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"Your questions, in the order in which they are set forth, ,

and my views thereon are stated below:

"1(1)., What Governments, political subdivisions,
or assoclations are in default on thelr obligations to

the United States?!

"ipefault! is a common word which conveys at once a known
meaning, but as applied to particular situations, it is often
a matter of uncertainty whether or not or when a 'default' has
occurred, QConcerning it, Chief Justice Eyre declared in Doe
v. Dacre, 1 B. & P, 350, 258; 136 Reprint 887, 891, 'I do not
know a larger or looser word than "default";! but as to civil
liability the following definitions are enlightening:

"'Ag used .in such an instrument (& contract), it can
mean only the nonperformance of a countract,—- a failure
upon the part of one of the contracting parties to do
that which he had contracted to do.! Sixteen hundred
Tons of Nitrate of Soda v. McLeod, 61 Fed. 849, 851.)

"'In one sense, any fallure is a default, whether it
ariges from the omission to perform a contract, or from
a negleet of duty. In many reported cases the omission
to pay a debt or to perfurm a contract is spoken of as
a default.! (Burrill v. Crossman, 69 Fed. 749, 753.)
"However, the word cannot safely be accepted as importing

80 inclueive a significance when it is used as a penal statute,
as pointed out by the Supreme Court of Nebruska in State v,
Moores, 52 Neb. 770, 787, upon coneideration of & constitu-
‘tional provision which rendered ineligibvle to public offics
'any person who is in default as collector and custodian of
public muney or property,'! which the court declared to be
'penal in ite nature,!

"Lipman v. Equitable Life Assur. Soc. of the United States,

58 F. (3d) 15, and Hartsuff v, Hall, 58 Neb. 417, each dealing

with written instruments providing for payment at a stated
time with grace, reached contrary conclusions upon consid-
eration of the context and probable intention as to whether
'default! occurred at the time gpecified for payment or
|

= at the end of the grace period, thereby indicating
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that no absolute or rigid meaning is to be assumed in a civil
case, and g fortiori in a criminal case,

"In view, thercfore, of the flexibility of the term, and
bearing in mind that & penal statute is to be strictly construed
againat the imputation of criminality to an aect which is not
malum in se, I think it is required that we seek carefully from
authorized sources the probable intent of Congress. In connection
therewith your letter indicateés partioular ooncern as to Great
Britain and other countries which have made so-called token pay-
ments, and as to the Boviet Gﬂvernmsni which has not yet, as you
informed me, recognized as binding upon it the obligations in-
curred by prior govermments in Russia., I shall, therefore,
indicate to the extent that I properly can, my views in these
instances,

"On November 7, 1933, the President issued the following
statement:

MFor some weeks representatives of the British Covern—
ment have been conferring with representatives of this
government on the subject of the British debt to this country
growing out of the World War.* * *

"It has, therefore, been concluded to adjourn the
discussions until certain factors in the world situation—
comuercial and monetary--become more clarified. Im the
meantime, I have as Executive noted the representations of
the British Govermment, I am also assured by that Govern—
ment that it continues to acknowledge the debt without, of
course, prejudicing ita right again to present the matter
of its readjustment, and that on December 15, 1933, it will
give tangible expression of this acknowledgment by Ahe pay-
ment of seven and cne half million dollare in United States
CUrIrency.

"'In view of these representations, of the payment,
and of the imposesibility, at this time, of passing finally
and justly upon the request for a readjustment of the debt,

I have no personal hesitation in saying that I shall not
regard the British Government as in default,!

"On the same day the Chancellor of the Exchequer addreesed
the House of Commons to the same effect, concludlng with the

Presldent's statement that he would not regard the British

Government as in default,
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"A statement of similar import had been made bx the President
in June, 1933, shortly before certain installments upon the debts
were due, It is unnecessary toc repeat here the statement then
made or to treat further of later statements by the President and
thelir acceptance in good faith, except .to say that Great Britain
and certain other countries made partial payments on installments,
due in June, 1833, and in December, 1933, with the expectation
end belief that they would thereby avoid s default,

"In his annual message to Congress delivered at a joint meet-
ing of the two Houses on January 3, 1834, the President stated:

!'I expect to report to you later in regard to debts
owed the Government and people of this country by the
governments and peoples of other countries, Several
nations, acknowledging the debt, have paid in small

part; other nations have failed to pay. One nation—

Finland--has paid the installments aue this country in

full.! (Cong. Rec. v. 78, ps 5.)

It does not appear, however, that any further report in regard
to these debts was transmitted to Congress prior to the enactment
of the statute,

"I find no record of the expression of any views in the
Senate upon the meaning of the word 'default! when the bill was
under consideration, but the matter was considered in the House,
as indicated by the following excerpts from the Congressional
Heaerd.—

'Mr. BANKHEAD. Under this bill, what would be

the status of governments like England, that made a

Bo—called "token payment," but has defaulted in the

main?

'Mr, McREYNOLDS, The President of the United
States, as I understand it, has held that they are
not in default.! (Cong. Rec. Vol. 78, p. 6193.)

'Mr. BRITTEN, Does the gentleman agree with the
gentleman from New York (Mr. FISH) t.aat those gov—
ernments which have made a small token payment will
not be held in default by our Governr.ntli!

'Mr, JOHNSON of Texes. I am not sc sure aboutb
that,! (Cong. Ree. Vol. 78, p. 6194,)
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"®Mr, JOHNSON of Téxas. Yes: the language is
broad and ocomprehensive, but the question of what
constitutes & default is one that will have to be
determined by the terms of the original contracts
Bupplemented by any subsequent agreements that may
have been lawfully made.' (Cong. Rec. Vol. 78,p.6185,)

"'Mr. KLOEB. S8ince that time we have beheld
the spectacle of all these debtor countries, save
one, either actually defaulting in the payments
of %ha installments as tha? became due or making
& so-called "token payment! in order to avoid the
ugly word "default",! (Cong. Rec. Vol. 78, p. 6197,)

"!Mr, BRITTEN, Mr. Speaker, I am going to vote
for this bill because I have, to my own satisfaction
at least, concluded that any nation of Europe in de-
fault of any portion of its indebtedness, interest
or principal, to us is included in the intention of
the bill.

"'I realize that in the following statement I
am disagreeing with the chairman of the committee
and probably with the ranking Member on this side,
but on page 2, in speaking about the indebtedness
it says, hi e such government is in default in
payment of ite obligation or any part thereof.!

I fail to gee why England with a surplus this year
of §160,000,000 in her ireasury, or France, with
countless millions of gold in her treasury, more
gold in her treasury per capita than we have, and
governments of that type should be excluded from
the provisions of this bill, and France is not,

I realize, juast because they made some insignifi-
cant token payments on account of their vast obli-
gation! to us,

"'If the State Department were to exclude those
nations from the provisions of this bill then
Czechoslovakia, Great Britain, Oreece, Italy, Latvia,
Lithuania, and Rumania would be excluded because
they have all made some small payment,

*tl*#‘*'ﬂ‘l.l*t

""My contention is that the State Department
should not act that way, nor has it the authority
10 presume that because an infinitesimal payment hag
been made on an indebtedness. of billiong it takes
that nation out of one class and ruts it into a z
preferred class.! (CONG. Reo. Vol. 78, pp. 6197-6198,)
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"Mr. McReynolds was in charge of the bill during its consider-
ation by the House and, therefore, under the rules applied by the -
courts in considering such proceedings, his apparent view that Great
Britain and other countries similarly situated were not to be deemed
in default, is entitled to especial weight.

"Moreover, the President, by signing the bill, participated
equally with the Houses of Congrees and his view as to the meaning
of words cmployed in it is of great significance. I cannot assume
that he believed Great Britain to be in default, within the meaning
of the word as uscd in tho bill, in view of his express stafements
on the subject; and from such information as I now have before me
it would appear that Czechoslovakia, Italy, lLatvia and Lithuania
fall in the same category with Great Britain. I conclude, there-
fore, that these five countries are nuE, a4t the present time, in
default under the terme of the Act in gquestinn.

"Beyond this a specific answer a; to what governments, polit-
ical subdivisions, orgnnizations or mesociations are in default
on their obligations to the United States would seem to require
a survey of data not immedintely available to this office, but in
general 1t may be snid, in the words of the statute, that o
'foreign government, political subdivision, orgenization or nsso-
ciation ig in default! if it has falled 'in the payment of its
oblipgations, or any part thercof, to the government of the United
States, ! according to its promisec or undertaking to pay a fixed
amount at a definite time, unless such default has been post-—
poned or wnived in some competent manner or by a transaction
having that cffect in law or good morals. Should any authori-
tative statoment, in harmony with this opinion, “¢ issucd in
the form of an administrative dcclaration %.at namecd coun-
tries arc or are not in default, I should be inclined to follow
it in go far as thce Department of Justice is charged

with the rcsponsibility of inetituting prosccutions in cases
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of violation, thereby removing misappreheneion and uncertainty to
those who desire to avold conflict with the statutory interdic-
tion; and should the guestlon come before the courte it is rea-

sonable teo believe that they would honor any such administrative

determination.

"With regard to the status, under the Act, of & political sub-
division of & defaulting country when the subdivieion iteelf is
not in default, mttention is called to the fact that while ex-
plaining the bill in the House of Representatives, Mr, McReynolds
stated that in such s case th; political subdivision, such as a
¢ity in a defaulting country, would not come within the inhibi-
tions of the bill if the pity iteelf were not in default {Cong.
Rec. Vol. 73, p.B300). I approve thie view, not only becauee of
the presumption arising from Mr. McReynolds! explanation, but
because & reasonable interpretation of the statute itself supports
tye conclusion that the default of a foreign government would not
be imputed tc & political subdivision thereof, e, g., & munici-
pality, 8o a8 to prohibit the purchase or sale of bonds or
securities of the latter, if the mun;cipality is not 1iteelf in
default.

"It has also been asked whether or not Canada, & member of
the commonwealth of nations which compose the Britieh Empire, is
t0 be regarded as a political subdivisien of Great Britain., The
guestion sheuld properly be answered in tﬁe negative, and thie
conclusion wae suggested in Congress (Coag.Rec.Vol.78, p.8185),
but it appears to be immaterial in view of my conclusion above
stated concerning the intention of Congress as applied to the
obligatione of political subdivieions. (Canada, I believe, is
not in default,

"1(2)., To what types of transactions does the Act apply?!

"The Committee Reports (S.Rept.20 and Fouse Rept, 974, 734
Cong.) recite that the bill was introduced following an investiga-—
tion by the Senate Committee on Finance and the rovelation therein
that 'billions of dollars of securitiss *** offered for sale to thn

American people' were overdus and unpaid;that some of these Hoareign bonds
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and obligations * * * were sold by the American financiers to
make outrageously high profite'; and stated a purpose 'to prevent
a recurrence of the practices which were shown by the investi-
gation to be little lees than a fraud upon the American
people * * * {9 ourb the rapacity of thoge engaged in the sale
of foreign obligations * * *.!

WThig, I think, is indicative of a purpose to deal with such
'bonda' and 'Securities! and with 'other obligationg! of like

nature, obgerving the rule of ejusdem generis — that is, obli-

gations such as those which had been sold to the American Public
to raiee money for the use of the forei;n governments lssulng
them — not contemplating foreigm currency, pestal money arders,
drafte, checks and other ordinary aids to banking and commercial
transactione, which are 'obligations' in a broad sense but not
in the sense intended, It was obwiously not the purpose of the
Congress to discontinue all commercial relations with the de-—
faulting countries. -

nt(3), What constitutes a renewal of an existing credit?!

"Your Legal Adviser has concluded, in the memorandum transg-—
mitted with your letter of April 33d, that:

"tIt would seem that any instrument which would be
igsued for the purpose of replacing the evidence of

any existing indebtedness would conetitute a rengwal

or an adjustment of an existing indebtedness. If new

bonds were issued to replace old ones, it would secem

that such a $ransaction would be permissible. Any in-

gstrument given in satigfaction or extension of an ex—

isting indebtedness would, it ie Lelieved, come within

this exception.!

"Tn general, I approve this statement, but cbviously it
wlll be a question of fact in each case whether or not what,is
done amounte in good faith to the mere 'renewal®* * * of ex-
igting indebtedness!.

"1(4), Does the Act apply to acceptancesor time drafts?!

"This question appears to be gufficiently answered by the
comments under Question No. 2, supra.. It appears proper to add,
however, that such transactions must be conducted in good faith,

in order to be within the law, and not as mere subterfuges to

eircumvent J1te purpose.
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"1(5). Is the prcsent Soviet Government, as the suc-
gessor to prior governmente of Russia, to be regarded as in
default, in view of the fact that no payment haé been madc on
the bonds issued to the Govermment of the United Statcs by
the Kerconsky Government, on account of loans made to that
Government by the United States during the period of the war,
the Kerensky Government having been the immediate predeccssor
of the Soviet Government?¥

"The proceedings in the House of Representatives indicate
acceptance of the view that ocur Government regards the Soviet
Government ae responsible for the obligations inocurred by prior
Russian govermments., (Cong., Rec, Vel, 78, p. 6193,) The posi-
tion of our Government in this rospect accords with accepted

principles of international law, as illustrated by the following
authorities: =

"Moore, Int. Law Digest, v. 1, sec. 28, quoting Sccretary of
State Adams (August 10, 1818):

"No principle of international law can be more clearly
established than this:, That the rights and thc obligations of
2 nation in regard to other Sitrtes are Independent of its
internal revolutions of government., It extends even to the
case of conquest., The conguercr who reduces a nation to his
eubjection receives it subject to all its engagoments and
duties toward others, the fulfillment of which then becomes
hie own duty.!

"Helleck, Int. Law (34 ed.) v. 1, p. 90:

""Public debts, whether due to or from the revolubtionized
State, are neither cancelled nor affected by any chonge in
the constitution or internal govermment of a State.'

"The same rule is stated, in substance, in Kent's Commenta—
ries (12th ed.) v. 1, p. 26, and in an opinion of Attorney General
Griggs, 22 Op. A. G, 583, 584, In connection with, and in
support of, these statements the authors cite 1 Whart., Int. Law
Dig., sec. 5; Hall, Int, Law, (4th ed.), pp. 104, 105; Rivier,
Frincipes du Droit des Gens, I, pp. 70-72; United States v.
MacRae, L. R, 8 Eq., 69; Vattel, Droit des Gens, liv II, ch, XII,
8 B 183-197; Grotius, De Jur. Bel., 1ib II, cap. II 8 8.

"Ihis view, in fact, was stated in Congress (Cong.

Rec, Vol. 78, p, 6192) to have suggested the insertion
of the provision in Sec., 2 of the statute excluding from
its operation public corporations controlled by the United

States, which are permitted to engage in the trans—
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actions prohibited to individuals and private corporations, if
administratively determined to be desirable. I, therefore,
regard the Soviet Government as in default, within the contem-

plation of the statute.

