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STATE OF NEW YORK
CONSERVATION DEPARTMENT
ALBANY

HEHE A W

[T -
Q?{ January £1, 1953
b

Dear Franklin:

I am glad to be able to report to
you that my mission to Ottawa was even more success-
ful than I had hoped for. I found ke Prime Minister
Bennett 8 resl fellow and keenly interested in the
wheat situntion and he and I hit 4t off beautifully.

After our arrival Mr. Huff and I
called on the Prime Minlster and he sgrecd that
for the time belng our mission must be kept confid-
ential and invited us to have lunch with him at his
apartment. At the luncheon the Prime Miniater had
besidesus, Premier Brownlee of Alberts who 1s =
prominent Liberal and Mr. John McFarland, Genersl
Mannger of the Canadian Wheat Pool. The Prime
Minister served delliclous oysters of which I ate
six amd they were all good aml also some very fine
Port of which I did not drink too much.

1 decided that the best kind of
diplomacy was to be direct and to the point. After
explaining my mission I asked the Prime Minister
whether he wes [avorable to the ldes of having a
sorld Whest Conference called in Washington shortly
after the 4th of March. On lesrning that the Prime
Minister thought this an excellent idea I then went
one step further amd asked him whether he would be
willing to communicate with the other countries
involved snd sound them out ss to whether or not
they would epare to Join in such a conference. The
Prime Minister willingly consented to this suggestion
and attached to this letter you will find a copy of
his cable which he sent to the Cansdian High Commission-
er in London on Fridey afternoon. Mr. Bennett is
golng to let me know the results from his cable
through the Cansdian Legation at Washington. On account
of the weekend intervening he doubtless will not have
an anawer before Tuesday or Wednesday.

I hope that you will be pleased with
the results of this conference.
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STATE oF Niw YoRx
CONSERVATION DEPARTMENT

ALBANY

Wimay HotarETHAL 8
Caniddmamis

-2 - Juousry £1, 1845

Profeasor Myers was asked to como to
Washington Sundny to help complete & draft of the
bi1l covering the Jolnt Stock Land Banks. It was
my thought that Elinor and I will go to Washington
fednesdny and If there 18 room at Waram Springs we
would like to come down there. We would arrive
either Thuradsy or Friday morning depending on
whather Weshingtontikes one or two deys and would
like to stay there long enough to be with you on
your birthday. I would greetly appreciste your
having Wissy telegraph me gulte frankly whother or
not there is room for us at Wara Springs.

I will continue to try to keep my misslon
to Ottawa absolutely confidentlisl &nd hope that
before coming to Warm Springs I will have s favorable
answer to the cable sent by Prime Minilster Bemnett.

¥With best regards, I am

Yours sincerely,

C;&u/u?/ i
Hon., Franklin D. Roosevelt,

Presldent-elect;
Warm Springs, Ga.
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/ STATE OF NEW YORK
i CONSERVATION DEPARTMENT
ALBANY
CECT TR YT T T Tty
L

CABLE FOR HIGH COMMISSIONEH

Ligher.

It has been suggested thot a
confercnce of the four great whest-produclng
countries - United Gtates, Canuds, Australinm,
and Argentine - should be called by the
United States g3 soon after the lnsuguratlon of
the President-elect as possible. One of the
most ilmportant guestion that might be considered
would be the lessening of wheet production. I
am heartily in sccord with the suggestion, and
desire that you should ascerteln from Mr. Bruce
whother or not Australis would be fevourably
disposed. You might also ascertain from the
Argentine Ambesssdor in London the ettitude of
his country. Having regard to your experience with
the London Conference, would it be possible for
you to ascertain and advise the attitude af Houmanis
and Bulgaria

I would greatly appreclate your dealing
with the matter as promptly =s possible for I have
reason to believe thut if the four countries first
named were favourable to such o suggestion the
United States would probably not be unvilling to
act.

Bennett.

January 20th,1833.




CANADIAN LEGATION
WASHINGTON

January 28th, 19233,

Dear Mr. Morgenthau:

In aceordance with our telephone conver-

sation this morning, I am enclosins copy of the

letter which I sent to you by mail yesterday.

Yours sincerely,

Mty

Henry Morgenthau, Egg., Jr.,
Warm Springs,

Georgla.
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Personal and
Confidential

January 27th, 1933.

Dear Mr. Morgenthau:

The expected message for you arrived late
yesterday, but I was unable to get in toueh with you
before you left for Georgia. I have telegraphed to say
that I am sending it on by mail, since it is fairly long
and you will want to study its exact text. The following
paragraphs are a paraphrase of the code telegram which I

have received.

Immediately after the discussion in Ottawa last
Friday a cable was sent to the Canadian High Commissioner
in London, stating that a definite possibility had arisen
that the four chief wheat producing countries would shortly
hold a conference. The High Commissioner was asked to
ascertain through Mr. Bruce, who is the resident member of
the Australian Cabinet in London, what the attitude of
Austral ia would be; and he was also asked to discuss the
quest ion in general terms with the Argentine representatives
who took part in the London Wheat Conference.

The preliminary reports received in reply show
that there is much sympathy with the idea. A complication
has been caused, however, by the action of the preparatory
committee of experts for the World Economic Conference in
definitely placing on the agenda of that conference the
question of "agreements between producers for regulating
production or exports of certain produets, particularly wheat."

The Argentine Government suggested to the prepara-
tory committee that the World Economiec Conference should
enquire into the possibility of the chief wheat export ing
countries reaching an agreement to restriet production or
exports by & method of regulation based on their average

product ion/
Henry Morgenthau, Esq., Jr.,

Warm Springs,
Georgia.
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produstion, thelr present surplus, and their average
exports in recent years. They proposed that this
regulation should involve an undertsking by the main
wheat importing countries in Europe to refrain from
extending their production of wheat, and also that it
should include some settlement of the guestion of surplus
production arising from particularly good harveats.

Information recelved by the Canadian authori-
tiea indicates that the representatives of the United
States on the preparatory committee favoured in grinuipln
the propesal for the restrioction of wheat production.

The aotion of the preparatory committes has
thus raised an issue as to whether the guest lon of wheat
reatriction would best be dealt with by the World
Evonomie Confersnce or by a separate and earlier dis-
cusslion in Washington; this development hes caused some
delay in securing replies to our prelimi enquiry.

I hope, howsver, that we shall be in a position to
giznamit further information to you in the very near
ure,

With warm regards,
Yours sincerely,

H. H. WRONG
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It is r that tlero 1s o conncetion
betweon Perrin and lashburn-Crosby people and thnt
the governmont contemplates sale of wheat to him
and others under torms nmot to advantago of the
povernmmont. Such salo should be considered wery
carefully or pu;’ihlr doferred until the exchanges
wro oponede  I7iis i gt o pe el
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October 18, 1933, -
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/  MEMORANDUM FROM THE PRESIDENT

/. ¥R THE SECRETARY OF THE TREASURY

I have confidential information, for which
I do not vouch, that the Bank of Ameriea, the
Chase National, and the Guaranty Trust Company
had sent a very large sum -- perhape as high as
$8,000,000,-abroad in the last few weeks,

Is there someone in whom you have complete
confidence, who can check on this for you and

me?
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COINAGE OF SILVER

BY THE PRESIDENT OF THE UNITED STATES OF AMERICA
A PROCLAMATION

WHEREAS, by paragraph (2) of section 43,
Title III, of the Act of Congress approved May
12, 1833 (Public Number 10),the President is
authorized "By proclamation to fix the weight of
the geld dollar in grains nine-tenths fine and
also to fix the weight of the silver dollar in
grains nine-tenths fine at a definite fixed ratio
in relatlon to the gold dollar at such amounts as
he finds necessary from his investigation to sta-
bilize domestic prices or to protect the foreign
commerce against the adverse effect of depreciated
forelgn currencles, and to provide for the unlim-
ited colnage of such gold and sllver at the ratilo
80 fixed, # & #"; and

WHEREAS, from investigatlons made by me, I
deem it essentlal in ald of the stabillizatlion of
domestic prices and in accordancs with the polley
and program sutherlzed by Congress, which are now
belng administered, and to protect our foreign
commarce against the adverse effect of depreclated
forelgn currenciea, that the price of silver be
enhanoed and that the principle of bimetallism
be maintained by providing increased colnage of

allver; and



WHEREAS, a resolution presented by the
American Delegation was unanimously adopted at
the World Economic and Monetary Conference in
London on July 20, 1933, by the representatives
of slxty-eix Govermments, which in substance
provided that sald Goverrmments will abandon the
policy and practice of melting up or debasing
ailver coins; that low valued silver currency
be replaced with silver colins and that no lsgilala-
tion should be enacted that will depreciate the
values of allver;

HOW, THEREFORE, finding 1t necessary to
take the initiative in order to snhance the
price of silver throughout the world by the example
of cur Government, to assist in increasing and
stabllleing domestic prices, to augment the
purchasing power of pecples in allver-using
countries, to protect our forelgn commerce against
the adverse affect of depreciasted foreign ocur-
rencles, to carry out the spirit of the under-
atanding between the sixty-six Governments that
adopted the resolution hersinbefore referred to,
and to maintain the principle of bimetalliem, as
also by virtue of all the power in me vested by
the Act of Congress above clted and other legls-
lation designed for natlonal recovery

I, FRANKLIN D. ROOSEVELT, Fresident of the
United States of America, do proclalm and direct
that any sllver, the product of mines situated in

the United States or its possessions, produced



subsequent to this date, shall be recelived at any
United States Mint for coinage into standard sil-
ver dollars of the present welght and fineness.
The Dirsctor of the Mint, with the voluntary con-
sent of the owner, shall deduct and retain of such

gllver so recelived poer cent as for

selgniorage and for services performed by the
Government of the Unlted States relative to the
colnage and privilege of circulation thereof.
The balance of such silver so received, that 1s,

per cent thereof, shall be coined

into standard silver dollars and the same, or

an squal number of other standard sllver dollars,
shall be delivered to the owner or depositor of
such silver. The per cent of such
sllver so dedusted shall be retalned as bullion
by the Treasury annd shall not be dlsposed of prior
to the thirty-first day of December, 1937, except
for colning into United States colns.

The Secretary of the Treasury will by regu-
lation similar to the regulation maede pursuant to
the Pittman Act, epproved April 23, 1918 (40
Statutes at Large, page 535), prescribe how silver
produced in the Unlted States from ores mined after
this date shall be identified as entitled to coin-
age under the terms and conditlions of this procla-
mation.

This proclamation shall remain in force

and effect until the thirty-first day of December,



1937, unless ropenled or modified by Aot of Con-
gress or by subsequent proclamaticn.

The pressnt ratio in welght and finenesas
of the sllver dollar to the gold dollsr shall,
for the purposes of this proclamation, be main-
tained until changed by further order or procla=-
mation.

Notice is hereby glven that I reserve the
right by virtus of the authorlty vested in ms to
revoke or modify this proclamstlon as the interest
of the United States may seem to requirs.

IN WITHESS WHERECF I have hereunto set

my hand and caused the assal of the Unlted

States to be affixed.

DONE st the City of Washington this day
of November, in the
year of our Lord

ninetesn bundred
and thirty-three,
and of the
Indepandence
of the United
States of America
the one hundrad anpd
fifty-sighth.
By the President:

Becrotary of Btate.



1937, unless repealed or modified by Act of Con=
gress or by subsequent proclamation.

The present ratlic in welght and finenesa
of the silver dollar to the gold dollsr shall,
for ths purposes of thla proclamation, be main-
tained until changed by further order or procla-
mations

Hotloe is hereby given that I reserve the
right by virtue of the suthority vested in me to
revoke or modify this proclamation as the interest
of the United States may seem to require.

IN WITHMESS WHEREOF I have hersunto set my
hand and caused the seal of the United Stetes to
be affixed.

DONE at ths City of Washington this dny

of November; in the
year of our Lord
nineteen hundred
and thirty-three,
and of the
Indepondence
of the Tnited
States of America
the one hundred and
fifty-sighth.
By the Preaident:

Becretary of State.
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On Jonuary 11, 1332, I recoumended to the Congress logis-
latdon which was prompily ensected under the title, "The Gold Resorve
Act of 1954", Tuis Act vested in the United Stutes Oovernment. the
cuatody and control of cur stocke of gold we & rogerve for our
peper cwrrency and es & medium of setiling intermationnl belsneces.
It set up n stabilisation fund for the canixol of foredem exchange
in the Interest of our People, ond eertaln smendments were added
to facilitate the soqulsition of silver, .

is stoted in my mosgage to the Congress » thie. legisle-
tion was recormended ap s step in improving our fineneiel and
wonetary aystem, Its enacluent has 1aid o foundaticn on which
We ean orgenize o currency system that w111 be both sound ond
sdequnte, It ip g long step forward, but only & step. I have
esked the Secretury of the Tressury to Initdate the detuiled gnd
technical studlies needed in developing further steps in h]?l‘nﬂ.l’lﬂ
our mobetary structure, ineluding n etudy of the utility of the
various forms of our currency and a consideration of the trpe of
permanent authority in which the control of major monetars messures
should ultimately be vestod,

Some things are slready clenr. Onme iz that we should
move forward as rapidly as conditions peradt in makin: broader and
Bore stable the metsllic base of our monetery system,




The Congress han conferred oni the Presldent ample powers
for the acquisition mnd monptary use of gilver. These powers m
being used in the public interest. They were used to place thie
nation among the first to eerry out the london Aprecment on 8llver
by providin: for the scuuisitlon of all our current production of
this metel; and we hove since sequired other silver; which we shall
contirue to do e that may be required in the effective control of
fereign exchange and in the development of proper metoliic rescrves
for owr monetery eyvetem, These measures are based on & recognition
of the utility of both gold and silver as & reserve for paper
CUrTEnoy.

Te can proceed with this program of Inereasing our store
of silver for uge ns & part of the metaliic reserves for our paper
currency without seriously disturbing tlose sdjustments in forelgm
exchenge which serve our interests in world trede, but independent
action on iis uge es a gomponent of a more stable and dependnble
ptendard of wnlue than gold slone provides would be attended with
pore &ifficulties hecause of the effects of such notion on forelin
exchange in the markets for cur surplua products. WHoreover, the
world's store of milver is of such magnitude snd its production,
tied sz it ir with that of other metsls, iz so difficult for uny
one nation to control that conmcerted mctlion is needed in desling wib
thie phase of the problem.

It may turn out that thiz metion will ultimately have to
toks guch Independent action ss its interests require, tut, before
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delng so, the porsibility of intermatlionnl agreement sbould be
exhousted,

The success of the London Confercnce in conpummatling
an internatlonal agreement on gllver,which hes nov been ratified
by nll the governments concerned, mokes the present sn opportune
memant for speking further Intornaticnsl sgreement. The ebb and
flon of wslues in elmost oll parte of the world have crested
many points of pressure for resdjustments of stenderds of monstery
wvnlue. AL mo time since the efforts of this matlen 1o Epcure
internationnl apreement on silver begsn in 1878 heve conditions
beer so faverabls for atisining jeint setion.

Aocordingly, I heve begun to confler with some of ocur
neighbore with a view to seeuring an egreement for the use of both
silver ond gold, profersbtly on 6 fused or other coordinates beals,
ag o ptendurd of mengtery valne. Such an sgreanent would constliute
an important step forvard toward o sonetary wili of value of grecter
stobility in its purchasing and debt pey:ng power.

The Congress has already conferrod upon the Executlve
ull the powers now needed in dealing with the problem of silver, snd
until our conferences with otlier nations are ended, and thelr ruccers

or fallure known, any further leglslation on the smubject would not
be helpful.




Taeasury DEPARTMENT
OFFICE OF THE SECRETARY AL
WASHINOTOMN W

Cctober 4, 1924, {1‘ :
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Dear ¥r. McIntyTe:

At the Secretary's request I am
gending you Mr. Berle's pemorendum on
f—————”

Certain Phases of the National Folley

in 1934 and 1535.

b ekl

Mr. Marvin H. MclntyTe,
Asst. Sec'y. to the President,
The White Houne.

Enclosure.
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Beptember 18, 1934,

Memorandum on Certain Phases of

National Policy, 1834=35.

p £5 The Dominant Problem,

As matters now stand, the entire policy of the
federal government almost of necessity revolves around the
figseal problem. This in turn rests on the relief and melior=
istic ectivities of the United Btates government,

Briefly, the United Btates revenues for the next
year probably camnot exceed $4,500,000,000. This would allow

for a very large increase indeed in taxation for the fiscal
year 1935-36 (the actual collections for the fiscal year end-
ing June 30, 1934, were $23,658,000,000; uxgluaiva of ordina-
ry expenses, the emergency grante and allotments for the

same fiscal year were $3,521,000,000, Assuming that the same
rate were continued, or that there were sny increases to pro-
vide relief; or that (and this seems almost certain) there
will be increases to take care of localitles which either do
not or cannot fulfill their own contracts to share in the sit-
uation, and it is at least fairly probable that the emergency
grants and allotments will be at least 75% uncovered in the
nex budget. The financial community knows this, which ac-
counts for the steady weakness in United States government

bonds, "




Briefly, this situation points to one of three
possible courses:

(A) An extremely drastic reversal of policy. I
doubt if this ie possible: or indeed, in many areas,
safe or desirable,

(B) An inflation of the currency; The dangers of this
are 80 well known aze to need few, if any comments,

(C) 1In the alternative, or in combination, a certain
amount of social reorganiration, or a certain amount
of reorganization of the credit system, with the idea
of either

(1) Btimulating productivity and distribu-

ting the results for relief, or

(8) Oreating bank credit for the purpose of capital

development adapted to work relief and for making

provielon for its amortization.

On the solution of this major problem, of course,
hangs the effectivenese of mich of what has been done and can
be done.

In foreign affairs, reciprocal trade treaties mean
little if they are followed at once by a currency inflation
which would upset the parities; and any economic arrangements
with foreign countries must depend upon at least temporary in-
ternal currency stability, or more agcurately, at least a lmown

condition. This in turn affecte agricultural prices, partic-

UIEIJ.Y in the cage of cotton, mnd t
' Qo A lBﬂB thant 'hﬂ
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",#/g’ and hogs; and likewise affecte the policy with regard to rail-

roade and the like,

A secondary problem of mejor importence consiets of
the simplification of government procedure. Within limits, the
cherge of "bureaucracy" is a fair one, based on the multiplica-
tion of repulations, the difficulty of doing business with the
government, the overl=pping of buresus, =nd the l=rge amount of
administrative discretion in many instances wiich, on the basis
of experience now had, could be reduced to something like a
Teal rule, There is likewise the absence of any central group
which can undertake to coordinate regulations and act as an ap-
pellate bure=su, At present, if a man or ean interest does not
get what he wants through a bureau, he is at once remitted to
political =mpeals.

Finally, there is a certain amount of complaint,
which seems legitimate, to the effect that policies are lergely
an unknown quantity. It would seem possible within limits to
lay down now, a2t least tentatively, the gener=l program for, let
us say, a year shead, so that something in the nature of a oclaim
chart might be given. This is no way involved reversing any of
the policies heretofore carried out by the government: it merely

argues for their definition for the coming months,

I1. The Fiscal Problem.

(A) The budget. It seems fairly plain thet the
budget will be unbalenced in any event by not less
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than $2,000,000,000 nor more than §5,000,000,000 —
this including the relief and emergency expenditures
along with the regular expenditures,

A suggeeted policy might be to announce this fact
coldly snd simply; announcing, among other things,
that all resmular charges would be paid currently; that
relief charges would be handled separately. From these
relief charges may be deducted those cases in which
federal credit is merely used to renlace other credits,
ag in the case of the H,0.L,0, and the R,F.C., and to
e less extent the F.C.C, Here, money borrowed or
bonds issued by the federal government merely replaces
money borrowed or bonds iesued by private dettors;
the effect is not to add to the total debt structure
of the country; =nd the United States government has the
underlying security. To date, these onerations
have been conspicuously successful; and the bulk of
the United States indebtedness occasioned by them is
valanced by assets which should amortize the United
8tates indebtedness soon, These can, it would eeem,

be dismissed from the total.
The straight relief expenditures might be eplit into

two distinct categories:

(1) Oredits extended on which some payment

is expected, but which camot be reimbursed

or repaid in full., This, in many cases, hee

constituted the cheapest form of relief: notably
in the agricultural field. 1In practice,




B.
this amounts to keeping a man at work on his
particular farm or what not, financing him by
loans which he p=ys back to the extent that he
can, with the full knowledge and realization
that part of the loane cannot be recovered.
Investigation of an individual for credit pur-
poses is no detriment to his self-respect; in-
vestigation for purposes of relief, however,

throws him a2t ocnce into the pauper class.

