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Acrioult ure 

FIJll a letter to S.ator Barltl.ay OODOerninc queetiOD 
ackad of Seoator Saitb about tba ~5 llilliOD 

Book Pac-

an.il.ab1a UDder SoU CooearratiOD Act - 11/26/37. . • • • ICIX 197 
a) 7DR talla llapll to lin DouahtOD N>d V14-

t.ba •••ae that tbeJ .uat prorlda tba ucaall&r)' 
~tor tba acrioultural billa Juat abOWl hill 
b7 s.or.t.&r7 '.lll.laoe - ll/26/n..... ....... . ... . 199 

Azldnw, a.,_. I.. (Auriom !e1epbODa N>d !alacrapb) 
Sea BuaiDaaa CoDd1 tiODa 

Aa-iat.d Gaa N>d Kl.eotric CoapaJV' 
Jaaea RooNYe1t tells HILTr Burroucbe (Vice PreaideDt) 

plaDe to gat 14 touch wltb hl.aJ HILTr telle IUeley to 
ask Burroucba to put utter 14 wrlt1Dg - ll/24/'J7.. .. 154 

~era, I.eoDard (C1en1N>d !ruat) 
Sea BueiDaae CoDditloae 

BrOIID • J • Douclae 
See PriDcetoD UnJ..,.reity 

Budiat 
See .Agriculture 

Bue1Dees Coadltioae 

-B-

See alao Puroba•iDI• Gover~~~~eDt 
Bu.e -orN>da oODcerDing coDterenoe with LioheDBtelD 

(Firat latioaal BaDk or Chi.ca&o) • BaJ'ford (Geeral 
llot.ora) • AzldNw (Aaerican !ele~ODa Uld !elecrapb), 
qare (C1enl.aDd !ruot), Edle (InwateeDt CoUDael), 
&Dd Crua (BarTard) - 11/26/ )7 •• ••••• ••••• • ••• • ••••••• 

HILTr t.Ue 9130 p-oup about CoDfertiDOa with llitch.UJ 
'IIUlts ~aatiOD ot people'• daelra tor work 
and other peo;>l• 1 a desire for their prod110te 
at\ad.ied - ll/29/37 • • •• •• •••• ••• • ••• •• •••••••• • ••••••• 

Pra-t reoe .. ioa - ~· to oheok dlaouaaed by HILTr and 
V1Der with ll&llbare of Divieloa of Reaaeroh aDd 
Statiatioe- ll/29/37 •••••••••••••••••••• ••• •••• •••••• 

a) We ~re.Ddla •• • ••• • • • • • • • • • • • • • • • • • • • • • • • • • • • 
b) tt..g:lt • • •••••••••••••••••••• •• •• •••• •••• 
o) OlaaMr ..o~ ......•......•.•.... • • • • • • • • • • • • 
d) a:&zi*\J -I.iDd.ow • • .. • • • • • • • • • • •••••••••• • •• • • •• ••• 

e) 110bola •.-o~ .. . ..• . . ••.•• • •. •• .• .• . •...•..• 
f) lorthrop • • ....... . ....... . . .. ..... . .. .. .. . 
g) Oatreader • ••••••• •• • •••••••••• • •••••• ••• • 
hi~ !:!lotte~~ : • • • • • • •••• • ' • • • • • • • • • • • • • • • • • • • 
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CbiAa 
See aleo sunr 
Current United stat .. trada ritA Japu Uld CbiDa -

ll/24/37•••• • •• ••••••••••• ••••••• •• •••• • •••••• ••• •••• •• IOIX Coa.t Ouarcl 
JIIIJr -• tArM Chief larn:at. otfioen 1A r .. poaaa t.o 

. Seaatar Barrieoll • e request - ll/30/37 • •••••••••..•• • ••• 
Cot tee 

Contw .. oeJ JIIIJr not pNHIIt -a 'h,y1or, Dt.ggit, Feb 
aJ>d Pattoe (state Departaent), LAwrence ltfera , LubiA, 
steYena, and. C01111r - 11/23/37 ••••••••••••.••• • • ••• • •• •• 

a) ll•or~ oo propoaala to inoreaae doqatio 
oooallllptioe of oott011 b7 reatriotinc l.Jaports 
ot jute product•• • • ••••• • •• ••• ••• •• • •• ••••••• •••• • 

b) lleaar&J:Idu f:roa stevens concarnJ.nc pointe wbich 
hne occun.d to Coller aJ>d hiaaelf aiAce ooa.terenoe ••• 

