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July 4, 1939
(Dictated July 5, 1939)

I spoke to the President at the pienio o
Sy 4 b about slwsele !clock and suggested that on

, Jul;
purohase of e aimlyisay

Aon by the Senate. F.D.R.
you a press ean{erunuu ledna.d‘y!“ e
1 said no. He said, "Good! hen I would ai
So2ute1y hothing and’do Rothing: ¢ think
we are going to win in the Senate A e
Wednesday. "

unkud "Have

Lagt night on the train I had quite a long
talk with the President. . Again w

situation, and the President said,"Say absolutely
nothing today. - Just git tight.'’ He said, 'Keep
everything in euspense’ just the w Pre
dent, ‘satd the Btabilization runa was wien Giso
1t at his press conference on Jull

n he got on to what we might do on Thurs-

a1l the offers were in for both domestic apd foreign
would we decide how much we should buy, I a
argue with him because I felt it wasn't vorsh white,

brought up the question about countervailing

Sites o Italy and the President said that he would
oall Gaston because he was under the inpregsion that

Shey mowiaeo Into e rast on:shie Fisat,of Telrs

was correct in his impression as I don't believe e

davised hin tuat we had given them until the Stn of

I told hin that the oable had come in fron Wait
saying that in the £ 811k cocoons that the Italian
Government did subsidize and t|

them the 30 days' official notice. ald_furthernore
I could not have done anything about it on Saturday be-
cause I had given Sumner Welles a promise to let it go

today we would give
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The President satd, |
silk nanutact
215010  that that was a good point. . Under the pr
ent law we could do nothing, but we were introducing
an amendment to take care of this siftuation.

President 0 announce the counter-

g u
e ie ™ k0 on' ohe Monetury BILL in the Sens

and the Pregident said, Wo. = The two things poe
nothing to do with each other."

then asked him when he expected to publioize
hig self-liquidating progran and I gathered that
would do this at his next press conference, on Fri m.
°%aia, "oy will have to have a heart-to-heart talk

as the foreign loans are Gonoerned,
A% o to Berkley shis morming et 9115 and let him de-

de. a1d we had the bill drawn both ways, with
Zoreign et

aid ho soonsd in & good humor and, Sperefore,
x mmcm o talx to hin soriously about NoRs

I said, "MoReynolds and Bell are doing the work
sistant Seoretaries.' He sald he D his
ot ynolds; that he needed him as a stabilizer

m
and counter-balance to the rest of the people that he
was taking on; that Harold Smith, the new Director of

wasn't © ough and he wanted MoReynolds to o as
T buckbane. (Tha 1s not the exaot language of the
President, but this is what he had in his mind.) I
gatd lcReynolds knew nothing about the budget. Well,
he sald, he wanted him anyway. I sald 1t would be a
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great 1oss to me, but if he insisted, after all there
mag nothing that'I oould do,  He osked what was

ynolds' salary ana 1 said $9,000 and wanted to
know his title. He said, "I guppose he won't want”™
fo glve up his Oivil Service status and, therefore,
e will be unable to recsive the $10,000 that the
tuor Asgiavance e o said_couladt the Presi-
dent give me some idea as to how he would
him and finally I wheedled out of him he would keep
o

office organized. d and reminded him
e had promised to keep Bell only for three months and
kept him four and one-half yaas (I 111 )uv;’to

he gap,

get my organization ready, b
“b10, That 1o going 50 b8 Lot when Ucheynerds eave

The Prestdent said he tad & letter from sone-

on the new tax bill were

Tnagourate and we should Tesheos them  Als mants us
o “go to town" on Section 102.

aabedy Siechad eridently besh ocitisising

Gl dsochenaTar s Eoasa i Tor 1s.  He sai

that_somebody sent nin, every week, & sumkary o

ihe Bupreme Uaurt voted on eagh quéstion and by tn-

dividuale and suggested that I do the same in the case
the Board of Tax Appeals

©00-000
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July 5, 1939

5 pem.

HM,Jr called the President at 5 pu st the
following {s a record of their conversatio

HM,Jr: Heartiest congratulations!
Eresident: By how mich?

HM, s Barkley phoned and said that 1t ha
not been finished, but that he Shougt 1t would be
Lto 0. they have announced the /approval, but the
count has en_announced. rvelous!
Yo will ot AN ready. Eu sunng ignt

(HM,Jr. aside to Mr. Foley: Can the President
sign 1t tonight?  Mr. Foley said yes.)

(To the President) What is the deadline?
President: Ten o'clock tonight.

HMJr: We will see what we can do to get it
engrossed.

(The Secretary said, after the above oomezs
sation with the Preaident had been conoluded,
She President renarked, "Afser I am blackmaiies like
that, I am in no damn hurry to sign iti")

S—Y
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July 6, 1939

Jr oalled the President at 9:20 this
marnmg an the following 1s & record of their
conversation:

President: Good morning, Henry! What
18 new

LIz Don't you feel safe and sound with
the monetATy euthority back in your hands

President: I d1d not sleep a wink all night
worrying TT‘u the responsibilities in the hands
of one %

HM,Jr: Silver in London dropped from 37,92

0 36,73 and our thought here ie that quite a lot
o Bie fatxing o on
horefore; ay hunch ie uhy not sut 1t at 35
cents and leave it there and maybe that will be the
rice. ihy pay more?

President: How about China? Have they any
e1lver For sale?

HiJr:  They sent ms word last weok that there
18 6,000,000 oungee in Chungking. The bulk

in ldexiuo and a little over 1,000,000 ounces caming “out
of Can:

President: What effect will that have on Mexico?

Jr;  The lowor the price, the nore Aiffioult
for them. If you wanted to do something for them
could alvays inorease it one cent or ro S e

o help them out. ‘trovble with them
15 that they have mot apprectated The fass that ve have
‘been buying silver from them for several years.
esident: In putting it at 35 cents we ave

establ!uhsng & new world price and I don't want to fix
the price by fiat.

HOJr:  Thet is right.
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: My eyes are not even open and
my :r;‘lin:ﬁl‘%‘uj‘ s Just begun to work. Wasn't I grand
yeaterday’

HM,Jr: Did you go to toy

:_ Did you get what was in me back.

of my hei ] R r. C. 18 going to be run
gegm. you see. will get on beautifully R
an.

Ihat vag i quics snesiing ik iz
‘the Hill at 6 o'clock
Barkiey,

Shall we finish silver first?

President: If it is 56.72, I would put it
at 36.75.

HUJri That will be 36-3/4. I have nothing
very definite. I would Just as leave do it that way.
Let's say 36-3/4.

The bill will be down this afternoon and I
take 16 that you will sign it.and’ then we will get
out our regulations.

M: Yes, I will.

Jr: ' On the Jesse Jones natter, they uent
ovex‘ a bill l.lst night with no comment and -our boy
say that 1t is not vex'y good. I have been h’ying to
get Jesse for half a

Pregident: Barkley wanted to introduce it
today.

HLJr: Have you any suggestions?

Pregident: No, other than carry out what we
sa1d yesterday.

BiJr: I will try sud et Jesse and ask him
%o come over here this mornin

]
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Erestdent: Wil you try to get 1t to
Barkley by one or two o'olock at the ratest!

Jr: As I understand 1t, you do not
0 §1¥6 up any prinoiples, but let the Rr LFyCe
e the Dool.of capital. ok

Pregident: ually there are five agonoies
and only one of S under the R. F.

HUJr:  Ana Jou are going to depend on Sohran.
If I need any help, I will holler.

000-000




July 7, 1939
9:15 an

Jr called the President at 9:15 o'clock
and the follmling is a record of their conversation.
Zregident: Hello, Hel
do: Hellg, Mo, Prosscentt It is
bad about ahuﬂe. 1t shame. Was it a ltro!.7

President: Yes.
Well, I suppose it is a relief for him.

LI

resideps: I don't know anything about che

e B sl will be on Monday avay
Somsin Boutn Virgintas© e mil2 ail go o on tne
train.

How 18 silver?

HUJr: Yesterday 1t was 36.73; today, 36.61.

President: It is the same then.
HiJp: I would say you ave a good guesser.
With your eyes partly opened you are good.

On the Jesse Jones affair ...

P 81 re_you all ready? I got mad
again yogterday, 1" %ol Pa *For God's sakes not to
bother me with that thing again."

HUJr: You know, he went to bed yesterday.
I talked to him a little while ago and he said "I will
have 1t ready on Monday," and I said positively no.

President: Ny

HM,Jr: Jesse said he got up at 6 this morning
and read 1% and he 1s down to a few inconsequential
things. 1 told hin that I 'was free to go over it at
any tine with hin,

I was going to make this suggestion. If we
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can't get together, because 1t 1s down now to fixing

fhe interest rates’and to d and he

had 1 ve, that we will do everything

can np noon and then walk the b1l ove ou.

I take it, beo: 1. uauen me, that you
not wan

conference
this morning, elptunlly 81 Tmap s,

President: No, I do not.
HMJJp: Thanks, Sir. _Good-bye.
President: Good-bye.

000-000




July 7, 1939

4 to the President, »¥ith the Seorstary
the trouble
me monthe Aﬁo of_putt
ooal he Bragident. shogk T

officlo on every other one of ©
Gorporations ai told hi And he

, Henry, to get olose to Sohram.” ' T said,
Tin eestacns.'you Have not appointed him."
said,

He
I will Monday and then you get olose to him."

(The President had Admiral Lanh,v for 1unuh
and my guess -- just a guess -- is that Leahy goel
in -- a sheer guess.)
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Part 1 - Meeting With Dasghton, Oooper and Harrison at
t

e House on
Part 2 - 10,05 oonvareation | ¥ith President on Self-
Liquidating Projeot

July 7, 1939

2150 pm
Present:

Mr. Gaston
Mr. MoReynolds
Mr. Foley

Dr. White

Mr. Bell

Dr., 8

. Duffield

Mre. Klotz
Mr.Lool

ea
Phil Young (For firet half of the meeting)

HYJIp: g, I want you to hear the first
part of this, antoh hes Fets oy e taxes, and
then you will be excused.

The President saw Harrdson, Doughton and
Gooper at Doughton's request to s how the
Congreas would proceed over ‘the Sammartin Tas ren
aration of a tax bill, Mr. Doughton and Mr.
1t goomed, had taken it up with she Demooratio members
yeaterday before coming down and they were very em

Committee in 1933 where the House did 53
work a e Treasury cooperating. Pat Harris
oconcurred end said that he felt it was mich better for

14 e

let 1t go that way and then if the Houge could pass &
bill early next January the Senate would be glad to re-
ceive 1t

The question was brought up of outside advisers

enough tax experts without calling in outsiders. Coo
gt haa

v
said he yet to see an outsider who contributed any-

>



0170

Then the question came up of a letter lr.
or_a $250,000 appropria-
tion, which I don't believe I have seen. I am
4 nd also of an Advisory
ow

they sald they would like very much e co-
operation of Mr. Hanes end I assured them they would
have 1t.

(Hi,Jr to Mr. Young) If you will tell him
hat, plus the story that's in the papers. I don't
t letter. So many things have
happened.  But Doughton kept asking me about some
had for a querter million dollare and setting
up an Advisory Committee. You might dig it and
give 1t to MoReynolds.

Mr. Bell: I think 1t was a Committee appropri-
ation.

¥r. MoReynolds: Did not go as a Department
proposition.

Hi,Jr: But everybody is very happy. I am
only s

and I agsured him that Min Hanes
would be delighted to go along on this basis.

(Mr. Young left at this point.)

NOTE: THE following was dictated by the Sec-
retary from the Farm on 7/8/39 as an afterthought to
the above.