(2) A very considerable increase in work re-
lief projects, provided these are financed by
the creation of a credit-emitting mechanism
gapsble of creating bank credit against long
term, non-interest bearing local and United
S8tates government bonds. This is a distinet
departure from the existing oredit system, It
is not orthodox finance, It is infinitely
preferable, however, to inflation of the cur-
rency, and in terms of financing, it obtains
much the same result, It depends for its sound-
ness upon a sound amortization program to be
carried out both by the United States government
and by the localities which are, in effect,

borrowers from a central credit-emitting agency

of some kind,

(3) Oonceivably aleo taxes in kind might be

levied, whose effect would be merely to take a
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part of th- additional and at present unused
productivity of the country, Thie could be
used ——
(a) To supoly fiecal needs for relief, and
(b) To supply raw materiale for work pro-
jeate (this last a very important possibility.)
Bome such program, or indeed any other similar program,
would offer some sure ground for estim=ting the probable budgetary
currency end credit situation in the United Btates, and =& a mat-
ter of necessary result would clarify the situation of =all depart-
ments, including the Btate Department.
There have herein been consolidated the problems of
the fiscal and relief situations, Analyzed, they are one and the
same in terms of financing., In terms of orge ization, of course,
relief is 2 problem by itself; but the emphasis should be, so far
as possible, on developing work relief and employment on a nat-
ional scale, so that the whole job may be done, =2t the eame time
throwing the organization and responsibility as far back on the
localities 28 possible. In this case it might conceivably be
nossible to delay unemployment insurance, etc. for the time being,
the gap to be filled by supplying work relief,
This program might be supplemented by undertaking
to assume out of the regular federal budget a portion of the
relief burden -- say a billion dollare, more or less, =28 seemed
desirable,
In the event of the adoption of some such program,

it could be stated that beyond the changes necessarily involved
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in the credit machinery, no further change was contempleted in
the currency organization., There would be an atteck on the credit
feature in any event; but it would probably be less then en at-
tack on an inflationary scheme, and certainly no grester than if
the federal government were to withdraw considerasbly from the
relief field, leaving the localities to handle the sltuation, which
they ere ill egquipped to do.

If possible (it may not be ), the progrem should be
laid out for a period of time, say three, five, or seven years.

III. The Program of Recovery.

This program also might be re-defined; poeeibly in
the following terms:

(A) The promotion of advantageous foreign trade,

through
(1) Extension of reciprocal treaties snd an
understanding that the Export-Import Bank of
Was ington follow up the opportunities offered
by such treaties. In any event, the Export-
Import Bank ought to work very closely in con-
formity with the foreign policy developed in
the Btate Department. Otherwise the two lines
could be easily crossed and the two agencies

work at cross purposes.

(8) The question might be considered as to
whether the time had yet come to re-convene the

London Conference or some similsar agency; This
depends on technical conelderation of the Tecent

duvalnpmanta, 28 to which I have o ovninigy




(B) The creation of capital activity, centralizing on
(1) Housing. In this respect the mechanism is
developed, but it has not yet got very far; it
would have to work in connection with private
capital and probably would have to aim not merely
at the lowest cost housing, but at the lower
middle class housing as well;

(2) Public worke activity, preferably of the
self-liquidating variety (for example, a toll

East 8ide drive in New York City; toll bridges

and the like). Assuming an extension of the
credit creating facility in public hands, these
works would now have to amortize a loan without
having likewlise to carry a current interest charge.

(C) The railroad recovery program is at present be-

ing developed by Mr. Eastman, and preeumably will be

made public before long.

IvV. ndustrial
"Reform").

Flainly, the country is in no mood to abandon the
attempts at a reformation of the system. For one thing, despite
talk of lack of "confidence" in the government, the public has
even less "confidence" in its former financial and business
leaders; and probably would have less if it knew the full facte.
To the extent that the program could be clarified, it might be
certain that:

(A) The financial reform reorganization as embodied

in the Securities Commisslion was designed to be



= -
permanent, subject to simplification of procedure.
My private opinion is that the Securities Act will prob-
ably have to be overhauled, not because of ite inher-
ent difficulties, but because of a certain quality of
futility; unless there is some change in the eystem
of marketing securities, so that an investor buys sec-
urities only through some trained agency acting in his
behalf, as in England. But this is a matter which
should be developed out of the financial distrioct it-
gelf, and I hope will be.

(B) The reorganization of the N.R.A. in progress
could be brought to a point sufficient to allow ef-
fective statement of aims and of mechanism; in which
should be included as scon as practicable some clar-
ification of the collective bargaining clause. The
experience of the past year demonstrates both the
necessity of such a clause and the necessity for its
clarification. It likewise seems to demonstrate the
necessity of a limitation of the functions of Qode
Authorities and of some government supervision of
them and, perhaps most important of all, a reduction
to very clear principles of the area which N.R.A.
desires or proposee to cover. The difficulty is not
with the N.R.A. but with the indefiniteness of its
scope and the faot that it is not easy to discover
exactly what 1t means. Plainly, also, there should
be some delimitation between big business and emall

business: on the whole, the country is more interested



Bubstitute Corporate Suggestion,

In lieu of federsl licensing of corporations
which would call for vast federal egencies to carry out
the policy and the lew, it hae in the past been Bugrested
by John 8harp Williams and others that interstste cor-
porations can be effectively dealt with in 2 more simple
menner; that such plan would not mean either = federal
license or federsl regulstion or an extension of federal
government; but that it would mesn an exercise of the
restrictive power of the federsl Congress. This would
meen 2 federzl law, so far =8 possible self-operating; an
effective prohibitory law, stating in det=il the condi-
tione of incorsoration, management, and governing laws
necessary to ensble a cornoration to depart from the state
of ite birth, to engage in interstate commnerce, pregcrib-
ing edequate penalties and m=king void and unenforceable
by a corporation any contract made in violation of its
provisions.

Such a2 law would be partly self-operating and
completely enforceable in the courts. There would be,
as stzted, no federel commissions or license, It
would be in some Trespects analogous to the 10% state
bank tex imposed in 13@; to reform the national evil
due to reckless state legislation,

Buch a law would cause imuediate amendment of
its non-resident corporation statutes by every "ocorpore~
tion state", and the radical reform, if not reincorpora-
tion, of every interstate corporation,

I have thus stzted the propossl as it was
presented by a mumber of able persons, including Bensator
Williems, in 1907 to 1913,
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in emall business than in large, and must be so
unless it proposes to soclalize commercial activity.

(0) I should advocate as a reform measure a rela-
tively simple federal corporation law, applicable
only to corporations of national scope--say corpo-
rations of $25,000,000 capitalization or over. This
would mean in practice a federal incorporation law
covering not to exceed 2,000 corporations, or there-
abouts, whose work has already plainly transcended

getate lines.

V. cul ture.

No attempt is here made to suggest any general plan
of handling the agricultural situation. I am not well enough
informed to undertake a memorandum on that score. If discussion
is to be had on the score of the agricultural problem, a special-
ist in agricultural economice generally would have to be called

in.

Of this there seems & plain necessity. The thousands
of pages of regulatiocns of all of the various government agencies,
any one of which may mean life or death, & net loss or tremendous
profit, to various units of business, do constitute a very real
danger in the situation. It would seem possible that:

(A) A survey of the entire field be undertaken, with

a view to determining how far adminietrative discretion

is necessary in the light of experience, the object

being to put into terms of permanent or orderly law
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80 much as can be put there. Thie will in large
measure diminish the more dangerous areas of ad-
minietrative discretion;

(B) Inaugurate a like survey with & view to codify-
ing the various regulations involved;

(¢) Inaugurate a like survey with a view to seeing
whether a considerable part of the work may not be
centralized or combined. For instence, it ought to
bte possible for a bank reporting tc the Comptroller
of the Currency to have this report accepted by the
F.D.I.C. and peossitly also by the R.F.C. In practice
there are three sete of staffs doing three overlapping
pleces of work.

(D) An attempt, wherever possible, to replace criminal
compuleion with a better understood and less drastic
form of sanction—for example, taxation. The country
understands taxes as a penalty for vioclating admin-
istrative orders; it resente & criminal proceeding.
(E) Possibly, the oreation of a central Appellate
Board, s¢ that anyone being aggrieved by an admin-
letrative ruling could have his case heard by a group
or department other than that which promulgated the
regulation. Ultimately it might even seem desirable
to establish an administrative court and varioue
branches. OContinental countries which have admin-
istrative eysteme as complex as oure has become tend
to develop a qulte separate system of administrative
courts. We do the same thing, except that it is hap-

hagard and acoidental.
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(F) The problem of personnel in administrative
positions ought to be overhauled. Ultimately the
success of administrative bureaus must depend on
securing techniclanse who are also disinterested. As
it stands, we are only able to command men who are
unsucceseful in private business or whose principal
training has been theoretical; the only exception

to this is in the legal departments, where the tech-
nician with theoretical training and practical

experience is'commonly available.

vil. oh a8t .
There is & real diffioculty in the policy making

mechanism as it stands now. In the first place, & collecticn of
individual rulings by minor administrative officlals may create

a slituation which foroee & policy, even though this may not have
teen determined upon by the Preslident or the Cabinet. Thie may

be done by design, and is oftener done without design.

In the second place, each individual experiment car-
ries in 1ts wake implications. The C.W.A. experiment of last
year, for example, automatically involved the country in & train
of clroumetances; there is no oritiolem of this, but it is advie-
atle to endeavor to foresee these ciroumstancee and be prepared
to meet the implicatione as they appear. The fiscal probleme of
today follow almost directly from the decision to create the 0.W.A.

To that end there might be created a small
Committee, whioch need not be featured publicly, but which might
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ve referred to it various experiments now in progrees and

— to be tried; might call in experts for the purpose of review-

ing the eituation; might endeavor to advise and, if possible,

coordinate.

A. A. Berle, Jr.
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Toi The President

From ¢ Secretery Morgenthau

I, THE FLAN:

As & primary step locking to better coordination and perhaps
ultimate consolldatlon of functions of bank examination and super-
vision resting with Federal agencies, it is proposed immediately
to

(1) Merge the Office of the Comptroller of the Currency with

the Board of the Federsl Deposit Insurence Corporation
by meking the Comptroller of the Currency the chief
executive officer of the Corporeation. (This can be dome
by amendment to the by-laws of the Corporation).

() Amalgemate the administrative and examining personnel of

the two agencies by
(a) comblning the fifteen district offices of FDIC
with the twelve field offices of the national benk
examining force in the twelve Federal Reserve clties,

(b) selecting staff for these offices from the combined
personnel, after careful analysis and consultation
with the twelve Federal Reserve agents,

(¢) giving FDIC examiners appointments &s nationel bank

examiners and vice versa,
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(d) having the Comptroller sppoint the FDIC as receiver

for all nationsl benks now in receivership,

(e) reorgenization of the Washington offices to put them

on an efficient, economical and businessllke besis.

(3) Consolidate the functions of the two units, as completely as is

fessible without Executive Order or leglelation. (Some functions

of the Lomptroller, such as issuance of national benk notes,

would not concern the FDIC).

II. ADVANTAGES:

Adventagea to be gained by the above areg

(1) Closer cooperatlon and harmony of policy with the Federal

(=)

(&)

(4)

(5)

Reserve System und the R.F.C. through consolidation of two
moat important Federal examining agencles.

A step toward uniform supervision of Natlonal and State
banks (yet with prescrvation of the dual system).

Uniform examination methods and policles for the 90 per
cent of all commercial banks now in F.D.I.C. (See attached
table).

Unity of administration of bank exeminations as to this 90
per cent in the field, one corps of examiners in each
distriot replacing two, making possible more efflcient
distribution of work.

Reduction of complaints from bankers sbout multiple
supervision.
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(8) Authority in the F.D,I.C. for enforcing bank
standards which will do much to prevent bank
fallures and vhich wlll so serve to protect
the corporation from losses to the insurence
fund.

(7) A united front on legislative proposals --
end the good will of Members of Congress who
are committed to developlng end strengthening
the F.D.I.C.

(8) Better statistical date on banking.

IIT, COMMENT:

(1)

(2)

(2)

Attention w11l be given to perfectlng and crystellising
the merger through legislation or Emecutive Order.

411 banks should in time become members of the Rasarve
System and should be examined by the F.D.I.C. The details
of control of the baniing system and the examinations mre
closely interrelated and should either head up in the

game group or methods of more than ordinary cooperation

be devised.

If the present Comptroller accepts the posliiion of

Fedoral Reserve Agent at Sen Franclseo, two new appdntments
to the Board of the F.D.I.C. must be mode and these two cannot
be of the same pollitical party. The member who is the
Comptroller and Executlve Officer cannot be Chairman of
the Board.




PEROENTAGE BY NUMBER AND DEPOSITS
OF ALL LICENSED COMMEHCIAL BANKS INCLUDED IN
THE THREE FEDERAL BANXING SYSTEMS

% TO TOTAL £ TO TOTAL
HUMBER  COMMERCIAL DEPOSITS DEPOSITS IN
(5) Banks (1) (2) OOMMERCTIAL
Licensed BANKS
HATIONAL §,480 55,828 19,805,887 E4.85%
STATE MEMBER 969 5.58% 11,118,470 50.54%
TOTAL MEMHERS 8,429 42,188 81,012,587 B5.19%
FEDERAL RESERVE SYSTEM
HON-MEMEXR INSURED 7,880 £0.28% 4,746,053 15.04%
TOTAL INSURED 14,089 02.44% 85,758,420 08,253

HON-MEMBER
HOT INSURED

1,152 7.58%

M,BEE- {‘1} 11 TT’

15,241 100,008

56,408,268 100.00%

1.
£.
8
L

HOTES
Depositz in Thousands.

Deposits figures as of Call Report June 50, 1834.
Number of banks figures as of October 1, 1054, .
For the most the deposii figures included In thia

totel are of December 51,

1850. -



DESTRAELE CHANGES IN THE ADMINISTRATION
OF THE FEDERAL RESERVE SYSTEL.

1. g, LT BE s Fluctuations
in pmduntlon, mplumnt lnd tha natimll ;T.nconn are determined by changes
in the avallable supply of cash end deposit currency, and by the rate and
charseter of monetary expenditures. The effect of an increased rate of
spending may be modified by decreasing the supply of money, snd intensified
by Incressing the supply of money. Experience showe that without conseious
control, the supply of money tends to expand when the rate of spending in-
creases and tends to contract when the rate of spending declines. Thus,
during the depression the supply of money instead of expanding to moderste
the effect of decreased retes of spending, contrmoted, and so Intensified
the depression. Thls 1s one part of the economy in which sutometic adjust-
ments tend to have an intensifying rather than e moderating effect. If the
monetery mechanism is to be used as an instrument for the promotion of bus-
iness stability conscious control and management are essential.

2. [Dresent popelbllitles of mopetsry coptrol. At the present time main
relience must be placed upon inereased governmentsl and private expenditures
to bring ebout & rise in the nationsl income. The most important role of
monetary control at the moment 1s mssuring thet edequate support is eveil-
gble whenever needed for the emergency financing involved in the recovery
DroOgran.

5. Rble of mopetsry control in the fuiure. Two supremely importent duties
are likely to devolve upon the reserve adminigtration in the neer future.
The first is essuring that a recovery does not result in an undesirable in-
flation. The second is assuring that a recovery ia not followed by a de-
pression.

Lak kb o' Sl . heseIve 5 LEE .

In crdsr ta mﬂnavor, ﬂt.h soe proapocta of a‘uucala, a) to render prompt
support for the emergency finesncing in case of need, (b) to prevent the
recovery from getting out of hand, end (c) to prevent the recurrence of
disastrous depressicns in the future, it is, in my opinion, essentisl that
the authority of the Federal Reserve Board should be strengthened in the
following wayss

l. Complete control over the timing, character and volume
of open market purcheses and seles of bllls and securities by the
reserve banks should be conferred upon the Federal Reserve Board.

£. Governors of the individual Federal Reserve Banks should
te appointed snnually by their Boards of Directors subject to the
approvel of the Federsl Reserve Boerd.

ﬂthﬂugh thc Bou.rd il nn-inallx thn wprm mnntu'? Iu‘tburit;f in t-hi.s

country it is generally conceded that in the past it has not pleyed an ef-
fective rdle, and that the systen has been generally dominated by the Gov-
ernors of the Federel Reserve Banks. As & consequence, the Board has not
cormanded the respect and prestige to which its position would apparently
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entitle it, nor has mewbership on the Board been as highly desired as it

should be to attract the necessary talent. The great disparity in salar-
les bes also contributed to this condition. This has led to the unfortun-
ate result that banker interest, as represented by the individusl Reserve
Bt.ﬁk Governors, has preveiled over the public interest, es represented by

The relatively minor réle played by the Board can » in my opinion, be
attributed to its lack of authority to inltiste open-market policy, and to
the complete independence of the Reserve Bank Governors.

8. s« TFar and awey the most importsnt ingtrument of
reserve poliey is the power to buy end sell securities in the open market.
In this way reserves, on which deposits are based, may be given to or taken
ewsy from member banks. It 1s not too much to sey that who possesses thia
power controls the banking system, and, in large measure, the spupply of
noney.

In the present administrative organizaetion the power to Initlate open
market policy rests with the reserve banks. The Federsl Reserve Board
possesses only the power to approve or disapprove. Thus, the effective
power over money rests with the individuel reserve benks and not with the
Eoard, However much the Boerd may desire en energetic buying or selling
policy it is powerless to Initlaste such & policy. On the other hand, the
reserve benks' ability to earry out the policy is dependent on the Board.
It should be noted that the Bank Act of 1955 effected no resl change in this
respect. From 1950 to 19885 the Open Market Policy Com ittee was composed
of the twelve Federsl Reserve Bank Governors. At present the Federsl Cpen
Market Committee is likewise composed of the twelve Governors and hence is
dominated by the same men who were responsible for the policy followed dur-
ing the depresaion. The Governors, by the very nature of their appoint-
wents, dutles and associetions, cannot help but be profoundly influenced
by & narrow banking rather than a broad sociel point of view.

There 18 no reason to suppose that this adminlstrative crganization
whick functioned so badly in the pest, will function any better in the future.
The diffusion of power and responsibility, the root cause of the trouble,
remaina, Over ome mundred indivldusls are responsible, in various degrees,
for the formulation of policy. Obviously the more people there are who
share the responsibility, the less keenly any one of them will feel eny
personal responsibility for the policles mdopted. It is therefore almost
ineviteble that such a loosely knit and cumbersome body as the Federal Re-
serve Administration should be characterized by inertia and indecisive
action generally, Moreover, a complete stalemate resulting from a disagree-
ment of the reserve banks and the Boerd is always possible. To correct this
condlition reform must be in the direetion of concentrating suthority and
regponsibility for control into the hands of a smell policy formulating body.

7. Appolntment of Governorg. As the System has developed the Governors,
who are not even mentioned in the Act, have attained positions of major
importence in influencing policy. Moreower, they are entirely independent
of the Board. If the power of approvel of appointments of the Reserve Bank
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Governors were conferred cn the Boerd, the possibility of lack of co-
ocperation and frictlon would be obvisted in the future, while the pres-
tige of the Board would be enhanced.

8. Agltstion for ceptral bapking. The sdoption of these suggestions
would Iintroduce certain atiributes of a resal central bank capable of en-
ergetic and positive metion without calling for a drestic revision of the
whole Federal Reserve Act. Private ownership and local sutonomy are pre-
served, but on reslly important questions of polley suthority and respon—
eibility are concentrated in the Board. Thus, effective control is ob-
tained, while the intense oppositicn end ecriticism that greets every cen-
tral bank proposal 1s largely avolded.
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December 11, 1034.