"1(8) However the last question may be answered,
can the Soviet Government be consldered in default to
the Government of the United States pending negotiations
that are being had with a view to arriving at the amount
of the indebtedness due from the Soviet Government to
the Government of the United States?!

"Bearing in mind what I have just stated in responage to
your fifth gquestion, I am aware of no principle of law under
which a previously existing default is waived, or overcome be-
cause of the mere pendency of negotiations 'with a view to ar-
riving at the amount of the 1ndebtedness due, ! assuming that
there is any uncertalnty in this regard, although, of course,
the matter might be affected by the outcome of any such nego—
tiations.

"1(7). Would the issue and sale in the United States
of "serip" or funding bonds in part payment of outstand-
ing obligations be in violation of the Act?!

"This gquestion appears to present only a detail of the
matter treated generally under Question No. 3, and the same
answer is applicable. In other words, such 'scrip' or !'fund-
ing bonds' are authorized if issued in the bona fide 'renewal
or adjustment of existing indebtedness.!

"It is made unlawful, as I have said, 'to purchase or sell
the bonds, securities, or other (similar) obligations of any
foreign government * + » issued after the prassage of this Act,
Or 1o make any loan to such forelgn government * * =» except
& Trenewal or adjustment of exlsting indebtedness.' The word
'renewal' needs no definition by me — 1% is frequently used
and commonly understood in banking, business and commercial
transactions -- and the word 'adjustment,! relating to accounts

or claims, has been used in our statutes since the formation
of
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of the Government. (See the Act of September 2, 1789, 1 Stat.
65, and the Act of March 3, 1817, 3 Stat. 388). It is used,

I think, in the sense of compromising or determining how much
is to be paid, when and where, upor what” terms and the like.
Thus an adjustment of an existing indebtedness within the mean-
ing of the Act is amy lawful arrangement entered into in good
faith between the debtor and the creditor which comprises or
determines the amount to be pald by the debtor to the creditor
and 1t may include other details of composition or settlement.

Respectfully,
HOMER CUMMINGS

Attorney General.

The Honorable

The Secretary of State,"
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I think this should, in the main, prove very satia-
factory since it shows that ordinary commercial trans-
actions between this country and &btor countries will be
under no handicap.

Necessarily, the Soviet is declared in default but
even so, under Bection 2 of the Act, it will be able to
engage in credit transactions with us when the Export Bank
is prepared to functlon, that depending on a debt agree-
ment eatisfectory to the President.

The token paymente heretofore made withdraw, for the
time being, the countries making them from the default
category. While nothing'ia said about the effect of future
emall payments at maturity detes, it may fairly be inferred
that they could not ocperate to further relieve default

without practically nullifying the Act.

eﬁnﬁ,ﬁf.&(’%m&f\
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THE UNDER SECRETARY OF STATE
WASHINGTON

May 18, 1934,

Ky dear Mr, President:

I beg to enclose an extract from a
telegram just received from the Embaesy in
Paris reporting the fourth annual B, I, 8,
meeting, which wae held in Paris Moy 4th and
attended by representatives from all of the
twenty-six central banks. It occurs to me
that you might be interested in noting the

references made to war debts.

Faithfully vours,
Enclogsure; D&j
Extract from telefram ‘

from Embassy Paris, -
No. 367, May 15, 1 p.m.

The President,

The White House.




Extraot from telegram from Paris, No. 387, May 15, 1 p.m.

There was muoch informal conversation on the American
war debt guesetion. Coneensus of opinion is that the
Johnson Aot and recent definitione and explanations from
Washington have only confused the situation. It is
believed futile to expect the debtors now to advance
Propositions to the United Btates in the face of the
adamant attitude of Congrees. Any offers which their own
Parliaments would support would surely be unacceptable and
the debtor governments do not desire to run the risk of
sharp reaction from the United States a8 well as the
riek of criticism and dissension in their own countries
that might ensue. Olay of the Bank of England told me
that he thought we might be relieved if England defaulted
completely and thus precipitated the whole question since
no one of the present token payers or defaulters would
pay anything if England stopped. He said that there no
longer Bxiste in England the possibllity of a year ago
of offering a substantial lump esum pdyment or a long
term settlement to the extent that the funde for the
latter could be raised through floating bonds in the
United States. Ryti of the Bank of Finland told me that
he thinks Great Britain would not be willing to follow
the Finnish debt settlement as & precedent even if the
Proposed agreement is acceptable to Congress. The
general idea is that the President and Congress should

elther first get together and decide what can be done

or
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or preferably that after Congress adjourns the President
announce the reduction subjeot of course to Congreseional
approval of all war debte to twenty per cent in paper
dollare of the funded amount. No distinctions should be
made between debtors. Neutral observers think no debtor
country could refuse to resume or make payment on such

8 basis. Furthermore, they think that the President
acting on his own responsibility and appealing directly
to the country to help him end a hopeless tangle would
have such support that upon reconvening Congress would
accept his act even more readily than it did the Hoover
Moratorium. Conferences and individual negotiations will

be as fruitleas now as ever.




iny 18, 1934,

Hy dear uUr. President!

1 beg to enolose nn extreact from a
telegram just received from the Embassy in
Paris reporting the fourth annmal B, I. H,
meeting, which was held in Farie imy nl: and
attended by representatives from all of the
twenty-six osntral banks. It scours to me
that you might be interested in noting the
references made to war debte.

Faithfully yours,

Fnolosure!
“atract from felegram
from Embassy Faris,
Ho. H’. hr lﬁ, 1 P.B.

The Fresident,
The White House.
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THE UNDER SECRETARY OF STATE
WASHINGTON f

June 4, 1934,

My dear Mr. Fresident:

I have just received the enclosed note from the
Eritish Embasey with respect to war debt paymente. The
situation ie summed up in the final paragraph stating
that "while suspending further payments until it becomes
possible to discuss an ultimate settlement of inter—
governmental war debta with a reasonable prospect of
agreement, they have no intention of repudiating their
obligations, and will be prepared to enter upon further
diecueslon of the subject at any time when in the
epinion of the President such discuseion would be
likely to produce results of wvaluel.

Thie note is to be released in London for publi-
cation in the morning papers of tomorrow, June 5th,
and accordingly I am giving i1t to the Prese this after-
noon for publication here tomorrow morning.

FaLfoully yﬂura,

///&W&[LJ&M

The Fresident,
The White Hpuee.




No. 188, BRITIEH BuuABEY,
g WABHINGTON, DuC.,
June 4th, 1634.

8ir,
In thelr note of December lat, 193E,
lls Wajeaty's overnment gave a full stetement of
the reasone wWilel convineed them thet the exlating
aystem of inbter-governmental war Jebt oblloutions had
broken down. They polnted out the dlflference betwean
these war deot ovll atlons ané normal cred!t operstions
for dovelopment purposen: they showed the economle
Impocaiollity of mecing treasfers on the scale re-
quireod by toese obllizat'oas and the disastrous eflect
wihlelh any furtner attempt to dou an would have on trade .
and pricea. They e:| palzod the sperlllices which t'ie \
Erltien netlon had wmede In thils metier and the in-
Juatloe ol the diflerence hetween thelr fund'ng —_t
settlemeil and thoac accorded to ot er debtora., Thay |
eoncluded Ltat o revielon of the exiatlag settlements
was sBsential Iin the Interests of world revival and
they urged Chat further payments shoculd be poationed
‘ pendlng such a revialoun, net ‘n, that has slnoe
cocurred has led hls Unjlesty's Covernment in the Unlted
“lngdom to echange the views they then expressed.
2. Thaat the present set lement imposes upbn
the pecple of the Unlted “lngdom & burden wilch la

both: unreasonnole in iteelf and ilnequlitable !a relutlon

to/

Ihe Yonnurable

Cordell #Hull,

CTecretary of "tate of the nited Stntes,

aslngton, D. C.




to the treatmunt mgcorie’ to othor countrles may be clearly
seen from She following flgures.

n prespeot of the war advanees totalling 4,877,000,000 dollars
peyments totalling 2,086, 100,000 dollars bave been made v,
to date by is Hajest;'s overnmnt $o toe ‘nited Ctates
Uoverament, Yel det|lte theose payments the nonlinal amount
of the dedt atill ocutstanding as at June 1l0th, 1034, amounts
to 4,713,786,000 dollars,

Yeanwhile ln respect of war advances totalllng
8,775,3 0, 0" dollars made by the Uolted States overament
to other Furopesn Jovernmests, Siiregate peaymests made up
to dete amount to only 878,56 U, 0. dellars. bas though
the war sdvaness to thess other Uoveromenbs excecsd Ly one
guarter the advences mude Lo ww United ‘lngdom, paycents
mede 3¢ the nited 14 dox mmount to turee tlmea whob the
oited "tates Ynvernuent has recelved fPom thote oSler

IWErS .

Jn the olLier haad 13 wjesty's -overnue t are
greditors &8 voll me dectors in Pesyect of these lnter-
governmental obligat'ons. “hlle as stmted ab we they borrowed
4, 87T , 000, 0 ﬂnll.r; froe the ulted “taten, they themselves
mode war advanges &5 the ailled govemmmenta totalllmg
£1,80., 0 ,000 (7,800,000, 1 dollers at par}. Thesc loans
wore ralscd by 18 Pajesty's overament [rom the people of
the alted “ingd.m and tho saanual interest Liereon, and
eventually thelr capital repayment, must, lu the abae ce

of paymssita by debtur  uveynoents, Le met out of the

general taxatlon of t.elr own people. !n iile respect
the/
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the position of the United Yiogdom le preclsely similaer
to that of the United “tates: Dut wheress the "nlted
‘tates have recelved very suostantial payments s anlnst the
domestie charges lnvolved, ilas VYajesty's Uovernment have
had to meet the domestic charges of their war loans to
allied goveranments in (ull, as they have pald over to the
United States liovernment all Lhat they heve recelved both
From war debts und war reparations, and they have In
addition pald nearly as much azaln out of their pwn re-
sources,

If the inited Etates feel tLhe burden of thelr
war advances of 10,080,000, 00 dollara, against whlen
they have recelved 2,703,000, 000 dollars, how much
heavier 1s the burden of the Unlted fingdom, whilech
with one thlrd of the population of the United “tates
has had to weet the ull charges on lts war aidvances of
7,800,000, 00 dollars w!thout any net receipts agalnst
those charges, and has In acdltlon mede large payments
out of 1te own resources on account of its war debt to
the United States.

lione the lesm, coavineed that any reaumption of
payments on the past scale eoulll not o&h Intenally
the »orld orisls and might provoke flnmnclal and sconamlc
chaos, H1s “ajeaty's OUovernment have susrended thelr
claims on the'r dehtors ln the hope that & general re-
vision of these inter-governmental obligat!ons may be
effectes in the interast of world recovery. But 1%

would be impossible for them Lo contemplate m sltuation

ln which they w uld be called on to honour 1n rfull thelr

var/




-te
war obligations to others while contlnuing to suspend
all demands for payment of war obliget!ons due to them,

. The improvement whioh has taken place in the
budgzetary situation of the United Kingdom in no way in-
valilates this suunlillnn. Thle improvement is due en-
tirely ‘So unprecedented sacr!flces made by the people of
this country. Since the war they have been oarrying a
burden of indebtedness amounting to approximately
£8,000,000,000 (40,000,000,000 dellars) or £178 (BBO
dollars) per head of thelr population, mbout one fifth
of which represents war loans nade to allled governments.
They have talanced thelr budget and even reallsed a sur-
plus by the painful process of reducing expendlture and
inereasing taxation, or fifteen years they have been
paylng taxatlon on a scale for wilch 1t would be hard to
find a parallel elsevhere. Oluring the whole of thls
period the burden of taxation has been higher !n the
"nited Hingdom, end for a consldersble part of the
period twice as high sa In the Unlted Statea, including
all Federal, State and local taxation. Thla taxatlon
amounting to close on one quarter of the natlonsl 1n-
come has aggravated the depression over a long perisd
and the necesslty of maintaining an army of unemployed
resulting from this depresslon has constituted a for-
midable probles to the natlonal (lnances ever slnee the
war ended. Yot in order to restore the natlional credit
in 1831 the people of the Unlted <ingdom mecepted furtier
and heavy inereases in taxation, accompanied by rlgorous

control of expenditure, and cuts in salaries and

allowances/
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allowacces of all klnds: and desplte all thene measures
the budget would have ags'n shown & defle't la:t year had
it not been ponaliLlc to secure by the converslon operatlon
carrled through In 1932 a reductlion in the rate of intercst
pald on & large propertion of the rublic Asbt. This re=
ducklion has enabled 'z ajenty's overament to remlt a
part of the omergency sucell'ces lmposed lu 1531 and bo
restore part of the cuts on salarles and the whole cut

In unemployment allowances, the eontlansnce of whle was
Imposing a severe atraln on the natlonel consclence. It
would have been & grcss set of soclal ln‘jnstlu to have
denled thls rellel to the pecple ol t ls country lu order
to pay war debts to the Lilted Jtates wille suspendlng

war deut payments due to the "nlted "lugdom.

4, Yut glibou 0 Lt le desiracle thet the inkternsl
budgetary posltlnsn of thls couatry should ot ve mis=
underatood,it s real'y lrrelevant L tue questi-n of ilnter-
governmentiel Jdebt, the payment o w leh has to be releted

to the balance of itrvade snd not to bhe volume of inkernanl

rovenue. The revenues of Lhe United !ngdor are sterling
revenues, wherens Lhe deot poymeals o erlca have to De
made o Jdollars or o zold, Jreer %o securc Ghe mesus

to pay, thereore, 4ny pums evalladle la sterling would
have to be t manelerred ncroas Lhe exci.ange. ne attempl La
transfer swounts 6! chlse aegaltude would ws 1te Immedimte
effoot onuns & s.er; depreclatlon of sterlla, azainst Lblie
dollay, whie a8 T2 “ajest;'s overament understand would
not be conalatent with the moneter; pollecy Of bthe nlted

“tates 2vern=ant, And fo tue lon, run Bug interastieonal

transfers/




-

loiate A S e
G& ',"/Jr i ey — MHM* - .."‘?'l.--l/f\._-f../lﬁ.

¥o. <24 Nosoow, April 16, 1054,
Subjeet: Soviet-Japanege Relations.
CONFIDENTIAL

The lonorable
The “eoretary of State,
Washington,

Sir:

I have the honor to thank you most gratefully
for sendling me a copy of Mr, Orew's despatoh on
“oviet-Japanese relations, lio, 670, dated Tokyo,
Yebruary 8, 1934. This admirable despatelr has been
of great value to me, and T trust that the Department
will continue to forward to me similar documents.