IIII.Tr inntes lall&ca to coa.terenca at hia hcee at 8•30 P .11., 
ll/'2!1/)7 •••••••••••••••••••••• •• •••.•••••••• • •• • ••• •••••••• 

a) Uses for cottoo diacuased · 
b) IIII.Tr write& FDR en route to Jliui about proposed 

oOilfereoe • • • • • • •• ••••• • • •• • ••• •• • • •• • •• • • •••• • ••••• , • 
Crwa, lllll•• L. (Profaaaor of Econoaioa, HarYard) 

See Bus1Ae11 CODditicca 

Dt.il;r Treaaury Sta~t 
See FiAanoin&, GoTWDMIIt 

Debts , l'oreip 
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132 

34 

72, 94 

102 

237 

240 

Aaerican .&obaaaJ, Londcc, reports oo statue ot opWoo -
ll/23/37. . . .. . . . . . . . . • • . . • • • • . . . . . . . • . . . • . • . . • . • . . . . • • . • . . . 1 
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We, Liooel (Innat.MDt CoWlaal) 
See Buau .. a ConditiCDI 

Ellender, s-tor (Lou.111ua) 
See Lou.iei&Da . 

_,_ 
FiMDciq, ~t 

S.. al10 Stabill•tioe 
Dt.il;r Tre&IIUrJ sta\..Sr Bartelt eritee IU.Malb1au it ie 

An pre-t TH&IIUIT practice t.o retleot 1o11ea oo ' 
reooYV&b1e ... .ta 1A umual bqeta - 11/24/37 •• • •• • •••• • 

llaaa _.... (prelia1Aar7) lirlll& Ute four prilloipel 
al'-ti'"a tor Ute Deo...,er fiAanoinl - 11/27/37 • • • • • • • • 

Sahedule ot appoiDt.MDtl ...te in oo-Uoe ritA Deolllber 
tiaaDoial b7 Barte .. - ~30/31······ ·· ·· · · · ··· ········· ·· 
~ 

See Stabill•\1• 
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Gold 
See st.abllbatiOD 

aonr-t 80114 Market 
See abo St.ab1lla\1ca 
Boolee aDd lllllr diNUe b19'iDc ot a4diti0Dal eeour1\1ee 

b7 r.deral a. .. r.e- ll/23/37••••••••• •••• •••• ••• •••• XCII 117 
e) lllllr aleo diecnaa- w1 tb Barae••. • • . . .. • . . . • • • • • 113 
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BaJtord, r. Lealie (GeDeral llotora) 
See BuaiDeaa Conditicma 

~lblau, David (lortbweatern Univereit;y) 
Da~ Trea8UI')' stat-ta Bartelt writes Bt-elbleu it 

ill not present Trea8UJ7 practice to renect loaeea 
Clll reconrable aaaete 1D a~mual bud&eta - 11/24/37 • •• 

-I-

- J -

Japan 
Cwunt tln.ited states trade rith Japan aDd Oh1Da -11/24/37. .. ...... ... ..... .. ... .......... ... ... .. .... . 132 

Jute 
See CottOD 
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LiohtecateiD, lalter (Firat Betional Bank ot Chicago) 
See Bue1De11 ConditiCIIII 

Louie~ 
llaeatri (lla,ror, lew Orleans) iDe~ tax oaeea 

Seaator EU.adar aal<e tor cODter•oe OCIIICe1'111D& -11/24/)7. .... ........ .. ... .......... .... ... ... .... ... 120 
a) CODt-CeJ pre-ta lllllr, 11ac111, Oll_phet, 

BelnriDc, Rllaaell , aDd !118Dder - 11/30/37. .... 295 
1) Arter cODtereue, 11ae111 reoo md3 that 

Trea8UI')' accept $134,000 otter.. .. .. . .. . . .. 294 
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laenn, llqor (1 .. Orl.Nzl•) 
lee Lo111liaM 

llu:S.oo 

-·-
llull tranaih to BILTr oow ot Daniel•' letter with 

NCard to perticipe.tice of llatiooal Cit7 Baal< 1D 
.n.DaiOil Of lOUl to be cuaranteed b7 HOellt cott011 
orop 1n LacuDa area- ll/24/37 ••••••• • ••• •• • ••• • •••• 

llitohell, WalleT 
XCIX 139 

See ButiDeea CODditiODs 

- p-

Pr1Doet011 Uninrsit7 
8rot111 (J . Douclea) oOilters with liii.Jr OOileerltiJlC a 