MEMORANDUM FOR
THE SECARTARY OF THE TRIASURY

o With a view to pergonnl
feelings, etc., I think it would be_
Jugt_as well for you not to instruct
Jease Joneg as you A& in rogerd to
the Interest rate._ He 1g after gll
the head of an independent agency..
If you had t0ld hin that T had told
you that I wanted the Treasury to
charge the R.F.C. approximntely wat
the Treasury has to pay for 1ts money,
that would have been enough. I know
you will understand.

F. D. Re



THE SECRETARY OF THE TREASURY
WABHINGTOMN

December 10, 1974,

Uy dear Mr. President:

1 m enclosing herewith for jyour repding
and information a copy of my letier ef
December 7th to Honorable Jesse H. Jones of
the Teconstruction Finance Corpormtion.

Sincerely,

The Preslident,
The Thita Housé.

Enclosure.



December 7, 1374,

Dear Jessge:

I took up at Cabinet this afternoon
the gueation of reducing the interest rate
on the money that RFC borrows from the
Treasury. told the President that I was
resdy to reduce your interest from 3 per cent
to per cent, He asked me what the average
interert rate was that you were receiving for
money loaned and I told him 3-8/10 per cent,
He instructed me to inforam you that he did
not wish the RFC to have more than ¥ per cent
spread on the money which it loanedj that he
wanted the II'C to reduce its average interest
rate to 34 per cent and wished the Treasury
to charge the HAFC approximately what the
Treasury has to pay for its noney.

I am sending a copy of my letter
to you to the President.

Sincerely,

flon. Jesse K. Jones,
Heconatruction Finance Corp.,
¥ashington, U, C,



KEMORANDUY

February 4, 1935.

To: The Becretary
Bubject: - 5 &

British: The latest development of importance is a cm_mu.nicutinn
from Mr. Osborne, Counselor of the Britieh Embasey, informing us that the
London foreign office is in cable commmication with the Governcr of
Newfoundlend me to what they will see fit to do. Imn our reply to
Ur. Osborne's commmlication we pointed out several important facts as
follows:

{a) landing certificates are being required on all exports from
St. John's except liquor. (We had previously made this point).

(t) Landingz certificates are being recuired on exports of liquor
everywhere else in Newfoundland, except St. John's. (St. John's is the
only port used by the rum boats).

(¢c) There is a regulation which applies to everywhere else in
Hewfoundland sxcept St. John's that a boat with liquor under 200 tons is
not sllowed to clear. (The rum-running boats are all under 200 toas).

French: The French Asbassador informed the State Depariment thle
moraing that the French Govermment would put a landing certificate bond,
(in a substantial amount), into effect at St. Plerre on two conditions:

(1) That the British do the same thing at St. John's, Newfoundland,

{2) That the United Statee Lines, in the crulees to St. John's,
Vewfoundland (which they are imaugurating next swmer) will make St. Plerre

a port of call. ¥o reply has been made to this as yet.
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TREASURY DEPARTMENT
Office of €27 New Federal Building
Assistant General Counsel Pittsburgh, Pennsylvania
for the February £2, 1925

Bureau of Internal Revenue

Hon. Herman Oliphant

Ceneral Counsel to the Secretary
Treasury Department

Washington, D. C,

My dear Mr. Oliphant:

I esbandoned my plan to 0 to Jamestown for a rest over
the week-end. The case is in such a state that pressing on now
is vital, so I am putting in the week-end in intensive prepara-
tion to htatter them to pleces next week.

The results to date are most satisfactory. The change
in attitude of the Board members, of our own people, of the press
and of the opposition is very marked. When we came here nobody
took the Covernment's case seriously. The opposition made the
mistake of being over-confident. The press was either hostile or
openly skeptical. At the end of our week of walting, the boys on
the press had gotten acquainted with us, I think were convinced
of our sincerity and disposed to treat us fairly. We had not
overcome their feeling, however, that there was nothing to the
case,

In the opening statement on Monday, I made no effortto
answer the charges of persecution and announced our determination
to hold this case to the issues. Hogan, of course, was more color-
ful and painted a persecuted man who was on the verfa of giving
A merica its greatest art institute. The first day's atmosphere
Was not very good. We came dangerously near being in the position
of having something to hide, and when I saw the trend in that
direction I waived our lagai objections, which I still think were
perfectly good, and let into the record the most embarrassing
thing we had to face, namely, the rubber stamp which some idiot
put on the letter. We closed that day with an unfavorable atmos-

rhere.

When Mellon's finanecial secretary testified, Hogan made
what I consider a serious mistake in tactics. He was intent on
getting & headline that Mellon was a savior of Pittsburgh banks
and he went ahead and had his witness testify that large sums
were borrowed and handled through the subsidiaries of Coalesced
to save Pittsburgh banks. Ofcourse, he got a wonderful headline

in Pittsburgh but he also opened the door of cross examination



Hon, Herman Oliphant -2-

to the whole bank situation. When I started to go into it, the
Board was obviously inclined to stop me and to hold that we must
go into it on our direct case. It would have deferred showling
our strength a couple of weeks and it would have put us to the
disadvantage of calling the witness as our own. We were loaded
for them, however, with page and citation of the record where
Hogan had opened the door. (We are getting daily copy of the
testimony.) The result was the Court ruled that we may go to
the bottom of it on cross examination, and are we going?

I think there is another day at least of cross examin-
ation of Johnson, with as good material in reserve as that which
we have used. After that, we are not sure what Hogan's tactics
will be. He may swing to the MeClintic-Marshall transaction, in
order to get a breathing =pell on the adverse publicity from
stock transactions., He may give away another art gallery. It
is now a joke around here that every time we bring out a bad
point Hogan brings out a picture. I think their supply of art
is about gone.

If the case were to close tonight, we would be entitled
and would certainly get the tax, a fraud penalty of fifty per
cent and probably in addition a delinguency penalty of twenty-
five per cent because no valid return was ever filed.

From the beginning, I have tried to put myself in the
other man's place and see what could be done to break down the
Government's case. There is no hope left that I could see ex-
cept that Mellon take the stand, play the part of an aged and
more or less disinterested man who left his affairs to subordin-
ates, hopes they have done no wrong and if there 1s any tax due
gay he is ready to pay it. This might save the fraud penalty,
and they are laying some foundation for that plan., I am laying
some plans to demollish such a c¢laim 1f it 1= made.

I do not know whether they will be foolish enough to
persist in their cleim of politleal persecution. This claim,
which brought him so much sympathy at first, is rather ridicu-
lous now. I am not a bit alarmed about any clalms they can
make,

I notice a very marked difference in the attitude of
the press. I have been entirely frank and honest with the fellows
who are covering the case and they have certainly played square
with us. They are convinced that we lmow where we are going, and
I think the change in atmosphere is well 1llustrated the New
York Times. ©OStrangely enough, the Hearst papers are glving us a
splendid break here, saying today that the score for the week 1s
all with the Government.
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This has been a tough assignment from the beginning.
We have had to take an airuluiut of "gaff." It was a mighty
uncomfortable week getting ready, and the first two or three
days to face the incredulity of this entire gang and keep up
& cheerful and confident attitude has not been easy. If we
no more than held our own during the rest of the trial, we
would retire from the field without discredit to the Treasury
Department. I feel sure, however, that we will crash through
with an even better score, 2s the weeks roll on.

It 15 hard work but great fun, and the knowledge
that you and the Secretary are with us through thick and thin
was, at times, about the only thing we had to fall back on.

I think you may depend on the New York Times from
now on for an accurate, intellipgent and disinterested account.
Daniel is a very 1ntaliigant reporter and our relstions are
very friendly.

With best regards, I am

Very sincerely yours

(Signed) Bob

Copy



WASHINGTON __wr}\t:l

February £5, 1985.

Dear Mr. President:

I am enclosing herewith photostat copy
of a letter which I have to-day received

from Mr. Osborne in regard to the Newfound-
land situation.

1 am also enclosing a copy of a letter
from Robert Jackson in regard to the Mellon

case. I thought you might 1ike to see both
of these letters.

e lm
The President,

The White House.

Enclosures.



BRITISH EMBASSY,
WASHINCTON.

26th February, 1935

Dear Mr. Secretary,
I am pleased to be able to inform you that
we are now authorised to advise you that actlion 1s

being taken by the Government of Newfoundland which willl

ensure: (A) that clearance for "the high seas" with

exports of liquor be prohibited, (B) that no liquor may
be exported from St. John's In a vessel of less than
200 tons (this prohibition already applies in regard to
other Newfoundland ports), and (C) that a bond be required
in respect of liquor exported from, or transhlpped in,
Newfoundland, whether 1n‘the case of St. John's or other
ports of Newfoundland.

Believe me,

Dear bir. Secretary,

Yours very sincerely,

Henry Morgenthau, Esq., Jr.,
Secretary of the Treasury,

Wwashington, D.C.
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The attached documents are lettered from A to E. All
but E require the President's approval, which you can get now, leaving
the date blank. You can then take all of them with you and sign
them if and when required, or sign them and leave them with Coolidge
with instructions for him to date and issue them when you telegraph
or telephone him to do so. This instruction to Coolidge follows the
plan we used in natlonalising silver and is Document A, attached.

The other attached documents sre as followat

B, Amendment to Gold Reserve Act Regulations, authorizing
the Secretary of the Treasury to suspend or restrict
the suthority of the mints to purchase imported gold.

C. Letter to the President asking for notatlon of his
approval at the foot thereof to either or both of

the following:

1. Discontimuing or suspending purchases of
gold; or changing the purchase price of gold.

2, Discontimuing or suspending sales of gold;
or changing sales price of gold.

D. Letter to the President requesting his approval to
an authorlzation to the Federal Reserve Bank of
Hew York to purchase and sell for the account of the
Stabilization Fund, st home or abroad, gold bulliom
and gold coin other than United States gold coln.

E. Amendment to Regulations of November 12, 1354, under
foreign exchange Executive Order of Jamuary 15, 1834,
The amendment restores the restrictions in effect be-
fore November 12 except for transactions under §100

during any T-day perlod.



THE SECRETARY OF THE TREASURY
WABHINGTOMN

Dear Mr. Coolldge:
There ere attached hereto the following documents:
"E." A draft of amendment to the Provisional Regulations issued under the

Gold Reserve Act of 18854, euthorizing the Secretary of the Treasury

to suspend or restrict the authority of the mints to purchase imported

goldj snd
*"E." A draft of amendment to the Regulstions of November 12, 18E4, issued

under the Executive Order of Januery 15, 1954, Regulating Transactlons
in Foreign Exchenge, Transfers of Credit, and the Export of Coin and

Currency.

These documents have been approved by the President. I have signed
each of the documents subject to the condition that each one shell bear the
date of, and become effective on, the day on which you deliver them as hereln
provided. You are authorlised to deliver each of the documents when, in your
judgment, the public interest requires that the amendments therein contained
should become effective; snd, it is understood that you will deliver the
documents or one of them in accordance with advice commnicsted to you from me.

Delivery ehall be made by dating the document the date it is to become
effective and fi].ing the document so dated in the officiel files of the
Treagury Department.

Faithfully yours,

HENRY MORGENTHAU, JR.,
Secretary of the Treasury.

Hon. T. J. mm,
Under Secretsry of the Treasury.

Enclosures.

As



TREASURY DEPARTMFNT,
Office of the Secretary.

— s 1885.

AMENTMENT TO PROVISIONAL REGULATIONS
Ismued under the
GOLD RESERVE ACT OF 1934.

The Provislonal Regulations issued on Jamuary 30, 1934, under
the Gold Reserve Act of 1984, as amended, are Parther amended in
Sectlon 85 by substituting a semicolon for the period at the end
thereof and adding the followings

"And provided further, That the authority of the Mints to

purchase gold imported into the United States may be with-

drawn, suspended, or restricted at sny time by the Secretary
of the Treasury without notice other than by notice of such
withdrswal, suspension, or restriction mailed or telegraphed
to the Mints."

HENRY MORGENTHAU, JR.,
Secretary of the Treasury.

FRANKLIN D. ROOSEVELT.



THE SECRETARY OF THE TREASURY C.

WABHINGTOMN

The President,

The White House.
Dear Mr. Presidents:

On Jamuery 51, 1954, with your approvel, I issued gtatements sn-
nouncing that I would, until further notlce, buy imported gold at $¥5
an ounce (less 1/4 of 1%), and sell gold for export to foreign central
banks 2t $55 en ounce (plus 1/4 of 1¥). Sections 5700 and %699 of the
Revised Statutes, as mmended by the Gold Reserve Act of 1954, suthorized
these purchases and sales at rates and on terme and conditions deemed by
the Secretary of the Treasury most advantageous to the public interest.
It is possible that there may be digturbances in the foreign exchange
markets such thet the public interest will require (1) elterations in
the rates, terms, end conditions under which such purchases end sales
are made, or (2) the discontimance or suspension of some or all of
such purchases and sales.

If you approve of such discontinusnce or suspenalon or alterstion
in the rates, terms, and conditions of some or gll of these purchases or
m-uummafmrmwm»nmwtum
public interest, I shall sppreciate it if you will signify euch approval
by eignature of the notation at the foot of this letter.

Faithfully yours,

MORGENTHAU, JE.,
Secretary of the Treasury.

APPROVED:
FRANKLIN D. ROOSEVELT.



THE SECRETARY OF THE TREASURY
WASHINGTOMN

My dear Mr. President:

On September 4, 1934, with your approval, I authorized
the Federal Reserve Bank of New York, as fiscal agent of the United
States, to purchase or sell, or agree to purchase or sell, at home
or abroad, for the account of the Stabilization Fund established in
Section 10 of the Gold Reserve Act of 1954, foreign exchange (in-
cluding foreign coins and currencies and/or coins or bullion into
which the same may be conwvertible) for present or future delivery.
A copy of this letter of authorisetion is stteched. In order that
there may be no question of the authority of such bank to purchase
or sell, at home or abroad, gold bullion and gold coine (other than
United Stetes gold coins situsted in the United States or exported
therefrom contrary to law) I propose to send to the Federal Reserve
Bank of New York a letter confirming its suthority to make such
purchases and sales. The proposed letter is attached.

If the proposed letter and the purchasesand sales therein

suthorized to be made or agreed to meet with your epproval, I should

appreciete it if you would signify such approval by signing the notation

at the foot hereof.
Faithfully yours,

HENRY MORGENTHAU, Jr.,
Secretary of the Treasury.
APPROVED:

FRANKLIN D. ROOSEVELT.

D.



SBeptember 4, 1984,

CONFIDENTIAL: This letter is not to be
shown teo, or referred to

in paraphrase for, any one
but the officers of the Federal
Reserve Bank of New York and
the Federal Reserve Board.

Pursuant to the authority vested in the Secretary of the Treasury
by Section 10 of the Gold Reserve Act of 1954, for the purpose of
stabilizing the exchange value of the dollar, I hereby authorize and
request you, as fiscal sgent of the Unlted States, acting directly or
through such agency or sgencles as you may from time to time select,
to deal in foreign exchange for the accoust of the fund established in
said Section 10 (herein referred to as the "Fund"), as follows:

To purchase or sell, or sgree to purchase or sell, at home or
abroad, for mccount of the Fumd, foreign exchange (including foreign
coins end currencies and/or the colnms or bullion into which the same
may be convertible) for present or future delivery. The kinds of such
foreign exchange to be purchesed or sold, or sgreed to be purchased or
sold, the rates at which such purchases and sales are to be mede or
agreed to, l:ﬂmm”unhnwhmhuodwnuldﬂhhin
designated times and at designated places, will be specifically
authorized from time totiuhwthnﬂnmuryott.hnnuamm
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advised to you by the Secretary of the Tressury or on his behalf by an
officisl of the Treasury designated for that purpose by the Secretary
of the Treasury. The giving of each such specific authoriszation and
advice shall constitute a determination that the transactions specific-
ally suthorized therein are authorized under Sectlon 10 of the Gold
FRescrve Act of 1354.

Effective until further notice, I have designated the Under Secre-

tary of the Treasury, Thomas Jefferson Coolidge, as such official of the

L]

Treasury who may advise of specifiec authorizations in my behalf under
this letter.
It is agreed thot in consideration of your acting in accordance
with this authorizations
(1) The Secretary of the Treasury will provide you (for
yourselves and any sgency or agencles you select hereunder) with

() funds in United States dollars equal to the total of the
purchase price of all foreign exchange purchased or
- sgreed to be purchased in accordance with this suthorlza-
- tion;

(b) foreign exchange as required to fulfill commltments,
contracts, and agreements, for the sale of forelgn
exchange made in accordance with this authorizatlon;
and

(e) a1 out-of-pocket or other necessary expenses, and cus-
tomary charges (including, where loss of interest is
sustained, debit interest at rates current at the place
where such loss is sustained), incurred by you, or by
any agency or agenoles selected by you hereunder, in
connection with transactions authorized hereunder;
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(2) You are authorized, as fiscal agent of the United

States, to pay or agree to pay to Jourselves, ani to any agency
or agencles you may heve from time to time selected hereunder,
the funds referred to in subpersgraph (1)(a) sbove, the foreign
exchange referred to in subparagraph (1)(b) above, and the
expenses and charges referred to in subparsgraph (1)(c) above;
end to charge the amounts so paid to the account on your books
designated "Secretary of the Treasury Special Account"j

(8) Mo liability will be incurred by you in connection
with any acts, arrangements, or agreements entered into or
performed in accordence with this suthorization, except for
your own nmegligence;

(4) Enclosed is a form of letter which has been approved
by the Secretary of the Treasury, and which you, as fiscal agent of
the United States, are authorlzed to write to each of the agencies
selected by you to carry out transactions suthorized by this letter
and by specific authorizations recelved by you hereunder, You are
also authorized to advise each such agemoy that it mey rely upon the
agreements wade by you as fiseal sgent of the United Stetes in this
fora of letter and the specific authoriszations given by you thereunder,
as binding upon the United States;

(6) You are suthorized, as fiscal agent of the United States,
to agree with every agency selected by you hereunder, in comsiderution
of its acting in sccordance with your suthorizstion to it, that no lia-
bility will be incurred by it in connection with amy scts, arrangemenmts,



s il
or agreements entered into or perfeormed in mecordance with your authoriza-

tion to it granted in sccordance herewith, except for ite owm negligence;
(8) You are suthorized, as fiscal sgent of the United States,
to pay or sgree to pay to any agency selected by you hereunder a commlssion
of not in excess of .00125¢ per French franc and .005¢ per Dutch guilder
and Belgian belga, on all purcheses and sales of, or sgreements to pur-
chase or sell, foreign exchange made under this authorization through
such sagency (which commissions will be in eddition to any reasomsble and
customary commissions pald through such sgency to brokers for the execution
. of such purchases or sales); end
(7) You are further suthorized to make such incldentel arrange-
ments or agreements with any such agency as may be necessary or reasonable
in comnection with the purchases or sales or sgreements to purchase or
sell herein muthorised and requested to be made.
The operation: authorized by this letter have been approved by the
Prealdent.
Very truly yours,
(S8igned) H. Morgenthau, Jr.
Secretary of the Treasury,
Federal Reserve Bank of New York,
Hew York, Mew York.
Enclosure.
APPROVED:
(8igned) Franklin D, Hoosevelt.
THE WHITE HOUSE
SEPTEMBER 21, 1934.

JGLies



THE SECRETARY OF THE TREASURY
WASHINGTON

CONFIDENTIAL: This letter 1s not to be shown to,
or referred to in parephrase for,
any one but the officers of the
Federsl Reserve Bank of New York
end the Federsl Reserve Board.

Gentlemen:

Reference is made to my letter to you of September 4, 1884. The
authority therein conferred related expressly to "forelgn exchange
(including foreign eoins and currencles and/or the coins or tullion
into which the same may be convertible)". This will confirm that such
authority includes suthority to purchase or sell or agree to purchase
or sell, at home or abroad, for account of the fund established in
Section 10 of the Gold Reserve Act of 1984, gold coins and gold btullion.
Accordingly, wherever the term "forelgn exchange" appeers in that letter,
14 shall be construed to include such gold coin or gold bulliem, whether,
scquired at home or sbroad. This suthority does not include, however,
the sale of any United States gold goin or the purchase of United Stsates
gold coin situated in the United Stetes or exported therefrom contrery
to law.