To ir. Urew's clear eastimate of the situation

I ean add 1little, The declslon as to war or poace

in




transfers would be lmpossible without a radlcal altera-
klon ln the ecoomie policiles of the Unlted States.
Pfayment of debts implies the willlngneas of the creditor
to mecept guods and services suffielent to cover the
daebts due to him over and above the goods and services
required to cover his exports: and to ma+e 1t possible
for the Unlted “tates to recelve payment of tnelr clalms,
i1t would be necessar; to effect a complete reversal of
the existing favourable balance of trade between thelr
country and the reat of the world, in the case of the
Unlted Kingdom the balames of trade is heavily unlavours-
ble, and ti:e balance of accounts ls not such toat His
‘ajlesty's Goverament eould contemplate the transfer of
any substantlal sum acruss the exchange, unlesa (i was
compensated by eqg:ulvalent recelpts from the forelgn dects
of thls countr~y. IT tnie were done sterling woull not
e affected by the peyments ko Amerlea, but the burden
woual? Le thrown oa the currencles o the " urapean doutor
esuntrlieas, thereby ag: avating the present erisia, which
1t 1s the object of both the Unlted ! tates and lilp
fa)esty's Uovarameat to alleviate.

E. Thus tha questlon ol the Lrltlah war debi

La ;;lr & part of the wider question of Inter-governmental
abligations resultin: Crom the World var. A" has sl-
ready been polated out, the Unlted < Ingdom, while Lt

waa 8 debtor to the Unlted “tates, wus Ltsell a ore:ltor

for lar_er amounta from France, Italy, and other ex-

Allied !owers in res, ect of war debta, and theae in

turn/
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turn are co-ecreditors with the Unlted Tingdom of
Oermaiiy in respect of reparations, These inter=govern-
mental debts, ms stated in the British note of December
lst, 1931, are redlcally different from commereial loans
ralsed by forelgn governments en the markets for pro=
ductive purposes. VWar debts are nelther productive
nor self-liquidating, and the unnatural transfers re-
quired for thelr payment would involve a general collapse
of sormal international exchange and eredit operatlions,
The Administration of the United “tates under President
Hoover recognised this fact and inItismted a moratorium
on inter-governmental payments in 19251 in order to avert
an immediate collapse, 0Out the moraterium of 1931 caused
another change 1in the situation); 1t made any resumption
of the pre-exietln; reparation and zer debt settlements
!mpossible, and the revision of reparations embodled in
the Lausanne Agreeszent was made subjeet to conclusion
of a subsequent a;reement for the revislon of war debts,
- It was wlt' these fmcts In mind that ils
Hajesty's Oovernment approasched the Unltes “tatea Sovern-
ment in Tegce-ber, 1232, and the Unlted ~tatcs Sovernment
In thelr note of Decamber Tth welcomed Loelr sugpesatlion
for a close examinetion betwren the tws countries of the
whole subject. After thle exchange of astes lls lelenty's
‘overiment jald the lnstalment due on December 15th, 1952,
In gold, expleinin,_ that this payment was not to ba re-
Zerded as & resumptlon of the mannual payments contem;lated

by the exlsting sgreeme. .t, and that 1t was made becauss

there had not been time for dlscussion wlth regard to
that/
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that agreement to take place, and because the Unlted
States Oovernment had stated that in thelr opinien sueh

& payment would greatly !ncrease the Prospects of a
satisfactory approach to the whole problem. In aocordance
with the arreangement then made, dlscussions took place
flrat in the spring and later 11 the futumn of last year
between representatives of the two eountries, and /ls
‘inJesty's Oovernment appreciste the aympathetic manner

in whieh thelr representatives were listensd to. Bat on
hnthlﬂpﬂlllonl 1t waz found imposeible to arrive at a
settlement moceptadble t- the two Governments in face eof

the unprecedented stat: of world econemic mnd f!nancial
condltlons. Aeeordingly the dlscusslions waere ad journed

and on June 15th, and December 19%h, 1038, lls Majesty's
“overnment made token payments in acknowled:ment of the
debt and the Preslident expressed the personal view that

he uuulg not regard His ¥ajesty's Covernment as in

delault,

T In thelr note of Hovember Gtn last, lp Hajeaty's
‘overnmeat expresse: thelr readlness o resume negotlatlons

,on the general questlon whenever, sfter consultation wlth

the fresldent, 1t might l;p-hr that thls could usefully

be done, and :ls ¥ajesty's Government are glad to note

thut the ‘resldent L. hla message to Lon. ress on Junes lst
hes ngaln stated that emech of the debtor Jovernrenta oon-
cerned has full and free opportunity to discuss this
problem wlth the Oovernnment of the 'infited Ttates. Sut

uint rtunately recent events have shawn tiat d!scusslons

on tre wiole question wit: a view to m [insl settlement

ecannot/
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cannot at present usefully be renewed, In thesme
elroumstances iils imjesty's Goverament would have been
qQulte prepared to make s further payment on June 18%k 1in
acknowledgment of the debt and without prejudiee to thelr
right agaln to present the ocase for 1ta read Justment, on
the assumption that they woul: agaln have recelved the
[resident's declaratlion that he would not conslder thea

in default, They understand howsver that in consequence
af reecent leglalation no sugh deelaration would now be
posalble, and if thls be the case the procedure adopted
by com-.n agreement in 10335 is no longer practicable,
Ba His Najesty's Government mare In fact faced
wikth a cholece between only two Elternatives, viz,, to
pey in full the sum of 262,000,000 dellars as set forth,
in the communicntion ‘rom the Unlted “tates Tressury,
dated ¥ay £85th, gr to suspend all laterl: payments ponding
& final revislon of the settlement, which hms been delaye
by events beyond the control of the two dovernmente. Deeply
as they regret tho clrocumstances whic) have forced them to
teke sue a declsion, ila “Yajesty's Covernment “eel that
they could not amsums the responali 111ty of adopting e
course which would revive the wiole system of inter-
gevernmental war debh payments.

Ae nlready polnted out the resusptlon of full pay-
mente to the Unlted "tates w uld necessliate n corres-
ponding demand by ‘1s .alesty's liovernment [rom thelr own
war dettors, it=would be a ro-cveation of the condltlons

which ex'ated prior t) the world erisis and were ln &

large measure responalble for 1t, Suen proceadure would
throw/
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throw a Lombahell lnto the luropean arena which would
have Minanc'ul and economle repercussions over all [lve
continents and wuld portpone ilndefinitely the chanoe:
ol world reeovery.
1 cgordingly ls Majesty's Covernment are
reluctantly compelled to tmhe tie only other course open
to them, Uut they wlsl t» reiterate that, while suspendlng
further payments untlil 1t becomes possible to dlscuss an
ultimate settlement o later-governmental war debts with a
reasonable proapect of agreement, they have no intention
of repudlating their obligatlions, and wlll be prepared
to enter upon further dlacussion of the aubjeoct at any
time when In the oplulon of the Fresldent sueh Alscusalon
would be llitely to pr duce results ol value.
I have the honocur to be,
'1%. the highest consldsratlon,
Ele,
Your moet osbedlent,
humi:le servant,

(507 .) R.C.LINDSAY




THE WHITE HOUSE
WASHINGTON

Juns 13, 1934

VENORANDUNM TOR IR, ZARTY:

I'r, Chapin, of the State Department,
brought these in yeaterday, thinking the
Frosident would be interested in it. Acecord-
ingly, one copy was put in the Fresident'sa
"To Read" mall., I thﬂﬂfﬁf that you might

be interested in having the other copiea.
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AMERICAN EDITORIAL OPINION
T WAR DEBTS

Seven hundred twelve (712) editorials, represent-
ing all Btates, with the exception of Neveda and South
Dakota, have been ueed in the preparation of this re-

poTt.

The editorials cover the period from May 1 to
June 11, inclusive.

British "Sunsghine Budget"

Current interest in the War Debt problem was first
aroused by the announcement in the House of Commons
of the "Sunshine Budget" which showed a surplus of
31,000,000 pougds sterling. ’

Hesction to the Johnson Bill

Reaction to the Johnson Bill has no doubt HurEriBEd
many people. Only a few years ago the statement, "Pay
all or take the consequences", would have aroused en-
thusiaem throughout the country, but it is now regarded
as "bad business" and is giving way to a strong ten-
dency to save as much as possible from the wreckage.
liogt of the vditorials which were non-committal towards
the Johnson Bill represented judgment suspended to see
if the "tokens" would be any larger as a result thereof.
Many of these may now be added to the 1ist of those op—
posed to the Bill, Furthermore, many editors favored
the Johneon Bill beceusc they believed 1t would cause
the debtor nations to make the "'tokens' as big s we
¢lect to accept in exchange for the name of 'defaulter'!.
Some of these may now also be added to the opponents
of the Johnson Act. T

Heaction to the President's War Debt Megsage

The War Debt message was favorably received in all
scctions of the country, although some editors voiced
disappointment because the President did not recomnmend
some definite action to settle the debt impasse, Some
of this disappointment may have been caused by the fact
thet the President gave them 1ittle or nothing to shoot
at. Others of the disappointed oncs expressed the
opinion that the President, unfortunately, could not do
Otherwise, because of domestic politice, than to sign
the Johnson Bill and to follow it up with his message
to the Congress. '

General Attitude Toward the War Debt Problem.

An overwhelming mojority of the editors of the
United States, while admitting the justnkss of our
position, beliove that the war debtp will never be

paid
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paid in full and that we should, therefore, endeavor
to reach as good an agreement as possible at the
earliest possible moment.

This general attitude represents all kinds of
opinions. A emall number are openly sympathetic with
the British attitude, partly because of the Johneon
Act, and apparently believe that the British debt
should be scaled down. BSome believe that the interest
rates are too high and that we should concentrate our
efforte on the recovery of the principal, charging the
interest off to experience. Other editors apparently
belleve that the war debts are nothing but a source
of international friction and should be either can-
celled or scaled down and that this should be done at
once. The opinion is also voiced rather widely, es-
pecially in the southern States, that there can be no
economic recovery in the United States without similar
recovery throughout the world; that this Tecovery can
only be brought about by increased world trede; and
that this increased trade can never be brought about
88 long as we draln Europe's wealth in the form of war
debt payments. Whatever the various opinions mey. be,
they all point in the same direction: The debts will
never be paid in full end it is our duty, therefore,
to save as much as we can from the wreckage of the
original agreements.

The following is a recapitulation of the various
categories of opinions:-

Humber of Number of
Editorials Btotes

British Announcement of a Surplus:

Urge payment to tho United Btategeaivs 20 14
Reaction to the Johneon Act:
FOvOrables.sveseevssss iisailvaisioninle veous a7 14
UnLavorable. «ossesssssssss b (T e seeas 155 40
Non—-Committal. vewesuernnnenenss seiea e a7 18
Hegret Attorney QGeneral's decision
a‘EEﬁ'inEt Rusaialilllil-lltt lllllll L 5 5
Reaction to the President's War Debt Mee—
BEEE!
Fevorable or applaud the President.... 24 33
Unfavorable or di8apPOintede..eseseses 31 18

General Attitude Towards War Debt Question:

Debt pacts chould be reconsidered or

revj.EEd- lllll L N NN LI B R I ] 35? 4G
OPPOBEd t0 TeViBiomeesesennenssnnn, .. o' 39 a5
Hon_cﬂmittﬂ,lt --------- R I I " oE 31 14

Attitude




Humber of Number of
Editorinlse Btnteno

Attitude Towerd British Note:

Unfavorable to Great Britainisssesaes 21 13
Favorable or somowhat osympathetic.... L5 13

Tutu.lnittotot--pnltus ?13

Editorial resction to British surplus.

With the announcement that Great Britain had not
only belanced her budget but hod a purplus of 31,000,000
pounds, a number of Americen edltors urged that the
Britich pay the June 15 debt inetallment. The Albany
(N.Y.) TIMES-UNION and the San Antonio (Texes) LIGHT
took their hats off to the Right Honorable Josiah
Wedgwood, who told his colleazues in the House of Com-—
mons that Britain should pey her deots in order that
che might "look America in the face". The Fargo (N.D.)
FORUE paid thot the Americen people would have been
mere pleased if Mr, Chamberlain hoad indicated that
thought wes being given to Britain's indebtedness to
the United Stetes, especially in view of his report
that Britpin now leads the world in cxport trade. The
8alt Loke City (Utah) TELEGRAM cays "Now, with 31,000,000
pounds os & surplus, with 129,000,000 pounds in gold
ond with 11,000,000 on hand for armoments, moy we not
be pardoned for wondering just how much John Bull will
want to hove on hand before he remits something on
sccount to Uncle 8Sam,. "

The distribution of the editorinls is as followg: -

Arkansas 1 New Jerscy 2
Celifornia 2 New York 3
Colorado 3 North Dokoto 1
Massochusetts i g Tenneasce i
Minnesotn 1 Texasn 2
Montena 2 Utah 1
New Hampshire 1 Woshington o

Total 20
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HEACTION TO THE JOHNSON BILL

Favorable,

Of the editoriale which favored the Johneon Bill,
most were rather lukewarm in their praise. The Washing-
ton STAR Beferred to the application of the Bill to
Ruseia and said that it would strike most Americans
a8 only right and reasoneble that until some sort of _
agreement had been reached, no further American copital
should be made available to Ruseia., The Fresno (Cal.)
BEE is laudatory and says "Thanks to the efforts of
Senator Johnson .... no matter how gullible we may
prove to be in ewallowing Europesn propaganda .... these
welching debtors are going to find their Talding parties
on the American Treasury encountering the stone wall of
the law." The Pittsburgh (Pa.) POST-GAZETTE observes
that it is time to apply to the debtor natione the Epur
contained in the Johnson measure. "The Johnson Law pPro-
hibiting Americsn lomns to defeulters should add much
to the probability that debt payments will be made
June 15, or 'tokens' as big a8 we elect to accept in
exchange for the name of 'defaulter'." "The Johnson
Bill," according to the Pueblo (Col.) CHIEFTAIN, "points
out that Congress has awakened at last and refuses to
let American citizens be preyed upon in the future by
foreign nations in collusion with big bankers." Hearst,
in his syndicated editorials which appeared in sll of
the Hearst newspapere, says "Congress a few weeks a2go
laid down & perfectly reamsonsble proposition. Fassing
the Johneon Act, Congress declared that any dishonest
nation may default if it wants to, but defaulters cannot
boreow any more American money."