, .... .....,. repreMDtetbe at tile ueti.D& of Adrleo1'7 
Co-ell Oil Soci.a.l Seourit7 CD 12/10/37 - 11/29/37,, , 

a) IIIJr asks staff about Brom aDd CoUDeU -
ll/1!.'9/37 ••• • • •••• • • • • • ••• •• •••••••••••••• ••••••• 

Puroha•lD&, GoTen>Mnt 
FDR 1 1 •'!Oiorandtla tblit executin dapert11111ta IUld agencies 

are to &Dticipate, inaotar as ponible, all neceea&rT 
purcha••• ot essential ea.aodities tor reawlnder ot 
current t i eoal 7ear- ll/27/37 •••••• •• ••••• ••••••••••• 

-R-

RaYUue llerlaice 
See also Acrleulture1 J'llR telle Se~~ator BarlcleT all of 

t62S allll011 appropriated tor acrieultural procrua 
11 not prodded tor 1a preeent tax etructure -
~26/)7 .•.....•.• •••••• ••.• •.. ••.. . . . . . . .. . • . .. •.. ... 

IIIIJr bee• llciDtT" to errance iDterrin with lDB tor 
DoucbtOD, Vinece, llaglll, and hillaelt - ll/23/37 ...... 

a) lllllr, 1D accordance witb prood•, tella 
Juea JlooMTelt be ill about to - FDR 011 aurplua 
tax que8't101l • ••••• • •••••• •• •• • •• • •••• • • • • • • • • • • • • 

b) IIIJr and llagill - FDR and outliDe procraa -
ll/23/"J"/ •• •••• • •••• • ••• •• •••••• ••••••• • •• ••••• • •• 

1) IIIIJr tells FDR, •So far, Coo.ittee has bMD 
bold in linl but tban •a no aaauranoa chances 
will not be ll&de i n aurplua tax in ~ediate 
tuture• 

OJIIaaa tell• Mepll •Fred i• t.eJHnc aew1papar- tha 
wbole ~·- ~23/37 ••.•• •... •...••. •• •. ••....... .•. 

lepll klla lllllr c-ittee &CNM •t.o do IC!Mtlildnc to 
take oare ot tbe larp oloeeq beld oc.paaiee 'IIIWib 
will DOt. 41etribate -s.r th11 pl.aa" - 11/24/37 ...... .. 

lk:!1ll -..dla CIODCel'&nc ocetw ae wi • 
S..t.CII' ~ Uld L. B. Parker (leW c:..it.tee)-
ll/21./')7 ••• . ..••••••••• ••••••••••••••••••••••..• . .. •.• • 
S~ Ululta a-tor Bar~ for bil lte~ to a&llpapar-
... at tbe lbi\e Boaee- ~29/37•• ••••• •• • •••••••• •••••• 
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a.ator Pit-. 41eluMe bJ.a rn 1Jt1- wit.h 
recard to~ pol1QJ- ~24/J? •• •• •••• •• • ••• ••••• JCII 126 

ChiD& reqqm \hat b14 be ...t. to the Ob.iMM Trear.117 
tor tea IIUlic. -•• ot ail.'IWJ -.Jr c.•a c. 
recalar teraa aa4 oODditiaaa- 11/29/37 •• •••••••••••• 

11\UW•tic. 
11ur1- (Federal leMI'ft Bak ot ... tork) tell• -.Jr 

lool.H MP MaW \hat lllllr 8q ~ p1aa to 
deaterut• cold at UQ' -.-t ud that Jlooloa 1a 
u1q \hie to toroo thee 1Dto ...at to b-., ..s.u ti~ 
b.Wa - ll/29/Yt •• •• ••••• .• •• ••• ••• • •••• ••••• ••. , • • • • • 27' rr-• 
Market .ov11 1ate re~- ll/24/37• ••••••• • •• ••• •••••• 171,173,1 

a) lhat\erwflr\h quot.ea B ... l.,. CD l'HDah &itutiOID.... 17S 
It&17a 

.a.er1can Dlbaaq, x-dCD, reportG that ~xch•DC• cc.trol 
1a .aah leu t~7 eatracbed iD I~ than 111 
GerM~~~:r - ll/23/37. . • • • • • • • • • • • • • • • • • • • • • • • • • • • • • . • • • 3 