This confirmation meets with the approval of the President.

Very truly yours,

Secretary of the Treasury.
Federal Heserve Bank of New York,
Hew York, New York.



TREASURY DEPARTMENT,
Office of the Secretary.
s 1985,

HREGULATIONS
Amending the Regulations of November 12, 1934, Relsting
to Transactions in Forelgn Exchange, Transfers of
Credit, end the Export of Coin and Currency.

Article 2 of the Regulations of November 12, 1954, Relating to
Transacticne in Forelgn Exchange, Transfers of Credit, and the Export
of Coln and Currency, end the general license therein granted are
amended to read as follows:

PArticle 2. Licenses may be granted, and s general
license 1= hereby granted, to all individuales, partnerships,
assocletlons, and corporations, suthorizing any and all
trensactions in forelgn exchange, transfere of credit, and
exports of currency (other than gold certificates) end silver
eoin, involving amounts not exceeding in the aggregate $100
in any seven-day period for the account of any one individual,
partnership, associetion, or corporation or by any ome indi-
vidual, partnership, associastion, or corporation acting,
directly or through an agent or agency, for the aeccount of
himgelf or itself. The general license herein granted suthor-
izes trensactions to be carried out and exports to be made
within the maximum amounts herein provided which are permitted
by the Executive Order of January 15, 1954, under license
therefor lssued pursuant to such Executive Order; but does not
authorize any transaction to be carried out which, st the time,
is prohibited by any other order or by any law, ruling, or

regulation.”
The regulations of November 12, 1934, snd the general license

therein granted, as amended, may be modifled or revoked at any time.

H. MORGENTHAU, JR.,
Secretary of the Treasury.
APPROVED:

FRANELIN D, ROOSEVELT.
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THE WHITE HOUSE

WASHINGTOMN

e e i

Hyde Paxk, N. T.
June 10, 1835,
MEMORANDUM FOR
THE SECRETARY OF THE TREASURY

will you speak to me about
this at your convenienoce?

F. D. R.

Letter from Uise Uary W. Dewson to Mrs,
Roosevelt in re lMies Vining of the
Federal Housing Administration. Uise
Dewson recommends Miss Lavinia Engle
for this position. Attaches report

on conditions in F.H.A.
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THE WHITE HOUSE !

WASHINGTON |

June 19, 1935.

By Depuiy el Me e
: MAR T 07197
wmu m EE L‘; os BEOVLTE Dt

THE SECRETARY OF THE TREASURY

yJ

Two or three days ago the
Secretary of the Interlor gave me a memo-
randum from Mr. Glavis stating that he
had received information alle ir-
regularitles in the construction of the
San Jose Post Office. Ae this buillding
ie conetructed wholly from Treasury funds
and by the Procurement Division, I asked
the Secretary of the Interlor whether Mr.
Glavis was investigating the work of
another Department.

The Secretary of the Interior
now informe me that nelther Ur. Glavig nor
any member of his staff made any investi-
gatlon of this Poet Office construction
but that the information was given to him
voluntarily but in confidence. 1It, there-
fore, appears that Mr. Glavis was conforming
striotly to the previous directions to
confine his work to the Interlor Department
end that he wae doing the right thing in
paseing thies information on to the Treasury

Department.

Will you, therefore, have the
matter locked into?

F. D. R.
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THE WHITE HOUSE
WASHINGTON

June 19, 1935.

MEMORANIUM FOR
THE SECRETARY OF THE INTERIOR

Your note of June eighteenth
wholly clears up the matter of Mr.
Glevis' memorandum 1in reference to
the 8an Jose Post Office. All I wanted
to be sure of was that lr. Glavis'
office 1s not investigating matters
relating to other Departments.

The fact, ae stated, that
the information wae given him voluntarily
makes 1t all right. This being so, and
it belng clear that Mr. Glavis under-
took no investigation of another
Department's work, there is no reason
why ke should disclose the source of
his information.

F. D. R,
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THE SECRETARY OF THE TREASURY
WASHINGTON

June 24, 1935.

My dear Mr. President:

I am sending you herewlth,
with reluctance and only after you insisted
that I do so, photostats of three memoranda:

(1) Your memorandum to me of June 19th.
(8) My memorandum to Harold Ickes, and
(3) His answer to me.

Inasmuch as Ickes! organi-
zation has raised a question about graft
in connection with the post office at San
Jose, I naturally want to get to the bot-
tom of any charges and, therefore, would
appreciate your securing for me a photo-
static copy of Glavis memorandum that
has to do with alleged graft at the San
Jose post office.

The White House.

The President,



THE SECRETARY OF THE INTERIOR
WASHINGTON
June 21, 1935,

My dear Mr., Secretary:

1 have your letter of June 20, If there has been any
lack of courtesy relating to the matter concerning which you
write, it is contained in your letter to me and not in Any=
thing that I have done or neglected to do with respect to
you. Thie is not the firet occasion when you have assumed
the right to address me discourteously.

I do not understand why you should have thought that
there was any obligation on my part to send you a photostatic
copy of Mr. Glavis' memorandum with reference to the San Jose,
California, post office, or that I should have known that
you would want a copy. I reported the incident to the Fres-
ident and in doing so I felt that I had done my full duty
except to carry out whatever orders he might choose to give
me, Since he gave me no order, I consider the incident

closed so far as 1 am concerned.

Sincerely yours,

# o =
oy, 2 — 9
AAootel o L

-

-

Secretary of the Interior.

Hon. Henry Morgenthau, Jr,.,
Secretary of the Treasury,
Washington, D. C.




June 20, 19385,

My dear Mr, Becretary:

The President has sent me & memorandum dated
June 19th which says in parts

®Two or three days ago the Secretary
of the Interior gave me a memorandum
from Mr, Glavis stat that he had
received information a -ig: irregu-
larities in the construct of the
8an Jose Poat Office,

"Will you, therefore, have the matter
looked into?" 5

To date you have not done me the courtesy
sending me a copy of this memorandum,.

As I am leaving this afternoon, to be gone
the balance of the week, I would appreciate it if
you could send me, before Cabinet, a photastat copy
of Mr, Olavis' memorandum in order that I have
the alleged irregularities looked into 11Ye

Bincerely,

The Honorable
The Eecretary of the Interior.




THE WHITE HOUSE

WASHINGTON
PRIVATE

June 19, 1935.

MORANDUK FCR
THE SECRETARY OF THE TREASURY

Two or three days ago the
Secretary of the Interior gave me a memo-
randum from lMr. Glavie stating thet he
had received information alleging 1ir-
regularities in the constructlon of the
S8an Jose Post Office. As thls bullding
18 conetructed wholly from Treasury funds
and by the Procurement Division, I asked
the Secretary of the Interior whether Mr.
Glavis was investigating the work of
snother Department.

The Secretary of the Interilor
now informs me that neither Mr. Glavis nor
eny member of hie gtaff made any 1investl-
gation of thie Post Office construction
but that the informetion wae given to him
voluntarily but in confldence. 1It, there-
fore, appears that Mr. Glavis was confo rming
gtrictly to the previous directlons to
confine his work to the Interlor Department
and that he was doing the right thing 1n
passing this information on to the Treasury

Department.

Will you, therefore, have the
matter looked into? -
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THE SECALTARY OF THE TREABLAY a-jf
WARHINGTEN /

August 6, 1935

My dear Mr, Presildent:

For your information, I am sending herewith
& statement of allocations for certain projects
under the §4,000,000,000 relief appropristion. I
would like to point out the following facts:

{1} Totelallocations for these
projects smount to §$1,£20,000,000;

() To E%Eetﬂ these projects it
wil e an additional $6%71,000,000;
() Out of the total sum allocsted, it
has been estimated by the Treasury
that $865,000,000 will be spent in

the fiscal year 1936 end $565,000,000
will be spent after Jume 30, IBH.

Failthfully yours,

A
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THE WHITE HOUSE
WASHINGTON

SONFTBRPITE.
Agust 36, 1935.

MEMORANDUM FOR
THE SECRETARY OF THE TREASURY

Will you let me know the
status of the case of former
Senator Jim Watson?

rl DI R'



THE WHITE HOUSE
WASHINGTOMN

CONFIDENTIAD
mgust 36, 1935.

MEMORANDUM FOR
THE SECRETARY OF THE TREASURY

This is an amas
interesting story. I am inol
to think that that part of it
which relates to keeping Jules
Bache's in Nassau is well
worth mmg as a sible
tax evasion. Also, who else
besides Bache has money or income
in Nassau.

of course, you cannot
let anyone see this letter, as
it came to Louis Hows in ocon-
fidenoe.

r‘- D.n‘



THE WHITE HOUSE
WASHINGTON

hugust 23, 1935

MEMORANDUM POR : Misa LaHand.

Dear Misay:

This has not been shown to Mr, Howa,
nor de I intend doing so. Howsver, it ia
rather interesting.

He includes Barney En:rucll; in his 1ist
which makes tha atory hold ittle water.

Mr. Hickok sugzests sending 1t to the
President, but I doubt ir you want to bother
him with it on theas very hectic days. How
about the Becretary of the Treasury?

M.A.D.



THE SECRETARY OF THE TREASURY

s Sap ik von
|

My dear Mr. President:

Refersnce 1z made to the information transmitted to you
and in turn passed on by you to the Treasury Department to the
effect that one Jules Bache had transferred substantial parts
of his fortune to Nassau for the purpose of putting 1t beyond
the reach of the taxing authorities, The matter was promptly
referred to the Bureen of Intornal Revenue for lnvestigation
and report,

I have since been advised that similar charges involving
persons connected with J, 5., Bache and Company were made to the
Bureou of Internal Revemue during the year 1932 and after care-
ful investigation by internal revenue agents and officials of
the customs were found to be erromeocus, Substantial gold with-
drawals made by these persons were traced and eatisgfactorily
accounted for, they having been in all instances redeposited
in the banks. Charges of evaslon of income taxes were likewise
determined to be without foundation in fact, A copy of the
memorandun of Deputy Commlssioner Russell sumarising the in-
veatigation and ite resulte is appended hereto,

Since there apvears to be a poasibility, however, that
the information transmitted to you may refer to transactions
involving Mr. Bache other than those covered by the prior in-
vestigation, the agents of the Burean have been directed to
make A& supplemental investigation to determine whether there
is any basis in fact for the present charges. A further re-
port will be made to you in due course as to the results of

this investigzation,
Falthfully yours, j\

cra .

The President
The White House.

S—
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thres copies to secompany letter,

ENCLOSURE

From
OFFICE OF THE GENERAL COUNSEL
BUREAU OF INTERNAL REVENYE
WASHINGTON




o LENDRANDON

BEP 18
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Mr, Hobert H, Jackson,
Assietont General Counsel,
Bureau of Internal Revenue.

In re: Jules Bache, et al.

Reference is made to your memorandum dated September 1, 1935,
etating as followa:

"It has been stuted thet Jules Bache has transferred
substantial parts of his fortune to Nessau for the purpose
of rutting it beyond the reach of taxing authorities. It
is mlaso stated that msassociates of his have dome likewiee,

"This information was transmitted to the Fresidemt,
who passed it to the Tressury, which hes assurad the
President &hat the statement would be investigated.

"T do not know whether the Buresu s=lready hae adeguate
information or whether speciel investigation will be de-
sired.

"ii1l you advise me of your progress in the matter?®

You ars sivised that similer information was submitted to the
Pureau of Internel Revenue during the year 193% and after a cereful
investigation by this office it was found thet the charge was srrone-
ous. For your information the following letter, dated June 5, 19323,
from the Buresu of Customs, is quoted!

*Treasury Department
Bureau of Customa
"Customs Agency Service
Supervising Customs Agent
420 Customhouse Hew York, N.Y.
June 5, 1933.
The Special Agent in Charge,
Intelligence Unit,
furemu of Internsl Hevenue,
New York, N.Y.

Siri:

There ie eited below for your information and such
action as you may deem appropriate, a copy of a letter
addressed to the Secretary of the Treasury and by him
referred to the Bureau of Customs for gotion thereon,

1659
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Memerandum for Mr. Hobert H. Jackson
In re: Jules Bache, et al.

-2=

with respect to checking of the information that the
Nethan end Ruby Kann mentioned in the letter were
lesving the United States, taking with them some
$200,000 in gold currency. The matter of checking

the income tax returns of the
is submitted to you:

sbove mentioned persons

'Nathan and Ruby Kann leaving on steamer
ROMA May 31, 1933 from New York City has con-
ceanled sbout $300,000 in gold currency and also
hes $100,000 in veult in Switzerlend es he is ean

Americen citizen and a true

Jewish patrict and

has feiled to eomply with your order for the
return of gold currency I cell this matier to
your attention for emy action you may deem proper

from the informetion I have
{neome tax returns will not

received I believe his
stand up under en

honest check up Some interesting facte might be

disclosed by exzemination of

his accounts with

J. 5. Bache & Bo. mnd Cassel Strupp & Co,., of

New Tork City.

(Signed) Harry J. Betts, Aceountent’.

I would thank you to advise this office of the result of
any setion teken by you in the jremises.

Respectfully,

(5gd.) G. W, O'EEEFE
Customs Agent in Charge,
Smuggling Investigations.

Respeotfully forwarded:

Approved!
{Eﬂiil Id- "ll'- EHH,

hoting Supervising Customs Agent.
L]

Ho anclogure.

Under date of July 14, 1933,

the following letter was addressed

$o the Internal Reverme Agent in Charge, 17 Battery Flace, Hew York,

Few York:

*IT:E:CTS
FERSONAL AND ¢ ONFIDENTIAL

Mr. Je Rn m‘l.

July 14, 1933

Internal Revenue Agent in Charge,
Hew York, New York.

My desr Mr, Baredel:

I am enclosing & copy of & memorandum from the
chief of the Intelligence Unit dated July 10, 1933 and
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Memorandum for Mr. Robert E. Jackson
In ret Julee Bache, et al.

copies of letters from the Specinl ABent in Charge of
the New York Divisiorn end G, W, O'"Keefe, Customs Agent
in Cherge, New York City, dated July 7 emd Jume 3, 1933,
respectively. The informent in this case, Mr. Harry J.
Betts, indicates that Nathan Kann, ¢/o J. S. Bache, 42
Broadway, snd Ruby Kann, 1185 Fifth Avenue, New York
City, may have evaded the payment of income taxes.

The 1921 return filed by Nathen Kann was trane-
mitted to you with my personal esnd confidential letter
of June 5, 1833.

Flease consider the attached information in com-
pecticn with your examinetion and mark your report for
my persomal attention when forwarding it to the Buresu.

Sincerely yours,

(Signed) Chas. T, Bussell,
Enclosures. Deputy Commissioner.™

on October 25, 1933, a revenue agent reported as follows:

"Internel Revemue Agent in Charge
New York, N. Y.

Hefersnce is mede to Department letter IT:E:CTR,
dated July 14, 1933.

Your exsmining officer interviewed and examined
the books end records of Nathan Kenn and Fuby Kann
relative to informetion contained in Department letter,
whersby it is stated that 'Nathan and Ruby Eern leaving
on steamer Roma May 31, 1933 from New York City has
concesled about $300,000 in gold currency end also has
$100,000 in veult in Switzerland.'

The exemination disclosed the following:

That on December 28, 1931 J. S. Bache and Co. with-
drew for the accounts of Nethan and Ruby EKann, $100,000
in gold; on December 29, 1931 J. S. Bache & Company with-
drew for the seme sccounts $3,000 in gold; on December 30,
1931, 7, S. Bache & Company withdrew for the same accounts
$2,000 in gold; on December 31, 1931 J. S. Bache & Co.
withdrew for seme accounts $4,000 in gold and on February
27, 1935 withdrew $800 in gold for the seme accounts, making
a total of moiem.

The above 800 in gold was returned as follows:
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Memorendum for Mr. Robert H. Jackson
In re: Jules Bache, et al.

Thet on March 13, 1933 $10,000 was returned by
Nathen & Ruby Eann to the Bankers Trust Co, See Exhibit
A

That on March 14, 1933 §23,000,00 was returned by
Hethen snd Fuby Kann to the Bankers Trust Compeny. See
Exhibit A. That on March 15, 1933 332,800 was returned
by Nathan and Ruby Kann to the Benkers Trust Co. 3See
Exhibit A.

The totsl amount of gold returned by Nathan and
Ruby Kann to the Bankers Trust Company amounted to
$65,800 as shown in Exhibit '™

That on December 31, 1931 Nathan & Ruby Kann had
d.livmd t-h:l‘nugh I- B. Bache & 'Qu. to th‘- c“t-r.l El.nlﬂ'ﬂ'
Bank and Trust Compeny $45,000, See Exhibit B.

The $65,800 delivered to the Bankers Trus® Co, and
$45,000 delivered to the Central Hanover Bank Accounts
for the $110,800 id thdrewn by J. S. Bache & Co. for the
socount of Nethan and Fuby Henn,

On June 2, 1932 F. Dietrieh & Co. withdrew $25,000
in gold for the account of Nathan Kann, However, thie
$85,000 was returned to T. Dietrich & Go. by Nathan EKann
on Mareh 11, 1933, See Exhibit C.

Tne taxpayer contends that he has no gold in any
vanlt in Switzerlend or any other country.

Enclosures:
Exhibits 4,B,C,D,E. (8igned) Winant F. Gough
Internal Revemue Agent.”

Exhibits A4, B. C, D, and E consist of letters from the respect-
ive banks confirming the deposite.

The following letter dated May 31, 1933 from the Inspeetor of
Customs, shows that the charge was without foundation:

»he Surveyor of Custama, May 31, 1933.
Part of New York.

Sir:

Relative to a commnication received by the Seoretery
of the Treasury stating that one Nathen Eenn and wife would
depart on the S.S.RCMA on May 31, 1933, with $300,000.00 in
gold currency in thelir possession, and which was referred to
the Gold Embergo Unit for Action, I have to report as follows:
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Mamorendus for Mr, Robert H. Jackson

In ret

Julse Bache, ot al.

Asting under Executive Order of April 20, 1923,

shich prohibits the exportatiem of gold eoin, gold cer-
tificates, or gold bullien, I, this day, proceedsd to Fler
7, Horth River, where the 5.5, ROMA lay docked, and found
that & Mr, and Mrs, Nethap Kann with their two children,

o boy and & girl, and & maid, Mlls. Burgundes, were listed
as first-oclass passengers. Upon their arrival at the pler
they wers asked by me if they had any gold curremey or gold
bullion in their possession at the time, and all answered
in the negative.

Mr. Eann, in replying to my guestions, steted that he
is an Amsrican citizen; that his home sddress is 11E5 - Sth
Ave, , Now York, N.Y.; that he is a retired benker; that he
wes femiliar with the smbergo on gold; that he was taking
his femily sbrosd on plessure and expected to return im the
fall; that Maring the last two years he hed withdrawn
$115,800.00 in gold coin and $45,000,00 in gold certificates
fro= the banks of J. 5. Bache & Co., Federal Resserve, mmd
Bankers Trust Oo., of this oity; that upon learming of the
Govermsent requirement that allgold currency should be
returnsd to the benks, he had re-deposited same with the
sbove imstitutions during the latter part of March, of this
year, in his own name, except $10,000,00 which was deposited
in the Banksrs Trust Co., to the eredit of ome Andrew J.
Szith.

Mr, Eann insisted upon a personal search of himself
end perty, apd an inspection of their baggage, consisting
of 18 pieces. I searched Mr. Eanon and found $354.00 in
lawful curreney of the United Staten, and $2,000 Italian
lira in paper momey on his person. Inspeotress Walsh, who
ssarched the females of the party, repoerted finding no
money shich would come within the prehibited cless. The
beggage was searched by Customs Imspectors Quinn, Seele,
and myself. As a result of the questloning end the search
of the persons and baggage of the party, 1% was not disclosed
that any gold soim, gold eertifiecate, or gold bullion was in
thelir possession.

Mrs. Eaon stated that a cook, who had recently been dis-
charged from her houssheld as inccmpetent, had bonsted of her
political conmestions and threatened to meke trouble for her-
salf and family.

Hespectfully,
(Signed) ARTHUR W. MOHEE
Ipspector of Customa™
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Memorendum for Mr. Robert H., Jackson
In re: Jules Bache, et al.