The President said that England handled their
finances the best of any country in the world and that
when they decided to increase their cost for armament
that they ralsed half of it through taxes and half of



1t through borrowing. son of Congress
went overboard on his Buagez betnnn §800,000,000 and
$900,000,000 on Agriculture and on Armaments and, there
Zore) he’thought in  planning over the summer the Tax
Gonndtuee shoula think of ways and means of raising
another $400,000,000.

R

e to the President and told him that I
was pleased to Toport there was 100% agreement between
the Treasury and Mr. Jones and he sald that was fine
and that lir. NoReynolds and lir. Foley would yalk the
bill over and you (Fo)ey) most ukaly thought of 1it,

but 1f you haven't I there ahould be a new sum-
Pary: phasibly Andorlining the shinge whlch have been
changed

Then the President, while I was over there,
t in a call for Sam Reyburn, Barkley and Btaagall.

somebody.
will bring 1t up. He said, "It most likely will
be Foley.

80 the President enieius to continue, I would
take 1t from that. You se But Mac will escort
you (Foley) over there bemmua he has a way. of his own
with Forster.

Then the President talked about Currie being

over_there to see him about the railroad proposition

and 1 told hin that we had Gurtle over this morning
that scemed to please the President very m

And the other thing, very much in

Tery ok in uhe room - b oning undr the desk ara
saying: No, I don't see Drew Pearson) -- Jegse wanted
Y% e Director of Be F. C. and he President sad

N
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He wanted to stay as ex-official on every
zn'; of th;:' Eroups and the President said no.
then he aske

Bepantionl ety jsoigations elull
i sohx--, b'glnnlng Monday when

000-000  *




July 10, 1959

Jr called the President at 11:05 and
nmny 0% to talk to him at four minutes of 12.

Pregident: Hello, He

HUJr: Hel Did Migsy tell you wha
gust voTA art 1 gata that I yould agg the rice
of silver at 20 cents if I could not get you. That
T would have to use my own judgment.

President: I forgot to call you. How are

yout
HUJIp: Fine!

President: Goodl

HM,Jr: Friday eilver was 080 oente;
day, 35,55 cents and today, 3i ot e you
had’some other 1dea, I thought e

Rreaident: Make it 35 today. From what I
22,5 rould hate to see 1t go below on aooount of
Nexico and Canada

HM,Jr: On Fridey we paid 36-§.

President: Inoidentally, we may squeeze some-
body.

HU,Jp: We have been getting very little the
last couple of days anyway.

Pregident: I hate to do it on account of Mexico.

HM,Jr: Maybe they will begin to appreciate what
we have done for then during the last four yea

Eres. I don't think Mexico will appreciate
An el thing for them now, ~ If we do not set
1t at 35, Mexico will go brol ¢ 17 goos up again

= B e e R T L e
own.

000-000




July 11, 1939

Saw the President at 9:30.

Told him that Wallace was over here with blood
in his eye in regard to Commodity Credit. He wanted
some thing done about the stock that we hold, I told
the President that Wallace wants to get Jesse Jones

by

continue.  The President said that wasn't so.
3L sa1d, <1 will tell you how I fesd about

1t and " hoia this 5o Wallace. that you ought
to have one big agricultural lsndlns ageney, Just the
a; have one lending agenoy le in the
oities, 23 n at ] a
I told'the President, *In addition to what I tola
Wallace, I want to tell you, Mr. President, I think

1t's most important politiclly to have an independent
agrioultural age you can |point. say,
'Well, maybe you did orticize the Administration pro-

Honey 86 the farmer, and I shink you ought to do It."

said, "I agree with yo He said,
Havel soyeanite message to congmu on :nn, wouldn ta3
I said, "Yes, after the first of January." said,

iThat's rignt and that's the vay we will'do sl
ook

I said, "I am going to suggest to Jones that he
withdraw one’Director and let Wallace have one more
Director," and he said, "That's all right.

Then I asked him who he would want to have tes-
Si6y on Snofpel oTAquich s ng progran; that Wagner had
1t w fo3

suggested. ~ That Foley had told me they had a
Jones to start and he didn't want to and my thought
was to let Wallace, Carmody and Jones do it and if
they wanted me to close the hearings, O. K. That was
agreeable to the President.
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e d1d not seem to think well of my idea

of getting the Independent Agencies together, but
a1d he would have Jones and Carmody come’ to

Gainat ey Priday and explain the progran there.

asked him, *If you don't mind my asking,
why e you send Schram's name up?" and he said,
“Thanks" and he made a note of Schran and made a
note of Currie and McNutt

n the President went into a long talk as
to_why ho was putting MeMacs Anr  He seid. iie

_pelitigal reagon is very insignificant. "Ana_he

said, "I am sick and tired of having a lot of lon

of a fellow!" He said, 'Well "we will give him his
chance and we will find out.

o 1 interrupted the President snd I said

ident's pernission to come out in favor of not giving
the Philippines thein independence?®  Presidert said
"Sure, go to 1t." The President said, "That's the
kind of a fellow he is. “Hels witling’to go agaings
public opinion."

The whole time the President was talking I had
a broad grin on my face, whioh he iﬂnc seem to ob-
Ject to. But he wouldn't smile himgel:

silver, the President vas very mugh pleased
that the price in London had come up to 34% centa.
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He said, "Can't we seleot the people that we buy
from?" ' I said it would be very difficult, He

©
modity and say to Chile, 'If you will drop your

Quty on automobiles, we'will buy silver at 8o mioh
above the world's price.' 'lMake a separae deal with
Mexico; one with Canada."

I told the Presifent that last year the rorla!
oduction wa t 200,000,000 ‘ou

B ooa Soases Goveramens. nad bodEnt 500,000,000 unces;
that private industry in the United States had bought
about 50,000,000 ounces, 80 that we had purchased
about 150,000,000 ounces above world production,
furthernore pointed out that from now on most of the
silver that we buy -- a goodly proportion of the sil-

He said "Just the vay we do trade treaties'.  He
said, "Treat silver 1like a commodity."

I acked the President for suggestions as to
phic o wanted for poker and he suggsated Noble and

o
said, "That would be fine." I phoned Bob Jackson's
offide and he could not come. He's in San Francisco.

000-000

they did not want to have any irritation and
fore deoided that 1t would be unwise for me to ask
Mr. Farley. They suggested Stewart HacDonald
and I have invited him.
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TREASURY DEPARTMENT
UNITED STATES COAST GUARD

HEADQUARTERS m WASHINGTON 10 July, 1939,

From; Spagent, Hongkong, China.
To Mr. Lochhead.

Message from kr. Nicholson.
Buck arrived Hongkong July 6th enroute for New York via the

Olipper, Stated four experts had been selected for assigment to Chmng-
king in connection with road maintenance and transportation over Burma -
Zashio - Kuming routes and their expected arrival in Hongkong would be
sbout n14dle of August. Inmy opinlon this is the cutstanding achieve-
ment of the Secretary on China's behalf cutside of commodity loans. Ascord-
{28 to reports fron reliable persons on the spot, the highmy from Hbamo to
Zashio road at border is in very bad condition and almost impassable. That
sane fact s true of the lashio Rumning road, although wet season has only
Dbogun, Road from Bhamo as far as Loiwing, site of Central Alrcraft Factory
1s practically washed out in places and otherwise full of ruts and holes
and tractors are now being used to pull loaded trucks over the most diffi-
cult parts., Adroraft factory officials are patching road with gravel the
of course, is only

8120 of golf balls taken from thelr quarry. M
makeshift repair and may do more harm than good in long run. However,
there 1 goodly quantity of this gravel on river shore around Fhamo and
with proper crushing etc. may make ideal material for strong road construc-

tiom,
Franklin D, Roosevels Librar

* DPEELASTT TR pec TO 1bD

5 RHEP7- 287




-

0179

July 13; 1939

HI,Jr called the President at 9:20 and the
£oLlowing 1a'a record of theis somreneevtan

Eresident: Good morning, Henry.
HUJr: How are you, Sir.
Eresident: Wnat happenea?

HM,Jp: oJeotexday silver was 34.90 and we kept
1t where 1t w Today 1t 1s 35.43.

President: Fine!
HM,Jr: And my thought was not to follow it up.
President: What is your price now?

HMJr: Our price Jestortay was 35 cents. We
444 not follow 1t all the way down.
Prtgjdsnc: I think that is all right.
: We could see what heppened.  The
a_very e poultion over there. o Tost $5"as

35 for a day o
President: That 1s all right.

Hi,Jp: What time would you like to have supper
tonight?

President: About midnight.
HMJr: What time would you want to have tea, then?

Pregiden {qet'e gt started early.  Snall we
say seven otens

B fn other yords, you expect dinner at
seven.” You will have

President: Don't give us too mich to eat.
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I will not give you too much. I am
pl-nnx_‘F“n give you lobster.

resident: On, boy!  Don't have much e
Capiidet ster.

HMJp: No. A little salad, a little champagne.
Pregident: That's fine! Tat's fine!

HiJe: Te Goneral Watson oomingl  We vill make
hin play with a f1fty-o ollar,  (HJr explained
o R e anyioas tias fa acule ke cooiirine {
18 01d Dollar Watson.

President: oYou wi) have o call nin $2.00 Watson.
It will be a grand game!

000-000
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July 14, 1939

Appointment with the President at 11 a, m.

reviewed with the President the racent
hiatory of the Bn of Anerioa sage, reminding hin
of Mis suggestion of a lecser that Giannini should

bankers. n let him read Folger's letter of
015 I8t (atvached) plus the statement which lr.
Ottley had given me (also attaghed) and 5014 hin
yhat ye proposee to do. Tho Prosident said, "That's
ine!

At the beginning of my conversation he said,
"Is 1t you or the Department of Justice who is hav-

a
has been conducting hearings is the S.E.C."

f our negotiations have been in private.
I tola hin that I had Jerome Frank o oyer here yeater-
Gay Jand nad DOStRa MR and. e Frank Fas 20 Pleasea
Docanse he shia shet ohis §5,000,000 rightoors on
Yo real estate was Just what théy mesded in order
to make their case.

I talked to the President about Jos dreen of
the State Depertuens and he had spok
S ER R I AL e s
place autside of Washington, but that Hull vas very
stubborn; that he liked Green; that he told the
Rl Gl e B R
of 1t. The President said no, it wasn't Ickes; that
a 1ot of people were talking about 1t plus the Hill.

I talked to him about Aranha and Brazil and hav

n't doing anything, thas Franc

plug Herbert Feis and the Bondholders Committee, etc.,
eto., and ne said to to Sumner Welles abou

and

al
old the President my idea of transferring those
negotiations to the Export-Import and he 1liked

idea immensely.
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Alao uxaa him for a date for a pionic at
22nd or 23rd would
which was better
Sunday, and he
They oan’slesp on
Saturday night, but if it is on Sunday they have to
Prepare 1t for their Monday morning papers.

g

found the President in excellent humor. He

214 e had enjoyed the evening very mioh and in
alking to Seve m said lagt night was jusi
the Pra.m-nc o ‘aftor the very diffioult day
had had

ST T A



L TREASURY DEPARTMENT
COMPTROLLER OF THE CURRENCY
WASHINGTON

July 13, 1939

MEMORANDUM TO SECRETARY MORGENTEAU

Examiner McLean, in making the current examination
of the Bank of America N.T. & S.A. as of March 31, 1939,
has tentatively listed losses totaling $13,522,598.69
end doubtful of $16,462,838.63. In addition-there are
classified assets in II (formerly known as "Slow") of
$102,692,875.00.
€ Approximately $5,000,000 of the loss ol
has already been reviewed with the officials of the Bank

1f1cation

by Exaniner KolLean and they are substantially in agree-
ment. An additional smount of approximately $8% million
Temains to be reviewed with the officisls of the Bank.
Most of this results from a review of the Eank's own
appraisals of its banking prémi:
The District Chief Exsminer, Nr. Irwin Wright, and

and other real estate.

