecause I am stopping to see Mr . !lull, 
oaybe ,.1e can have a. little talk then, Dan, about 
financing. 

All right, before thi s ten dblock meeting . 

How >Iould that be? 

That would be all right. 

Have a little te.lk then. ~s soon as I get to the 
of fice, I will get in touch with you. 
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All r ight . v:o oan do some preliminary wo rk und 
then we ought to set tle it about eleven or 
t>;elve o'clock. Bob Rouse will be talkin;; to 
me tooorrow morninh . 

Forreste.l is bringin& in Clarence Dillon . \,e 
uill let him settle 1t. 

l!e seems to be ar.fully interested in it . 

J.!aybe I can make a sal e to him. Do you (Phillips) 
thinl: the newspaper t\en l'lill be it1pressed vtith. 
the lencth of Lime you have beon h.oro? (LauGhter) 

?hey certainly had him dorm t o the second the 
other day: one hour and thirteen minutes . 
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