On Mey 16, 1933, the following amonymous letter dated lay 15,
1933, was received in the office of the Inpternal Revenue Agent in
Charge, 17 Battery Place, New York, New York:

"aw anki H.X.
Mey 15, 1933.
"Internel Revenue Agent,
Second Distriet of New York,
Customs House Bulldirng,
Haw Yﬂnrk’ H.Y.

Dear S5ir:

The general public is now becoming aware of manifold
and vast frauds committed in high places. As is well kmown
%o meny who have had much experience in dealing in finamciael
end brokerage chemnels, onme of the principal victims of these
gigantic swindles was the United States as witness the reve-
lations in the Mitchell cese and others.

Hecently I noticed the action teken to effect the dis-
solution of the firm of Logen and Bryan, #42 Broadway, New
York, N.Y. and to have the assets of this firm absorbed by
7. S. Bache & Compeny of the seme eaddress. This was one
of the firms known in stock treding ghennels as privete wire
houses. By tricky bookkeeping and evesion our Government
has been defreuded of taxes running inte lerge sums, Ferhaps
you may be interested enough to investigate the system indi-
gcated below.

If you will have relisble sccountants from your Burem
check short selling accounts for the years 153=-30=21 and
1932 conseientiously you may be surprised at results. MNemes
and addresses of such mccounts and how they were ¢ losed
(profits teken out) would reveal much if care was teken %o
sheck these nsmes and addresses to see if the persons carryimg
the sceounts were actual 1iving persons or dummies or entirely
fictitious names used by members of the firm to conceal profits.
Many of the large tghort' accounts are probably dummies or
wholly fietitious end profits are gtated as peid to non-existent
persons and no tax paid to the United Stetes by anybody.

The generel ledger usuelly shows profit and loss, but
the money ledger should be thoroughly looked imto for the dummy
or fiectitious amccounts. Clues may be obtained from the securi-
ties ledger or open trade ledger. These should show dates of
short ssles and mocounts showing large profite on same. Checks
in settlement may be traced and they often show gomeons's 0.E. which
gignature may be traced. Also short pcoounts started without
mergin should be checked so as to locate owner or dummy. There
were many of such short accounte sterted in the Spring end Surmer
of 1989 when they were getiing ready to pull the atring on the
publie whiech {nelufied our Uncle Sam.
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Memorendum for Mr. Robert H., Jackeom
In re: Jules Bache, et al.

Sometimes the bookkeeping shows margin paid, but if
you trece you will find no margin on moet shorts accounts,
becsuse the amccounts were fiotitious and used as & book-
keeping blind. Many accounts beer no nemes but only numbers.
I inow you have power to go behind the punbers. Many of
these accounts from May 1929 to December 1931 show large
profits.

The sbsorbing firm J.S., Bache and Company are elso
guilty of many practices of like nature. You might also
sxamine the books of Fenner, Beane, & Ungerlaider, 60 Beavar
Street, New York, N.Y. in similar fashicn.

If eny resl sctivity is shown im this matter now called
to your attention specifie {nformation will be semt you in
gize and substance %o shock our Govermnent Officisla just as
thogs teken for a financisl ride ware shocked, The writer
will be in a position to kmow if eny cetivity is shown by
the Government Examiners.

I m very familiar with meny devices used to defrand
by stook and commodity houses, tut for good reascns, one
of whish is to be useful to the Govermment Pureen, must for
the present remain ENORYMOUS. 1 would prefer it the other
way, but mature consideration suggests that just now my neme
be omitted.

I trust this will be ussful to the Department and if
any action shows that 1t is valued, data will be supplied
that will recover much reveaus for the United States.™

Under date of June 5, 1933, the Internal Revenus Agent in Charge
was requested to hava the matter investigated, and on Maroh 12, 1934
Internal Revenus Agent A. L. Eradley reported as follows with respect
to Logan and Bryan:

mgyamining officer found no pvidence of mumbered or
"dummy' accounts, in ysar under review, whereby partosrship,
er individusl partners migh have defrauded the goverament
of taxes rightfully due, Aas gharged in letter, dated May 15,
193% and forwarded by Bureem, under date of Junme 5, 1935,
symbols IT:E:WTS."

On Jenuary 31, 1935, a revemus agent reported as follows with
respact to the partnership of Logan and Bryan and the individual
mambers thersof:

wInternal Revenue Agent in Charge,
17 Battery Flace,
New York, H.Y.

In reply to departmental latter dated June Sth, 1933 -
symbols: IT:E:WIS: - and also IT:E:CTS;, dated Decembar 1,
1933, the following {nformation is submitted:
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Mamorandum for Mr. Robert H. Jackson
In re: Jules Bache, ot al.

The 1931 returns for the above-named partners and
partnership were previocusly exsmined in ccnnection with
these departmental letters, and inasmuch as no adjust-
monts were found necessary, it was recommended, in revort
dated March 12, 1934, that these returns be accepted as
correct.

The year 1932, whieh shows a loss of over ome millien
dollars ($1,000,000,00), without deduction for salaries or
interest paid to partners, has now been exsmined and it is
ragomanded that the partoership retura filed for this year
be accepted as correct.

No partners except B. L. Teyloer Jr., end E, V. Stebbins
heve any substantisl income outside the partmership and
aven in the case of these two individuals their outside
income is only & small fraction of their partmership loss.
Therse is no songeivable adjustment of the partnarship incoms
of the partners by which emny tax could be shown to be due in
the year 1932, end therefore no pariners except B. B. Bryan
Jr. and J. T. Eryen have been reported on., Inasmuch as the
1922 returns of these two partmers were furnished no change
reports are submitted on them under even date.

Trial balances ss of Ostober 31, 1929, showing short
positions mas well as monsy balances were taken off all
Customers ledgers except those kept im the Chicagoe office
for the customers of the western branches. Short pos itiona
as of September 30, 1931 are alsc shown oo the trial bal-
ances taken off the New York customers' ledgers. Trial
balances as of October 31, 1929 of all other Logan end Eryan
ledgers (except the customers accounte kept b the Chismgo
office, all of which are still in that office) were copied
and checked ageinst ledger accounts. Trial balences of the
wew York customers' lesdgers showing short positions as well
as money balmces as of Decamber 31, 1930, were alsc taken
off.

The warious triel balsnces together with comments on
the short positions are sulmitted ms Exhibit “E",

The only large short accounts on the books of thias
firm, four in number, are deseribed in Exhibits "A™, "B%, "¢V,
and "D%,

It is noted thet the epparent short selling in account
4625, (Exhibit "C", L. G, Keufman) really represented sale
of long stock becauss on Uecembar 30, 1931, 54,200 shares of
Oenaral Motors were transferred from account number 414, another
L. G. Esufman account, at & figure of §2,021,418.89, thus wiping
out the short position and eredit balance in mccount #625. The
54,200 shares transferred were long in #414 account when number
625 was opened in April, 1931.



Momorendum for Mr. Robert H., Jackson
In re: Jules Dache, &% al.

ip a result of this exsmination, it is the opiniom
of the exsmining officer that the informant's stetement
to the effect that the firm of logsn and Erysn concealed
profite made through short accounts is not in any way
supported by the faets and it is not recommended that eny
further change should be made in the texable net inecoms of
this partnership or its partners for the years 1929 to 193E,
inclusive.

The returns and the Revenue Agent's reports for the years
1929 snd 1930 on the above-pamed partnership end partners are
recommenpded to be returned to the Bureau inssmuch ss the facts
in this emse do not warrant any changes in the years 1929 and
1930 which would result in additionel tax liebility,

Report on J. 5. Bache end Compeny in connection with
Burem: letter dated June 5, 1833 - symbols ITtE:WIS = has
previcusly been submitted by Agent W. Gough and reports on
5. Ungerleider end Company and on Fenner and Beane in con-
pection with this seme letter will be submitted at = later
date.

(signed) A. Bredley
Internsl Revenue Agent."

Tt will be noted that the revenue agent states that the informent's
statoment to the effect that profits were conceeled through short
accounts is mot in eny way supperted by the facts.

On Hovember 9, 1933 a revenue agent reported as follows with
respect to J. S. Bache and Company:

#peference is made to Dept. letter dated Jume 5, 1933,
IT1E1WTS, signed by Acting Deputy Commissioner W. T. Sherwood.

=) thorough sudit of the books and records of J. 5. Bache
and Co. was made for the years 1929 and 1930 by Revenue Agent
7. F. 0'Neill. Your exsmining officer made a complete review
for the years 1929 and 1930, recommende that the reports
submitted by Agent 0'Neill be eccepted as ecorrect,

®, thorough sudit of the books and records of J. 5. Bache
and Company was made for the year 1931.

"logan and Bryan had sbout sixty-two connectione all over
the Upnited States end Canada, made up of correspondents and
Eranch offices.

®hese various points were taken over by various houses.
J. S. Beche & Co. acquired three (3).

®I, 5, Bache and Company dif not acquire any assets. They
gimply had accounts transferred to them as contrects will show.
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Memorendum for kr. Robett H. Jackson
In re: Jules Bache, &t al.

non Jamuery 17, 1933, J. S. Seche and Co. tock over
the Washington office of M. J. Meshan % Co, This was the
only office J. S. Bache & Co. took over from M, J. Messhan
& Co,"

The pertnership return and racorda of J. 5. Bache and Company
for the year 1933 heve been exzamined by & revenue agent and his
sonelusions are set forth in & report dated August 10, 1935. An
aramination wes also mede of the returns and records of the partners
for the year 1933 and any deficiencies in incoms tax for that year
heve been assessed in accordance with the agreanents in writing
sxscuted by the individuel partners.

Although the source of the charge referred to in your memorandun
1g not steted, it appeers that 1% may have been submitted by the same
party or pertise who made the above-mentioned eharges which appesr
to be similer. For the reasons stated, this office hes found mno
gvidense to support either of the cherges, namely, the exporting of gold
from the United States or the evasion of incoms taxes.

/s/ Chas. T. Bussell
Deputy Commissloner.
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" THE SECRETARY OF THE TREASURY
| { } :L_/ WABHINGTOMN
{I}
‘o
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My dear Mr. President:

On the basis of a letter from Mr. Hickok to
Louls McHenry Howe of August 9, 1935, the Trensury
proposes to investigate at once the statement that
Jules Bache has transferred substantisl parts of his
fortune to Nassau for the purpose of putting it
beyond reach of the taxing suthorities. We will as-

certain whether others have done so.

Faithfully,

The President

The White House.
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Beptember 4, 1935 /

My dear Mr. President:

When you mentioned to me, last Sunday, that
you were consldering announcing some plan to pay
the bonus before you left on your Western trip,
I almost literally "passed out."

I have been thinking of nothing else since
and I have come to the very definlte and positive
conclusion that from the standpolnt of the welfare
of the country and yourself that you should not
make any announcement on the payment of the bonus
prior to your message to Congress in January.

The reason for my feellng so strongly on this
subject 1s largely based on your magnificent and
courageous veto message on the bonus bill. That
message in itself seems to me to absolutely pre-
clude any announcement on your part as to a method
of paying the bonus now. Furthermore, we are
just in the midst of a $1,750,000,000 Government
financing and an announcement on your part in re-
gard to the payment of the bonus either during
this financing or immediately afterward might well
prove to be disastrous in its effect on the Govern-
ment bond market, because it certainly would be
consldered by every holder of a Government bond
as a breach of good faith.

Certainly any private corporation which had
filed its statement with the Security Exchange
Commission and then came out with a financing and
immediately after that incurred a large additional
debt would be subject to the severest chastisement
from the Security Exchange Commission. I fail to
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see any difference betwsen this example and
an announcement now that the bonus will be
paid.

I most strongly urge you, first as your
Secretory of the Treasury and, second, as cne
of your true and tried friends, to do nothing
about the bonus for the balance of this year.
¥y own conviction 18 thot the bonus should not
be pald until maturity, end the reasons sre
covered so admirably in your veto message that
%_t would be impossible for me to add anything

urther.

However, if you feel that politically 1t
18 necessary to do something about the bonus,
then it seems that the time and the place for
you to make a statement about the payment of
the bonus would be in your message to Congress
when it meets in January and subsequently ex-
plain how you propose to finsnce the bonus
payment in your budget message.

Faithfully and sincerely yours,

7

Homorable Franklin D. Hoosevelt,
Hyde Park, New York,



A o ]
CABLE RECEIVED BY CHASE NATIONAL BANK OF NSW YORK FROM THEIR IONDON BRANCH

December 9, 1935

Bullion dealers have met and requested you convey following messagze your
special client:

"Whilst desirous cooperating with you to fullest extent
respectfully point out practical difficulties carrying out your
suggestion becanse of the rules of London silver fixing kmown
throughout the East and elsewhere for upward of 50 years that
the official price is the price at which all silver offered
for sale can be absorbed. This fixzed price is pald for all
effective sales even if their 1limit was lower therefore
impossible make firm offers before fixing as later orders both
buying and selling may be received. Aleo until time of fixing
impossible to know how much is spot and how much forward also
lowest price not mscertainable as some selling orders are at
best. Suszgest you might give scale orders as on previous
occasions and ultimately today. Or if thie does not sult suggest
your getting into telephonic communication at around 2 P. M. daily
during fixing through your agents, when we can cooperate in fixing

price on basis of latest information.”

Thie Cable indicates that:
(1) U. S. Treasury is the only buyer of silver at the present time.
(2) U. S. Treasury must either bid at the fix or there will be no fix,

(3) U. S. Treasury must bid for all the silver offered at the fix as

a bid for a 1imited amount would not be sufficleat.
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(4) The price of silver may be fixed by the U. S. Treasury at one
level or on a scale down mccording to the amount of offerings.

If the United States Treasury does not put a bid in the London market
today 1t ie possible that trading may have to be suspended there as it would
be practically impossible to fix a price. If a price was fixed without our
bid there would prodably be a wide open break which would carry prices well
below 60¢ an gunce.

Preliminary advices from London indicate that about 18 million ounces
of silver are for sale, about 5 million of which is for spot delivery, but
no doubt & certain part of the forward delivery will also be offered for
spot,

The market in Bombay this morning was paniciky and silver sold at about
the equivalent of 60¢ per ounce with a later recovery to about 60 1/2¢ per

ounce,



THE SECRETARY OF THE TREASURY
WABHINGTON
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7

Deacember 10, 12:30.

My deur Kr. frealdent:

Ye Have taken no sotion in London pending your
arrivel. We are holding open the London silver murkot

until I can tulk to you.

Waturally our deluying seversl

nours longer then ususl 1s ceusing snxiety lun the silver

marget sll over

the world.

I would grostly appreciate your eallin

{mmedistely upon your srrival st the White House so

that we cun decide whut 18 the best =ove to mul

gllver to-duy.

The Presldent,
The %hite HSouse

Yours sincerely,






March 19, 1838,

Dear Henry:-

I am greatly disturbed by the the enclosed
from Herbert Lehman, It ocomea tas Il am
leaving. I do you will umm ot
pressure to bear any source can.
eimply cannot be permitted to wi

You and I Xnow what a mese would be
caused by to find a suocoeseor, quite
aside from act that the State and itas

citisens need him as Governor.

Aways sincerely,

Ehe Honorable
mﬂﬁm.
washington, D. C

(Enclosure)
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Sennte Finance Committes Proposal m‘. ol

1, Tex Provisions

Impose 1B percent tax on corperation statutory net lncome as at
present defined, except that corporations with nat incomes of
$15,000 or less may deduct an exemption of §1,000 from net income
in arriving at statutory net income.

Hepeal the present exemption of dividends frem normal tex on
{ndividupl incomes.

Impose 7 percent tax on undistributed adjusted nat income of
corporaticns. Adjusted net fpcome is defined as statutery not
income less ordinary corperation and excess crofits taxea, plus
30 percent of dividend incoms, Undistributed adjfusted net in-
cona ia dafined ms adjosted net income less dividends paid.

II. Bstisated Revenue, Onlendnr Year 193

Estinated net increase in revenue $ 522 millions

Mey 22, 1336,



It would impose added tax burdens on all corporations
having incomes over £3,400. It would substitute for the present
graduated taxes of 124 to 15% on corporate income a flat tax of
15% on corporate earnings. The direct burden upon corporate bus—
iness would be increased whereas, under the President's proposal,
this direct burden would be greatly reduced or eliminated.

Since, when dividends are distributed, they would be-
come subject, under the Committee plan, to the 4% normal tax, and
when they are not distributed this tax would not be levied, the
net added tax on account of non-distribution is not 7% but 5%.
This is 1% lower than the lowest rate of surtax, which is 4% on
surtax incomes from £4,000 to £6,000. Any stockholder having an
income in any surtax bracket would, therefore, in the case of
retention of earnings in which he has an interest, avold some
ghare of taxes. The larger his income, the greater would be his
tax avoidance when earnings are withheld.



In contrast, the tax burden borme by stockholders with
small incomes would be increased directly or indirectly both by
the higher corporation rates and by the imposition of the normal
tax on dividends.

The existing inequality in the tax treatment of
stockholders in corporations pursuing liberal dividend policies,
as compared with corporations pursuing niggardly policies,
would remsin substantielly unchanged.

The plan departs further from the principle of
ebility to pay than the present law. Instead of raising the
additional revemme by equitable taxation of those who are now
using the corporate form to avoid payment of surtaxes on thelr
individual incomes, it cresses the burdens of the great number
who are now bearing more than their just share. This unjust
increase would apply both to individusls with small incomes
and to that large body of small corporations not compensated
by the exemption.

It is futile to have an income tax law under which
large incomes are subject to progressive surtaxes, if we con-
timue to permit these surtexes to be aveided by the retention
of earnings in corporations, without compensatory taxation on
such retained earnings.
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The Committee's plan would:

1. Excmpt from corporate income and undistributed
earnings taxes $1,000 of income of corporations having

incomes of £15,000 or less. HNo such exemption was m 9
needed under the plan recommended by the President. M e ;’,} /f -q
S -r &

— e

. fi jiav TIL ke,

2. Retain corporation income tax and raise it to 135’44» ,‘r’ ;
v AN

R

oL
this and the other two corporate taxes. > ﬁ‘
{ Lau

flat. The President's message recommended repealing

3. Levy & flat 7% tax on undistributed earnings, regard-

less of size of corporate income and of per cemt of earn-
ings retained. The President's message in substance /" Lo
recommended & tax on undistributed earnings equivalent 7/ f!“?'f /‘ p
tn personal income normal and surtaxes, with no corporate

tax if full distribution.

4« Place the individual normel tax of 4% on dividends.

The message recommended its imposition, but only in J "L-n“ ! //E
conjunction with the repeal of all present corporation A :U{;.*r._f

tﬂm‘-

5, Retein the present capital stock and excess profits

J L "
taxes indefinitely at full present rates. The message ﬁ"’ 1 ‘/éé

recommended their repeal. I A Sl
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B. This attempt to nullify the President's recommendations can be easily
defeated., The Finance Committee can't realize how bad its plan really is
as the following statements indicate. When it and the country do, there
will be a hasty retreat to the House Bill,

1. The £1,000 exemption to corporations with incomes under £15,000 }
lowers the total tax bill only on corporations with incomes of

$5,400 or less. All other corporations, relatively few of which LZ
have been used for surtax avoidance, would have their tex bills ) :
increased, the incresse ranging up to a maximm of 66 2/5% over

present ratea.

2. A1l of John Smith's savings are invested in corporations.

His total texable income is less than $4,000, and would be

though all earnings were distributed to him. The Finance Com- | el s
mittee would take from 21 to 25% out of his share in these '

corporate earnings depending on what was distributed. Even

the 21% would make Smith's tax rate on his share of the ecor-

porate earnings more than the tax rate of a bank president {
whose salary yielded him & surtax net income of over $50,000, / / ¢

8. OStockholders, under the plan recommended in the message, i { v il
would pay the 4% normal and surtaxes. Under the Finance Com- ;‘)‘j—{ y [0
mittee's plan, stockholders with incomes up to about £6,000 in (11 A f
corporations with incomes of $10,000, for example, would have

taken out of their share a tax increuse of 40% over present

law, although earnings were fully distributed; and if 30% of

earnings were reinvested, the increase would be about 5248,

4. The plan inereases the tax of the great body of corpora-
tions, which are not operated to enable stockholders to awoid
surtaxes. The incrense in their tax, assuming full diutrgE
ufmmmtaaminga,wﬂdbeﬁumhﬂi;md,apnrt e

the 1,000 exemption, the smaller the corporation the bigger ; .
the increase, such larger increase affecting a vast body of / A
the corporations of the country. And they pay this inecrease

even though they distribute all their earnings. If they add

to their reserve 50% of their statutory net income, their

taxes would be increased from 34 to 61%.



tion of earnings, the 4% normal (which the Finance
Committee would put on dividends) would discoursge v
such distribution. So the real penalty on surtex \
avoidance under the Finance Committee's plan would

not be 7% but only 3%.