stabills&tiCD Plmd 
Yi.Der, Oolda .. ia&r, aDd lUll••• ad'rlM Dlr to do 

aotbiJ1c about hDd at tbJ.o tao - 11/30/37.. • • • • • • • • • • • )66 

_,_ 

-U-
liDeapl~t Rellet 

Bee lorb Pzoocreu 'de!nlotr&UCD 

_,_ 
Yeto, PreaW.Oti&l 

TJ'MPZ7 atett &dnMe Jlllr Pre&idat ahould b& ... ri&bt 
to ....to iDdindla&l it•• ot a bill - 11/29/)7. •• • ... ••• • 220 

-·-l&r liMite 
Bee Dllbta, Foreip 

lorb ProcreN Ac!ptatatratic. 
Pill tella lllllr to oaenlt Colca&l llarri.Ditca 411r1Dc 

Boptiaa• ab ..... - ll/29/)7 •• •• . •.. •••••• •• •••• ••••••••• 
Dlr uka llarriJIIt• to oCilter witll b.1a at Tree.a~7 -

1:1/'XJ/71 ••••••• ••• ••••••••• •••••• •• •• ••• ••••••••• •• •••• • 
c.toz ••• pn_t, lllllr, lliae lm'PI'• ~. 

aa4 -..raGD loll- 11/30/37 ••••••••••••••••••••••••••••• 
a) ---..sa • lorlo:e Pzoocre•• ""''•'atratioa 

wart projeo\a •••• • •••••••• • • •• • •• • • ••••••••••• • • • •• 
b) ~ • Sorb J'roer'eM ~UCD JII"'~eoW 
~ netn, ..u _.,., ........ 13 ...s ...... Ill' 20, 
19)7 ••••••••••••••••••••••••• •••••••• • •• •• •• • •• ••••• 
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SEcrEtary or StatE 

Washinlton. 

732, NOVE~bEr 23, 6 p , m, 

GRAY 

London 

Dated NovembEr 23, 1937 

Rcc 1d 3 :30 p , m, 

FOR TilE.\ Ulfi .!'ROM BU'l'i':Il"'OR1"1• 

YEstcrdal' 1 11 UnitEd PrEs:J rEport to thE UnitEd 

StatEs ;>rophESY'itl3 that thE dritish auttoritiEs will 

rEsume tokEn war ( cbt P£.Jll"Ente has rot E"OkEd s11n1lar 

publicity he rc . As far as tbE 3ri tish public 18 con­

cErnEd uar dtbts arE as dead as rq:arations, That war 

dtbts al'E not dco.d to the city and to the British 

autl:oritics has lit tlE to do Tlith the NEutrality Act , 

which is !;£nerally considered t avo1•clil£ to the British 

Ernpirc but rathEr to thE fact that ~~~lishmcn viaiting 

AmErica and Americans comi~ c:rc report that thE AmEri­

can pu~ic hcs not for~ottcn the war debts end that thEir 

somnolent c;:ilstt~Kt is an obetaclE to thE kind or collabo­

r ation wtdch it is in England's inttrEst to foster. 

;JoWtVEr, 1.1 I ECE:'It mont!'S thE thOilL)lt EXprESSEd by thE 

New York corrES'()Ondtnt or thE 'lM'ChESTER GUARDIAN baa 

btglm 
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lUI - 2 - !lo. 7:52, · oVE"1b£r 2:5, 6 ,.m. from London 

"at thE samt timE it should bE 

tmphasiztd ~· nin that 9aymcnt or nonpaymtnt of war 

dtbts vtol'ld ma.kt vrcy littlE ditftrtnct to Grtat 

3ritain 1s po~ularity in this country. Othtr factors 

such as the fEElinc that thE two crrat donocr acit s 

must stand to_cthtr a:;ains t tht thrEat of the totalitarian 

statts art fo.r mort i N;.>or t e:nt . " 

On the other hand, it l\ca in tt.t ,:>net bt t n said by 

those in a :>osi tion to know tr:.t Cl•rur.btrlain vrcy much 

rq,rcttt<! hi:: o.~a·lfon:ntl!t o: token pay:"'tl!ts and that 

ht p t rsoro.ll,. :To.s c1ts::.rous of d!aposinc of th£ dtbt at 

SOl!!£ favornblr •1o1:1E r t . ThErE arc, howEvEr , no outward 

indico.tiona that t h E st~r of pr0Misin3 parliamt~tccy 

stattmt~ts is over. 