The Johnson Bill was upheld by editorials as follow:

Celifornina 1 Massachusetts b
Colorado 1 Michigan a
Connectictit 1 Minnesota 1
Digstrict of Columbis 1 New York 3]
Illinois F & . QOhio o
Iowa & Fennsylvania b
Kansas 12 South Careclina _3

TOTAL a7
Unfeavorable,

While 27 editorials favored the Johnson Bill, 1E5 in
forty different States violently opposed it. The Minneapolie
(Minnesota) JOURNAL says that, while the Johnson Bill may
have "hidden merit", it ie deplorable as Balesmanship.,

AB_a salesman, Uncle Sam is kicking in the shins a prospect
thet had promised to be one of his best customers., The
Washington (D.C.) POST saye that the Johnson Bill created
an awkward dilemma and conflicted and interfered with
policies which the Administration thought it expedient

fo follow., The Baltimore (Md.) SUN says that a veto of

the Johnson Act, accompanied by a concise statement of
what every intelligent man knows about the conditions
governing payment of international obligations, would have
spared Mr. Cummings and the State Department muoh dreary

and




in the Far Tast will be made in Tokyo, not loscow.
It 1s my bellef that only a violation of Zoviet
territory will drive the Zoviet Tnion to war, I
must confine myself, therefore, to reporting the
apprehensions of Mosocow,

(1) The leaders of the Soviet Government, with-
out exception, belleve that Japan eventually will at-
tack the Soviet mion. They belleve, morecover, that
Japan's objeetive will be permanent occupation not
only of the Maritime Provinces but also of all Zoviet
territory east of Lake Baikal and the Lena River.

Certain publieists, Ineluding Hadek and Bukharin,
and some minor offlcials in close touch with the
Comintern, are less pessimistlic than the Soviet offi-
cors and diplomatists. They c¢cling to a tenuous falth
in the crowth of the commnist movement in Japan,

Both Radek and Pukharin have told me that, in addition
te comminist workera, at least cne-half the professors
in the Japsnesse univeralties and schools.are now secret
members of the commnist party. I cannot, of course,
estimate the value of these statementa, They were, how-
over, made to me in the course of intimate conversations
with every mppearance of franimess. FRadek and Bukharin
belleve that If war can be deleyed for a few years =
social upheaval in Jepan may not be out of the gquestion.
They pretend to belleve that the ultimate sclution of
the lovliet-Jupansse conflict will be a commmnist Japan
and a commnlst Muasia marching hend to hand to com-
rmnige China.

(2) Although
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and distasteful labor. "Russia's resentment over the John-
son Aot is not surprising. The Boviets can hardly be
expected to reconcile this measure with the friendly words
and kindly gestures that attended the Litvinoff miession
last November..... Japan will be the more provocative
because she feels that Russis and America are alienated",
according to the Richmond (Va.) NEWS-LEADER. "American
trade with Russia 1s crlppled because of our wholly in-
defensible attitude toward Russia's debt to us", says

the New York POBT, B8peaking in general terme, the Baint
Paul (Minn,) DIBPATCH saye that the Johneon Act is an
unwise restraint on restoration of international trade,
"Not only does the Johnson Act put a damper on the prospscts
of reviving our sunken foreign trade", according to the
Charlotte %ﬁ.c;} FEWS, "but it exudes a puzzling inocon-—
sistency. The Minneapolie (Minn.) TRIBUNE saye that the
Johneon Bill and the Attorney Generel's opinion do not
improve diplomatic relations and only foster retaliation.
"There is little to be accomplished under the Act that
could not have been obtained by other means", according

to Oolorado S8prings GAZETTE, "and the mere faot of the
enactment arouses resentment." The 8yracuse (N.Y.) POST-
STANDARD says: "The Johnson Bill ,.... reaches a new peak
in unadulterated dumbness." The Youngstown (Ohio) VINDI-
CATOR gays: "Inestead of making another token payment on
June 15, 1t is mow likely that the British will default

and thereby reopen the whole subject for discussion, Per-
hape this is what Hiram Johnson wanted ..... although his
past record makes one believe, with 8ir John 8imon, that

he is merely irresponsible." The Washington {D.G.j FOBT
says that the Johnson Act was equivalent to inviting a
default and brought the debt controversy to & head in &

way that creates a great deal of ill feeling and produces
ne funde. The Dallas (Texas) NEWS says that from the
beginning 1t hos held that the Johnson Act was foolish and
unworthy of the Americun Congress, The Washington (D.O.)
FOBT, cbeserving that the British default will be gratefully
followed by our other debtors, Finland alone excluded, said
that Senator Johnson "may take pleasure in considering

that the maladroit, bungling way in which the problem has
been settled is all of a piece with the ineffable stupidity
with which it has been handled by Congress throughout,!
‘'The war debt issue could have been settled amiably s....",
according to the Syracuse (N.Y.) POBT-STANDARD, "Now the
prospect is that it will be a thorn in the side of inter-
national comity for years to come," The passage of the
Johnson Act, according to the GCharleston (8.0. POST, has
caused the Russians to resume Heavy buying in Germany. "It
certalnly will not help the war debt situation if we force
nations that still recognize their obligations into a
position of default with those that have already repudiated
them", says the Manchester (N. Y.) UNION,

Unfavorable reaction was voiced by 155 editorials in
forty states, as follows:

Alabama 2 Qolorado : i
Arizona 3 Connectiout &
Arkaneag District of Columbia 7
falifornia 8 Florida

Georgia
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Georgla 1 ¥ew Hampshire 1
Idaho 1 New Jersey 2
Illinoie 2 New Mexlico 3
Indiana 7 New York a7
Iowa 1l North Qarolina a
Kansas 3 Ohio 5
Kentucky 3 Oregon a
Loulsiana 1 Pennsylvanisa 7
Maryland 4 Rhode Igland a
Massachusetts g Bouth Oarolina 4
Michigan a Texas B
Minnesota 4 Vermont 1
Miseissippl 2 Virginia 5
Misgourl 5 Washington 2
VUontana 5] Weat ?1iginia g
Nebraska 2 Wisconein

Total 155

Non—pommittal attitudes towards the Johnson Act,

Twenty-seven editorials as llsted below, referred to
the Johnson Act in general terms but were non-goumittal as
Tegarde their opinion of it,

Alabana 1 Montana 1
California 1 New Jersey 1
Florida 1 New York 1
Illinois 1 Ohio 2
Indiansa 3 Penngylvania 3
Iowa 1 8outh Oarolina 2
Louleiana 1 Texas 3
Massachusetts 1 Washington 1
Michigan b Wisconsin 1

Total 27

Reaction to the Attorney Gencralls cpinion regparding the
Johnson Aot,

Flve newspapers voiced the opinion of the Galveston
(Texns) TRIBUNE, which is os follows: "The chief regret
+2++0 18 that the ruling destroys all that the Administra~
tion has done to open up the vost Russian markets to the
United States,!

Texag 1
Chio 1
Wisconaein p
Arizono 1
California 1
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EDITOAIAL OPINION OF THE PRESIDENT'S WAR DEBT MESSAGE.

Favorable,

fpresident Roosevelt has followed the only course
open to him politically in discussing the gquestion of
war debts. He has reiterated his earlier stand, that
debtors who are in difficultlies would be listened to
with sympathy by our Government,"---New York HERALD-
TRIBUNE. The Houston (Texas) FOST says that the whole
troubled war debt problem is brought out in the opinion
with charescterlestic Rooseveltian determination. The
position of the United Btates is c¢lear. The next move
is up to the debtore. "Presldent Roosevelt is wise to
indicate in diplomatiec manner hie understanding of the
situation and 1lte cause. It is obvious that collection
is impossible while our former Allies act in agreed
aocord the role of deliberate default."---Rockford (I11.)
REGISTER-REPUBLIJ, The Phoenix (Ariz.) GAZETTE says
that Mr, Roosevelt ig to be commended on his stand and
has the backing of the American people as & whole in
maintaining his position. The Charleston (W. Va.) GAZETTE
and many other newspapers defend the President against
the attacks of a British newspaper which termed the
Prepident's message as a "Highwayman act", "President
Roosevelt's message to Congress", said the Scranton (Pa.)
REFUBLICAN, "on the foreign debts due the United States
was the best expression that has yet been uttered on the
question; as it was a moet sensible and patriotic Te-
flection of American insistence on the justice of our
claims as creditor at the same time that we are willing
to-meet European honesty of intention with appropriate
generosity." "In brief, the President let it be known
that this country d4id not view favorably the diversion
to armament of tax funds by foreign governments owing
the United States large borrowed sums,"---New Rochelle
(N.Y.) STANDARD STAR. "President Roosevelt's statement
of the American position on the war debts could not have
been fairer to the debtor nations or more in keeping with
the national interests of this country."-—-Columbia (Ohig)
DISPATOH. "The President used no saccharine words in
dealing with the war debt issue. His anxiously awaited
message to Oongress made positive and lucid the rigid
attitude whiech the American (overnment proposes to fake,
and the President spoke the sentiment of a preponderant
section of the American people."———(harlotte (N.D.)
OBSERVER. "A document of strength, of sincerity, of
logic that cannot be denied J'——Wichita, {Kansasi BEACON.

94 editorials from 33 Btates, as shown in the follow-
ing list, are outspoken in their praise of the President's
message on war debte:

Alabama 1 Illinpis b
Arizona 1 Indiana 1
Arkansasg 1 Kansag 3
Colorado 1 Kentucky 1
Connectiout B Louisiana 1
Dietrict ofQolumbia 1 Maine 1
Goeorgia 2 Massachusetts 1

Michigan




Michigan 4 Oklahoma 2
Minnesota 5 Pennsylvania 8
Missouri 2 Rhode Island 3
Montana 1 Bouth Oarolinma 4
Nebraska 1 Tennesses 2
New Hampshire 1 Texas 7
New Jersey B Utah 1
New York & Virginia 1
North Qarolina & West Virginia 5
Ohlo B Total
Unfavorable,

"It would appear to be elemental that an immediate
and genuine mutual effort should be made to rewrite the
debt pacts se..."-——Providence (R.I.) JOURNAL. The
Washington (D.0.) POBT, in commenting on this question,
gays that the "seeming inabillty of the President to make
any constructive advance towards settlemert is an uncom-
fortable reflection on hie abillty to disregard politics
in facing a relatively simple economic problem." M"The
Fresldent's message on war debts ..... is disappointing.
It does not put us substantially 'forrader' in dealing
with this grave problem."-—-Faterbury (Oonn.) REPUBLICAN.

Only thirty-one editoriales from sixteen Btates voloe
any opposition to or disappointment in the President's
megsage on war debts, and the expressione of disappoint-
ment in practically all cases were so weak that they
might well have been classificd as non-commital. The
giftrihutiun of the unfavorable editorials is shown

ELow,.

Alabama, 1 Michigan 1
Oalifornia 1 New Jersey 3
Connecticut 1 New York B
Delaware | Ohio 1
District of Columbia 1 Pennsylvanis 3
Florida 1 Rhode Island 3
Illinole 1 Washington: il
Massachusetts 5 West Virginia 1

Total 31
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GENERAL ATTITUDE TOWARD THE WAR DEBTS QUESTION.

Debt pacts should be reconsidered or revised,

"If President Roosevelt could get even a promise of
11,000,000,000 dollars over the course of the next fifty
years ,,,.. he would be making a superb bargain,'——-
Holycke (Mass,) TRANSCRIPT,

"There is only one way out and that is to empower
the President to deal with the problem and work out the
readjustments that are imperative if our foreign trade
is not to dry up."---Asheville (N.0.) CITIZEN.

"At the present mowment we etand to lose everything,
If we can redeem fifty percent from our.hard-hit neighbore
esess 1t would bs an admiradle solution to a dangerous
deadlock,"—-Ricluond (Va.) TIMES-DISPATOH.

"It would seem that a compromise could be reached
by which claims could be paid on & reasonable basis,"———
Miami (Fla.) HERALD,

"This may be the year that Americans will screw up
their courage and face the facts about war debts,!———
Canton (Ohio) REPOSITORY.

"Failure to reach an early settlement ssses DMEY CAVBE
s change in Boviet plans cnlling for large purchases in
this country,"-—-New York JOURNAL OF OOMMERCE,

"It is st1ll possible that the Gordian note of war
CGI?EEEE may be cut by renewed negotiations,"-——Boston (Mass,)

"President Roos uvelt has again made it plain that the
door ie open for sny nation that wishes to appropch this
gountry for discussion of the debt problem,"—Saginaw
(Mich,) NEWs,

"Bome observers are of the opinion that the President
now regrets his acceptance of the Johneon ACt ...4e'l———
New York JOURNAL OF COMMERCE,

"That the debts will sver bte paid in full no one be-
lievee,.... fThat the Johnson Act is not the last work on
the war debts may be taken for granted,"—-Philadelphia,
(Pa.) ENQUIRER,

"Tholgh the public is strongly oppoeed to a complete
surrender to the debtor nations, particularly those who
have blandly de faulted, thers is every reason to believe
it would welcome an arrangement whersby the debt principal
could be salvaged,,... The pyramliding interest charges
can well be charged off to experlence,"—-Nashville ﬁ‘ann.]
TENNESSEAN, -

"It is certain that the terms of the existing funding
agreeménts are not going to be carried out.,... It would
seem better to undertake a candid re-examination of the
whole question of inter-Allied debts,'"—Galveston (Texas)
HEWS,

"As

%
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"As long as Bo much uncertainty existe as to the terms
of final settlement, the present depreesion will drag along
until in desperation the natlone will get together and make
a final compromise,"-—Dallas (Texas) NEWS,

"The question of war debts ies complex..... It calls
for most careful negotiations and diplomatic handling .ee..
Let us proceed with as little domonstration of 11l feeling
as possible,"—Troy (N.Y.) TIMES,

nless thie country makes some concesslons in ad-
mi tting goode in payment of debte, there is almost no
likelihood of collecting anything."—-Flint (Mich.) JOURNAL.

"If Mr, Roosevelt can wrest from the august Senate &
latitude ..... woich will enable him to carry on peointed
and direct negotliations with the ragraaentntivsa of debtor
naetione, the tangle may assume a different complex.'—
Greensboro (N.0.) JEWS.

"If Presidont Roosevelt comes by a settlement of the
war debte, it will be a gloriocus tribute to his statesman-
ship and to his wisdom,..... If Mr, Roosevelt even can
eliminnte thie diplomatic cul de esae, he will have accom—
plished & triumph for better international relations,"—
Terre Hoaute {Ind.) TRIBUNE,

"A common sense settlement of the whole problem on
the hasis of conditione ae they are today and with a
proper regord, for the viewpoints of all concorned would
not only remove a source of irritation but would help
toward world recovery,"---Rochester (N.Y.) DEMOCRAT and
CHRONICLE,

The distribution of the editorials favoring recon-
elderation or revislon of the debt pacte 1s shown below.

Alabama 3 Montena 4
Arkanans 2 Netroeka 2
Californin 8 New Hampshirs g
Colorado 1 Hew Jarsay 18
Connecticut 7 New York a8
District of Columbia & North Carolinn 13
Florida 4 North Dakota 3
GFeorgia 3 ohio 13
Illinois 4 Cklahoma 1
Indiana 5 Oregon 2
Iowa & Pennsylvanisa B
Konsas 5 Rhode Island g
Kentucky ] South Onrolina 4
Louisianag 2 Tennessea 8
Maine 4 Texas 13
Moryland ] Vizrginla 8
Maseachusette 19 Washington B
Michigan 11 Weet Virginia 1
Minnesota 8 Wisconein 1
Mississippl 1 Wyoming 8
Missouri B Total 857
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Oppos revision o oneideration of th 8 8.