I are in agreement with the tentative loss classification
and belleve that it is completely justified by the facts
developed in the course of the examination.

.
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Heis

As sgreed upon in the conference with you and the
Comptroller, I em planning to return to San Francisco
at once to participate in the review of this additional
loss classification with the officials of the Bank. We
shall endeavor to complete that review and proceed
directly to the closing of the examination and the com-
pletion of the writing and typing of the report in an
endeavor to return to Washington and have prepared for
transmittal to the Board of Directors of the Bank by

August 1st a letter summarizing the examiner's criticisms.

Wm. P. Folger
Chief National Bank Examiner

Puxvtuﬁum‘, -
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THE WHITE HOUSE
[
December 13, 1988,
MEMORANDUM FOR
THE SEGRETARY OF THE TREASURY

W11 you hold this
confidential memorendun until
we are Teady to take it up?

F.D. R.




July 17, 1939

Lunch with the President.

him we were going ahead with Section 102.

I a1d not ahow hin the memorandun fron Oraves (attached)
but I told him that we were getting a Txeasury Deoision
out in the next day or two. He said,

2814, *I would like yoy to investigate a couple
of ccmpcnien for me especia’ 1y 2 . tak

w York Times, for exam au, o r.hu
Lnava "got any nything againgt Rethur Sulzbergér, but he's
Just plain stupid,"and with that I howled.

said, “What do you want me to do?" He said,
"Well, where a1d they gec the money from to pay their
inoome taxi" aid, "They got 1t from the Times
Gompany. They boughc P preferred stock.' He said,
T know. ant you to 1ook into 1t."

Then he said, "Take a look at Cooo Cola.
said, "They have been paying lots of stock awmondn."
Ho said, "I was told to buy it the first year I went to,
Warn Springs by the Coca Cola orowd and I mever 1d 1t.
e said, A very beautiful lady advised me to buy it and
I never did 1t and I would like you to look into it."

(I am not going to carry out either suggestion of
the Preaifente  “F will give Harold Graves time and see
he handles it in the normal way.

spoke to him about Self-help Cooperatives; that

I had upnken £o both Garmoty and Harrington, but hothing
happened and he would have to get after ‘them,  He sa:
"Dictate a memorandum to Kannee." Taid: e sogsention
1s that you organze self-help coops, Finies future, in
the States where they have made a success of the food

and Seattle." He s ine! Write a mencrandun to
Kannee ana T will do u o which I di

He satd, "Sometine next fall I want to get th /
vhole question of surpius commodlfies and selionern ail
reorganized -- the unemployed -- in a very simple form.
This 16 the way I remember it: firet we ought to have our

N
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apn

public works, then we ought to have our lelf-l’wlp/
goops and gupplement it with surplus food, and I
don't remember Just where WPA fits

The great trouble with the President s he has ,

ideas and throws them out to me, but he never
n and carefully plan a program for

the unemployed over a period of years.

I said, "According to the ticker, Jones has oo
out nn-rnateny in favor of the anr-uquxdaung
program. You must have said something to him Saturday."
He said, "I did. I picked up the Wall Street Journal
of Saturday and showed Jones where 1t said !Jesse Jones
peare FEvptioal on Fhases of Bpendingslendtng:t
said "Evidently it worked because now he is out for )

The President sald -- going back to Cooa Cola
"If you want So try something, when you leave the office
take ten grains of aspirin and then drink two bottles
of coa cola through a straw and see what it does to you."
I eaia, "But, Mr. President, I have to go on the Hill
tomorrow and’tes

el1, take 1t half an hour before you go up and

teeufy HH ot CH (5 b P (ot O T e

The President read the memorandum on Edison an
snai "If Eqigon thinks he oan get it r
But

fiee Brecident, they won's do thas b
four years where

more orders. e said,
He said, *Suppose this is a good corporation and they
are hooked. Let them organize a subsidiary and teke

© way, 4the inference being that they could

I said, "r. President, & reputable

company won't went to do that.'' So he said, ' don't

have to get this egislation shrow .
sald, "Well, supposing Edison thi carpees said,
A1l right, but tell him I would rather have him do it

the other way, to borrow the money from R.F.C, and p
it off on a pro rate basis." a, "You toldme that

oo Feldey. pnd 1 thpew oqi inas uuggeation and we got no-
whe:

sk
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2 TREASURY DEPARTMENT
WASHINGTON

——"— we Ao,

Memorandun for the Seoretary:

yiag with your reqiest of Wednesday, July 5, I submit the

h respect to the steps to be taken by the

LA e ) B DL D n 6
section 102 of the Internal Revemue C

Section 102 of the Revenue Aot of 1938 contains a new provision,
sumoly, thas the exd
begeas’the ro
Fpoo on the pars of the corporation 5o Avold the sureex on share-
Roliara ualoss the taxpayer proves the contrary by the olear pro-
© pemterins o' sidtnse, oo atfeot ot thiL w provsion 1y to
Shit% the burdan of proof fo the. saxpa
Chen the pasttion of the Dure
avie el ot Baraiter by et 0 hsriine
b3 Corporat s

th this change in the law, revised instructions will be issued
o all internal revemue age: nc. in charge and other officers and em-
R L U e e e G S T o
be ghven 0 all corporation Ceatiea i on 102
1s applioable. The £ corporation returns b e
“lane miJ1 require stbextion fustude tho fellowings

1. Corporations which have not distributed at least 70
peroent of their earnings as taxable dividends.

2. Corporations whioh have invested earnings in unlisted
securdties or other properties unrelsted to their
rmal business activities and not readily comverti-
Bo tnto ou

3. Corporat h have advanced suns to officers or
S tniders e e e et
profits or surplus from which taxable dividends might

7o Boen deolaceds

. Corporations, & mjority o stook s held by a
oLy graip o hhee ot Encue e a1 o (j

by & trust or trusts for the benefit of suoh grou
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Memorandum for the Seoretary.

8. Gorgorations, the dstributions of ilch, vhile excoed-
ing 70 perc earnings appoar to bo inad
quate when rmsidored. in sommestion with the mature of
the business or of the fimanciel position of the corpo-
ration, or with accumulations of cash or other quick
Sete xiion appost o bo beyoad the renscnsble needs
of the business.

In s0 £ar as cases of the first four types ure conoommed, the
instructions will provide that in ovory instance the examining offi
oerts report shall contain a specific L ket For e Sevisd
tion or nonapplication of section 102,

Eaployees will bo dasiguated i each field aftioe to specialize
on v.b- Ppiieation of section 102, whose respomsibility 1€ will beto
pass personally upon each R Lo
o or reviewing officors with respect to the lpyliultlcn or
sooapplisation of that section. Spoolal sctemtiom il slso be giren
he post
tained ourrently in Washington in e
a whioh 1abi1ity under seotion 102 1y eue sted
Department and interested comittel
Congress may be kept i T

It will be remenbered that personal holding oompenies
on 303 of the Rovemme Aot of 1954 sed sorresponaig
vemne Asts of 1856 e1d 1938 wnd the Tntersel Beve

thaa poracoal helding oompen

It is believed that under the plan which is in mind, as outlined
above, the Bureau will be able to provide an ato arrangement to
insure that unresgonsble accumulations of current earnings in corporate
structures will be taxed as directed by section 102

P7ASE—= — S A
Acting  comisstonor.
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) @ THE SECRETARY OF THE TREASURY

MEMORANDUM FOR THE PRESIDENT:

Pursuant £o your suggestion at Cabinet meeting on Friday,
represectatives o tao'n reasury conferred with Assistant Secretary
of Navy Edison and representatives of the Navy Department.

Assistant Secrotary Bdison wants to work out some method
o step up the armor or productlon of three steel compandes o mest the
Navy's battleship building progran.

to got, under the Vinsan-
plant, equipnent, et
the contracts for the comtamlated battls
ppropriation act author—
h!.ux i tery b-pm..nz o spend 6,000,000 For the purchase of i

new plant and

Edison feels that this end can probably only be achieved
by such 1.¢umm The Treasury agrees.

The Treasury ve given
in auggesting the Kind of opociel egistarios necessay o sccomplish
the end that Mr. Edison has in mind. A conference was h Friday
m-nm, July 1, with ey Depariamnt, reprasentatives, at “which
the Trea: wosanted the Again on

» the Treasury is doing everything that it ressousbly
o s mmetavTSiat Havy Departmant in aceomplisning st purpose

» Ly K2
% Lt 27




v JuL 17 qﬂ’? ,
UESSE JONES SAYS WE THINKS LENDING SPENDING
BILL SHOULD BE PASSED AT THISISESSION OF
conGRess 1 2% o
WASHN ~ JESSE JONES ADMINISTRATOR m:;”ﬁ
SAID HE WOULD LIKE TO
Ne

NEW FEDERAL LOAN AGENCY
SEE THE ADMINISTRAT 1ON-S NEW SPENDING
BILL PASSED AT THIS SESSION OF CONG :
DECLARED, THAT IN HiS OPINION ~THELENDING BILL .
1S A'G00D BILL- 3 - g
IR'JONES DECLARED THAT IT wml
SEVERAL MONTHS TO GET THE VARIOUS

THE BILL INTO FULL OPERATION AND SAID
IF ENACTMENT WERE DELAYED UNTIL NEXT SE: Mm"ﬁ}‘

OF CONGRESS A LONG DELAY WOULD ENSURE EEFM
THE OBUECTIVES OF THE Lzeuun%wl oe.
ACCOMPL 1 SHED e
-

P AR

el



-
sald Recon-| 5 . and o
Corp. already had broadfiot understand if. He urged the committee to
lnmlu h;ﬂ-zﬁw&ﬁulm&nndmwwwmmm by providing “m
i i At Sty b ek S
e Tl o 0 ot e e e nl By o U0
b et ' et e el e by o 08
‘the " rail programfixed by the agencles because ho. enow
approach ‘mark J¥hat the money is g A
i e o e W
i s i S G T M T
sy Yo P t loapa. inatead of equipment leasing,
s e e - A
o e il EACEIRATG e vl sl
results on ‘many. iow, triends Act. '
i o e, i el e g
B S et o A pals s
time, to'be the key witness o the measurethe bill. Mr, Jone it waan't contemplated
Backers of the plan Hope that the Secretarybut rs generally agreed
Wl strongly endorse the government lendingt wasn't prohibited under the ! Sent
Program outstde of the t and overcor Wagner (Dem. N. Y.) atated that an
any setback the bill mayh eceved s ment could bo added sercling the louss
result of the Jones testimony. [domestic ‘carriers.
o o
A B B Yt s
Gl e e iy
e R
bR T T
T e
iy e
e Sl et onait
S el ey e
e D
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July 18, 1939
2:20 pn

ZEregent:
Ur. MoReynolds
e, F

Mr. Bell (last part)

HMJr: I just got a telephone message from
the President who says to me, after being very
polite and "How are things going. . What

news' ow, about this Commodity Credit et
Wallace is having lunch with him ratan
you have a piece of paper.

And I satd, "I don't know what you are talking
about., *

"Well, a piece of paper remlenung the stock
of the Comndaity Oredss.n . He *1 think Congross
meant to transfer that plece of Plee!’ along with Com-
modity Credit over to Agriculture.  He said, "I

name on

He said, "You have twelve direotors, which is
too many. ' Make it five. ¥ " He said, "ol don't want
0 be one. " st "No. ex of-
o0 the'Ror. 0. Fata Oranss and Troasury:

1 said, "Well, you know, Mr. President, the
utaok belongs to you. I am simply the trulb!e for
8530, T don't om the st I sa

'w- 11, y the United States Treasurys x
He said) MWoll, nu. i3 a logal matter and Vallao
name should be on ool

o I satd, "I thought, nt, you were
o e o creating an riouttural Oreait Agenoy. "

"fes, that's a good idea, but we don't want any



oity slicker at the head of 1t."

aid, *I did not -uggn: shat. * said
this thing goes over Rt

name on the piece of

, "Well, whatever you want, it's all right with

Ho eaid, Well, that's what I want." He said,
*It's legal matter

I satd, "It ien't a legal matter, Mr. President."