:;'orti:;n o:chc.n~E n.srkrt was n:.a in att ady and 

ino.oti~E . Pollonin& ~all 5trtct •s weak closing British 

security marlrcts dEclined dEc~.C:rc1ly in thE !'orcnoon . 

Tht r t w=:s a ~ood c1Eo.l of stllin~ ."or cash in thE torr­

noon 11hich \7co o.·•w•.tnttd ·wy rumol'o that thE jobbers wtrE 

htcvily loo.CrC, rrith tilE strongEr opmine of ?lo.ll Str eEt 

mnrk£ts ir.:>roVtd e nd closEd fcirly atrong. ~oday's 

.eovr2::1ts arE o:r~ptcmatic of ti:E ::t:. t£ of mind. 

JOJl'SON 

2 
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SEcrEtary or Stat£ 

Washington. 

GRAY 

London 

DatEd NovEmbEr 2~, 1937 

REc 1d 3 :39 p .m. 

733, ~ovtmbtr 23, 7 p . m. 

FOR TREASURY PRO:.: ~U'l'TER\VORTU. 

REfErrinc to his rEcEnt convErsation (my 672, 

OctobEr 27, 11 p . m. } Ashton- G:-at:dn s~id tllat ht 

had found Gual'lltri a thoro~h.'.y rta3ona")lt pErson 

and that txchnneE control was much lEsll finnly En­

trEnchEd in Italy than it was in GErmany. HottEVEr, 

thE Italians ~ook tht ~osition that thEy could not 

af't'ord to allow thEir golC:. rEsErVES to bE furthEr 

dEplEtEd and that thErtt'orE thEy could not takE any 

stEps towards rEmovinc controls unt il aftEr thEy l~d 

had an opportunity ot improvinc thEir forEign E:x­

c!lanet oosi t ion. 

Ashton- Cwatk1n thErEf'orE f'Elt that givEn thE 

activE hostility of Gt~ny 3Dd thE passivE opposition 

of Italy it was difficult to sEE how Efforts to rE­

movt Exchong£ controls in thE Danubian arta could bt 

SUCCEssful; Otrtainly in thE C&SE Of Bulgaria, Rumania 

and GrEECE whtr£ GEnnan tradE was eo impor tant it wae 

hop£1£So; 

3 
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RB - 2- rio , 733, No•ttmbEr 23, 7 p , m, from London 

hopElEss ; in thE cast of Yugoslavia and Hungary i t 

SEEmEd unlikely but w£11 worth trying, In CzEcho­

slovakia h£ had found a vtry hElpful attitud£ and 

hE f tlt thty would bE rtctptiv£ to concrEtE suggEs­

tions , ThE situation would bt discussEd at thE 

forthcomins mEEtinG or thE Econanic CommittEE i n 

GenEva vthlch LEi th-Ross would attend and hE would 

arrivE soon tno~h to talk with som£ of thE rEpr£­

sEntativts attEndins thE MtEtinl of thE Finar.ct 

Commi'CtEE , 

Ashton- GVtatkin rEfErrEd to thE Van ZEEland 

rEport about which hE had no dEtails but which h£ 

undErstood would dEal mainly with Exchang£ controls 

said t hat it was not now EXPEct£c until thE End of 

D£cEI!lbEr, H£ addEd that thE ~ritish GovEm=t had 

not prEssEd for it soonEr, frankly for tb£ l'Eason 

that it did not want to assumE furthEr rEsponsibility 

for it , 

On btin0 rtftrrEd to thE rEport in today's DALLl 

TELEGRAPH to thE tffEct that Halifax had discusstd 

Eco~o~ic apptastmEnt 1n BErlin, A8hton- Gwatk1n said 

that hE did not btli£VE that convErsations of this 

naturE had in fact takEn plact; that hE had bEtn told 

it would not b£ n£ctsaary to prtpart a mEmorandum 

on thEsE lints in anticipation of such discussions , 

JOI!W~IlH 
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P.d!I.U. PUAP•••• or,, ... uanu 

JIIOih .t.MzloaA •••->', Pa~te, rraaoe 

DA!I: •"•"~ as, 1987, e P·•· 

.o., 18151 

r<ll TD TUABtaT • 

.la offloial of the Balik of l'nlloo hae luat 1nforae4 

ua coatldcUaJ.l:r that the f1ret t:rano.b.o of 80,000,000 

p11deu of tho un--. ore41t Will be pa14 oa •cw-­
ber 39 to tho haGil T~oaaul'J'• leferellOO le aa4e to tel .. 

cr- •o. l6S5 of lroYoaber ao, l .n 11hlo.b. it -· .Utod tllt.t 

the •n- total of the oro41t 1e guildue 1!!0 ,000,000. 