"Ae long as we continue to look like a perennial easy
mark, we will get no eatisfactory debt settlement with
Europe."--Walla Walla (Wash.) BULLETIN.

"Under international procedure, governmente are
held responeible for the cbligatione of their predecessors
«++. The Soviets can make a debt settlement or they get no
ceredit."--Manchester (N.H.) UNION.

"What Europe owes us is the full amount, interest
and principal..... What Europe can or will pay may be &
different matter."--San Francisco (Cal.) CHRONICLE.

"The United States should tread carefully before
granting any extended crddit in the way of leans to
Ruseia for any purpose whateoever.'--Troy (N.Y.) TIMES.

"The question can be settled but it must be on our
terms."-—Newark (N.J.) STAR-EAGLE.

"The debts were incurred honestly and honorably,
and the American people expect the money to be restorsd
in the same fashion."--Huntington (W.Va.) ADVERTISER.

The distribution of the sditorials opposed to the
ravieion of the debt pacte is shown below.

Arizona 1 dichigan 1
Arkansas 1 diesiseippi 1
California B Hebraska 1
Colerado 1 New Hampshire 1
Connecticut 1 New Jereey 3
Dietrlict of Columbia 2 Hew York 3
Georgia I Chio 1
Illincie 1 Oregon 2
Indiana 1 South Carclina 1
Louisiana 1 Utah 1
Maine 1 Virginis 1
Maryland 1 Washington i
_Maspsachusetts 4 Wisconsin 1
Total 39

Hon-commital,

Of the 712 editorials examined, only twenty-one are
non-commital toward all phases of the war debt problem.
Generally epeaking, they merely observe that "it now ap-
peare that the debtor nations will not pay anything on
their indebtedness to the United States", The distribu-
tion of theee twenty-one editoriale is shown below.

Arkanesas 1 Nerth Carclina 2
Illinois 1 Ohio 1
Kansas 2 Rhode Island 2
dassachusetts 2 Texas 1
Miesouri 8 Virginia 3
Montana 1 Washington 1
Hebraska 1 Wisconein 1

Total al

GENERAL
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GENERAL ATTITUDE TOWARD THE BRITISH WAR DEBT NOTE
Unfavorable to Great Britain.

Twenty-one editorials from widely separated parts
of the country were unfavorably disposed toward the
British war debt note. Some say that the move was started
over a year ago in concert with France and tho other
nations of Europe. A few editors see in Britain's
action a "debacle of British honor". Others see in
the British action & cold deliberate atsompt to place
the coet of the war upon the Ameriocan taxpayer. The
BEEACON-JOURNAL of Akron, Ohio, calle the British
action "thinly masked repudiation.”

Favorable to Great Britain.

On the other hand, fifteen editorials are either
openly sympathetic toward the British arguments or
rlace the blame for the British action directly on the
doorstep of Senator Johmson. In the latter case the
American editors say that the Johnson Bill made it
impossiblo for Great Britain to escape the etigma of
default unless the total amount duc was paid in full,
This, they say, Great Britain was not able to do.

Freopared by!
Walter A. Foote

Approvead:

My J. MeDermott,
Chief,
Division of Curront Information.
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August 30, 18934, R i)

Dear Mr, President:

In accordance with your request, I am
eending you enclosed a brief memorandum con-
talning a number of "war debt soclutions®
which have been lying in the files of this
Department. There are, of course, many
other solutions which have been suggested,
but the ones enumerated in the enclosed memor-
andum seem to us the more worthy of coneidera-
tion. R

If you would like us to explore any of
them further, please do not hesitate to let
me know.

In this connection, it cccure to me
that you might be interested to have before

you

The Presldent

The White House.




you a report of a conversation between

Ambassador Bullitt and M. Georges Bonnet,

which Bullitt eends us under date of July
14th,




(2) Although thare 1s 1little or no divergence of
opinion as to the eventual certalnty of war, there 1is
considerable divergence of opinion as to the date of
Japan's attack. Voroshilov and the Army consider the
menace irminent and regard the double-tracking of the
Trans-Siberian Railroad as the most urgent task of the
Soviet Union,

Litvinov, with whom T have discussed the guestlon
many times, belleves that Japan will not attasclk this
apring or summer. He hopes to negotiate a pesseful
settlement of the Chinese Eastern Rallway gquestion.
Since he has sald to me that the sale of the railroed
to Manchukuo would constitute de facto recognition of
the povermment of that territory, I should not be sur-
prised 1f, in order to keep Japan quiet, he ahould ac-
cord full recognlition to Manchuluo.

Sokolniknv,-hniamrinuhlrguoan;-Eutlm
affalrs in the Sovlet Foreipn 'foi_nﬂ, and Tarakhan,
the leading “oviet expert on thlt-m. sgree that
Japan will not attack thia apring or summer. They
believe that Jepan will empley the next six months to
extend her influence in North China and Mongolia and to
consolidate her position in Manchuria,. .

(3) Freparations for war in the Far “ast are be-
ing pushed with all possible =peed. 'iork on the double-
tracking of the 'El.-.nn-f’-ﬂ}lrim Rellroad has progressed
all winter in spite of physical difficulties. Cubmarines
are now being produced in the Soviet Union in such quan-
tities that Voroshilov has assured me that he is now

ﬂm‘ EEI




DEPARTMENT OF STATE

OFFICE OF THE ECONOMIC ADVISER

Aupguet 23, 1934.

WAR DEBT SOLUTIONS

Proposals for sclving the war debt problem gen-
erally present, singly or in combination, the following
bases:

(1) Rearrangement of annuities and reduction or
elimination of interest.

(2) Lump sum settlement.

(3) Deliveries in kind.

(4) Interposition of financial machinery to

facilitate payment through commercial credits.

I
Rearrangement of Annuities

The present debt settlements are in the form of
ammuities, generally B2 in number, providing for the
repayment with interest of a principal ‘amount established
at the date of the agreement (generally betwee 1923 and
1926) . The principal so established inocluded amountes
representing unpaid interest from the date the debt was

originelly incurred. Retroactive application of all

payments to principal account would permit the establish=

ment
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ment of & new principal amount now owed which, if per-
mitted to be paid without interest by e series of
annuities, would greatly decrezse the outstanding debt
cbligation and, in most cases, the amount of the
current scheduled ennuities. In the case of some
countries with ascending annuities (France and Italy)
rearrangements on this bag%s into uniform annuities
would not creatly raéﬁca the present scale of payments

for the next few years.

II
Lump Sum Payment

A natural way of disposing of a long series of
annuities 1s to settle the obligetion by & lump sum
meyment approximating the present value of the annui-
ties at some agreed on rate of interest, but with some
concession by the creditor in view of the advantage
of cash over the hazards of fﬁture annuities. In view
of the size of the necessary lump sum poyments and
the imposeibility of transferring them without upsetting
the foreign exchange market, such a settlement would
normally depend largely on the public esale of gecuri-

ties of the debtor for dollars in the United States.

The absorptive cepacity of the American investment

market for the securities of the debtor government

would
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would be a limiting factor.

111

Deliveries in Kind

Inasmuch as war debt payments have been alleged to
involve transfer difficulty rather than budgetary impos-
sibility, many suggestions have been made that the right
be given the United States Government to draw upon the
debtors for payments in kind. In so far as such sugges—
ticns would merely mean that transactions that will take
place anyway should be paid for by special arrangement
between govermnments rather than through the normal opera-
tion of the exchange markets, they would leave the
transfer guestion unchanged. However, suggestions have
been mede for transactions out of the ordinary, such
a8 the provision by the debtors of raw materials to be
held in stock in the United States against waer or other
emergencies, and plans for stimulating additional tourist
travel of Americans in debtor countries with special
arrangements of 2 clearing nature to assure that these
Bdditional paymente wem made avazilable in dollars to

the United States Trezsury.

Iv
Interposition of Bpecial Credit Machinery

Uany suggestions have been made that the debtors
bay
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pay in their own currency into & fund in the Bank for
International Settlements for temporary investment or
manipulation by the Bank and eventual transfer to the
United States in dollars. It is assumed that the funds
could thus be used to great advantage in improving world
economic conditions and that this in turn would facili-
tate the gradual transfer to the Unlted States.

Combinations

Most schemes advanced combine two or more of the
above bases, apparently because proposals dealing with
payments in kind or banking manipulations seem difficult
to advance &8 & definite solution assuring payment by
Eurcope of a series of 50 annuities averaging about
$400,000,000 dollars each. Many of the best-sponsored
suggestions are those, generally vague, which would
provide for the establishment of an international
finanecial fund in the Bank for International Settle-
ments to be manipulated by the Benk as trustee with
ultimate transfer to the Unlted States.

One or two relatively recent suggestions may be
mentioned:

hard Morgan Proposal
Mr. Morgan proposes that wg accept from our great

debtore (this would probably be Great Britain, Freance,

Italy
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Italy and Belgium) marketable bonds representing 10 percent
of our total claim against them, that :ll our debtore should
be required to pay into the Bank for International Set-
tlements sums up to the amount of two years scheduled
payments, that these deposits be re-lent to the debtor
governments by investment in tnai; short-dated negotiable
treasury bills, and that the United States be authorized
to draw on the deposit of a given country only when for
three successive monthe (or in total for one calendar
year) the belance of merchandise trade between that
country and the United States becomes adverse to the
United States. When such withdrawals have taken place
the debtor country shall restore the deposlt to the
original level. Based on 1933 trade figures, this

would mean that we could continue to collect from eight
emall countries representing generally our relief debtors
(Austria, Czechoslovakia, Greece, Hungary, Finland,
Lotvia, Lithuania, Yugoslavia) while the principal

allied powers, debtors in respect of pre-Armistice obli-
gations, would pay 10 percent of their present indebted-
ness and acecept & contingent obligation to resume pay-—
ments to the United States during periods when their
normal balance of trade with the United States may be

reversed, a&s by war purchases by the United S:ates.

This
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Tnis suggestion is probably relatively close to British
ideas. A fuller statement is attached.

International Qurrency Proposals
In addition to suggestions that debt payments be

used to establish an international fund in the Bank for
International Settlements to be uae& to facilitate trade
by investment in commercizl credits or to be used as

& currency stabilization fund, suggestions have been
received that the Bank for Internationel Settlements
invest such a fund in gold, silver, eligible commercial
paper &nd secured obligations purchased in the open
market (or, according to one proposal, in gold, silver,
copper, platinum, tungsten, manganese and tin) and shall
issue its own currency notes secured on tliese investments.
I such notes could be made legal tender at least for
the payment of debts expressed to be payable therein,
the notes might circulate as an international curranc;.
Provision would have to be made as to the metals and
national currencies in which the international notes
would be redeemable. Presumably they would not be

made redeemable until several years after the initiation

of the scheme.

EA: FL:LEW
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Shepard Morgan Debt Suggestion.

Abbreviated from letter of July 35, 1934.

My prineipsl purpose is to discover a method of
dealing with the war debts that shall at once recognize
economic realities and preserve as far as possible the
intereste of the United States as creditor. I do not
propose cancellation or even the reduction of the obli-
gations owing to ua. I do propose that the conditions
under which payments on the debis are made shall parallel
in an economic sense the conditions under which the debte

were contracted.

Thefe are of course only three means of payment, -
shipment of gold, delivery of goods and services, and
obtaining offsetting orsdits. .v...ccvcssscnncnns A b

- - & - .

............................. sevsssnansss Qounting out
payment in gold because of its insufficiency, and pay-
ment from the proceedes of new credits because of their
temporary quality, we are left with only one feasibls
means, payment in goods and services. But this means
in turn is subject to severe limitations, which can

be




be defined most readily by observing the economic ocon-
ditions under which the debt was inocurred. Our trade was
immensely in ocur favor; that is to say, our exports of-
goods were wastly larger than our imports. That this
vast flood of goods could be received without ruining
the indusiry and commerce of the borrowing countries was
due to the fact, of course, that they required more goods
than they themselves were able to suvply. The repayment
of the debts can be managed satlsfactorily only under
Bimilar conditions, that is, when we require many more
goods than we ourselves are able to supply.

Buch conditions cannot be created artifically. Mo
one would sericusly provose that we deliberately check
production in order to make a market here sufficiently
large to absorb year in and year out foreign goods to
the value of our exporte plue interest and amortization
payments on the debt. Yet in substance that is precisely
what those persons demand without realizing it who insist
that full paymente shall be made punctually according to
a pre-arranged schedule. This does not mean, however,
that payments are imposslble or that the debts must be
cancelled. It means, rather, that payments must be so
arranged as not to check our production or flood our
markets.

_ For conditions favorable to receipt do and can arise.
In the first place, notwithstanding the efforts made to
prevent it, war ls still an eventuality of which we must
take account. BShould we become engaped with any first-
class power, we would require poods and munitions much

in excess of our own immediate cepaclity to suvply them.
Ve ought then to be able to draw upon the resources of
cur debtors in juet the same way as the Allies drew upon
ours. To permit the abandomnment of the debts because of
past difficulties with collection overlooke the advantage
they would have for ue in any such ultimate contingency.

But 1t 1s not solely to serve as m war chest that
the debts should be preserved, nor does war provide the
only condition under which we can receive payment without
impairing OUr OWN COMMEICE: ssssvsscssssssscssscssens suee
At this moment the Qentral West ie suffering from a
dought which promises & major disaster to growing crops.
Due to the surplusee carried over from previous years,
the country will still be able to feed itself from
domestle sources until another eeason. But should the
drought reappear next year and a second short crop result,
we would doutlese then have to look to ebroad for some

part at least of our foodstuffs. In such case the condi-

tions
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tlone would be satisfied under which we could recelve
Pﬂ}"me'ntﬂfﬂthﬂ ﬁﬂh‘bﬂ- R I I A I I O I A -

Finally, it 1s noteworthy that trade relations as
they actually stand between the United States and many
of our debtors would permit paymente to be made without
embarrassing our own production or commerce. In the

calendar year 1933 eight out of sixteen debtor ocoun-
tries exported more goods to ua than we exported to
them. It 1s more than a coincidence that the only
country that has cohtinued to = . ; : .
meet ite obligations was one of the eight. Though

the latter comprise on the whole our smallest debtors,
yet their trade balance illustrates the condition under
which payments may proceed without hardship to us.

It appears from the foregoing that there are at
least three sete of condltions which favor the transfer
of war debt payments to the United B8tates. Two are con-
tingent, —— war and wide-apread calamity. The third is
actual, as shown by the balance of merchandise trade
with eight of our debtors. It remains to outline the
method by which both the contingent and the actual may
be comprehended in a consistent programme, flexible
enough to adapt ltself to changes and yet rigid enough
to preserve the maximum benefite to the United 3tates.