8o fix 1t up between you and advice Bell and trans-
for the stock and let's ship it over to Wallace and I
wagh w hands. I an Rot gotng through the motions of

a Direotor ng or anything else. To he:

Shent . The President only last week said he wanted ne
other thing. Now he completely reverses himself.

Who fixes up that Executive Order?
Mr, Foley: We talked about an Executive Order
ana WERoo ek’ cne reatys

BLjri 1 told the Prestdent it needs an lnmmu
order. your dual capaoity, see 1t
dont have £ -Agn anything

Mr, McR: You will probably have to sign & letter
transnitting e svonk:

Suppose I get bullheaded and ngt, do their

nanoing on Monday for Commodity It's a busted
conoern and the stock is not L tns paper it} wristen
on. on't want_anything to do with it. tol1d

Wallace yesterday that we always 4id it 'rhu have got
to raise ano 000,000 between now and the first of August
and Congress has refused to give them the $119,000,000.

M. McR: We oan take ocare of it.
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HMJr: Wallace put up a fight and he won.
(Mr. Bell came in at this point and the Seore-
fary ropeated to hin tne substance of the above re-

stook 1a in the mame of the United

Mr. : The
States Government. I think under the Aot
dent has authority to exeroise ownership.

HUJr:  Supposing I an pullnnted LIy I am not
interested in Oommodity Oredit. They 00,000,000
% want ©o sell their phony paper to the i

and I don
guided public.

Mr, Bell: I don't think they will get their
$119,000,000.
HUJr: Should I, as Secretary of the Treasury,
peddle that busted concern?
4 continue

11 oeBell: Yes, I think you shoul to
587 Oredit paper. . The faot that it change
Rande in this way does not affeot it.

You can 4o 1t. I am not interested. I
on' Let the President of the United
States peddle $200,000,000. He takes it so easy. I
am busy the rest of the week.

!}- Bell: I don't think it's right, but there are
a 1ot of things like that.

HM Jp: m busy the he week.
Jaliace go EX nn sc;-e: and 8o a 11tk1e umnoxng.

Shairman of the Ted, Eproul,
not to touoh it It H
001

w
a1 "t ot m & s_phony a;
& busted concern. Defiolt ar 0119, 0,000,

hll not acted lnd until 1t acts I won't offer it to tho
pub; Tight have I got to offer. What
thei!' l!let

The.Y

Stock 1sn't worth a :mng.
000 18

Mr. Bell:
have assets of §775,000,000 of which $119
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lost Bll.ﬂ on Inlﬂ 't prices, so they have About
$6850 te ana $206,000,000 in

0,000 in as
e pubuo.

HMJr: But what ia the net position?

CIP“.HL 3::::;::.:. up to about $800,000,000.

Ian n%‘"ﬁans RS T ea e
¥r. Bell: No, you can't do that.

S 1’_:1;”":11 I have a good lawyer who will give

Mr. Bell: You can't do that.
HJr:  Wny not?

1t,

Did Wallace send his man over to talk to you?
Mr. Bell: Three o'clock today. 3

It shoula be. laokn! into by S,L.0.  It!

Jr: s
11legal, improp ocurities.

You are seeing them?
Me. Bell:

1 Well, the Pruuonc SF. the Uniged States
before’ b wmld give Edison right 114 a diri-
g1l e him tos eing agatnes
favatirion. oy have © guarantes me against any lo
before I offer it to tha ubll

Mr, Bell: I couldn't do 1t last year and I can't
this year.

HM,Jr: Last year it was in the hands of Je
Jones n"whon I had eontidence.

Mp, Bell: He lost $119,000,000.



HMJr: Not in his operations.

Who's coming over to see you?

Mp, Bell: Robbins and Goodloe.

El Jr: Mao, 1t'l in yoll!’ lap and get the stock

ace or at tin the hands of the Director
e Budget today.

Mr. Boll: We have a OPY of the Exeoutive Order
upstaths aiiire wrote e 41 Eot agree with it.

HUJr: Tell Harold Bmith that the President has
ordered me to do it.

Mr. Bell: Do you want to write a letter to the
Director of the Budget?

HMJr: No. I w
do I will say I am oppoe

Mr. Bell: That's on record.

't write any letter. If I
4 to it.

Hgy: That's all right. Leave it thers. The
President has overrule d

Mr. Bell: That's perfeotly terrible!
I an in favor of stopping the thing.
HMJJr: Suppose we don't make a loan on Monday?
Bell: They have. obligations ooming du
Payments to it O be met.._ $2085000,000
public obligation coming due on July 3l.

HM,Jp: p"sllace 48 mioh more interested in having
the stook. on record asking him to get in souon
with you and lhat the next move was up to him.
course, unfortunately, yesterday I made Cnte pnzcy
speech that we always did this financing for them.

Mr. Bell: I think you ought to continue to do it.

000-000

B Y
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July 20, 1939 F |

Jr spoke to the President o5, the phone
and the fononm 18 his part of the o tion:

Ny Prente are at lar am going
y good-bye and then go . T oot
© let you know that I am going.

*We are looking forward ing you on Satur-
day.  Elinor thought we might Beteer teli The men 8130
because it gets dar)

IAs far ag T oan tell; we are doing a1l right
in the Senate on tht Ltwrg lill Steag: Chair-
d th from 10!30 ln ‘the
Pght. | But they are marking
Up She 511 on the Benate side.

IThere is no Oabinet todayl = Oh, you are 4
leaving this afternoon! I didn't know. That s Just

000-000



July 26, 1939
9:30 am

n m visis to the President, I told himabout
out the visit here of some

Lord Riverdale an said he did not know anythi
Sboab ) slan i santed ‘vo be Kontiinrotmeds
1 told him I was going to buy my tickets for
Europe and he said, Pine! "He said ne thought thinge
a 11ttle bit better.
Spoke to him sbout the Lookhsed plane and he
gave me a memorandum to Edieo

ng to put any ideas in hi

Told the President I was going to scold him be-
canse he had not had his sinuses ex-rayed and hat nct
seen Dr. Kroll more. aid 1t was unneos
sary to have his -snu-e- ox-rayed beoause &us to 9
fact hiis nose was broken twice playing football i
at times the passages nre olosed and it has nothing to
do with his sinuses. 1 begged hin to do Gome-
hing about 1t, but he satd he deniduls

Asted 1 4f Kofleynoids oould have & month off
for vacation and he said yes
Spoke to him again about Brazillan debts owed
o our private citizens and told him that I had spoken

happen until s
Tanping 5o him and adking nam for help. ~ He agresd.

asked hin for a oclearance on "Polioy and Pur-
pose of Aet' (attached hereto) to be used in case of
emergency and he said it was all right to give it to
Barkley to be used if necessary.
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EPoldoy and Purpose of Act.

SEC. 2. It is hereby declared that it 1s the policy
end purpose of Congress that through this Act the competitive
system of private enterprise for profit shall be maintained
end encouraged and that wherever practicable no loan or
expenditure shall be made under this Act for any work, pro-
Ject, or undertaking in a field now adequately supplied by
existing competitive private enterprise or by existing non-
competitive private enterprise at reasonable pric

!
|
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July 28, 1959
11 an

The h-uiaone Ju: called m, I told him
S l':?. e want t! 'h- 1t to buy
3 ng 0
gonign lll":‘{ontimuﬂ buc we don't want to say
o mill Uy hew mich, bu do want to continue
o buy 1t.. T told that to B4 Toiey
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July 31, 1939

Lunoh with the President.

The President read this letter of Delano's very
carefully and approved it. Baid it's a good letter.

Read this Japanese _tu-nl. Asked
doing anything more about 1 ooking up subsid
goods_ooning o this uanntry. o
aid to hang on to this.

B



TREASURY DEPARTMENT 0206
INTER OFFICE COMMUNICATION

2 oate July 31, 1939

o Secretary Morgenthau
rrom ur. White

Subject: The recent report on the esonoaic situation in
Japan by the Department of Commerc

The report is merely a review of the scononio ohazess
¥hich have taken place in Japan in the past two

fortumately this report was a hast prep-na summary of the
conaular Teports hich have beon avellevie e

nothisg nes ve the availane information ana 18°an inadequate
presentation of the situation!

The actual situation is as follows

1. We e Javen has been losing foreign exchange at
at least about the sans pate during the riret balt of 1939 as

she did during the first half of 1938, namely from §10

$15 million & month,  Her trads, s position with foreign ulr.hg.ngl
countries has grown worse despite her strenuous efforts to
improve it.

2. Her situation is becoming inoreasingly

{ho has less than $200 million in foreign exchan
At the rate at which she s losing her foreign .xummge her
supply will reach within 12 months an irredaseabie misimu —-
unless she obtains new sources of forelgn exchange

rious beoause
sets 1

3. To inorease her source of foreign exchange Japan i
trying desperately to increase exports, reducs iuports, bor
abroad, and obtain control over foreigh exchange assets in
China.’ She has had 1ittle succi

Her imports have already been out to the
bone and any further reduction would be at the ex-
pense of the efficlency of her military forces and
her preparedness for a possible war with Russia.

b. She is going to great lengths to substitute -
Chiness raw materials, for vhich She doss not Bave

%o pay foreign exchange, in vlace of imported goods

Which have o be pald for with forelgn exchange.
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Secretary Morgenthau - 2

o. She has been trying very hard to inorease
her exporte during the past year but with v
1ittle suco
countries auung the 21ret five months of 1939 ne
greased only 2 percent over the previous year.
(his was more than offset by an inorease of more
percent in mpo from such countries.)
She tas been sucosssful in obtaining eos
short-tern credits but we have evidence of on

omall anounts so obtained.

e increasin o of forelgn exchange is

k. Th g
one of ‘the important reasons why Japan is grea
eTzorte o sevure Gontrol over Whe Fereign settionent in

China,

5: oo Jopaness economio sitistion is becoming more
desperate every mont
he reported wholesale pric

D!
are 20 peroent higher than in 1937. (In conirast world
12 percent.) Note circulation of Japan has

prices are down e
sig Gteadily and 16 mow 50 pereent nigher than 16

Ate the controls --

been r
was in 1
The war is being finanoed by bulgetary defioits the
size of which for Japan are colos The national income
of Japan is estinated at about 15 billion yen; yet her
public debt ie now inoressing at the rate of & billion yen
the United States were inoreasing her public
Gebt at the same rate as Japan in relation o the nost
slgnifioent figure, namely her national insome; our pub
Wwould be inoreasing at approximately §25 hillion R

5

ear.

The Japanese Covernment is now completing the process
of obtaining complete war time control over production,
foreign trade, prices, and distribution of all commodities.

The inflationary process has already begun in Japan.






Sietnton of aeional Tnforaation,

Inzedate Release 0209
DEPARTMENT OF COMMERCE
'WASEINGTON July 27, 1939
!ol:rntlr] of Commerce Harry L. Hopkins today made public the following

conomic lﬂu‘“on. prepared for him by the Far Eastern Section,
mram of Foreign and Domestic Gonuruc.[
S 5
Two years of military activity in China have brought about a radical
reshaping of Japan's entire economic system. With the advent of the China

Incident of July, 1937, the country definitely committed itself to a policy of

planned economy -- although trends in this direction were apparent even bofore

the outbresk of hostilities, when, by its efforts to increase productive power,
expand foreign trade, and attain a higher degreo of self-sufficiency, the
Japanese Governmont subjected business and industry to some degree of State
control,

Tmport Have Depressed Exports

But the need to mobilize all resources to meet "emergency' require-

Ante of the past tuo véars has brougit maw ediitions) state control mesmres,

Which have penetrated into every recess of Japan's industrial, tsiness,
financial ond sgricultural astivity. Today Jopan is operating on the basis of
& purely wartine economy, with practically complete Govermment domination over

production, foreign trade, prices and distribution. Tese control measures

while assisting to meot ezergency needs, heve, nevertheless, thrown the coun-
tr7's economic structure off balance. In order to safeguard yen exchange, im-
ports have been so severely restricted that meny raw materials normally entering
into the production of essentiel requirements for export have been diverted to

armement and munition industries.

|
|
{
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Thus Jmants flourishing pre-China-incident export trads. has been
drastically dininished through the inability to find adequate means to
finmce emergency needs plus insufficient forelgn exchangs to purchas

abroad the rav . paterials inperative to maintain its program of, export
production, Export trede has also materially suffered as a result of

bigher production prizes — engendered in part by the control measur
end by a slackening demand in foreign countries for the products of
Japanese industries.