6. The Finance Committee's 7 per cent supertax will
stop surtax evaslon — by the little fellow whose
total taxable income reaches only that high in the
purtax brackets. It is the elite surtax avolders
whom the Finance Committee's plan leaves untroubled.

5. If the 7% supertex would emcourasge the distribu- 1 )x

7. The Finance Committee's alleged supertax toc stop
surtax avoidance would impose a 7% rate, which is less
than 1/10th of the present highest surtax rate of 75%.

8. The Finance Committee's pupertax of 7% means that
any stockholder controlling dividend distribution and
having a surtax net income of any amount above $6,000
would have every reason to leave earnings in the cerpe-
ration and thereby aveid surtax.

9, Under the Finsnce Committee's plan, a stockholder

in control would, by leaving earnings in the corpora- f)
tion, escape more than he escapes under present lew

because he would escape both the present surtaxes and
the 4% normal tax on dividends, end the price he pays
for escaping both of these would be 7%.

10, The rates on undistributed earnings in the House T
Bill are only equivalent to our present surtax rates. /
If the House rates seem too high, it can be only be-

eause our surtex rates are too high and nobody is mak- YA
ing that contention. The rates must be as high as

those in the House Bill to stop surtex svoidance and

that was pointed out to the Finance Committee — and

pointed out in public hearings.

11. The President recommended putting the normal tax /
on dividends only because he recommended pepealing ()7 ﬂ IV
the corporate income tax. Does the Finance Committee P

propose to put the normal tax on dividends because it

is increaging the corporeation income tax?



12, Originally the corporate income tax was supposed

to be the counterpart of the normal tex on indi-

vidual incomes and hence, dividends were exempt from ?

the individual normsl tex., The Senate proposal, by TI [
1ifting the corporation income tax to a new all time (}r”; [ZAS
bhigh while putting the normal tax on dividends without

raising it, drastically incresses the already excessive

spread between these two texes thms establishing a new

high in the disregerd of the principle of equality.

15, The Finance Committee had the cholce of stopping
surtax avoidence by some 60,000 individuals or adding

to the tax burden of hosts of stockholders in all U/Kk
kinds of corporations throughout the country. It chose

the latter.

14, The President told the country that all the ad-

ditional permanent revenue reguired could be obtained (.f:]
by stopping surtax evasion. The Finance Committee

instead would get it from the tressuries snd stock-

holdere of all corporations with incomes over $3,400.

The President's disclosure has made any such tax law In-
defensible when that body of stockholders realizes what

it really does.

18, The Finsnce Committee by increasing the corporate

income tax adds to the inequality of tax treatment of

business profits from individual businesses and part-

nerships on the one hand and from corporations on the \ '
other. Under existing law the stockholder with a [
smell income in effect pays part of the tax burden of

the stockholder with a large income. The Finance

Committee would make him pay yet more of it.

18, The corporate tax recommended by the President

was constructive from a business point of view since

its direct burden would fall more largely on stock- .
holders. The Finance Committee's plan would throw [\

the burden more largely upon corporate business and \
might well be adverse from & business point of view.

17. The President's recommendations for revision of
the tax on corporate earnings were underlain by a
purpose to improve the tax structure while getting the
money by stopping surtax avoidance. The Finance Com-
mittee's proposal 1s planless and purposeless except
to raise revenue regardless of injustices done and

tax avoldance ignored.



18, The plan of the Finance Committee iz indefensi-
ble because it is unjust. It departs even more than
presont law from the principle of ability to pay. It
is an expedient rooted in what the country will inter-
pret ag a desperate attempt to avold facing the re-

sponsibility of getting the needed money by stopping
tax avoldance.
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May 22, 1936
Letter to Pres from H. Morgenthsu

Attached 1s book-"A Permenent Monet
Letter from Hoper -ead-report-on-
TR —

SEE==Treasury Folder-Drawer 1--1936

ary Policy"



Memo to Pres.

June 19, 1936

from H. Morgenthau

In re-emergency expenditures for rellef of unemployment
Remarks about statement Ickes made in re-applicants
seeking grants only

SEE==I"older marked
"Relief and Public Works allotments for
fiscal yr.-1937--1n drawer 2--1937 flle.
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THE WHITE HOUSE
WASHINGTON

Hyde Park, N. Y.,
August B, 1938.

MEMORANDUM FOR
THE SECRETARY OF THE TREASURY

Is E., G. Bennett still the
Republican member of the 7.D.I1.0.

his western campaign. If this is
tm,lomtmmhmjum

remaining.

F. D. R,



THE SECRETARAY OF THE TREASURY
WARHINGTON

Geptember 5, loza

My dear Mr, Fresident;

Fridny, Beptember &4, we recelved through the
State Departmsnt an lnquiry fros Paris in which
Qochran, after seelng Auriol, put up the followlng
propoeal to me: thet Aurlel wished to know whether
they ehould present & note on stablilization Tirst
to tho United States Qovernment or sloultaneouply
to the Mmited Stetes Jovernment and Engleand, I am
ineloeing herewlth copy of Cochran's eable to B End
my anawer to the same,

Thie morning, Seturdsy, Septesmber 5, I re-
celved the following cable:

"On Tueedny, Septenber 8, at
10:30 A, H., the French Minister
of Flosnce will hand to me the
Engliisch text of draft doousment
for gabling to you... Toerefors
¥ou should bave it ot the Intest
on Wednesday morning. A copy
of the text will be given to
lfonick in France, to take to
London for delivery thore to
the British Treasury not esarlier
than September 0, next Wednesday,"

I am looking forward to my vislt with you st
9:15 Tuesday morning, September 8,

Respectfully,

The President,
The White House.

B




COPY

Septesher 4, 1938

TO: COCHRAN
FROE: SECRETARY OF TREASURY

IN REPLY TO YOUR CABLE EIGHT THREE OYE PLEASE
INFORU KINISTER OF FINANCE AURIOL THAT ¥OU HAVE BEEN
INSTRUCTED BY YOUR GOVERNUENT T0 INFORM HIM THAT WE
WOULD FREFER THAT DRAFT DOCIRENT LEWTICNED IN CABLE
EIGHT THREE ONE BE PRESENTED SIMULTANEOUSLY TO BOTH
TAEASUATES AND IN THE CABE OF THE UNITED STATES BE
TRANSHMITTED THROUGH ¥OU PEAICD FOR YOUR INFORMATION
AMD CUTDANCE PLEASE BEAR IN MIND THAT LONDAY SEPTEUBER
SEVEN 158 LABOR DAY A¥D ON TUESDAY SEPTEMEER EIGHT
UNITED STATES TREASURY IS OFFERIVG TO THE FUBLIC A
HINE HUNDRED MILLION DOLLAR 3D ISSUE PERIOD  KEEP
ME INFORUED BY CASLE OR TELEPHOHE IF NEOESSARY OM ANY
DEVELCPUENTS

HENRY MORGENTHAU JR




PARAPHRASE OF TELEGRAU RECEIVED

FROM: American Embassy, Parie, France

DATE: September 4, 1928, 5 p.m.

NO.: 8m

FOR SECRETARY OF THE TREASURY.

FROM COCHRAN.

R N

I called upon Minister of Finance Auriol this after-
boon, at his request. Rueff and Baumgartner were present
also. Auriol said that the United States had been the
firet to offer cooperation to him; but thet *the way was
barred" at the time we head our conversations - shortly
after he had become Minister of Finance.

Ministef Auriol said that now, through the conversa-
tions which Monick had in Washington and London, it had
been ascertained that there seemed a good chance for
agreement of a type that could be found acceptable to his
country. Therefore his Ministry had drawn up & provisional
draft of & pre-stabi lization agreement for submission to
us and to the British. Bhould the United States, Creat
Britain and France agree, then France would try to procure
the adherence of the Netherlands and Switzerland, the other
two gold-bloc countries.

The Minister of Finance said the immediate question is
to know whether Secretary Morgenthau would prefer that the
draft text be submitted to bhim through me 8ecretly and un-
of ficially in advance of a copy thereof being submitted
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through Momick Secretly and unofficially to the British
ﬂm-rnut, or whether Secretary Morgenthau may prefer
Eimultaneous submission of the two copiles.

The Minister told me that he would be glad to tell
the British that before submitting the Proposal to them
he had obtained the approval of the United States. However,
on the other hand he doees not want to give the Eritigh
A0y cause for criticism of the approach he makes.

The Minister is anxious that the whole matter be ex-
pedited sc that 1f the Agreement is consummated a decision
Bmay be reached with Tegard to drafting the French monetary
law that would be Teguired. oOn kKonday September 7 a
meeting of the Council of Ministers is to be held, and
Auriol would be very appreciative if before then he could
have an indieation of the wishes of Secretary Worgenthau
on thie one point. Officlal submiseion of the proposi-
tione would be taken up omly if and after unofficial
approval of them.

Baumgartner and Ruefs talked more freely with me
in regard to the neture of the 8o-called agreement after
¥e left the Minister's office. It appeare that 1t is what
might be called an "agreement of lntﬂtln', and would
involve a dedlmration by the govermments of the United
States, Great Britaim and France. It would be expeoted

that



that approximately the present rates would be maintained
for the currencies of the British and the Americens.

There would be envisaged & lowering of the French franc.
In the agreement the second point calle for cooperation
between the three banks of issue of the contracting coun-
tries. Each central bank would assume the tagk of holding
its respective currency within certain limits subject

to certain conditions.

The third point in the agreement would be something
in the way of declaration that this step baving been taken
toward monetary stability, the way would be open to a
lowering of the barriers to trade.

I have not seen the text of the agrecment, so please
do not accept the above as an entirely accurate description

of the component parts. I asked the two permanent members
of the Ministry for this information so that I might
give Secretary Morgenthau enough of & description of the
document to enable him to determine what hie attitude should
be in regard to the immediate ouestion put to him.

In answer to my query Baumgartner informed me that
the part of the agrecment with regard to commercial policy
matters 1s not interdependent with the poimst of fixing
rates and supporting the currencies of the respective
countries. The French have drafted something which they
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think would meet the approval of the Seoretary of State

whose interest im lowering trade barriers has of course
been well known to them, and which was conveyed fairly
Tecaatly by the French Ambassador inm Washington. Auriol's
idea, as I have indicated in previous telegrams, is to
bave a scheme of "world monetary peace which would lead to
world ecomomic petce” include French devaluation.

WILSON.



THE SECRETARY OF THE TREASURY
WARBHINATOMN

Geptember 8, 1928.

_§’1’:'

My dear Mr. President:

I am enclosing herewlth =
yory important cable from Cochran
which just came in.

Respectfully yours,

The President

The White House




(Telephoned from Dr. Feis, September 8, 1936, 4:25 P. M.)

PARAFHRASE OF CABLE FROM COCHEAN

No. 843 from Oochram
September 8, 1936 - 8 P, M.

1 refer to my telegram No. B33 of September 5 noon.

At & o'2lock this evening the French Minister of Finance handed to
me the French text of the document in gquestlon; I am malking an English trans-
latien of the decument and tenight Bueff will check it with me. Therefore
I may not be able to telegraph the text until tomorrow morming.

This evening Monick was at the Ministry of Finance, Tomorrow he leaves
for London with the text for the British. He will not be able to deliver the

text before late Wedneeday evening or the morning of the 10th.

WILSON



THE WHITE HOUSE
WASHINGTON

SBeptember 9, 10386.

MEMORANDUM FOR
THE SECRETARY OF THE TREASURY

I suggest you read Krook's
article of Tuesday morning. The
time has ocome to prepare a complete
list of assets. We want first of
all tangible assets - money ocoming
back. BSecond, a 1list of some in-
tangible assets.

Get in touch with Morton
Milford of NEC who has some data

on the subjeot.

F. D. R.
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September 17, 1936

EEWC FOR THE P. 3.

Will you give this confidential
informstion to H. M., Jr., personally?

F. D. H.

}}g H__? : U'-"'d-"*--- -r'lf""-/— o f / ?'-?F.
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- New York, Sept. 12, 1936

Miss Marguerite Le Hand
The White House
Washington, D. C,.

Dear Madam:-

I was present at a conference yesterday, that I thought you
should know about. It should interest the President.

A lawyer, one of the greatest in New York, and close to
Senator Nye, had in his possession, a Photostatic copy of a report
made by a Mr. Ralph Read, of the Internal Revenue Bureau, about a huge
evasion of income taxes by the Mellons of Pittsburg. This, I under-
stand, has no relation with anything the Government now has under
prosecution in the way of income tax evasion, Something much bigger,
and 1f Mr., Jackson 1s correct in the quotation, which accompanied a
report on Mr. Reed's recommendations; "This 1s much worse than any=-
thing I have against the Mellons."

Prosecution on Mr. Read's report was to start immediately by
making attachments, when Mr., Helvering interfered and blocked the whole
thing. The whole thing was referred to Mr. Nye, and he in turn sent it
on here.

The conference here yesterday, was to declde whether it hsd
political value in the Presidential Campaign. The lawyer here thought
by all means it would, especially in Pennsylvania where there will be
a close election. He argue, in contrast to Sen. Nye big business is
lost, end they would be the only ones sore if the matter was brought
up now, and especially in view of the fact, that Mr, Morgenthau and Mr.
Jackson were determined to prosecute, till Helvering objected. Sen.
Nye, thought 1t would be of no use in this Campaign, it was too
technical to be understood in the heat of a campaign, that he had
already sent copies of Read's report to two other Senators, who already
#oRbGoplesofRoadt 8 9oporeitd had sgreed with him, the proper pro-
ceedure, was elther a Congressional Investigation, or Impeachment
proceedings againat Helvering, when Congress conbvennes., Nve also
wrote, he was thoroughly convinced of the complete sinceri ¥ of Mr,
Morgenthau, in his prosecution of Mr. Mellon for income tax evasion.

I understand there is Fifty million dollars involved, also that a copy
of Read's report 1s in the hands of Bruce Kremer, A Washington Attorney.



D 2.2, 1736

e -
LN r /;f
kA | HOPEWELL JUNCTION ,f A R f ﬁ'
K \'._ 7 I5|.

DUTCHESS COUNTY, NEW YOR

. 2 Q,«J__/L o
r ‘ _ \) T ﬁ."ld.a
/Mﬁﬂ{tu Qi ;»(Aﬂ/?/j “ﬂ‘%
- ERELS AT

TELEPHOME: BEACON 211



e sttt ot j&.,ﬁkw//—
s Qi ol 7&@7 ﬂm?/&j_
B I AR Ak A

,K,p_f "'_ﬁ; Nulopen
e

(PMWL.L?, g A %«%ﬂg
/% 7 et B R W e il

— L [ e

.rj_,w



!

kr'**'L%/ W A,f,_f 3

' F _q."‘L
\ . i "b
LuS W v A wf
This telegram must be “ Paris
closely paraphrased be-
fore being communicated Dated September 23, 1936

to anyone. (C)
Ree'd 12:30 p, m,

Secretary of State,

Washington,

RUSH,

808, September 23, 1 p. me

FOR SECRETARY OF THE TREASURY FROM COCHRAN,

Reference to my telegram No., 907, September 22,

B8 ps ms, I Baw Undergovernor Fournier at Bank of France
at 10:15 this morning. He raised two queations,

(One.) It is envisaged that the French stebilization
fund will be operated by the Bank of France for the
account of the French Treasury and Fournier will presum-
ably be in charge thereof. He said that the plan would
be to hold the franc from the beginning within the limits
specified by the authority which will be granted the
Government by Parliament to fix the new gold velue of
the frane by decree. The convertibility of the French
franc into gold will be entirely suspended by the
monetary legislation. Gold transactions would be only
those between the stabilization funds that are agreed
upon., The franc will not be immediately reattached to gold.
The French stabilization fund would operate, however,
during the transition period toward holding the franc

at



U -2- 4#908, Sept. 23, 1 p.m, from Paris

ot the middle rate between the two limits. The French
fund would in its operations purchase dollars ond
sterling. It would desire to convert such currencies
inte gold and avold the French error which Fournier says
was made in 19526 of building up tremendous holdings of
foreign exchange. Therefore could the American monetary
euthorlities assure the French at this juncture that if a
common declaration 1s issued the French stabilization
fund could be permitted to exchange the dollars which it
acquires against gold? The French would be willing on
a reciprocal basis to give (END SECTION ONE)

WILSON
CsB



U Parls

This telegram must be

olosely paraphrased Dated September 23, 1936
before bzin%cc}omunicat ed

to anyone, Rec'd 11:45 a.m.

Secretary of State

Weshington

RUSH

go8, (SECTION TWO), September 23, 1 p.n.
the American fund gold egeinst the francs which it acquires
The latter operation would involve determining a price
as long as the fronc is not definitely attached to a
fixed weight of gold. The price might be doy to day or
over a certain period. I told Fourniler that I would ralse
this question immediately and that my perscnal imprsaslion
was that if we find it possible to agree to the simul-
taneous declaration now being negotlated we presumably
would grant the desired reciprocity.

(Two) It is anticipated that a call for special
convoking of the French Parliament would be made at the
time the declaration is issued. At that same time the
French would (#) the closing of thelr stock market and
exchange market, That is from the time of making such
announcements no exchange transactions would be permitted
until after the monetary law had been passed and announced,
They do not contemplate closing the banks. They hope for
such a period to begin with Saturday and probably terminate

wleh



U =2- #9-0, 8ec. 2, Sept. 23, 1 p.m. from Paris

with Monday,. Fournier had talked with Cobbold of the
Bank of England on thils polnt seeking similar sction by
the British. Cobbold said according to Fournier that the
British were conslderably perturbe-d lest the interim
peEriod between comvoking Parlioment and passing the law
might see a tremendous attack upon the Swiss franc and
the florin. Consequently Cobbold thought that the
British might look with favor upon toking sction similar
to that contempleted by the French but thet this would
not be worth while unless the (END SECTION TWO)

WILSON

CSB



u Paris
This telegram must be

closely paraphrased Doted September 23, 1936
before bEin,? eortmanicated
to anyone. (C) Reo'd 12:20 p.m,.

Secretary of State

Weshington

RUSH

908, September 23, 1 p.m. (SECTION THREE)
Americans followed the exomple. Fournler asked what we
would be willing to do. I toeldhim I would submit the
guestion but that I had considerable doubt as te whether
We would risk shocking our public to the extent that
this night involve.

Fournier subsequently talked with Governor Labeyrie.
The question was raised by the latter es to whether the
Bank of Fronce should communicate with the Federal Re-
BeErve Bonk of New York in regord to technicol cooperntion.
I told them thet for the present negotictions were being
hondled entirely in Washington. They will utilize present
channela, therefore, until they moy recelve
further suggeations from us. They both impressed upon me
the necessity for haste in view of the nervous condition
of the French morket, As I 1left the bank I stopped to
8ee Coriguel who hnd been consulted by the Governor and
the Undergovernor before I orrived. I told Cariguel of
my uneasiness over suggesting that our merkets be closed.