The, programme resolves into five sections, as
follows:

1. The debtor countriss to pay in their respective
currencies the amountes called for in the debt
schedules to an institution selected for the purovose
by the United States. (The Bank for International
Bettlements at Basle is unquestionably the institu-
tion best suited for this vpurpose. The B. I. 5. was
created by international treaty, is amply safeguarded
azainst the hazards of war, and its use is far
preferable from our standpoint to the use of the
central banke of the several debtor countries. It is
under American management and its statutes permit

the Federal Reserve Bank of New York upon its own
cholce to be represented on its board of directors.)

2. War debt paymente to continue according to
schedule untll they reasch & certain presoribed mini-
mim, - for example, the equivalent of the installments
due in any current and next succeeding year; this

minimum to be maintained by further payments if duse

or
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or past due, replacing funds withdrawn under Para-
graphs 4 and 5.

3. The B. I. B. to be authorized to invest any
part of the deposit so created in short-dated nego-
tiable Treasury bills of the country concerned,
bearing & nominal interest rate and susceptible of
being discounted at that rate by the central bank
of the country concerned. (The purpose of this pro-
vislon is to avold sterilizing funds in case the
United States is unable to make use of them for any
extended period within the terms of the succeedi
paragraphs; and yet to have them imrmediately awvaill-
able in case of need.)

4. Withdrawals to be made by the United States in
the currency of a debtor country only when for three
successive months (or in total for one calendar year)
the balance of merchandise trade between that coun-
try and the Unilted Btates becomes adverse to the
United Btates.

5. The United States to have the right in these cir—
cumstences either to sell drafts on the B. I. B. to
its own nationals or to draw upon its deposit for
vurchaees of goods made for ite own account, up to
the amount of the adverse balance. These drafts to
be payable only in the curremcy of the country ocon-
cerned; but if drafte are gold, their countervalue
to be pald to the United States Treasury in dollars.

So much for the bare outline of the programme. I
should make it clear that under normal conditions of
forelgn trade, or under such conditions as can now be
foreseen, the practical result of the progremme is to
suspend the receipt of dollar payments by the United
States from our lgrgest debtors, including Great Britain,
France and Germary. Accordingly, the receipt of dollar
payments from those debtors who &as & general rule have
with us a heavily adverse tdlance of merchandise trade,
would depend upon the intervention of extraordinary
conditions of the sort I have already referred to. For
that reason I would propose that with our great debtore
Wwe supplement the programme by accepting from them
bonds to be offered in our own market representing, say,
ten percent of the then existing total of our claims
against them, leaving the remainder to fall within the
terme of the general vrogramme. Such an arrangement is

feir and practicable. It is fair because it represents
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completely satiafied with his Far Eastern flotilla,
The statement has been made to me Dy two Soviet offi-
clals that these submarines are shipped in completed
form to the Far Esst, stretched over three large flat
cars, I have been unable to cheok the truth of this
statement,

(4) Eweryone in Moscow believes that time is run~
ning in favor of the Soviet Unlon and that within a
yoar and a half the Sovliet Union will be impregnable.
The JSoviet Forelpn Offlce la, therefore, making every
effort to postpone the confliect with Japan and to make
certain that the Soviet-Unlon will not be attacked by
other nations 1f engapged in war with Japan.

The sirning of the non-apgression paets with the
Ealtic Ztates was dealgned not only to reinsure those
frontlers but alsc to compel Poland to enter into a
similar extension of her pact with the Soviet Union,
Iitvinov was triumphant when he teld me that Poland would
slgn the next day and furious when Poland d1d not sipn.

The Pollsh Ambassador, who conducted the negotia-
tlona with Litvinov, told me that Poland's lmat minute
refusal to silzn was due to the Soviet Unilon's unexpected
reaffirmation of its position with regard to Vilna. Te
added thet Poland would siyn as soon as the Soviet Uniem
would declare an absolute disintercatednesss in the
frontiers of Foland,

I have Investligated with the utmcost care the story
that Poland apnd Germany, plamning to dlvide White Ruasia
and the Ukralne between them, had agreed to a jJoint attack

. 28
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& means of obtaining dollars from the major debtors, just
as the programme itself affords a means of obtaining
dollars from most of the minor debts. It is practicable
because these same major debtore -- certeinly Great
Britain and France, possibly Belgium - have a credit
standing, political eventualities aside, which should
make thelr bonds marketable in this country on a
regsonable basls. These are also the countries that
have sufficiently varied trade and credit relations to
maintain the annual paymenta of interest and amortiza-
tion on the bonds, even though their trade with us
remains heavily adverse to them.

For the sake of illustration let me apvly the fore-
g0ing to the specific case of the British debt. The
figuree I use are of course subject to correction, but
they are sufficiently close to serve the present purpose.
On January 4 last, according to a newspaper revrint of
a Treasury statement, the total British debt amounted
to $4,636,157,358. MNegotiable bonde, ten percent of
that sum, would amount to $460,000,000 in round f1§urea,
leaving & remainder of about $4,176,000,000 to fal
under the provisions of the general programme. Accord-
ing- to the original debt funding agreemente the British
were due to pay in 1934 to the gni'had States $183,780,000,
and next year §181,660,000, makins a total for ths two
vearse of 5364,440,000, They should properly be credited
with ten percent of those payments by reason of the de-
livery of bonds, thereby reducing the amount required
to be placed on deposit at the Bank for International
Settlements by the end of 1935 to the sterling equivalent
of §328,000,000. There is now past due on account of
the British debt the sum of $361,791,000, which, again
Traduced by ten percent, would call for a vresent deposit
at the B. I. 8. of about $235,600,000. This would be
brought up to the minimum of $328,000,000 by the debt
installments due next December. The B. I. 8. would be
authorized to invest the funds as received in short-term
British Treasury bille, with the understanding that the
Bank of England would discount them at the coupon rate
on demand. In the event that the merchandise trade be-
tween Great Britain and the United States should become
unfavorable to us, then the Treasury would have the right
to sell sterling billas on the B. I. 8. to the extent of
the British favorable balance, or could make purchases
in England for its own account. The B. I. 8. would then
proceed to disoount sufficlent Eritish Treasury bills to

put
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put it in funds to meet the bills drawn om if, and the
British Government would for itse part bring up the de-
posit again to the minimum figure.

In summary, the resulte of these several operations
would be the following:

1. The United B8tates would immediately have avail-

able for marketing in this country (& right it now

technically possesses but has not seen fit to use)

3450,000,000. nominal amount, of British Government
onds.

3. Great Britain would be subject to an annual
interest charge on the bonds (if the rate is main-
talned at 3 153 percent) of $16,100,000, diminish-
ing as the bonde are retired; plus sinking fund
installments, the amount of which would depend
upon the term fixed for the bonds. In addition it
would be subject to & nominal interest charge on
the Treasury bills sold to the B. I. B.

4. The United States would have funds available
at the B. I. 8. sufficlent to buy, even in & na-
tional emergency, &ll goods the Government or its
importers are likely to require from Great Britain
over and above the amount of our exporte to Great
Eritain.

4. Trade and credit relatione between the two
countries would not be impaired. ©On the contrary,
if in coming years merchandise trade comes more
nearly into balance, the tendency would be toward
stimulating trade both waye, — the British buying
more goods from us to escape paying down on the
debt, the Americans buying more from the British
in order to obtain payment.

There is no need to make similar detailed analyses
of how the programme would be applied to esach of the
eixteen dollars, except perhaps to test it in the case
of a country which sells more goods to ue than we buy
from it. Buch & country ie Czechoslovakia. In 1933
we imported goods from CUzechoslovakia to the amount of
$14,648,000, whereas our exports amounted to only
£1,568,000. This disproportion may be artifically
large, because come part at least of the American
cotton used in Ozechoslovakia may get into the trade

statistics as exports to Germany. But Ozechoslovakia

will
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will serve es an illustration neverthelees.

Quite aside from the guestion of whether Uzechoslovalk
bonde could be sbld in the present market, there is no
speclal object to be gained in attempting & commerciali-
zation of any part of the Ozechoslovak debt. Collection
would be amply taken care of through the machinery of
the general programme. For instance: According to the
original debt funding agreement Czechoslovakia was due
to pay the Unlted States in 1934-13935 the sum of
$6,000,000. This would be the amount of the minimum de-
poalt in the B. I. B. denominated in Czech crowne, to be
realized by the end of 1935. According to the Treasury
statement to which I referred above the amount already
due and unpaid on January 4, 1934, was $2,852,000. By
the end of the current year, with the payment of further
installmente, the minimum deposlt would be subsetantially
attained. The United States would thus be able to esell
to ite nationals drafte on the B. I. 8. to the extent of
the unfavorable trade balance; and 1f the latter corres-
ponds wlth that of 18933, the deposit would be exhausted.
The Czechoslovak government would then be obligated to
replenish the fund as and when further installments fell
due. The pressure thus exerted on the Czechoslovak
treasury would, I should expect, be promptly converted
into a demand for the removal of trade barrlers against
the United States. For the greater the importse ‘from us
the smaller the need to pay.

Thue far I have spoken only of countreie with which
we have already made funding agreements. I understand
from the newspapers that discussions looking toward a
fundlng agreement are already under way wlth Russia. I
venture to suggest that a programme of the sort I have
cutlined offers possibilities for an agreement. From
the Ruseian standopoint it would be attractive if for
no other reason because the contract could be carrled
out. The Ruselans, perhape perforce, are more sensitive
about their credit standing than most of the capltalistic
nations are at the moment, knowing that thelr plans de-
pend for their fulfillment upon forelpn goods. Conse-
guently, if the present regime makes an agreement it 1s
punctilicus about carrying it through. From ocur owmn
gtandpoint I think 1t would be useful, not alone becauge
any agreement would help to revive our merchandise exports
to Russia, but because the Russilan exportable surplus,
particularly of food producte, may be useful to us another
year. I have already referred to the drought and its

effects
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effecte upon our own food supply. It would be the part
of prudence to prepare a source from which it could be
replenished to the advantage of our own trade and the
Treasury.

Now let me summarize, by way of conclugion, what I
have said. There is no escaping the fact that if any
real headway 1s to be made with the war debts we must
accept payment for the most part in goode. The problem
then becomes one of governing the receipt of goods in
such a way that our own production and trade shall not
be damaged. The plan I am suggesting takes account of
trade as it exists and as it may develop under whatever
circumstances, and governs the receipt of payments ac-
cordingly. Trade and production are not hampered; they
are stimulated, for the incentive is oreated in foreign
countries to lower barriers agalinet our goods, amnd for
our part a practical reason is provided for effecting
amicable trade agreements. In this way, the desire to
eecape payment and the desire to collect work in the
sams direction, toward the lowering of trade barriere.

I realize that even in this long letter I have
falled to cover many points of importance which will at
once occur to anyone who examines the outline I am sub-
mitting. I had intended, for example, to suggest that
the United States should retain the right to use unpaid
remaindere of the debts, including dormant balances in
the B. I. B., for purposes broader than those speciflcally
mentioned, but without impairing the economic principle on
which the plan is baged. I shall leave the question,
however, as well as many matters of detail, until some
future opportunity.

Please, dear Mr. Becretary, understand that I am
freely at your dlsposal in arriving at a solution of
this or any other related problem in which my experilence
may be of use. I should add that the responelibility for
what I have said is wholly my owmn.

with high regard, etc., eto.,

SHEPARD MORGAN

UOPY:ZA: DJW
COMP: DJW




EMBASSY OF THE
UNITED STATEB OF AMERICA,
NO. @6,
Moescow, July 14, 1934,

Subject: Report of conversation between Ambassador
Bullitt and Monsleur Georges Bonnet,

The Honorable
The Becretary of Btate,
Washington, D. C.
Bir:

I have the honor to report, as of possible inter-
est to the Department, a conversation which I had yes-
terday with Monsieur Georges Bonnet, former French
Finance Minister,

It will be recalled that M. Bonnet, as French
Finance Minigter, was chairman of the French Delegation
to the World Monetary and Economic Conference of 1933
at London, In view of the fact that M, Bomnnet at that
time had been rancorcus in his opposition to the polioy
of the American Government and that I had been obliged
perscnally to have several most acrimonious conversa-
tione with him, I did not anticipate a pleasureable
meeting; but M, Bonnet appeared to be a much chastened
individual and dieplayed great cordiality.




M, Bonnet gave me what he said was & full account
of a conversation with the British Chancellor of the
Exchequer, Mr. Neville Ohamberlain, on the final day
of the Conference. He sald that Ohamberlain had in-
vited him to have a formal conference on the subject
of war debte, that Chamberlain had said that he was
confident that he could settle the British debt to
America for ten percent of its face value, that if he
ghould do so he would at once demand of France a
settlement of the French debt to Great Britain of suf-
ficlent amount to cover all Great Britain's payments
to the United Btates. Bonnet replied (eo he said) that
he doubted greatly that thh_aungrasa of the United Btates
would ever accept a ten percent settlement from Great
Britain, that if Great Britain should be ablse to make
such a qettlemﬂnt France would at once make & pimilar
settlement with the United Btates, that France would not
agree to pay England sums which England might pay to
America, that the British Government &t Lausanne had
made promises to the Frenoch Government that it would
make no demand for payment of France's debt to Great
Britain., Chamberlain replied (so Bonnet said) that the

eltuation had been changed by the failure of Great
Britain




Briteln to obtain a settlement with the United Btates
and that Great Britaln considered her olaims againet
France still valid. Bonnet replied that he could not
engage his government in any way but speaking & titre
personelle he could say that he might advise a payment
to England which would bear the same proportion to the
whole French obligation to Great Britain as any payment
made to the United SBtates might bear to the whole French
obligation to the United States.

In disoussing the present British policy with re-
gard to stablization Bonnet said that recently he had
recelved full informatiom as to the British point of view,
that Chamberlain etill insisted that the British would do
nothing whatsoever to stabilize the pound until a debt
settlement with the United States had been made. He
said that to his certain knowledge Chamberlain had alﬁny;
been in favor of default and that Chamberlain had sald to
him several times that he considered refusal to stabilize
the pound the best method of forcing America to accept a
ten percent settlement of the British debt. Bonnet asserted
that the British were still most anxious to have the debts

settled and that the French were also, and asked me if T

felt that the British default had sericusly injured the

prestige




prestige of Great Britain in the United Btates. I re-
pllied that I believed it had relieved certain persona
of the idea that Great Britain's sense of honor extended
to matters in which her interests were involved, -

¥, Bonnet informed me of certain facts with regard
to French Financial Attachés whioh are doubtless known to
the Department. He told me that M, Monique was to be with-
drawn from Washington and made Finanoial Attache at London,
that M, Ruef, French Financial Attache in London, was to
be given a prominent position in the financial administra-
tion in Paris,

In concluslicon, M, Bonnet sald that the idea of re-
valulng the franc was galning headway in Paris and that
he personally would have no objection to a devaluation pro-
vided it were accomplished by & single act, but that he re-
mained unalterably opposed to subjecting France to a float-
ing ourrency.