Menpower Greatest of Japan's Natural Resources, A

Jmen has no great reserves of natural resources nor accumilated

wealth such as are possessed by the United States, or by certaln of the

countries of Burope. Her greatest-respurce has been a ckilled, thrifty
end frugal mempower, whose esrnings in the production of goods for éxport
from imported materials have been her meinstay, Half Japen works on ite
farns: the bulk of the remainder is employed directly or indirectly in
Production for export. To purchase the raw materials vhich go into this pro=
Guotion Jepan mist elther have gold which she can export in payment for

then, or forelgn exchange obtained by exporting the goods she mamufactures.

But her exports have declined and her gold reserves have been depleted. The

necessity of obtalning foreign exchange to pay for essential imports, in

the face of diminishing gold reserves and declining exports to free

exchang countries, is a major problem confronting Japan's leaders.
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Export trede started its downward trend in the sutumn of 1937 — or shortly

after the of the epanese hostiliti

and continued to de-
cline throughout 1938, Exports of the Japanese Bapire last year totaled but
2,896,770,000 yen, & drop of 12.7 percent from 1937, while exports from Japan
Proper, valued at 2,689,677,000 yen, declined more than 15 percent. Raw silk,
the leading export commodity, registered a 10 percent declins i valus, and
notable re

ons occurred in exports of cotton piece goods, silk tissuss, rayon
Plece goods, woolen textiles, knitted goods, potteries and glass, and miscellans-
ous pamfactured goods — ell products that figured so prominently in Japan's

Tapid trade expension up to 1933, The only commodities ghowing increases in 1938

over 1937 were canned foodstuffs, wood, paper,’and machinery and parte; but the

gains in exports of thece products represented primarily increased shipments to
@onriice orens, to Menchuria 1n partioular.
Even greater declines occurred in import trade. Total imports into the En-
Ppire, valued at 2,838,220,000 yen, Wers 28.3 percent below the 1957 total, while
Amports into Japan Proper, totaling 2,663,357,000 yen, show & decline of about

30 percent.  Purchases of rew cotton, wool, crude rubber end other materiels ep-

sential to export industries, as well as products, were
severely curtailed in order to conserve exchange for the purchase of military
necessities. Although statistics of imports of commodities of possible military

value are not awilable from Japanese source

1t 1s revealed from export figures
of the principal supplying countries that in the two years, 1937 end 1988, very
substential increases occurred in Japen's imports of those commodities that are

poes

d of exceptional usefulness in varfare — petroleun products, iron and

steel, machinery, sutonotive products, and aircraft and parts.
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in Trade With Toreign Ourrency Countri

ort Exoe

77 year sinoe the,period of the World War Japan has had an import excess |

in its forelgn merchendise trads. In 1937 the import balance of Japan Proper 1
reached & peak of 607,759,000 yen, while that of tne Eupire was 635,906,000 yen.
Usually the import excess is offset in large measure by an export excess in in-
But over the last

visible dtems, principally in recetpts from shipping service

w0 years returns fron shipping have fallen off Grastically, largely becaise Jopan-
650 ships have had to bo divorted fron interational trade to the carrying of

troops and military supplies to Ohina, Nevertheless, trade returns for 1938 showed

But this

an Bapire export excess of 60,649,000 yen — the first in twenty year:
iaprovement in the trade balance was far more apparent than real. The trade of
Japan Proper showed an excess of but 26,340,000 yen, and this was brought about by

& sharp inorease in exports to the yen-bloc areas (Manchuria, Kwantung Leased Ter—

.nory. and North China) — which do not yleld foreign exchange — and by severe:

restrictions on imports. Exports to foreign currency countries dropped eharply;

sctually Japen Proper had en import excess of 492,390,000 yen in its trade with

the foretgn curroncy countriess B

Gold Reserves Deploted by Shipments Abroad. .

In order to balance its internationdl accounts, therefore, Japan has had to
export considerable quantities of gold in the last two years. The Bank of Japan's
ol Toserve totaled 548,000,000 yen at the end of 1936, several months prior to
the outbreak of Sino-Japanese hostilities, but this amount was reduced in ensuing
months by shipments sbroad, On August 25, 1936, the Bank's gold stock was revalued
on the basis of 290 milligrams of fine gold to the yen, as compared with a former

g01d content of 750 milligrans. At the same time the Benk's gold reserve was set

1/ Actusl values of Japan's trade by leading countries are given ia Whe table of
Toreign trade in the Appendix to this report.
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01,000,000 yen (valued on the new basis). e surplus old resulting from
this operation was transforred to a newly oreated gold-fund special acodunt. Al-
though fron that tine on the Japanese Governzent censed publishing figures on gold
exports, 4t was subsequently announced in ancwer to interpellations in the Diet
that shipnents during 1937 totaled 860,000,000 yen. Virtuslly ell of this wes
sent to the United States, whose imports of gold from Japen during the yesr were
reported to be §246,470,005.

While production of gold during 1938 was spesded up considerably, it is ro-

ported to have fallen far short of expectations with an estimated output cf about

220,000,000 yen, It appears that all or almost all of this newly mined gold was

exported and in addition gold to the smount of 300,000,000 yen was taken from the
Bank of Japants ressrves Guring the yeur for the establishment of the forelgn

exchange revolving fund fo finsnce the purchase of iaports undor the 1aport-sxport
» systen] As o result of these shipgents 1t 1s bolleved that gold on head at
the end of 1938 was probebly limited to the Bank of Japen's reserves of 501,000,-

000 yen.

1/ The ehortage in supplies of rew materials for export indust v. 4
Toport restrictione, caused the Goverment in 1938 o adopt an pur"r.xpart 110
system, waereby exports of memifactured goods vere Linked ¥ith taports of I
Eateriala entoring into thetr promctions Mo syetes has been splded to iaports
OF ontiah wodl sood pulp sad a maer of oteer maserisl the
e forelgn exchange Tevolving fund amounting %o 300, ooo.ooo
ecle 1a converted into forelgn exc

foreten currency placed at the disposal of the.
AT exbange Hais uted is sequized to vo zopesd % e ik ,, within &

421ed period, fron the proceeds of the sale abroad of the comodities ato
"hioh toe Tempeotive rex materials sate
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B M1 possible efforts, however, are ‘being directed towards bolstering gold
supplies and increasing production, In May of this yeer the Government issued a

decree providing for compulsory reglotration of all privately omed ld articles,

©FeDt 601d teoth, pen points, nesdles for medical use and some other articl
o4 prohibited the display of gold artioles n shops after Jumo 1.
Furthermore, the note 1ssue of the Bank of Japan has been further expanded,
#lthough undue inflation has boen curbed by control messures, Ab the end of 1938,
the Bank's note tesue amcunted to 2,754,923,000 yon, compared with a note tasue of
1+865,703,000 yon at the end of 1936 and 1,330, 575,000 yen at the end of 1931,

fforts to Conserve Foreign Exchange.
==2Ets to Jonserve Foreign Exchange.

In the sczamble for foreten oxchangs, aud with a view to matntaintag the
Telue of dts currency at the destred yen-sterling rate of le.3d, (rith the doller
R Fuctuating slighitly arownd 27 U, 5. cents, according to variations 1n the
"!nrk—hndu uotations) Japan has resorted to exchangs restrictions and other
featires of trade control. Eaohangs contrul dates back to the sumer of 1932 when
1e78 ¥eTo passed to provent the £11ght of capital and 4o conserve forelgn exchange
fendss It was 5ot unttl Jamuary 1987, however, that thess restrictions were am
Plisd to payments for imports into Japan. Snce the outbreak of Sino-Japenese
tostiltes, control over exchangs and imports has been greatly strengthened,
Teporta of rav astertals were plased on & Licensed baste and exchanes pemits

euthorizing paynent for foreig merchandise have been sparingly issueds

16826
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@5 Control Extended to Chinese Are

Jepen, moreover, has extended exchange Testrictions to Manchuris, and even

%o the occupied areas of China, partly with a view to bringing under Japane

control the foreign exchange accruing from Manchuria's and China's exports to

third countri

With the organization of the so-called "Pederal Reserve Bank!
in March 1938 — through tho mediun of 1its puppet rogine at Peking — and the
atteapt to place "Federal Reserve" notes at par with the yen and the Manchurien
yuen as port of the yen-bloo, Japan hoped to attain full control of all exports
£rom the yen-bloc area and the exchange derived therefroms The arrangement, how-
ever, has not, so far, proved successful. Japamesé traders were compelled to
perforn all transactions in "Federal Reserve! notes at the artificially high Tate
of 15.2d., while foreign traders and foreign banks continued to deal in the

national (Chinese) yuan note

and, accepting "Federal Reserve' notes only with
Telustence, quoted them at o substentially lower exchange rote then that quoted by
the Japanese. As a Tesult, wherever it was possible for them to avold military
confiacation or compulsion, exports from the occupied areas flowed out through
other then Jepemese honds. i

16826




o

To meet this situation Jepanese authorities in the occupied ar

have To-
sorted to eabargoes on Taw materisls and stricter exchange controls, It vas
recently announced that foreign exchenge derived from all exports would heve to
e s0ld to the "Fedoral Reserve Benk" at the official rate, without which export
transactions would be prohtbiteds

Financiel Structure Carries Heavily Ineressed Load.

Heavy deficits heve foatured Jenan's Government finance since the Manchurian
"Incident," of 1931, and up to 1937 anoual ‘budget deficits renged from
800,000,000 yen o 1,000,000,000 yen, Te Ohina "Incident," of 1937y howvever,
necessitated a broad rovision of the 1937-38 tudget involving the esteblishment
of special sccounte for militery operations with dmsressingly large spproprie

tlons. The total budget for 1936-37 allowed for exponditures of 2,262,0004000

ver

et 1 tho 1536-38 Fiacal yous the general sccounts oiget slons vas 0t ab
@14, 652,000 70, v 4,65,000,000 7o va otad i ttnally ox epctal
atittery epontibures. Total Tudgetery allocetions for 150540, Lncduttag the
genercl accounts and defense budgets, aggregate more then 9,400,000,000 yene

iBudgot deficits have boen met meinly by bond flotation

sbeorbed primarily
by the Bank of Japan and othor banks, According to a report dated July 10, 1935,
bonda to the velu of 7,660,000,000 yen have been iseucd since July 7y 1937
China Incident bonds eccounted for 6,300,000,000 yen of the total; Neaohurtan
vonds, 358,000,000 yen; budget deficit bonds, 935,000,000 yen; end miscellancons
bonds, 267,000,000 yen.

Ag @ result of heovy borrowings in 1938 tho Governsent's bonded indebtedness
inoreased by 4,329,000,000 yen during the calendar yeer, end amounted to
16,292,700,000 yon by Jasary 1, 1939, comvered Wit a nationel debt of loss thad
6,000,000,000 yon in the fiscel yoor 1930-31, The major part of Japen's national
iobt, hoever, roprosents internel losas, outstenttng forelgn loans at the end of

16826
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.39 having emounted to less than 1,300,000,000 yens
Inorensed Tezes asd Murift Gsmnte to Md in Financing Debt.