He



U =2~ #908, Sept. 23, 1 p.m. Sec. 5, from Paris

He suggested, personally and most confldentially, as an
alternative, that we might give our word that the
Treasury or Federal Reserve would ask the important
American banks to refrain from trading in the French franc
or possibly other currencics during the period under
reference. He thought cooperation of the banks in the
Uni ted States most 1ikely to engage in important trans-
actions in foreign Exchange could thus be achieved wlth-
out Upsetting the public,

I think i1t would be well when I next see the Governor
and Undergovernor of the Bank of France to make it clear

that 1f an (END SECTION THREE)

WILSON
CsB



U Paris
This telegram must be

ckosely paraphrased Dated September 23, 1936
before being communicated
to anyone, ?G} Rec'd 12:40 p.m,
Secretary of State

Washington

RUSH
908, September 23, 1 p.m, (SECTION FOUR)

embargo 1s placed upon the export of gold those American
banks which may have sold dollars against francs in prac-
tice such as followed by the Guaranty and National City
Bank should be entitled to obtain gold therefore, That
18, we should not desire to see an American bank suffer
loss through an embargo especially since the banks parti-
cularly under reference have been instrumental in main-
taining the stabllity of the franc through their opera-
tions,

Presldent Trip telephoned me this morning from
Amsterdam that Labeyrie had requested that he postpone his
visit to Parls until Friday noon instead of Thursday noon,
Trip agreed to this and will call on me at 9:30 Friday
morning,

Without mentioning Trip's plans I asked Fournier
whether the French had notified any other countries of
present negotlations. He replied in the negative but
ndded that as soon ns agreement might be reached governing
declaration by the three powers the French would send

three



U ~2- #0608, Sept.23, 1 p.m. Sec, 4, from Paris

three agents to the Netherlands, Belgium, and Switzerland,
to inform the monetary authorities respectively as to
the declaretion and solicit these countries jeining after.

Gold losses of Bank of France yesterday amounted to
370 million franca. By 11 o'clock this morning the Bank
had lost 60,000,000 francs gold.

At 12 noon Beumgoartner was still in conference with
Minister of Finance sc I have not talked with him since
he received British reply.

Please provide me with anawer to points one and

two, END MESSAGE)

WILSON
CcaB
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THE WHITE HOUSE

WASHINGTON

Kyde Park, N. Y.
September 34, 1936,
MEMORANDUK FOR
THE SECRETARY OF THE TREASURY

This ie for ycu in
confidence. Please keep
until we discuss the subject
later on.

F. D. R.

Unsigned memorandum in re
McCarl, Yates and Baity in the
Comptroller General's office,
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from The Mnite Hous ml‘p’. mhﬂg ﬁmﬂ | 8 1:nth ber 24, 1936,
al . ar .
Mashington, i !

Memo. to Col. MoIntyre,
FK. ' 0

From Seoretary Morgenthau:

The following cables are for the President. These are ultra-
confidential. Please seg that they are sent at once by special
messenger to the President. [

PARAPHRASE OF TELEGRAM RECEIVED.
From ln-riuaﬁ Embassy, Paris,Franoce.
September 24, 1938. Noon.
No. 915, From Cochran,For the Seoretary of the Treasury:
I refer to my telegrem of September 23, 1 p.m. No.908.

At 9:30 this morning according to arrangements I called
at the Ministrybof Finance. While I was there, Baumgartner
was in telephonic conversation with Monick who is in London.
It was 11 o'elock before I was handed the dooument I set-forth ¥
below, I translated the dooument into English, and Rueff I
oheoked the translation. A compromise draft of deoclaration
which the French have drawh up after receiving last night ,
a British draft is contained in this document. On several i
points the Frenoh Government found the British draft unaccepta-
ble. The draft herein reproduced has not yet been accepted by l
the British, sinoe it was telephoned to Moniok only during
the time I was at the Ministry of Finance. I give below my
translation:

Paris, Dated September 24, 1936. Received 11:40 a.m.
Secretary of State, Washington. RUSH.
9:18, September 24, Noon (S8eotion Two) .

— e ——— n—

ONE. The Government of the United States, after consulta-
tion with the Govermments of France and of Great Britain,
joins them in an affirmation of a common desire to safeguard

e, to foster those oonditions whioh will best contribute
to the restoration of order in international economic relations,
and to pursue a poliecy tend to Irﬂlﬂtl ¥ru-;¢r1ty in the
world and improve the standar of living of the people.
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The Mhite House
Bashington

TWO. Teo this end, but naturally reserving the right, as do
the Governments of France and Great Britain, to give, insofar as
concerns international monetary relations, full consideration to
the requirements of its national program, the Government of the
United States is ready to follow the policy whioch it has practioced
over reocent years and which has for its purpose the maintenance of
the maximum of stability for the dollar on the exchange markets
and thereby to comtribute to the gensral exchange stability., It
is convinced, as are the Governments of France and of Great Britain,
that a continuation of this polioy will serve the general purposes
which all governments should share.

(end Seotion Two,)
WILSON.

Paros, September 24, 1936, Received 12:24 p.m.
Secretary of State, Washington. RUBH.
9:15, September 24 Noon,

SECTION THREE. The French Govermment considering that the
desirable stability of exchanges cannot be seriously assured without
there being first reestablished an enduring equilibrium between the
various economies, has decided to propose for this purpose to its
Parliament an n:#u-tnnnt of its ourremcy on the basis of world prices.
The Government of nthe United States, as that of Great Britain,
considers this decision as susceptible of eatablishing more solid
foundations for the stability of international relations in the
interest of peace and trade. It affirms its intention of using all
appropriaté resources for maintaining stability in international
exchange on the new basis, It will oollaborate with the Governments
of France and Great Britain for this purpose; the respective monetary
authorities of the three countries have already been invited to ensure
among themselvea the necessary technical collaboration.

Wilson.

Paris, Dated Sept.24,1936. Received 12:40 p.m.
Secretary of State, Washington. RUSH.
9:15, September 24, Noon. (Seotion Four).
FOUR, The Government of the United States, as well as the

Governments of France and of Great Britain, is moreover convinoed
that the success of the poliocy above defined is bound up with the
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The White House
HWshngton

development of international trade. It considers it partioularly
important that action be undertaken without delay toward progressively
lightening, if nok suppressing, the present system of quotas and
exchange ocontrol,

FIVE. The Government of the United States, as well as the
Governments of France and of Great Britain, hopes for an invites the
collaboration of other nations in the achievement of the program
formulated in this statement, and it expects that no nation will
attempt to derive anm unreasonable competitive exchange advantage and
thereby threaten to disrupt the international stability which the
Governments of the United States, France, and Great Britain seek to
promote by their constant and confident collaboration.

(Eng Message) . WILSON.
Paraphrase of Telegram received:

From: American Embassy, PARIS, France,
Date: September 24, 1936, 1 p.m.

No. 916 RUSH.
From Cochran,
For the Secretary of the Treasury:

This morning at the Ministry of Finance Baumgartner told me
that authority would be sought in the proposed monetary law for the
Government to devalue the Tf¥ame from 25 to 34.36 per ocent by deoree.

The table which Moniek has worked out shows that, on the basis
of the dollar of present gold content, a devaluation of iu per ocent
would make the dollar-franc rate £0.151. A devaluation of 34.35

r cent would make the dolar-fanc rate 22,962 . The £5 per ocent

aluation, caloulating on five dollars to the pound, would give a
pound-franc rate of 100.75. The 34.35 per cent devaluation, on
the same caloulation, would give a pound-frano rate of 1l4.811.
The 25 per cent devaluation, against a pound worth $4.86372, would
make the pound-franc rate 98.087. The «05 per cent devaluation,
similarly, would make the pound-franc rate 111,75.

WILSON.



@The White House
Hlashington

From: American Embassy, Paris,France. September 24,1936m
2:00 p.m.

No. 917 RUSH.
From Cochran,
For the Secretary of the Treasury:

At noon to-day Rueff at the Ministry of Finance told me
that the following British proposal had been accepted by the
French.

FIRST: The following will be the basis on which the monetary
authorities in charge of the management of the French equaliza-
tion fund will proceed with the formal authorization of the
French Government, to an exchange of letters with leading author-
{ties of the equalization fund of the British, with the British
Government's formal authorization:

END SECTION OBE. WILSON.
Paris, dated Sept., 24, 1936. Received §0:43 a.m.
Secretary of State, Washington. RUSH.
917, Sept. 24, 2 p.m. (Section Two).

TWO. The two equalization funds will consult day by day to
assure as much as possible the maintenance of the adopted average
parity of exchange (105 Francs for instance).

If it should later on appear that the chosen figure would
not correspond to the exceptional requirement of the internal
needs of oredit, of the tendencies of prices or of the tendencies
of supply on the exchange market, it is understood that an act
corresponding to the new economic and financial situation will
not be opposed from either side.

I asked Beaumgertner if using 105 as the example for that
agreement meant that the British were anticipating a cross rate of
4.86 for the dollar since this appears the average for such a
basis. He emphatically insisted that this should not be inferred.

Talking with you by telephome at 12:30 it was understood that
you would speak to the British directly on this point. (END
MESSAGE)

WILSON.
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@The Wihite House
Vire Fre ¥5e :’niatﬁm-nﬂl}‘h@ﬁﬂ Beptember 24, 1936.
Memo. for Colonel Molntyre:

I sm sending you by telegraph the following ultra-confidentisl

momoranda from the Chancellor of the mhn?uur in England which have
Just been handed to me by Mr. Mallet, Charge' of the British Embassy.

Thers will be & fourth message coming soon which they have not yet
delivered.

I would qrﬂnilt- 4f you would send a special messsngsr to
Hyde Park with the following three messages.

May I again impress upon you that the utmost secreoy must be
used in handling thess messages.

m Plsase ocommunicate following at once to Mr. Morgenthau.

The Chancellor of the Exchequer asked the Frenoch Govern-
ment for a precise statemsnt of their Rg:nll and
yesterday received oral ex tions o outlines of
what is proposed. He was disturbed Be find that it ia
not the intention, as he had r-ﬂnulr understood, to
remain on a free gold standar th.ntl at & lower level
but within wide upper and lower limits in terms of

gold to attempt a managed currency.

The Chancellor felt considerable hesitation in mgreeing
to declaration of his attitude in re to proposal
of a totally oted ocharaocter one as to the
effects of which in restoring French confidence he has
grave doubts. He would have liked further time for
exsmination and for comsultation with Mr. Morgenthau,

Howsver last night M. Blum sent a pressing a for
an immediste decision in whioch he represen in humble
g...“?'“ the gravity of the situation and the necessity

demonstration of tion between the
three eratic maticns. In of the oritiocal
position in France and the necessity for immediate
aotion, the Chancellor felt he not refuse Monsisur
Blum's « Ao he communionted to French

‘Government for their consideration provisional draft
aide -ﬂ‘ un: g-. prn;:l*- draft ﬂlﬂl}‘l b
somewhat wordi draft represents
furthest to ntumu:finnnn ssible to
pommit himself in the circumstances desoribed above.
The text follows in my ly fodlowing telsgram

The Chancellor hopes that Mr. Morgenthau will mgree that
mnmnuummunuﬁnmmmm
he would like in partioular to know whether the
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references to the United States' attitude in his
draft are assented to by Mr. Morgenthau, They are

of course inserted provisionally and subject to his
approval and this was explained to the French Govern-
ment. The Chancellor invites particular attention
to the reference to quotas etc at the end of the
draft.

French Government having communicated to His Majesty's
Government the proposals which they are spbmitting

to their parliament for the realignment of Fremch
currency on & new basis His Majesty's Government after
consultation with the Government of the United States
of Amerioca have made the following declaration to the
French Government.

His Majesty's Government desire to associate themsel-
ves with the wish of the French Government and of the
Government of the United States of America to safe-
guard peace and to foster those conditions whioh will
best contribute to the restoration of order im inter-
national eoonomic relations. It shares with the others
the common will to pursue a policy tending to improve
the standerd of living of the people and to promote
prosperity in the world.

The policy of the British monetary authorities since
the United Kingdom was foroed to leave the gold stabd-
ard and the stabllity of sterling during the past

two years afford practiesl evidence of the desire of
His Majesty's Government to maintain the greatest

.mnihh amount of equilibrium in the structure of
n

ernational exckange and to avoid to the utmost
extent the creation of ajy disturbance of that
system by the British monetary amotion. A continuance
of this r:llur should serve the general interest of
the world.

The requirements of the prosperity of the Empire will
of oourse always continue to be taken into full
consideration by His Majesty's Government as corres-
ponding considerations will be taken into account by
the others governments in the development of policy
and decisions in the field of international gurrenoy
relationship.
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His Majesty's Uovernment trust that the decision of
the Frenoch Government will help to establish & more
stable equilibrium between the various ts of the
international eoconomiec struoture. Should this, as
they hope, prove to be the case, it will be their
hﬁm“n g0 to direct their monetary polioy by the
use of appropriate available resources as to avoid,
as far as possible any disturbance of ths basis of
international exchanges resulting from tmtd
realignment and they will ar for oo tation
either directly with the other governments, or
between the PBanks of issus, y

Monstary exchanges however are linked with the
exchangs of goods and the above policy oanm only be
sucoessful if it is scocompanied by a revival of
international trade. His Majesty's Government,thers-
fore, attach the greatest importance to action belnmg
undertaken without delay to relax and as soon as
posaible to abolish the present system of quotas

and exchanges controls,

His n;ntr‘l Government hope that the other nations,

though not mak a similar deolaration, will never-
th:l.u: oo te in mchieving the programme here
set out.

This morning Chancellor received an alternative

pro tnﬂ from Frenoch Government. While some
of the alterations in new draft were not material
cartain nuﬂli a to Chanoellor to require

:':1 ted that I:“ ul‘::' d-rroﬂ“ g m
ntima

statement in form so -u.r French

decide to lnt{:-r- the plan in form -mnh has Hﬂ

explained to provided United States Govermment
dre willing to a statement on similar lines.

In ﬂh nmuu in mind Mr, Morgsnthau's
ouguﬁ::lhut should issus & state-
l.'l m 1: deo statament
tical am pcmhk u eve maximum
that wtu
‘I.lllllt'r unm-nn m hun his text 1

ﬂmn“tuiammﬂ' analagous one not
pressnt diffioculty to the ted States CGovernment.
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The Chancellor's redraft follows in my immediately
following telegram.

Following upon the decision of French Government to
propose to their parliament an ad justment of their
gurrency His Majesty's Government after consultation
with the United States Government and the French
Government join with them in affirming a common
desire to safeguard peace to foster those oconditions
which will best contribute to the restoration of
order in international esconomic relations and to
pursue a polioy which will tend teo promote prosperity
in the world and tc improve the standard of living

of peoples.

B, While of course His Majesty's Government must

in its polioy towards internatiocnal monetary rela-
tions take inte full account the requirements of
internal prosperity of the countries of the Empire,
as corresponding considerations will be taken into
aoccount by the Governments of France and the United
States, they are ready to continue the policy whioch
they have sued in the course of recent years one
constant object of whioch is to maintain the greatest
possible equilibrium in the system of international
exchanges and to avoid to the utmost extent the
creation of any disturbance of that system by British
monetary action. His Majesty's Government shere with
the Governments of France and the United States the
donviotion that the continuatiog of this polidy

will serve the general purpose which all the
governments should pursue.

3. The French Government recognizing that the desired
stability of the grincipll ocurrencies cannot be ensur~
ed on a solid basie except after the reestablishment
of a lasting equilibrium between the wvarious economio
systems have deoided with this object to propose to
their parliament the ad justment of their ourrenocy on
the basis of world 8s . llis Majesty's Government
as also the United States Government weloome this
decision in the hope that it will establish more solid
foundations for the stallity of international economie
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relations. His Majesty's Government, as also the
Government of the United States of America, declare
their intention of using appropriate available
resources so as to avoid as far as possible any dis-
turbance of the basis of international exchanges
resulting from the proposed adjustment. They will
arrange for oonsultation for this purpose as
necessary with the other two governments and between
the Banks of Issue,

4. His Majesty's Govermment are moreover convinced,
as are also the Governments France and the United
States of America, that the success of the poliecy
defined above is linked with the development of
international trade. In particular they attach the
greatest importance to action being taken without
delay to relax progressively the present system of
quotas and exchange controls with a view to their
abolition.

5. His Majesty's Government, in common with the
Governments of France and the United States of America,

e and invite the cooperation of the other mations
to realize the programme laid down in the present
deolaration., They trust that no country will attempt
to obtain an unreasonable competitive exchange
advantage and thereby hamper the effort to restore
more stable economic relations whioh it is the aim of
the three governments to promote.

END.QUOTE
Henry Morgenthau,Jr.
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The Wnite House. September 25,1936.

For Colonel Mclntyre:

Will you please send the following ultra-confidential
message by speoial messenger to the President of the United
States.

We have teken the Eritish message which I sent you last
night and was marked "D" and have made certain changes in
it which we believe are an improvement. This corgected
message has been shown to Secretary Full and meets with his
entire approval.

After you have read the following message, I would greatly
appreciate it if you would telephone me end give me your

own suggestions.
Henry Morgenthaew,Jr.

"Following upon the decision of French Govermment fo
opose to their parliament an adjustment of their ocurrency
is Majesty's Govermment after consultation with the Unite
States Government and the French Government join with them
in affirming a common desire to foster those conditions
which safeguard peace and will best contribute to the resto-
ration of order in internaticnal economic relaticns and to
pursus a polioy which will tend to promote prosperity im the
world and te improve the standard of living of peoples.

£. His Majesty's Government must of ocourse in its Eﬁltoy
towards international monetary relations take into ful
scoount the requirements of internal prosperity of the count-
ries of the Empire, as corresponding consideratiocns will be
taken into account by the Governments of France, the Unitéd
States; they welcome this nfpurtuuitr to reaffirm their
purpose to continue the polioy which they have pursued in
the course of recent years, one constant objeot of which is
to maintain the greatest possible equilibrium in the system

~of international exchanges and to avoid to the utmost extent
the creetion of any disturbance of that system by BEritish
monetary sction. His Majesty's Government share with the
Governments of France the United States the conviotion
that the continuation of this twofold poliey will serve the
genaral i::poni whioh all the governments should pursus.

3, French Government informs us that recognizing
that the desired stability of the principal currencies cannot
be ensured on & solid basis except after the reestablishment
of & mtdg squilibrium between the various economic systems
have deocide th this object to propose to their parliament
the readjustment of their ourrency., His Majesty's Government
has as also the United States Government welcomed this



E
g %

decisicn in the hope that 1t will establish more solid
foundations for the stability of international economio
relations. His Majesty's Oovernment, as alsoc the Oovernment

of Franoe and of the United States of Amerioa, deolare their
intention to conmtinue to use ugr:oprllh n’ulil‘bh resources

80 a8 to avold as far as possl any disturbance of the

basis of internaticonal sxochanges resulting from the proposed —
read justment. They will arrange for such consultation for

this purpose as may prove neoessary with the other two
governments and their authorized agencies.

4, His Majesty's Government are moreover convinoed, as are
also the Governments of France and the United States of
Amarica, that the success of the polioy set forth above is
linked with the development of international trade. Imn

tioular they attach the greatest importance to action

ing taken without delay to relax progressively the present
l{:t- of gquotas and exohange ocofitrols with a view to their
abolition.

5, FHis Majesty's Government, in oommon with the Govern-
menta of France and the United States of America, desirs
and invite the cocoperation of the other nations to realize
the polioy leid down in the present deolaration. They trust
that mo country will attempt to obtain an unreasonable ocom=
z:tul" sxohange edvantage and thereby ths effort

restore mors stable economio relaticns which it is the
aim of the three governments to promote.”

Respsotfully yours,
Henry Morgenthau,Jr.
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The White House

Over private wire

from White House: naghtngtm[ September 25, 1936.

e = L =W S ATl TS d ik L TR
For the President From Secretary Morgenthau.

A personal end confidential message from Mr. Chamberlain
for Mr. Morgenthau.

"As Mr. Morgenthau knows the Chancellor has no legal
power to fix the pound within the gold points. His= polioy
has been as often stated to let the pound find its natuel
level and to yxmmmkw smooth out fluctuations. Thie he
would continue to do. It may be that the natural level
of the pound will in the new ciroumstances be $5, as Mr.
Morgenthau appears to assume but Chancellor would have
expected it to be decidedly lower. Adverse balance of trade
somewhat increased this year and if the flow of refugee capl-
tal from Europe which has been for & long time past strength-
ening the pound were reversed it seems most likely that the
pound will weaken. He had understood that this view of
proabilities was implicit in the discussions which took
place at Washington between the United States end French
treasuries last June and he knows that it is the view of
the French ae well as of the monetaery authorities at London.