M, Bonnet is about to tour the gouthern areas of

the Boviet Unlon and then vielt Constantinople,

Respectfully yours,
William 0. Bullitt,
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i THE UNDER SECRETARY OF STATE
WASHINGTON

October 31, 1934

Dear Mr, President:

It occurs to me that poeelbly you may care
to have at handqthe various suggestions for
handling the war debte which have been received
here since the Department's letter and memorandum
to you of May 33nd lest. Some of the ideas. are
novel and seem to me to be imprectical; others
are worthy of consideration. They include the
suggestions of Ambassador Straus, Ambassador

Morris, Shepbard Morgen, Judge Menton of New York,

etc,
thfully yours,
: s
Enclosure:
Memoraendum,

The President,

The White House,




DEPARTMENT OF STATE

THE SECRETARY
8A-H

Ooctober 27, 1934,

- 8ince the Department's letter and memorandum to the
President of May 22, 1834, setting forth suggestions for
handling the war debte, several other oonorete ideas have
been recelved here, which, because of their gource, merit
serious consideration. Back of each plan is the same thought,
namely, the great desirabillity of promptly settling the debts
in the interest of world recovery, 1f it is practical to do
BO.

l. The most novel of the new ldeas ls that proposed
by Judge Mertin T. Manton of New York, to invoke the Jjurls-
diction of the Permanent Court of International Justice by
an action by the United States ageinst one or more of the
debtor countries seeking to collect the debt or debts and
posslbly effeot their reorgenization. The Judge is of the
opinion that the Court has jurisdiction over the applicant
and the debtor in each case and that there is & cause of
action and that relief can be éffectlvely given,.

2. Ambassador Straus suggests that the debtas be
refunded on the basis of payment of 1% of principsal =

year
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on the Soviet Union in smss the Soviet Union ahould be-
come engaged in a war with Japan., I am convinced that
thare 1z mo truth in this rumor. Litvinov himself has
admitted to me that he no longer belleves 1t,

(8) TLitwvinov, Voroshilov, and meny other Soviet
leadors have expreased the opiniom to me that the
largest single deterrent to an attack by Japan this
spring was recognition of the foviet Government by the
United Statss. They believe that the Japanese Govern-
ment was uncertain as to the extent te whiech cur rela-
tions had become intimate and feared an mn.tul
attack by the Tmited States in case of war. They are
aware that I1f the honsymoon of December and January
between the United States and the Soviet Unlon should
now culminate 1n s rapid divorce an attack by Japan
would beeome more llikely. TFor thia reason, but for no
other, I =2 Inelined to belleve that they will not al-
low their relations with the United States to become
so unpleasant as thelr relations ﬂlth Great Brltain.
Out 1t 1s not to be forgotten that the leaders of the
Soviet Govermment place all capitalist states in the
same unpleasant catepgory and that they ..‘.‘;01 "1t 1s poor
pleking between rotten applea”.

(6) From Japanese sourcea I have 1ittle to report.
The Japanese /mbassador here has pone out of his way to
be most polite to me and T have the impression that he
has recelved ordersz to cultlvate the closeat possible

relaticns with the American Fmbasay in Yoscow. [ie

startled me, however, a few evenings ago at a party at

his !mbassy in my honor by saying suddenly, "Well, which
ar
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year with 2 low interest rate — 1 to 29; that bonds repre-
senting the settlement be delivered to the Treasury and
thereafter gold for dollars and be used by the buyers in
paying for goods bought from France, and for tourist ex—
pendltures and immlgrant remittances. There are some im-
portant economic objectiong to using the French bonds in
this manher, whlch are suggested in our memorandum of

May 22, 1934.

3« AmbBgsador Morris suggests the refunding of the
post-Armistice Belglan principal debt on & 99 year basis;
-cancellation of interest on their debt; and probeble can-
cellation or great reduction of pre-Armistice debt; that
the debt refunded on the 99 yearbasis be discounted to
date and pald - 209 gold; 209 silver at 16-1/2 to 1 of
gold; 60¢ in Belgian Treasury notes, payable in agreed
installments, to be paild into & trust fund to be held
by the Bank for International Settlements and used to
secure an lnternational loen, the proceeds to go to us.
This method would result in around a 709 reduction.

4« lir, Shephard Morgan, Vice-President of the Chase
Bank, suggests the following:

8. The present agreed payments be made by a
debtor country to the Bank for International Hettle-

ments and the fund left 2t & minlmum sum equal to
2 years Installments.

ba The




bs The Bank far Tnternationsl Settlements
be authorized to invest the fund in the ghort—-term
negotiable bills of the paying country, bearing
& nominal interest and discountable at the central
bank of the country.

¢. Withdrawals from the fund by the United
8tates to be made only in the currency of the
debtor country and only when for three successive
montha, the balance of merchandise trade between
the country and the United States is unfavorable
to the United States, in the manner set out in (d).

d. Under these circumstances, the United

States to have the right to sell drafts en

the Bank for Tnternational Settlements to its own

nationals or draw on the fund for purchases made

for 1ts own account, up to amount of adverse
balanee. Proceeds from pale of drafts covered
into the United States Treasury. With respect

to our heavy debtors who normally have an adverse

belance with the United States, the additional

item be proposed that 109, say, of the whole debt
be paid now in bonds saleable in our markets.

S« M¥r. J. C. Rovensky, Vice-President of the
Chase Bank, suggests thet all debte be refunded on &
100 year basis, psyeble 17 a yesr, with nominal inter—
est, and the payments made in New York funds as they
mature. He belleves that the exchanges will stand this.
Sucn an cperation would work out favorably except &s to
Italy, Yugoslavia, Ozechoslovakia, Modifications are
possible to make it work generally.

6. Mr. 8. 0. Levinson of Ohicago, has resubmitted
his plan of combining & war debt settlement with dis-
armament which, among other things, embodies the idea of

lumping the payments and permitting the debtom to agree

among
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among themselves &s to the proportion which each will
pay. In the net, the United States will receive in cesgh
over 12 years, sbout §4,000,000,000 and save large sums

ennually on armaments.

SA-H TH/MRR
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B THE UNDER SECRETARY OF STATE

WASHINGTON

November B, 1934.

Dear Mr. President:

Secretary Hull has asked me to eend you
the enclosed copy of a plan for handling the
war debt problem, prepared by Mr. 8. O.
Levinson of Chicago.

The Becretary regarde the suggestions as
interesting and thinks they might be cnnsi&er—
ed along with other similar material already
before you. This plan has already been sub—
mitted to you together with eimilar plans
with the Department's memorandum of October

27, 1934,
Reup&éifully yours,
P f a;/ § F
I f, ."r.- rs
nolLosuzes //,,'f;;,.a e LA

Copy of plan. J/

The President,

The White Houge.




Neveuber 8, 1934.

-

Dear lir. President:

Seeretaxy Full hac seked me to semd you
the snolosed copy of w plam for handl fng the
myr debt prohlem, preapared by ir. 8. 0.
Levinson of chiocage.

The Seevetury regarda the suggeations as
interesting end thinks they might be consider-
ed clong with other sinilary materiasl slresdy
before you. Thiz slen has alreudy been sube
uittad to you tegether with ainiiar nlane
with the Cepartment's memorandum of Cotober
av, 15%,

fesapoctfully yours,

i nal omure:
dopy of nlan.

The fresident,
The "hite lomme.




Copy - MOQ:88
Comp .=

Confidential not for publication

LIQUIDATING WORLD DEPRESSION

Some energetic economist might well collate and

catalogue both the ascribed causes of the depression

and the numerous rumaﬁiaa prescoribed to a suffering
world for emergence therefrom. Amid the conflicting
theories thus gathered together and the confusions of
thought thereby engendered, there looms at least one
"bright particular etar" to guide our feet. Enough

time has now elapeed and adequate perspective developed
to make 1t incontrovertibly clear that the overvhelming
cause of our auonaﬁiu woes was the frightful wastage of
the World War and ite turbulent and profligate aftermath.
A few 1llustrative figures may not be amige. The
generally accepted estimate of the cost bf the war in
economic waste 1s three hundred billion dollars, or
approximately one-third of the accumulated wealth of

the world. Fot content with this exhibition of economio
insanity, but, with falee pride and peeudo-courage, com—
pletely ignoring 1%, the natione, intent upon maintaining
the "peace" treaties by "armed force," have expended on
new armaments since the Armistice the inoredible ﬁnd
staggering sum of fifty billion dollars. With Europe

now echoing alarums of war, expenditures for world

armaments
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armaments have been boosted up to over five hiliion
dollars & year. This mad race to the "next war" is
belng run at orushing expense and at the fatal risk of
civilization 1teself. The situation defies rhetorical
exaggeration. At least one hundred million of the
people of Amerioa and Europe are living at or under the
subslstenoce level. This large part of the human family
in dally want offers a ghameful contraet to the wasteful
investment of many billions of dollars every vear in
instruments of slaughter. The world now has the greatest
sum total of armaments in history and the twentieth
century is cﬁallengad to vindicate its right to the

name "civilization” by inaugurating a general holiday

in armament building to assure recovery from the TAVAZEeE
of the depression. We have had moratoriums on debts;
can not a moratorium on arms conetruction be declared
until this hundred million of indigents are decently
fed and clad? From the huge savings of such a moratorium
we might well set up an international community chest
for that purpose, contributed to pro rata by the war
chests of the nations. But we should noE take a

defeatiast attitude on this problem. It must and can be

golved.
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The proposed plan is offered as a way out of this
international labyrinth. It seeks to equitably lighten
the afterburdens of the war, drastically reduce the
etaggering coetes of armaments, revive for our farmers
and manufacturers a normal foreign market, make possible
& return to prosperity, and to promote genuine and
durable world peace. It does not exclude nor hamper
other constructive measures but, on the contrary, it
will serve to facllitate and insure them.

Two of the cardinal assumptions of the plan are:

1. That the World War and the two post-war
panics have so shrunk the wealth, so
stagnated the business and so crippled the
paying power of the nations that a new,
comprehensive and mutually advantageous re-
adjustment of the war legacies is made
necessary in the common interest.

2. That the United States, being the only clear
oreditor among the nations, and having ex-
pended thirty-eight billlion dollare (exclusive
of our loans and credits to the Allies) in
the war, without expecting, asking, or receiv-
ing, any compensation therefor at the peace
table, has the right and faces the duty to
mske these generous proposals and reasonable
demands in the name of justice, peace, and
suffering humanity.

QUTLIKE
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OUTLIRE OF PLAN

(. To vI)

I
Allied Payments to the United Statea

Total principal amount, in round numbers, of
loane and credits by the United Btates to
the Allies during the war and shortly after
thg 1Emist1ce, commonly called "Allied
debta®:

The United States to be rald in all a total
sum of 66-2/3% of such principal amount,
or

Upon such 66-2/3% the Allies are given credit
for the amounts already pald in eagh:

Balance of the 66-2/3% remaining to be paid by
the Allies to the United States: 3,985,000,000

$10, 000,000, 000

8,665,000, 000

2,700,000, 000

The plan provides that this balance of
$3,965,000,000 be divided into 12 equal
annual installments and pald as follows:

Immedliate eash payment on the consumma-
tion of settlement, say, April 1, 1935:

And a like amount of $330,000,000 on April 1

of each of the next eleven succeeding yvears.
These eleven deferred annuities to be secured

or guaranteed in a manner satisfactory to the
United States so that the adjustment thus made
will be final and not subject to revision or re-
consideration at any future time. Installment
annuities to bear interest after thelr respective
maturities at the rate of 5% per annum,

MEMO:
(a) As thie adjustment will go into

effect at the close of the three

years of grace given to Germany

under the 1832 Lausanne conditional i
settlement between the Allies and

330,000, 000

Germany,
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Germany, there will be owing to

the Allies from Germany under

this Lausanne settlement the

sum of $750, 000, 000

The payment thereof by Germany
will terminate and diecharge all
the Allled claims for reparations
againet her.

(b) The 86-2/3%, or $8,665,000,000
is a lump sum or joint settlement,
the Allies to determine their
Tespective percentages of payment
thereof as among themselvesm, but
without prejudice to the payments,
gecuritles and guaranties to the
Unlted States hereunder. This lump
sum settlement would relieve the
United Statees of the burden, delay
and friction of protracted negotia-
tione with a dozen or more nations,
and we would avoid discussing the
unjust disparities claimed by
certaln Allies in the former settle-
mente. There 18 no reason why the
Allies should not settle their own
differences by themselves. The
negotiations to that end may also
force the solution of some of the
acute political problems which so
disturb Eurcpe and whoee settlement
would greatly advance the appeasement
and peace of Europe.

II.
German Payments to the United States

The United States to accept in adjuetment and
compromlse of her two claime agalnet Germany,
one arieing from the Army of Occupation costs,
and the other from the Mixed Claims Commi ssl on,
the same percentage basis as in the case of the
Allied indebtedness, namely, 66-2/3% of the
original principal, crediting thereon the cash
amounts heretofore pald by Germany to the
United States.

(a)
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war will begin first, Japan and the Joviet Unlon or
Japan and the United States?" Taketomi, Japansae
Minister to the Netherlands, when I was on my way to
my poat, exploded ome evening with the following:
"fhe whole trouble is our militarists. Some colonel
at any minute may march his men scross the jmur Fiver.
%o lons as Hirote remains in office the Japansse
Goverrment will not deoide to go to war. Dut how long
will he remain in office? /nd who can tell what our
young officers will do?"

That questlion cannot Lo answered in lioscow.

Reapectfully youra,

¥411%am C, Dullltt.

1 copy to Umbaasy at Tokyo through the Department.
1 copy to Consulate General at Harbin through the
Department. '

WCB2CLS

 anpy
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(a) Army of Ocoupation costs $250, 000, 000
66~2/3 of original prineipal. .....$166,000,000
Less cash pald by Germany thereon.. g8, 000, 000%98, 000, 000

() Mixed Claims Oommission
original prinecipal...$227,000,000
66-23/3% thereof...ocoeuvn'vnnrn... .$152, 000,000
Less cash pald by Germany thereon EE.GGG.UDGIDG,GOD,GDD

Total amount of German settlement :
with the United States...vovvvcvvrrennrenenas $1e8, 000,000

Thie emount, §198,000,000 to be pald by Germany
to the United States in twelve equal install-
ments of $16,500,000 each, beginning April 1
1935, the inctaliments to bear interest at the
rate of 5% after maturity.

I1I.
Liguidation of Allied and Inter-Allied Debte
and Reparations.

All the inter-Allied debts (that is, debts owing by,
the European Allies among themselves as distingui shed from
the Allied debts which are owing to the United 8tatee)
arieing from the war and of which there is, roughly speaking, A
$7,000,000,000 owing to Great Britain, $2,000,000,000 owing
to France and £1,000,000,000 owing to Italy, be cancelled
and discharged. Thus the whole tangled network of Allied

and inter-Allied debts and of German reparations, which at
the time of the June 1931 moratorium amounted to the

coloseal grand total of thirty billion dollars, will under
this proposal be cleared up, taken care of, and discharged,

upon the payment of four and one-half billion dollars.