In order to assist in finncing the increased debt, texes have ‘been revised
upvard, a substential rise occurring in 1938 in the temporary profit tex, which

was first imposed in 1935 on busine

profits of corporations and individusls,
Furthernore, under the Ohina Incident Specisl Tax lav, new taxes were imposed
uring 1938 on dividends, interest derived from bonds and debentures, amscaentss

and on & vide renge of commofities, The Government also promoted & thrift end

savings cempaign smong the people with the object of inducing the public to save
8,000,

4000 yen during the 1936-39 fiscel year, It has been Teported that
actual sevings in that period amounted to 7,380,000,000 yen end that the goal
for the folloving yesr has besa Tatsad o 10,000,000,000 yeme
Inoreaged Demands for Ospitals

® 5 ctattion to finmctng such oxceptional projects as the military operations
in China, compulsory exorts to yen-bloo areas, heavy contritutions to the
Goverment!s expansion progrem for homa industry, snd the momal finencing of
domestie sgriculture and tusine

Jevenese canitel mst also be made avellable

for tinancing the immense reconstruction schemes that have been plamned for

China, In mome of these is Jenan likely o have the assistance of forelgd
capttal — at loast to aay considoreble extent — ead tho history of Jepan's
ooonontc activities in Manchurie affords a nattern of similar probedilities in
tho axea now under Jmansse occupation in Ohins, While Jmen's exports to
Manchurie have been grestly enhenced, snd are mch lerger then her imports fron
that ssen, they have comprissd largely seles of machinery snd equipaent for

enterpriges vhich Japen has estedlished there vith Japanese cepitel. The

2 nothing 80 far to show that developnents in North China will follov &

a1ggerent courses

16826
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cxen for Emending Profuction in Jenen eod YensBloc Arens. 1/

Attatmment of self-sufficiency in the production of ntiel materiels has

een the goal of Janen's econoalc program for some yoars, but efforts in this
diraction have boen groetly intensified since control over Manchuria end North
China has been achieved, Japen looks to these aress for rav materials to

supolenent her ova meagre Tesources, and for industrisl requiremento hitherto
hor rate of

urchased fron forsign countries, According to récent estimater

sel¢-suffictency in iron ores is only 13 percent; in iron, 65 percent (partly
from imported ore); petroleus, 26 nercent; cosl, 93 poroent (but with e consid~

erable deficicncy in coking cosl suitadlo for industrisl purmos

lead, 8
percent; copper, 62 percent; rinc, 39 vercent tin, 29 percent; elusimm, &4

percent; manganese, 30 percent; and satimony, 3 percent. Apert from thol

Japen 1s wholly dependent on outsido sources for the rew cotton, crule rubber

Wt ot munter of other comodth

sential to 1ts export industri

A rocent announcement of a 3-yoar program for expending the production of
sasie commodities in Japen Proper and in Manchurie and North Chima, voices the

conviction thet en approximation of

1¢£-sutictency will be brought sbout in

4 ron end stesl meteriels, nonforrous metals, gasoline amd heavy oilsy chemicals

Dulpy machtne tools, rolling stock, motor vehicles, and wool by tho epring of
1062 suffictent o enable the yem-bloc Gountries fo be practicelly independent
o forelsm sources of surply for these comodities, Plans ere alresdy being
carried out for the dlversion of wisst, cotton, tobecco end bristles from Onina
to Jmpens The industrial progran also calls for imereased gold production end
7T E ropeet o P Tntunteiol Bepension Progeen of Jioasy

and ¥orth Chi: by Donald W, Smith, Assistant Copnercial Attache, Tﬂhﬂn
s

folanle:coe osmianos epplication o the Buresu of Torelgn
© Comnerce, Washington, D O
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Ot
expansion of egricultural products from Manchuria os the basis of foreign
exchenge to be utdlized for purchesing of industrisl equipment,

Specific quantity gonls to be atteined by 1942 are not inlicated, dut that
the plen 1s an embitious one is evidenced from the folloing teble, shoving
Drovosed nercentage iacrecsed in prodution of leading comodities n Japan

Proper, Manchuria end North Chine, the actual production of these commodities

1n Japen Proper in 1936, anl the percentage of domestic production to demand
during that yeers

'meas
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in Procy

ctioa of Basic Commodi

Plauned Percentage 1936 Production Percent of Japan's
Incrosse 1n Jman Production to

Metric Tons
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Yén-bloc Industrial Production Ps A jor bl ems
Success of Jopan's new indistrisl progren depends to & considerable extent
Wpon the avellebility of cepbtal and a sufficlent supplyof trained labor.3/

Aside from copited noeded to fimance the vlans for increasing production in Japan

Proper, 4t is estimated that no less than 4,750,000,000 yen will have to be reised

%0 carry out the industrial expaneion prograa in "Menchukuo" alone; while present
North China Industrial expansion plans involve an estimated expenditure of not
less than 1,420,000,000 yen. Just how this capitcl is to be ralsed has not been
definitely exploinedi but Japanese economic publications stated in the middle of
1936 that approxinately 44 peroent of Toquired capitel for the Manchuisio® in-
dustrial progran would be raised in that.territory, while 30 percent would be
Wt

raised in Japen, and the renadnder would Do obtelned £rom forelen luvestor
rospect to foreign investaonts, hovever, oas Japanese publication comments thot

o prement outlook allows for 1ittle optimisn, but it is deomed essential to
emphasize the readiness of welcoming foreign investors when more ‘propitious con-
ditions arrives" x
Lbor Shortase oy Hasper Tndustrin) Prodoction Brogrun

e industrial expansion production plamned for the yeu-bloo countries is,

moveover, dependent almost entirely o Japan for its trained labor supply, 3/ Tut
ot the present time Jopen is hardly in a position to supply its own labor require=
ments, Wiille one of Japen's greatest sources of strength has been its apoarently.
abundant supilyof chesp, docile labor, a survey made shortly ‘before the outbrealk

of the China Incident, and reported by the office of the American Commercisl

2/ ) Expancion Progran of U Mianchuleao® and North China, "
Doncia W, Setr, Anerican Assistant Gonseroial Attache, Tokyos

‘xj Ibid. Pego 12.
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btache at Tokyo, indicated that there was a scarcity of labor in Japan even
q ore the present "emergency” periods e survey showed that during the period

from 1930 to 1935, slightly over 2,000,000 workers wore estimated to have been
stimated net increa

0222

absorbed by industries, or 66,300 workers more than the
To some extent the heavy demand for labor during this period

the labor suplys
was ‘Dot by tho 1,305,000 wnemployed vorkers available ot the end of 1930, as in
industrial activity vas at  low obb in comson with the in-

that year Japant
dustries of other nations, On the basis of the increase in productive capacity dur'
ing the period from 1930 to 1935, however, it was estimated that the demand for
timated growth of the labor supply,

Labor was move then twice as large as the
and that even under normal conditions all of the available 'supply @f labor, im-

cluding the wemployed, Would be absorbed by the fall of 1937
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@ % the'time thts curvoy vas made thore ere no indications that a great

demand for basic wartine materiels would arise, but the productive capacitie

©f industrial plants have been taxed to capacity since the swamer of 1937, and

eince then many new plents have been opened. It may be assuned then — and the

Prosent high vages for labor supports the assumption -- that shortage of labor

Bas seriously tmpeded the industrial development program. Rurthermore, the

theory that the natural growth of the rurel population, from which industrial
labor 1s drawn, would afford a reservoir of labor for other industries does mot

Bold under present conditions, as, according to official investigations, 43.5

percent of the soldiers enlisted in the Jepenese Army are fammors.
Little hope can be entertained therefore that there will be a surplus
of fam labor available in Japan Proper for the industrial expension program.
In fact, the Government. s fully aware of the abalute mecessity of at least
Mntaining the production of crops at levels which will assure self-sufficiency
a8 regards the domestic food supply, snd 1t has outlined a farn expansion pro-
€ren which will not allow tie fam population to be drained of its labor reserves.
Finelly, now that more workers aro required in the munitions and allied
industries, and a large number of men have been swmoned to the colors, amothor
serious labor problem has doveloved. The shortege of trained workers and

technteians in Jepan Proper precludes the po

10111ty of farnishing Menhuria
and North China vith the trained technical workers needed in their industries.
But steps are being teken by the Govermient to mobilize all availsble resources
end to train technical workers to co

with the increasing demand for additionsl

+ menpover.
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‘u. in Earninze Insdequate to Meot Avenced Coct of Living.

e grestly increased denand for labor, ospecially in the heavy industrie

has been reflecte in higher vagess In contrast to the mominl wage received in

Jepan's peacetime industries, usuaily rencing from loss than 1 yen to 2 yem per

that the highest daily wage paid by mmitione
factories 1 14,56 yen, e latter figure, homever, is much higher than the

day, recent reports indicat

average for all industries, the genersl wage level for factory labor in 1938 hawe
4ng Boen only 3 percent above tho 1937 level — though actual carnings were 10
percent over 1937, the result, largely, of overtime peyments. In spite, however,
©f the relatively high wages, their increase has not been commensurate with the
dvance in living costs. e shortage of supplies — engendered-chiefly by control
measures and some profiteering -- has forced prices uprards Waolesale prices have
advanced about 10 percent since July 1937, but retail prices, on which the cost of

406 18 Dased, have risen about 23 percent, with the sharpest advances in food,
clothing end lwmury articless

Brice Control Men AMdopted.

In an effort to coubat inordinate price rises,

a Central Price Comaission,
set up in 1938, has fixed prices at lower levels on numerous articless Orest

dmportance 1s Given to the control of prices in view of the bearing prices have
on the maintenance of the yen exchange rate, the expansion of productivity and

export trale, as well as the effect on 1iving costs. A new price policy program

mas epproved by the Cabinet tn May of this year, specifying that comodity prices
are to be fixed on the basis of tnternstional price lovels, rather taen on pro-
duction costs n Japen. Olosely related o the new price control progran is tho
recently approved Uaterial Mobilisation Plan which will place 120 separate
Batertals under strict control. Tese

== (1) those for mmnitions, (2) for

Wetoriaro cro avided tnto ive catogor

Y
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@ucties expenston, (3) esport products, (4) Governsent uso, and (5) private

consumption — vith proferance to be thowm n the orlor nazeds The effectustion
of this plen envisages further drastic restrictions on tho use of matorials for

private consumptions

Production of Substit
of iron and

Ovex the post tmo yoars consumption for non-military purpol
steel, petroleun producte, copper, platimua, lead, tin, sinc, raw cotton, hides
consumption

and scins, and crude rubber has been greatly rostricteds In somo cas
by the oivilion population has been practically prohibited, or reduced to
negligtble proportionss In other cases, limited amounts of spocified xav
aaterdals have been alloved, bat only waen used for the manufacture of export’

commodt t4

The ghortage in these important raw mterisls caused the Government during
Wi . 2o conttortte aension on th srdastion of mbeint prodstes
Attention vas directed to developments along these lines in Germeny and Itely —
imo other powers slso with limited supplics of row materiels, A drive vas mede to
popularize the new substitute products, and the Government rendered fimancial and
tochntcal ald to mamufacturerss A primary consideration in the production of
substitute comolities ds that they showld be made from domestic materialss They
renge £ron narinc loathers to soybean casein, from synthetic and reclelmed rubber
to nolseless gears nade from raw silk. It has been found that some of the pro-
for new branches of Japenese

dusts ave 60 usoful that they nay provide tho buss

Sndustrial activity when the present period of vartise economy has passeds
Importod. materielo may be used in the production of substitutes, provided

tho Labter suplent artices which ore mch more expensives Tor instence, the

Government has encouraged the production of reclaimed rubber, made largely from

Smported and cheap sorap Tubber, in oxder to reduos imports of the relatively

more expensive crude rubbers Other productions in fairly large quantities as
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porcelain products and glass