The Chancellor understands the proposed declarations to
mean that there will be no deliberate depreciation either
of the pound or of the dollar as a reprisal for the devalua-
tion of the fanc to a reasonable legel level. He has always
understood that it was not Mr. Morgenthau's policy to use
his resources deliberately to depreciate the dollar and
similarly it would continue to be the Chancellor's intention
not to intervene in the market in order deliberately to
depreciate the pound, On the contrary he would hope if need
arose to be able as in the past to check any landslide. While
no one can foresee the precise rate at which the exchange
can hold itself the Chancellor would not expect in the
immediate future such & heavy depreciation as would be likely
to give the United Kingdom any oompetitive advantage. But
the future must be entirely reserved by His Majesty's Govern-
ment as by the United States Government in the interest of
their national property. He is convinced that any attempt
to peg the pound artificially at an unnatural level would
be both futile and contrary to the real interests of both
countries.

The French Government have informed him that proposal will
be that the new franc will heve gold content of not more than
49 and not less than 43 milligrammes of gold nine-tenths fine
He regards these limits as unnecessarily wide and the mean
point between them as representing probably a somewhat greater
depreciation than is really justified but in the circumstances
he has not objected to the French proposal on this score. Evad .



| _"!.r"'
September 24, 1936.

Memo sent to McIntyre
From Henry Morgenthau

Ultra-Conf. memo from

Chancellor of the Exchequer in England

In re-France golng off the Gold Standard and her
oral explanations and outline of proposals.

SEE-=Treasury Folder-Drawer 1--1936
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Would you please send the following ultra-confidential
message by special messenger to the President of the United

States;
"The following is a draft whioh we handed Mr, Mallet of
the Eritish Embassy for Mr. Chambarlain st 4:00 6'0I08K

Eastera Standard Time.

'The Secretary of the Treasury is glad to have Mr. Chambers=
lain's note. The Secretary can be in full acoord with para-
graphs Two and Three, but with respect to paragraph One, it is
a matter of opinion ms tc whether under the new cirocumstances
the natural level of the pound would be at §$5.00, as he thinks
is justified, or lower as Mr. Chamberlain says he expected.
However, as long as Mr. Chamberlain understends that we believe
the $5.00 level to be the appropriate ome, the future operaticns
can be conducted after sultable conference and therefore reserv-
ing every right to state cur position as it develops inm the
future and, without agreeing to Mr., Chamberlain's present
thought of & lower rate between the dollar and the pound, the
Secretary of the Treasury belleves that this is not an obstacle
which need prevent the issuance of the simultaneous stetements
ihmr t? carry out their broad, useful and indeed sssential
objective.

"And the following Mr, Auriol's declaration to me which
was read to me over the telephone by Mr, Coohran:

'The French Covernment, while thanking Mr. Morgenthau for
all that he has already done, wants to give him the assurance
that it intends in no way on its side to depreciaste its money
beyond the limit which will be sought under monetary law,

'After simultaneous declaration despite the reservation
w hich this country hes been obliged to make to take mcoount
of its publio opinion, they will consolidate affeotively the
stability of the major ourrencies and will corstitute the
starting point for a trustful coo tion between the three
g reat countries. It insists on the urgency for its country
of & final decision, the Counoil of Ministers being already in
8 easion since 4:00 o'olook., It is mow ten til aix,'™

Respectfully H.M.Morgenthau,Jr.
Seoretary of the ‘!rnﬁr. TR
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Over private m%m ymﬂe
from Sec.Morgenthau: m I- l

Waghington D.(.Sept. 28,ml936.
From Spagent, Shanghai. China,

Secretary of the Treasury:

Message from Frofessor Buck. Triple aAllisnce has pleased
menager of Centrel Bank and advisser Iymech. They stete Chine
will be helped by 1t in atabllising her currency.

China is reluctant to meet Japan's demands for the
follow %

A buffer atate of the five northern provinces,

Economle cooperation,

Stationing troops in important centers in Yeng-Tze

Valley.

Control on text books in relatlon to anti-Japeansae
propagands,

For this resson (hiang wishes to avoid meeting the
f;ganan Ambassador. Therefore Ministers of Education

Industry went to Canton by ailrplane snd brought
bagk instructions for Kinlster of Forelgn Affeirs in
hias future negotlationsa.

The following, for you and the President, is highliy
confidential: d

"an armed confllot depends entirely on aggressivensss
of Japanese. It la evident thaet China's ineressed
strength la heving its effect on Japenese poliecy in
China and a stiff attitude on part of other natlons at
right moment should help curtail .‘ug:na-mhlm is
organiged practically on a FPasclet basls through secret
socidies and this includes inecreasing state control of
industry e&s part of war preparetions and permanent industrial
pystem. Chiang 1s the dictator and he is making every
preparation for rnhth- Sung Che Yuan,chalrman
Hopel=-Chehar Politicel o , and Hen Pu Chu, governor
of ﬂhlntm. will support Chiang in armed resistance
against Japen. Their soldlers ere snxlous to fight aas they
cannot stand Japanese arrogance much longer. Strategy
will be long line of dafense along cosst and drawing out
Ll:gt foroces of len:;ai ¢ AR 5

Saturday Mayor Wu henghai was held up car
Japanese police for inspection. He told his guerd not to
resiat, now 1s not the time.

1 have another confirmation that if conflict does come
every Japanese in China will be masssored.”
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PARAPHRASE OF TELEGRAM RECEIVED
FROM: American Embassy, Paris, France :$
DATE: October 6, 1838, noon. Y|

NO.: 9m

FROM COCHRAN,

FOR THE SECRETARY OF THE TREASURY.

I saw Minister of Finance Auriol at ten o'clock
this morning. My vieit this morning was the first since
the issuance of the eimultaneous declarations,

Minister Auriol reiterated hie appreciation of
American cooperation in thie move, and inelsted that
passage of the French monetary law would have been
absolutely 1!;5:EIEI;F11 the three power agreement had

not acoompanied it.

The method of direct cammunication with Secretary
Morgenthau had especlally pleased the Minister, and he
hoped that in the future the same could be done. He
mentioned, incidentally, that at one stage of the nego~
tiations Monick had exceeded his authority, causing
the Minister serious embarrassment.

Minister Auriol told me that there was nothing
France could an}hn the war debt question, He said that
after restoration of internal order and some degree of
prosperity is achieved, he hopes it may be hie pleasure
and opportunity, say in another year or year and a half,
to make spontaneously to the United Btates an offer of

final
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final settlement of the war debt of France. All phases

of the guestion would have to be studied before such an
offer ie made - including a study of the Hoover moratorium,
the Lausanne agreement, and the character of the congtit—
uent parts of the indebtedness.

The three power declaration, the Minister sald,
had meant a big step forward. He expressed great pleasure
at the manner in which this declaration had been received
by most of the European countries, the principal exception
being Germany. He was particularly gratified by the action
which the Italian Government took yesterday.

Minieter Auriol asgked me what I though Schacht was
going to do. I said that this week—end I might have
occaslon to see Bchacht. The Minister told me that he
had not wanted Schacht to be im the criginal negotiations
principally becsuse he and Normean were so close that
there might have been Anglo-Cerman collueion in the nego—
tiations which would have made it difficult to arrive
at agreement. He is sending word to Schacht by Labeyrie
that France will be ready to cooperate with Germany
toward stabilizing her ocurrency and toward reduction
of barriers whenever Germany may see fit to follow
France's precedent. Auriol told me he will insist, though,
that the financial burden which the armament policies
now being followed in Europe entall will prove to be

unbesarable by the various treasuries involved.
EA:LWW BULLITT.



TREASURY DEPARTMENT (
Washington
FOR IMMEDIATE RELEASE Press Service
Monday, October 19, 1936, No. B=70

STATEMENT BY SECRETARY MOR

The recelpts and expenditures of the Government are frequently made an
important issue in Presidential campaigns. In the heat of these campaigns, it is
not uncommon for politieal aspeskera to eritieize the expenditure programs of the
party in office and in many instances the facts are presented for political pur-
Poscs in o menner which confuses the public mind as to the real situation,

The Treasury does not ordinarily attempt to check the accuracy of such
statements nor to take official notice of partisan criticism directed at its
methode of bookkeeping and financial reporting. When, however, a former President
of the United States in a public nddress chergzes the Treasury of the United States
with "intellectunl dishonosty" and "porniclous deceit" the public ;nterast de-
mands that those charges be not ignored.

The citizens naturally impute to a former President intimnte knowledge of
the financial operations of the Government, and when Mr, Hoover attacks the
integrity of the public mccounts, his statements, if permitted to go unchallenged,
might tend to impair the confidence of the public in its finencinl officinle,
with consequent detrimental cffect on the Federsl credit,

Whot are the fncotsf

The facts are thnt the Treasury mccounts are kept strietly in accordance
with law, and are not dnsed upon rny partisan politiesl considerations, The
Treasury submits to the Congress in accordance with the lew an anmunl report on
the state of the finmnces, and n detailed repert of recoipts nnd expenditurea

of the Government for each fiseal yenr. Furthermore, it publishes for cvery
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business dny n strntement showing the condition of the publig Treasury, These re—
ports are from time to time supplemented by special reports. The Trensury is
constantly etudying the form of its reports, with a viow {o meking them more in-
formeative to the public, and I believe it can truthfully be aald thnt thic
ddministrntion hns furnished the public more detniled information on the financial
operations of the Government then any preceding Administration.

Mr, Hoover soct out in hisg nddress three "formulas" which he clnims the
present Administration hns adopted for the purpose of moking o distorted presenta~
tion of the oxpenditures of the Government.

"FORMULA NO, 1: The Roosevelt Administration has mede some bemutiful economies
by Just omitting certnin items from its reguler cxpenditures before 1t comes to
the totnls announced to the people., They apprear only in an nppendix,?

In illustrating the apnlicetion of thiz formls he cites "the expenditures
for Govermment trust nccounts nnd for the District of Columbia pnid by the
residents™, nnd says these items "hnve been deleted from totals under President
Rooscvelt",

The public record shows that up to July 1, 1930, the Federal Government
did "put dowm all of the money spent on one side of the ledger apd every cent
trken in on the other side of the ledger", including trust funds, But on Mny 1,
1930, President Hoover's Director of the Budget wrote the Secretary of the
Treasury, stntingi

The President hrs nsked me to see if appropriate

arrangements can bo made for exhibiting the receipts snd

expenditures of the Government in the Bulget and in the

drily Trensury strtements, sopnratoly under the enptions

GENERAL FUND, SFECIAL FUNDS, and TRUST FUNDS,"

Beginning July 1, 1330, tho Deily Trensury Statement was chnnged in thie

respect to meet the wishes of Prosident Hoover.



-3 -

Here are President Hoover's own words on this subject as con-

tained in his 1332 Budget Message to the Congressi
"In preparing the detailed statements of receipts and
expenditures contalned in this Budget, I have segregmnted

trust funds from general funds and special funds. This has

been done for the reason that trust funds do not belong to

the Federal Government, but to the beneficiaries of the

trust; and, in summarizing the financial condition of the

Government, trust funds should therefore be excluded.!

He went on to say that only general and special funds repre-
sent true Government transactions.

I am not in disagreement with the changes thus effected by
direction of President Hoover. ©On the contrary the segregation
of trust fund transactions from the financlal transmctions of the
Government is in my oplnion a distinct improvement in btudgetary
procedure and the reporting of financial data.

But when Mr. Hoover ascribes responsibility for this change
to the present Administration he misatates facts.

JFORMULA NO, II: It has always been m rightful principle of Govern~
ment accounting under the old commandments to pay all receipts or
all final recoveries from revolving mccounts into the Treasury.

Then Congress approprintes them out and thus holds control of the
expenditures,”

It becomes pertinent to inquire what were the "old commandments,”
Neither the use of revelving funds nor the Treasury's accounting pre—
cedure in connection with thom is new in Govormment finance. In
Secretary Glass' annual report for 151%, he called the attention of
the Congress to the Troasury'e objection to this method of appropriating

funds. He sald in parts
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"By such spproprintions the revemues of the Government
affoctel never bocome unconfditionslly avellnble to meet generel
expenditures, but are spproprinted autonrticelly for specinl
purposes without further control by the Congress and without
any new consi‘erstion of the merits of the alditional expendliture,
These appropriations by their very nature tend to produce expon-
ditures, whiich, if considered enew, right not be anuthorized by
tlie Congress nnd I believe thnt thelr discontlimunnce, to the
utmost limit possible, is an essential condition of any progrom
for rigid economy in Govermment expenditure,®
Seeretary Houston in 1:is anmual report for the fiserl year 1920,

reported the sene objectlon,

Ticre hoz boen no change in the method of handling revelving |
funde in the Treasury Daily Statement cnd in the Budgot since 1920,
The procedurs todny is the onme yrocedure that was followed throughout
Presidont Hoover's owm aduinistration. For instance, under muthority
of the Agriculturnl Marketinz Act of June 15, 1929, Congress, on the
recormandntion of President Hoover, appmprintadbﬁm,mf}.nﬂi‘ ns a
revelving fund for use of the Fodernl Fnrm Board, The repayments
received up to February 28, 1233, of core then $650,000,000 on account
of loons mede from this rovolving fund wore crodited back to the fund
and thereby operated to offsct expenditures in the fiseal years 1930-
33, It will be secn that Munder the old couuendments" repagments to
rovolving funs were not, as sllesed, covered into the Treasury and
subsaquently npproprinted by the Congress.

The operations of nll revolving funds hnve becn handled in a

gimilar manner, For instence, the operations of the Roconstructlon

Finnnce Corporntion during Mr, Hoover's administrntion reflectod n net

expenditure of $1,572,000,000; yet in nrriving ot this fisure o credit of

$368,000,000 was taken for rcpmyments on loans previously nade, as an
offset to gross expenditurcs,
Hnd Mr. Hoover followed the nrineciple mnderlyin: his no-cnlled

¥old cocmandments®, he would not hnve tnken ecrodit for the repayments of
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$368,000,000 and would have reported the gross expenditures of
$1,940,000,000 instead of a net of $1,572,000,000.

Thus, in criticizing the methed of accounting for revolving
funds used by the present administration Mr. Hoover is condemning
hig own practice,

‘One important change, but in the direction of a more complete
reporting of these funds has been made by this sdministration., Tha
Daily Statement of the Treasury has since December 1, 1934 shown
separately the gross expenditures of thrse corporntions and credit
egencles of the Government which operate on revolving funds, as well
as the repayments received on account of loans made from such funds,

FORMULA WO, 3: "And this is a much more potent formula for
Juggling scoreboards. In the days of the old-time arithmetic
the President and the Director of the Budget yearly fought each of
the Federal bureausover overy item of expenditures. Congress fought
at the items and finally nade a detalled appropriation for each of
then, down to the salary of every clerk.W

In discussing formula No. 3, distinction must be mnde between the

manner in which the Congress had nade available for expenditure lump-gsun

appropriations for recovery and relief, on the one hand, and, on the
other hand, the accounting and reporting procedure of the Treasury
Departnent in connection with such expenditures.

ds to the former, the Congress authorized President Roosevelt to
utilize the estnoblished departmemts and agencies of the Government
in meeting the unenployment problem. The prinary cbject was to put
people to work and projects were not rejected sinply because they were
of a type that had been carried on by established Fedaral agenclag,

In accounting and reporting with respect to recovery expendi tures
the Treasury followed the same detalled systen of accounting and

reporting as has been followed in connection with the handling of
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the annual appropriations of the various departments emd establishnents,

The Treasury considers it fundamental that expenditures fron the
lunmp-sum approprintione made available to the Presidont for recovery
and relief be accounted for separately fron the funds zranted by the
Congzress to the departments in tho annual appropriation acts. It is
to be noted, however, in this connoction, that the Trensury Dopartnant
in its annual reports and once each menth in the Deily Treasury State-
ment (published as of the 15th of the rmonth) reports the same infornn-
tion with respect to expenditures from recovery and relief funds as it
does with respect to the expenditures from arnual appropriations,
ordinarily referred to as goneral expenditures,

Fron the statement made by Mr. Hoover, one would be led to
believe that expenditures from the recovery funds are concealed through
the use of small print in the Budiet stoterents, This is not truc.
Tae fact 1s that the detailed expenditures fron recovery funds are
printed in the Budget statenents in italies of the sane size tymo,
imnedintely followins tho related item payable from resular fundg,
For example, on page A-47 of the 1937 Budpret in the eztimated
expendi tures for the year 1937, there nopears an iten of $1,000,000
in Roman type under the caption "Gila Projoct Arizona®™ and innediately
following this iten is another iten in the spme size type, but in
italiecs for the purpose of fund identification, under the ecaption
“Gila Project Arizona-Enerzency Expenditurcs (Emargency Relief Aot
of 1935) $1,400,000." This nethod of presentation conveys to the public
the information that the estimated expenditure on account of the Gila

Reclamation Project in 1937 is $2,400,000, of which $1,000,000 is
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payable from an annual appropriation and $1,400,000 from the
appropriation provided in the Epergency Helief Appropriation Act
of 1935. I know of no clearer, simpler or more straight-forward way
of presenting figures.

¥ot only has President Roosevelt made available in the most
convenient form detniled information ceoncerning the expenditure
of funds under the recovery and relief appropriatiocns in the annual
budget, but the Treasury has made such information alse available in
various administrative accounting reports, which give far greater
detall than was customary in earlier practice. In the annual state-
ment of receipts and expenditures pubmitted to the Congress pursusnt
to Sec. 15 of the Act of July 31, 1894, the Treasury has reported
detailed information concerning expenditures under both annual and
recovery asppropriations in the same manner ms has been employed over
a long period of years. In addition, the Treasury has made available
ag of Juyne 30, 1936, a 507 page report showing the allotments and
expendi tures made under the Emergency Relief Appropriation Act of 1935,
This statement shows not only the organizetions to which the allotments
were mads, but the type of work for which the allotments were made and
the States in which the work was done.

Mr. Hoover charges that the Treasury has resorted to "double
bockkeeping" and,in speaking of his Pormula No. 1, states that one
of the easiest methods of reducing Government expenditures is ¥juet
don't¢ put them in beforas you announce the total,"

There has been much loose talk about the use of a double budget
and double bookkeeping. There is no such thinz in the Upited States

Government as a double budget, n@r is there any syetem of double
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bockkeeping., Probably no government in the world and no business
enterprise, no matter what its size, is more meticulous than the
United States Treasury Department in keeping snd making publie
accounts of the money it receives and pays out,

In order that the public may be informed as to the uses made
of the funds appropriated, the Treasury classifies its expenditures
into two divisions, namely, "general® and "recovery and relief."
These classifications do not indicate double bookkeeping or in
any sense a double budget. They were adeopted by the Treasury on
July 1, 1833, so as to show the public the purpose for which the
appropriations were used.

Probably the nearest approach that this Government has ever
made tn the system of double budget was under President Hoover in
1932 with the applimtion of the policy of showing the net expen-
ditures of the Reconstruction Finance Corporation over and above
the amount of capital stock as "public debt" transactions. Such
expenditures wers not included in the analysis of receipts and
expenditures of general and gpecial accounts either in the daily
Treasury statement or in the Aanual Budget, and the deficit of the
Hoover administration was thereby understated by this amount,

This method of treating the net expenditures of the Heconstruction
Finance Corporation was changed by the present adminigtration on July
1, 1933, so as to include them along with other expenditures in

the Budget statement.
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HNo effort has been made here to reply to all of Mr. Hoover's
chnrgau; But the facts do not support any of his eriticisms of
Government accounting and reporting methods. On the contrary they
reveal that every change made by the present ndministration has
beer in the direction of greater clarity and gompletoness in roporting

the receipts and expenditures of public funds.

anlno
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THE SECRETARY OF THE TREASURY f

WASHINGTON JIT

\

December 17, 1636

Iy dear Mr. President:

I am sending you herewith two
memoi'anda on tihe Chinese sltuation,
one p.repared by Mr. Haas and the other
prepared for me by Captain Puleston.

I would appreciate it very much if you
would return to me the memorandum from
Ceptain Puleston, for obvious reasons,

I there is any additional infor-
mation that we can furnish you, please

call on us.

Respectfully,

The President,

The Wnite House.
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