IV.
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IV.

General Digsarmament.

All the foregoing adjustments and settlements to be
conditional upon the general acceptance of'i drastioc
program of disarmament, as nearly universal as possible.
Thie program to conslet of two parts:

(a) A complete holiday (subject to com-
pletlons, replacements and repailrs
under existing disarmament treaties)
in all types of armament construction
for a period of 5 years, that is,
untll full recovery from the ravages
of the economic depression.

(b) Progressive and, as far as is equitable,
proportional reduction of armaments
during the 5 year holiday so that at
the end of the holiday period the total
reduction will be substantially 50% of
thelr present level.

The money savings to be effected by these two processes
of disarmament are conservatively estimated to be:

Holiday eavinge for the United States
for each of the 5 veare......... ...$ 300,000,000

50% reduction per year for the United 4
8tates after 5 vear holiday.. -v.... 250, 000, 000

Holiday saving for Europe for each of
the 5 years...e000e.- e Tats wlatatel g &S »s. 1,200,000,000

Savinge on 50% reduction per year for
Europe after the holidays.......... 750, 000,000
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Y.
EBenefits to the United States & Europe.

The anmual benefite to our budget by the payments to
and ‘eavinge by the United Btates under thie plan are:

Annual payment in cash by the

Allies to the United States...... ... § 330,000,000
Anmial savings to the United States ,
by diearmament hollday...c.esecessnsse 300,000,000
German annuel payments to United
Btates in settlement hereunder...... . 18,500,000
Total per annum........ 646,500,000

Sumarlzing the foregoing benefite to the
Unlted 8tates, computed for the 12 vear
period, we have:

Amount received from Allies on the War Debt
settlement hereunder would be $330,000,000
a year for 12 consecutive years, making &
total cash payment of....... s =lrats s 3,980,000,000

Amount recelved from Germany in settlement
of our two claims against her would be
$16,500,000 a year for 12 conseocutive
Years, making a total cash payment of. 198,000,000

Baving to our budget by armament holiday
and drastlc reduction for 12 vears
(estimated) $300,000,000 a year for 5

ears of holiday, or $1,500,000,000 and
50,000,000 a year for the remaining
7 years, or $1,750,000,000, making a

Joint total in armament savings for 12
3,250,000,000

Total from payments and relief from arma-
ments under thie plan......... AP Lre I $ 7,408,000,000

Add the amount of cash hitherto recelved
from the Allies....ecu.. ssssnsansanssss e 00,000, 000

and we have a grand total of payments and
savinge applicable to the Allied and German

debts owing to the United St8tesS........... !}G.lﬂﬂiﬂﬂﬂiﬂﬂﬂ

The
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The amount of saving under the 50% reduction of
armaments 1e necessarily an estimate. However, even
exclusive of the recent "billion dollar" Vinson Naval
Bill which largely goes into effect in 1936 and which
¢ould be suspended under the proposed plan, it is con-
servative to flx the amunt of our savings at two hundred
and fifty million dellars annually.

After twelve years the ltem of savings in armaments
of $250,000,000 (or whatever it exactly 1s) will contimue
indefinitely until changed by internationalixgrﬂemant.

From the figures shown in IV. Europe will

save on armaments alone during the 12

year period over $11,000,000,000

In addition, the Allles are getting under

thie plan another substantial reduction

of thelr debt, and will econtinue to have

the benefit of the 50% reduction of arma- -

ments lndefinitely at the annual rate of 750,000,000
) Also, of course, the reopening of world trade and
the general stimulation of good will and economic
appeasement will be of great financlal benefit to Europe.
Both Europe and the United States would mutually enjoy

the increased forelgn buying power of each.

VI.
Incidental Benefits from this Plan

Although the United States Government has no direot

or legal interest therein, 1t isihoped that in removing

caugses
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cauges of international friction all the old disputed and
so—oalled "repudiated" claims of British and other foreign
subjects against ten of our eovereign states, be abandoned
and discharged. The states involved are: Alabama,
Arkansas, Florida, Georgia, Louisiana, Michigan, Minnesota,
Misslasippl, North Carolina and South Carolina. These
claime have nothing to do with our Civil War; some date
back as far as 1842 (Miselssippi) and as late as 1884
(Arkaneae). The details of these so-called "repudiated"
claime are fully set forth in a paper procurable from the
' Treasury Department, atntitla%? "Repudiation of State
Indebtedness” and bearing date "Revised May 15, 1830."
Hothing epecific is said in this plan concerning ad-
Justments and fixations of tarliffs, quotas and other trade
arrangements, nor upon the question of currency stabiliza-
tion. The natural effect, hu;evar, of a general debt-
dlcarmament settlemeht would be to faclilitete and expedite
an adjustment of all vexing monetary and economic problems,
including tarlffs. As to whether all these questions,
especlally stabilization of currencies by international
agreement as well as lts running-mate, the return to the
gold standard by like agreement, should be included in the
debts-disarmament negotiamtions, is of couree for our ad-
minletration and 1te nagbtiatora to decide. Personally,

the writer believes in the broadest and most comprehensive

adjustment




=11=

adjustment and cleanup possible. The plecemeal and
partial settlements dragged out through the past 13

years have got the world nowhere in terms of durable
accomplishment. The nations should now meet to tqcklu and
golve all the important guestlone that block international
trade, prosperity, and world peace. All the nationse
should place their meed of concesslon and sacrifice upon
the altar of the common good. While the Unlted Siaten
should deeservedly take the leadership in thle movement,

it should not be asgked to carry the lion's share of the

burdens, nor to make further sacrifices without compensating

advantages. Uncle Bam's Christlian name 1s noct Atlas.
Viewas of President Roosevelt
an eTs
It 1s well known that President Roosevelt has been
btalked in his preliminary efforts in the international
field by the recurrent ééndenny of certain forelgn emissaries
to seek only those adjustments which are particularly

beneficial to their countries. For example, emphasis 1s

alwaye laid by them on drastlic reduction of the debte. A
factor that 1e far more important, one that promleses the

greatest ald to financial recuperation and makee further

debt reduction attractive, is drastic reduction of amma-

ments. On the occasion of the laet meeting of the Woodrow

Wilson Foundatlon, Fresldent Roosevelt, in & notable

address,
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address, sald that "at least 50 per cent of the world's
population are willing further to reduce their armed forces
tomorrow 1f every other nation in the world will agree to

do the same thing. * * * If thls 10 per cent can be
persuaded by the other 80 per cent to do thelr own thinking

and not be led, we will have practical peace, permanent

peace, real peace, throughout the world."
President Rooeevelt's deep conviectlon ie that the

questions of armements and of debts should be linked
together and adjusted together for the greatest poseible
benefit both to this country and to the world. And this
epltomizes the overwhelming sentlment of the American
people.

Senator Borah, in a S8enate speech last year, said:
"So far as the debts in and of themselves are aun&ernad,
taking the debts naked and alone, there is no justifica-
tion for the reduction of cancellation of these debts.
But that 1s not all thére is to thils problem. * * * If
we could open the markets for the American farm, revive
trade and commerce, reestablish cur monetary svetems

upon & sound basis, and drastioally reduce the armaments

of the world--speaking now of armaments purely as an

economio proposition--I think i1t would be infinitely more
valuable to the people of the United States than the
payment
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payment of the debts. Whenever a program 1s presented
which gives reasonable agsurance that there will be a re-
adjustment of the post-war problems which in my judgment
now gtand in tﬁe way of normal operation of economic
lawe, and if these debts ocan be used in sich a program
to break the depression, I shall not hesitate to support
the program."

The leading nations have from time to time in the
past yvear glven vocal expression to thelr respective
countries' desire to reduce armaments and to advance the
cause of world peace. Thege nations include both Germany
and Japan. Germany recently announced her willingcness
to return to the disarmament conference and even to agree
upon general control and supervigion of arme in Europe,
insieting, howeve?, upon equality of arms for herself.
Both Hitler and Hees have spoken to this effect. Very
recently, on October 29, the Japanese ambassador,

Hiroehil Salto, passed through Chicago and was interviewed
on the subject pf armaments and the current naval con—
ference in London. He sald emphatically "Japan favors
drastic reduction of armament by everyone."

If all these nations mean what they have all gaid
then drastic reduction of armament ought certalnly to be

attalnable. If i1t is feared that many of them do not

mean
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mean i1t, then 1t 1s high time that civilization hag &
showdown on this subject. A conference to consider and
carry out some such proposal as cnntniﬁed hereln might
constltute an in‘ternational Who's Whno on this vital
quesetlion. A definita.line-up of the nations for peace
by concrete aoction should be ascertained. And when that
issue lg brought up the public opinion of the world will
have a chance to function and it will function with a
vengeance. FHecent disclosures in the opéning sesslons of
our Senate's investigation of the manufacture and sale
of arme were of such a nature that the responsible heads
of the nations should welcome an apportunlt?'tn prove
that they are not direotly or indirectly in league with
armament manufacturere and that they and thelr peoples

are willing and eager to join in an eguitable and drastic
dimination of arme. This aleso would furnish an opportuni ty

for the nations which are solemnly pledged so to do under
Article B8 of the League Covenant, to cut down their burden
of arme. Too long has this pledge laid fallow. The
criele 18 here; all the munition factories in Furope are
running at full speed and somebodvy must take the lead to
8top the explosion that is inevitable if this thing con-
tinues. It ie as 1f the whole world were living at the

foot of a smoking volcano. Is civilization helpless?
Thua
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Thus we see that reduction of armaments has vital
relationship to both economic recovery and world peace.
Just as the greatest eaving can be made through a holiday
in arms construction and drastic reduction of armament,
likewise peace pacts and peace commitments lose mich of
their practical value unlese and until they are validated
by drastic reduction of arms by all the nations. For if
the disgarmament is both general and as nearly pro rata

as practicable the fear of war would be abated and dis-

pelled.
Here then in the proposal drastically to reduce

armaments God and Mammon meet for the first time——the

God of peace and the Mammon of money saving.

8. 0. Levineon

Chicago, Illinols
November 2, 1834,




DEPARTMENT OF STATE
FOR THE PRESS May 5, 1934,

The Becretary of State has received an opinion upon various
questions pertaining tc-¥ha Aot of April 13, 1934, entitled "An
Act to prohibit financial transactions with any foreign govern-
ment in default on its obligations to the United States", knowm
as the Johnson Act, The Department of State concurs in the inter-
pretation of the Act expressed in the Attorney General's opinion,

Following is the full text of the Attorney General's

Cpinion:

"DEPARTMENT OF JUSTICE,
Washington,

May 5, 1934
"Sir:

"I have the honor to refer to your letter of April 17
requesting my opinion upon various questions under the Act of
April 13, 1934, entitled '"An Act to prohibit financial transac-
tions with any foreign government in default on its cbligations
to the United Gtates,! which reads as follows:

'That hereafter it shall be unlawful within the
United States or any vlace subject to the jurisdic-
tion of the United States for any person to purchase
or sell the bonds, securities, or other obligations
of, any foreign government or political subdivision
thereof or any organization or assoclation ascting for
or on behalf of a foreign governmen:t or politieal
subdivigion thereof, issusd dfter the passage of this
Act, or to make any loan to such foreign government,
political subdivision, organization, or asscciation,
except a renewal or adjustment of existing indebted-
ness while such government, political subdivision,
orgapization, or association, is in default in the
pvayuent of i%a obligations, or any part thereof, to
the Government of the Uhitqu tates, Any wnerson
violating the provisions of this Act shall upon con-
viction thereof be fined not more than $10,000 or
Imprisoned for not more than five years, or both,

'SEC, 2, As used in this Act the term "person
ineludes individual, partnership, corporation, or
assoclation gother than a public corporation ereated
by or pursuant to special authorization of Congress,
or a corporation in which the Government of the Uni-
ted 3tates has or exercises & controlling interest
throuzh stock ownership or otherwise,' -

A
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THE UNDER SECRETARY OF STATE ’
WASHINGTON

December 10, 18534,

My dear Mr, President:

I have just handed to the prees an
exchange of notes between ourselves and the
Finnish Government with regard to the amounts
due to the United 8tates on December 15th.

As you will notice, the Finnieh Government
has agreed to pay the amounts due on that
date in full, The amcunt involved amcunts
to $888,538.

Faithfully yours,

The Preslident

The White House.
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DEPARTUENT OF STATE
FOR THE FREGE DECEMBER 11, 1934

TEXT OF NOTE, DATED DECEMDER 11, 1934, FROL THE FINNISH MIN-
I3TEX, 5. L. ASTROM, IN REFLY TO THE ANERICAN NOTE OF
NOVZUDER 23, TRAUSMITTING A STATEMENT OF THE AMOUNTS DUE AND
PAYAJLE OIf DECEIDER 15, 1934:

"Legation of Finland,

| +Degamber 11, 1934

i "His Excellency
Er, Cordell Hull
Secretary of State
Jepartuent of State
Washington, 2. C.

"Bxcellency!

"iith reference to Your Excellency's note of November 22,
1934, transmitting a staterent of tae drounts due and payable
on Jeceuber 15, 1934, by the Finnish Government to the Govern-
ment of the United States, I have the honor to informm you that
the amounte due will be paid on the said date in cash, tho
payment to be made, provided the Department of the Treasury
finds it agreeable, as previously at the Federal Reserve Jenk
at Hew York Citv.

"Accept, Excellency, the renewed assurances of my hizh-
68t consideration.”

TEXT OF NOTE, DATED NOVENDER 23, 1934, FROM THE UNOSR SEOIBTARY
OF STATE, NR., WILLIAI PHILLIPG, TO THE FINNISH MINISTER:

"November 22, 1934

"Tae Honorable
L'I :HE";I'DTT],
Hinister of Finland.

"3ir:

I am requested by the Secretary of the Treasury to trans—
mit to you the attached statement of the amounts due and pay-
able on December 15, 1934, from your Government pursuant to
the terus of the Jebt Agreement of lMay 1, 1923, and the
Yoratorium Agreement of May 23, 1933.

"Accept, 8ir, the renowed assurances of iy hizhest con-
Bideration.
"For the Secretary of State:
(8igned) WILLIAM PHILLIPS."
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STATELENT OF AMOUNT DUE FROM THE GOVERNMENT
CF THE RETUDLIC OF FINLAND, JEOEMZER 15, 1834,

Amount due Zecember 15, 18934:

Principal of bend No. 12 for $52, 000

due December 15, 1934.u0ncencnsonssss $62, 000,00
Jeniannual intersst due December 15,

"'19134, on bl‘]lldﬂ I'IDB.. 13 to EE- CR R 14?, 5':'?- sﬂ
Third semiannual installment of annuity

cdue December 15, 1934 on account of

Loratorium Agrecment of May 23, 1932...19,030.50

Amount due........$228, 558, 00

LR Y ]
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