‘lhﬂ.ituzu include: celluloid, phenolic reein
‘Products manufactured as a substitute for metals; imitation leather, shar leather
ther; straw pulp as a sub-

and valcanized fiber as a substitute for natural L
stitute for vood pulp in the manufacture of paper; and soybean products as a sub-
stitute for resins and glue. These are but a few examles of the many types of

substitutes that are being produceds;

Basic Conditions in Atriculture

Undoubtedly, esriculture contimues to be one of the weakest links in Jopon's

‘arn incose has increased in the past fem years,

econonys Bven thouch gross
totaling 3,764,000,000 yen in 1980, net farm income has been Toduced by higher
production costs, heavier taxation end the General rise in the cost of livings

For some time thore has been a serious maladjustment between farm income and ex-

penditures — the romlt of merked inflation in land values, rentals and taxes,
sed on valuos that prevailed during snd meddately after tho Torld Fare Until
1628 thts structure wac supported by artdficslly high rice prices and abnosaslly
heavy robums from oricultures But even during this period of apparent prosper-
1ty farn incone vas very lov, and each year since has witnessed further increases
in farn indebtednosss Sstimtes made in 1957 place the total farm debt at be-
tmeon five and eix billton yen, with aversge interost changes of at least 9 pon:
cents Tats means anmusl interest payments of £rom 450,000,000 to 500,000,000 yen,
or considerably sore then 10 percent of the totsl gross farm incone even at the

mich increased 1938 figures

bYArY R e e I D T
inger, Assistant Trade Comnissionor, T avatlable for loan upr
T et e v ey Gotmarcey | Kasliuiton) 53t On
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oot of Incttent on Japosts struoture

The shortage of labor, lack of hors

and the scarcity and high price
of fertilizers - all rosults of the Ohina Incident - are defimitely unfavor-
able factors in the maintenance or increase of agricultural production. Totel
production values in 1938 shoved an incrense of 2.3 percent over 1937, Tt the

three prineipal sources of rural income -- rice, wheat and cocoons -- have

fellen off in production output By 2.3 porosnt, 103 perceat end 14 percent,

Tt

poctively. Tho decline in rice aad st production i sttrilutatle to

heavy damage to crops from unfavorable weather conditions. Sericulture, ‘how-
svor, shov  drop of 6.7 percent 1 the msber of housshclds ralsing cocoons,
and 11 percent in the amount of sillworme ‘brushed from egg cards. The "Incident .
L4 vithout doubt responoitle to some extext for this decline, dus to labor
shortage, althouch snticipated lower 811k prices and storm demages to mulberry

e

vere slso retarding factore.

Ihe mportance of metnbadning agricultural production to mest vartize
roquirenents has boen fully reslized, and 1s rocoiving unqualified swport from
the farm populetion. Wnother Goverment measurss and farmers! endeavors will be

sucoossful in keeping agriculturel income in an uverd course, or hether the

ovils of land appreciation, higher rentals, a rising commodity price index, end
Goverment control of prices will force agriculture into a second depression is

& cerous question == in.th

Solutdon of viich vesthor and silk market cnditions
W11 play major roles, 1/

1/ A w1l report on "Rural Conditions in Jepan," by Masda M. Playfelr, Clerk to
the Auorican Comercial Attache, Tokyo, is available for losn end mey e had
upon spplication to the Duroau of Foreign and Domestic Comerce, Washington,
D, 0.
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Concluston

Unt41 sone adfustnent s made between agriculture et industry fow bo-
Leve that Jepan con regatn a really prosperous condition. But the most
Dreastis nesd at the moment 1o for exchange to carry on its forelgn trade.
Gontrol messures aro considered sesential in order to protect the currendy
and bring sbout the dssired state of productivity; yet these seasures are o
drauback to the revival of foretgn trade, e mmerous trade Tegulations tn
force have tended to redse vrices, el have added groatly to merchandising
costs by naking 4t more A1£7icult for tusiness concerms to effoct the Te-
adjustaents required i the changing contittons wnder Which they mist operate
Hence, export prices are loss attractive to foreign buyers. Vhile totel ex-
Dort trado for the firet four montho of 1939 advanced 7.3 porcent ovor he

corresponding period of 193, the inorease was due entirely to heavier ship-

ments to yen-bloc countries. Exports to foreigy currency countries declined
Ty 1.2 percent, but exports to yen-bloc areas gained 23 porcent, It is true
that this inoreaced trede miments business in the industries producing goods
for sale in the yen-blo countries, but it does mot produce the essential
foreign exchangs.

Apparentls everr effort 1s being made to conserve aveiladle sup-lies of
forelgn exchange. Recent reports indicabe that eprlicstions are being rejected
for foreign currency for travel abrosd, snd business men encounter increasing
aseeionty tn

uring exchange pemits for tHe import of foreign merchendise.
Adaitional evidence of the scarcity of foreign exchange is furnisned by the

sfforts to obteln control over the foroiga exchange derived from exports from
Hanchurta and Forth China to third countries

greasing trads vith forelqn currency sousbri
from tho Governnent end. the several trad

Hovever, the question of in-
ng major atbention

ociations, Rurther control

Tenauzon aze betng srplied, with a view to estraining the upvard tenlency i

B comoaity prices —- partly in order that Jepanese export products may

ney again
Placed on a more competitive basis in world markets -- while domesti n‘\lllpﬂ
of goods of eport value is being minimized and the use of Sutmbiiat
articles encouraged. :

P
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APPZEDIX

R TRADE OF JAPAN PROPER BY CONTINZNTS AVD PRINOIPAL OOUNFRIZS
I Valuo 1n Millon Yen) .,
5 Country of Origin Genorel Imports fepsed evorky
[} or Destination 193 1987 1938 193¢ 19237
g 2,70 3,75 2,68 2,698 3175
£ 1,00 1,25 1,08 1,51 1,88
£ s ae 1w w
06 a0  m 11 @
45 60 347 396
ne s s 120
150 9 18 1 am
a 68 5 59 &
¥ 36 45 36 82
3 r r 2 s
27 20 5 5
45 67 42 208 220
o 1,am 1,000 609 680
87 120 ;s o4 6w
L " 04 92 15 2
s soe 3 s07. a6
k) 106 63 147 168
1wl
28 14 3 @
16 a 15 16 2
23 2 2 s 12
18 2 16 5 9
& 3 (4 51 56
08 208 0 1m
28 8 10 54
s " 3 a g
£y 2 4 2
s 1 n 16
20 22 % 9% 108
182 186 8 89 7
10 17 1
6 ® 5 12 15
n2 18 9 6 1o
2 2 2
w 63 16 9 7
10 3 4 o 10
10 15 1n 7 u
1 9 s 22
22 19 : 41 5
19 1 5 7 1
o = 10 10

Tosasees 3 5 2 24 31

Notet Mo averace valus of the yen in U, S. curroncy was $0,2802 in 19367
40,2879 4n 1937; and $0,2845 in 1938,

16826

1938
2,69
1,665

188
216
536

500880588 HE3S &R







THE SECRETARY OF THE TREASURY.

MIMORANIN FOR THE PRESTDRY:
e attashed material, which 1s 1isted below,
brings out the Sorioms ng:
1. You are guthorized o inpose new or addi-
tionel quts
the £inet 3 monthe o

thse ustortaes to deny Japen o
e

would
= cont of the Japanese
Sxports ta the Unitaa Srenss
Attached heroto ave the following:

b+ Yy memorandun etating the law, the facts that
have come 0 the Treasury's attention and my.
reason Tor nringlog T se your attention.

15t Of the disorimtnatory practices on wtch
B (Appenaix a)

Statistical date with respeot to Japan
orts. (Appendix B)

4. Meworendun on the effects of the mposition
Of mew or additional 50 per cent ad veloras
cuties on ell Japenese tnports. (Appendix C)




THE SECRETARY OF THE TREASURY

In the course of the Treasury Department's statnistration
the cmtrmn gy e

Thi® evidence having come to . sttention, T doo
 3ou i onder
sufficient,
t action you are ..uumu to take in the p;
o reports show thet Tapen diccrintnates in fact Agumn e
the ﬂnﬂ,ud Siater ta areas of O w wder

1
£ upon articles wholly or in part the eronth
nterest will b

S et el pesfogh
4 there!

Section 338 further provice
tetno o increases ite
Tnited Sta

Leaa
ountry or such mm.s
doea consistert, with the
o5ts shall be excluded from imports

ho pub;
on into the United States.



S3e

tion, 11 sosms clonr thnt the scty 4nd pelictan of

ton of foreign markets
‘Therofore, thers 18 s120 oocasion
hethors under the suthorLty ot section 390 of
the TurLer Act of 1930, as amended, (1.5.C. title 19, sec, 1351),
the application of the'reduced rates of du

pureuant
o the trade sgresments entered fato under thiat hot sbould bo mde
mppu»m. to the products of . You have exeroised ¢l

o on Courtech cccartons 11 comnoction ¥ith discrisination
s o higher duties so t effect.

ddscrinination in this case has been discontimued.

The suspenston of the application of trade ageement rate
to Japenese import: puthordty of ssction 350 of he Teriet m
of 1930 would have nagli.giblz s

‘upon
ot Tapenese sxports to ohe Tnttod States
that enter under the teSift rates  proclained under the various trade

cenents constituted less than 2 percent of Japanese exports to the
United States.in 1937.

Contiraatory of ay mpression of the existence; the wide
extent, and the serious effacts of the practices to which I

e e rtavte ot Sutoes £ 1538, In shish the
n against, the ddrect and indirect

o adhere to the policies and pre

‘complei;
e e s Oundber £ 2. sridemosh . he Jspusess Torly
of Novenber 18 to that note, as published in the press.

Lo
the aress of Chias wmdar Japazese contrvl The intention of Japen
of by the

Attached (Appendix B) is & list of:

(a) Le-du' itens of n,puzc ‘ron Japen that would
acteotad 1 oI1 goods imperted "ron Japen now o

o eubject o 50 percent s eionen. ety wader section 338 of
o revese Aot of 1530:

Leading itens now iported from Japan under existing
tariet retes which sould bo. subiect 50 & duty of 50 percent ed
veloren under section 338 of the Terdff Aot of 1930 T aadition to
the duty now imposed by L

The percentage of Japangse imports that would be sub-
foct to Egher ates 17 trade sgreenent, Tatos were withirawn from
pan under section 350 of m Tariff Act.

—

-



Ttems imported from Japan indispenseblo
Onteud Statan and diericult to cbtads direc e e e
than

Also attached (ppenttx ) 10 o sesorundun oo on the effects
of the aposition of mew oned 50 percent ad velores dutics
Auports.

on 11 Japan







(APPENDIX 4)

. Japanese importers have been able to purchase cotton from
the occupied ereas in China without obtedning foreign exchange
in the usual and more difficult manner in which prospective
chasers of American cotton wust purchase foreign exchange.
(Consular despatch from Osake, February 9, 1938.)

16, 1937; consular despatches fron Harbin, November 29, 1937,
April 7, 1938 end May 6, 1938; consular despatch from Muden,
April 25, 1938.)

. In the conquered areas of North China, An

Vhihont peyment of port anh cugteas Guties vhile 8t the same tise
Inerioan vesaels axe mot pornitted to do so, (Consular dospatch
from Shanghai, Merch 28, 1938.)



In st the oocuried arees, purchases of Amerioen goods
qm.z In Zuror, of tue urchase of goots fecm

zmm and o

under the adbintetemcion of he enes puppet govermments or
under tho control. of Japanese ALlitary st sevel emerits
(See references under 7, below.)

Amerioan oitizens are excluded from o trade, or export
comerce 15 direoted 4 Japen hy :h- stablisment of
monopolies for the of comaodt; ron the ocoupled

ol (Consular despatohes from
Mukden, April 25 and Decamber 2, 1955; from

Novembor 17, 1987; cablos fron Petping, Devember 11, mv,
March 22 and July 7, 2050

cables from mnmn, fre . a4 and 15, 1958
fron Peiping, June 18, 1988.)







Appendix B (a)

ading itens of United States import from Japan in 1937 that would
Yo atfacted 12 411 goods ixparted from Japen now free of duty were

s aubiech te 10 porcont a4 valoren dty wkder Seotion 338 o the
rifr Aot of
(In thousands of dollars)
Eree of auty
Raw silk i $100,273
a 3,725
Fyrethrus flovers 13995
Fioh sorap and fish meal 1695
Undressed i fure 1,538
Cotton wa 1
Do cuﬂey and ravbit furs 1,07
Rags, for paper base stock %8
o oo e 665 %
ALl other free 7,829 !

Total Free 120,892 !
#




Appendix B(b)

Tesding dtamn ot 1.5,  Amporte from Japen dn 1937 under
tariff rates whic subject to a duty
54 Talaren uader Bection 338 of Ahe Tarite ) An of

in addition to the duty now imposed

0241

existing

of 50 percent

1930

v Value T
+(In thousands of dollars):

Rate of Duty

Textile fivers and nanutactures 32,028
Sotton cloth, Ulaachod e
n fal briu, axcepn pile’ 3,400
ww-n w-arm; 1,
quon fﬂamnn?s, not lxceedhvg 30 inches
length 2,001
cmm floor coverings 1,798
Cotton rags, except for paper making 1,729
Hat braids, plaits, laces of straw, paper
ot cibere 1,439
1,289
m,on clon\ inted, dyed, or colored 1,226
on waste, ex:ept cellulose acetate 1,001
‘m ‘wearing apparel 1,454
Cotten pile “ubrica And manifactures 784
woaring a; 941
Cotbon household articles 1,283
Other textile fibers and manufactures 7,907
Cotton seed oil, edible ,522
China and porcelatn ware 3,35
Crab meat, st and paste 2,008
Dalls, toys, an 2410
Eartherware and stoneware ,077
1013
mnm, sorted, b\mchad or prepared 1,063
Camphor,"orude and 1,020
enthnl, natural 91
Flectric lamps, incandescent 906

13.35% to 44.5%
308 to_65%

33¢ a 1b + 45% to 50¢ a
b « 75%35 75% to 90F

25%
20% to 75%
a1

gz; (10 25%
16.35 o 47,5
108

25% to 90%

3144 to
L5¢|1ho§it.ol.5¢a
1b + 65%; 90%

25% o 45%

3¢ alb
plain, 707 decorated-
table and kitchen arti-
cles + 10¢ por dozen
158
1¢ cach + 50% to 90%
1 ey 501

1¢ ey 5¢ a 1b respect-
su¢ %)
and 30%

(Continued on Following page)
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] Appondix B(b) - Contimed
Leading 1tons of U.S. imports from 1937 under existing
2 eEiSe teves ehieh wouag e wbject.to & daty of 5 peroant
3 ad valoren undor Seotion 238 of the Tardef ot of 1530
4n additdon to the duty now inposed
T alia 0
\(fn thousands of dolisra)s "% o ™
Frushes S 855 © " 40f to 60% and 1¢ each
i . 50% to 2¢ each + 50%
% Perilla oil 889 43¢ a pound
s Pubber nanufactures oes 107 to 70% (combs
f + 25% to 2¢ each + 35%)
o 011 cake and ol cake neal &9 3/10¢ a 1o
£ ¥iscellaneous textile floor coverings 766 e oL
3 o
&
¥ Glasware, blom, pressed, cut, engraved 690
i Nanufactutes of Sollulose 633
. tpers 613
Ajinooto 597 =
[ Lgps 585 6/10¢ each,
E 3 508 5/16¢ to 2}¢ a 1b.
g A11 other dutiable imports u,m
& Total dutdable imports 74,909
i
x

.
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Appendix B (b)-continued, 2

United States - Trade with Japsn by principal comiodities -
9 months ending Septesber 1937 and 1938

(In millons of dollars)

i 9 nonths. 9 nonths
ending ending
Sept. 1037 Sept. 1938
Exports to J
=
Friznioal comoditias erported
Raw o s7.5
Grade petre 4.8
S e &
Yetal working nachinery (pover driven) 6.9
Rofined copper 126
Atined petrolewn products frv
Jdreratt and parts _ il
hutos, parte and accessories 2
tiood pulp ) 99
amber 33
Total prineipal comrodities 1960 g
A1 other commodi ties 30,5 6%
Total exports incluling reexports 236
Inports fron Japan
Principal comocities trported
silk ule
iy “abrice except pile 26
Crab 2.5
e porcelatn vare 2.5
Tea 2.2
Pyrethrun flowers 10
et braids 9
Cotton cloth 28
Comnod buna fish 18
Cottton rag: i
Vank urs, undressed i
i Total principal comtodities 95.5 63%
11 other comrodities 50 37
2

Total inports for consunption 1




ot &b oo

lue of States Inport: Japanl/

(In millions of dollers)

T Subject to rates Porcent of total

IR 7
+ provlained under + 101 DUIE1e ;  ots) Inports : imports under
: trede areenents s PO i__agreenent Tates
2937
Jamiary $.2 '$17.7 %
February 3 18.4 2
March 3 7.7 2
April 2 2044 1
L!p 2 18.2 1
June 2 18.6 ¢
July a1 6.4 g
Mugust s 6.3 H
September 2 6.0
October 3 5.4 2
Noveaber 3 17.2 2
December -3 1.8 3
Total 2.7 Tho8 2042,

1/ This table covers the year 1937. In 1938 trade agreements were concluded with Czechoslovakia,
Eenador, United Kingdon and Canada. The lower rates applicable under these agreements might
i et sstine GERRaneRe) Tercis Bl ack Solule) iR Tagssm ¥ dcasactni Jintincy

enough to make treatnent. of econonic importance to Japan.

vveo
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Appendix B (a)

e are two
gar Agar end Ho oil.

Aside from the importation of raw silk ther
8

items that are indispensable to u:

Agae Agar s used as & cultare nediua in baoteriological
work. The amount of imports is only csoo o

O T T AT b R
Bonopoly of the Seaneed out of which 1t is ma here have
Deen reports that Rigsia has boen developing the production
of Agar_ Agar along its Siberian Cosst

be an alternate source of supply.

b may prove to

Ho 01l -- which comes from camphor trees found only

in Formosa -- 1s used in g of perfumes, Natural
oamphor etill 1e o Japness monopoly tut sinoe 1933 a Synthetic
r has been develope

Which we understand is interchangeable
With the natural produet:







Appendix © 0247

The Effects of the Imposition of New or Additional 50 Percent
Ad Valorem Duties on all Japanese Imports

Suumary
The effects of the imposition of new and additional duties
under Section 338 of the Tariff Act of 1930 would probal

bly
4 gause emall economic loss to the United States, but the economic
loss to Japan vould be gréat.

Unfavorable economic effects on the United States

1. United States exports to Japan would be reduced. Japan
would be forced to curteil her purchases somewhat and would

2. It is unlikely that the duty would cause any significant
unemployment in the United States. The most important

Yet even in those industries our analyeis of all the faotors
concerned leads us to conclude that trere would be no sube
stantial loss of employument.

3. The price of Japanese imported goods would be higher

o the doan consumer though not by the full extent of
fthe duty. Most of the added price would, however, go

the Treasury in the form of import dutles. Consumers of
some Jarenese goods will be foroed to turn to more expepsive
(or less satisfactory) substitutes.

Favorable economic effects on the United Stetes

1. The Treagury would gain through inoreased customs revenu
from $25 to #50 million 2 yesr. A large pert of
¥ould be a net national galn becsuse the Japenese exporter

2. Domestic manufacturers competing with Japanese products
for the home market would be stimulsted by the higher pesces

» Of Japenese imports. The development of eilk substisujes
Which 16 already under way may be perticulerly stimilated.
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i

The logs to Jepen from this additicnal duty will be

great, but the lose to the United States will be emall.

1. The Japenese will have to absorb well over half the
new Taportdity By Feduelng T prloes ot Prelr arsfuess.
T T R rouT i s st T Ty —The ety o o T B
number of minor products will be borne, but it seems ex-
ceedingly likely that Japen will have to sbeorb most of
the duty on the aost mportant product she sells us, raw

cond most important of all Japas
Sipcita hnd scnetituton ores have e vaite o apan's
total eales to the United States, The greqt elastiotty
emand for raw silk, the faot
United States 16 (asids fron Japan heroelt) the only ta-
portant _consumer, together with b treme inelasticlty

Aperioan consumer, t be recalled en American
por te of e X fell from 97 million pounds in 1929
%o 60.mill10n pounds in 1934, Price fell from £4.93 a pound
1.30 & p ractioally tre entire cocoon outpu
of Japan is produced as & subsidlary ocoupation of poor
farmers. ng received for the cocoons above thy

Widespread agrioulbural d1soress. Japen 16 peouriarly
vulnersble at this point.

2. The amount of dollar exchange which the Jepanese de-
rive fron thelr sales of goods to—the Untied Srates wiT1
Iy 7eI1 20 or 3 v Te amoun
o

uT T duty. P o
imes of sales buv muxc Wi]l be due te n
deciine in the prices reastved by Japaness exporvers. "It
Jepan finds it as necessery to concentrate on war needs
in 1939 ae she has in 1938, her s:les to the United Etutel
A mEted $10% X _in 193

an es

wili be reduced from
e 155

3. The shortage of doller exchange wrll compel the Japanese
%o r“m't—ﬂ%"r—!m—r—ﬁ;wm—t——sﬁrea o .

urchEses to ey noca thatr chie? smporys
Fron the United 8tates -- cotton, pesroleun i
steel, machinery, aircraft and automobiles.
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4. The Japanese are in a very poor Eosm on to retal-
iate againet our export tr ngs they buy from
e Thited States e renosio and military 1%L
Gon if Japan imposes addit:

erd can pronuau thone  duties will have w

ﬂesu‘lbla substitutes for goods
ron the United States. Nor o
impor tant prlee concessions from the Anar 10an’ exporters

W11 doubtless be able to shift o portion of
her p\l!‘ohalan from United States to other countries. Bub
Japan's importe from the United States are of su
nature that were she to tranefer am -g\:-unuu pornm

1d

ox‘nign

Japan
2a%e buy from third countries the United States Will
obtaln & portion of the trade indirectly.

5. The United States will also lose as the result of
$he Guty, but our losses & u—o_ﬂTr_rE—_t e _perious.

o price of ome Jepansse artioles Wi ©
the B Gonsequently substitutes a1 pe
e Ammea. for tome artioles formerly bought from Japan.
0n she’oiher hand, American exports to Japan will be cur-

Ve

e eely %o fail loss, than $15 million or more

$50 nilllon in the twelve months succeeding the imposi-
tion of high dutie

nare 1o s possibliity that Jopan may fox polttionl
motives, g0 out off mot or all of h
AT 0 fhe Tnited Btates T e 0 do. 0,
however, 1t would only be at & correspondingly high
cost to herself.

ere Japan to take such retaliatory action the
United States could invoke more drastic action permitted
under Section 338, namely complete pronibltion of importe
of Japanese origin into the United States, and of articles
carried in Japanese bottoms. 8o evere wouls e the
Teaultant economic loss to Japan that such retaliatory
act on her part 1s extremely uniikely. fhe most vul-
nerable part of Japan's econony at present it her lack
of foreign exchange. A conple® prohibition of Japareee
smparte into the United States woula Bit her in her
wearert
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