!lao eaao otf1o1al &leo told ua that tho oredi t' a 

intoroet rate 1• 3 1/2 percent and that no gold ha e been 

oar•rkod •• eiiCIIlrit:rt llowft'er, aooor41~~& to our inforaant, 

tho !~eaeu:ry bad. turned 01'er •gold bonde• apinet tile 

orodl t. 

Allot.b.or polaii brougllii out wu iiba' ri n roprd to 

the exo.b.auso fund no oubobntial repaiiriaUon of oap1 tal 

had reocU:r taken pl&oe , blat ohrUq a.n4 dollare laa4 
oonUnuouel:r 

been reoe1Tod/1n aoduaiio UIO'aniio . !o4a:r, tor 1aetanoo, 

the fUDd had rooe1Te4 abouii 300,000 poUDde, and ta,ooo,ooo. 
Wiiih regard iio Br1ii1eh orodlii repa:raenii, iii app~• 

i:U.t i:he Troaaul'f b.u aoii rei: 4eo1de4 wheiiher U rill oaU 

upoa 

5 
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vpoa t.llo o:abuce tlaa4 or upoa tho pl4 rooOJ"Yoo of tlllo 

Balik of J'raaoo. ru. queo111oa, how"or. clooo III01i 0 .. ,. 

proooll1i U7 opoo1al 1a1111ren. 

fraaoaoUou oa tho oxoii&DCo ~tot horo today woro 

&pin YOJ'J 11p1i &114 tho powad &114 tho clollar ........ w1 1i.b1a 

narrow l1111h. 8torl1DC 1o qlloto4 around U7.115 &IIIII. tho dollar 

at 39.41. rorward. rateo aoYod. ol1,1dlr agaiaot tho traaoo. 

• -
f.bo ooourUy artot -• 1aaoUYo and ratoo a!- prao-

BULLift. 

l&:lft 

• 
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November 23, 1 937 

I called Colonel Ucintyre on Fridaj about aeeing 
t h e President with Doughten , Vinson, Wagtll and myaelr. 
I epoke to ~ss Bat chelor yesterday corning at 9:30. 
I spoke to Uci ntyre a little after 11 o' clock and he 
said the President had us down tentatively but did not 
~ant to take up anything too eerious, but i! he were 
better he might see us. Then I epoke to Ucintyre again 
a t 5 o ' clock; told him I did not know how I could keep 
the Committee in line and he promi sed me he would go 
over and see the President right away and tell me. 
He did not call back. 

I called h1m at h1a home at 9 o'cl ock this morning 
.but got word he was on h1s way to h1e office. 

oOo-oOo 

Talked to Mcintyre at 9 :13; told him that thie 
morning was the l ast chance that the President would 
have to see Doughten, Vinson , Magill and myself t o let 
i t be known how he felt on t he surplus tax; that i! 
he di d not see us , t he Committee would go ar~ad on ite 
own; that the Committee had been mos t considerate in 
postponing acti on yesterday, but that we could not hold 
then in line any longer. 

Uci ntyre said, •well , maybe the President doea 
not want to see t hem because he does not want to meet 
the issue, • and gave a kind or s ickly laugh. I sai d , 
•well, that's !lashed through my mind. " 

. Mcintyre eni d that he would go to see the Pres-
i dent in ten minutes and would let me know not later 
than 20 minutes or. 

I again said, 1 You know, Kac , I am working only 
through you.• He said, 'I know you are . • He said, •x will call you not later than 20 minutes or. • He 
sai d , 1 The President has got to see you.• 

7 
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November 23, 1937 

L!r. Magill and I saw t he President this morning 
and Magill outli ned to the President the following 
program: 

1 . To give corporations earning $25,000 a ye~r 
or less total exemption from the undistributed profits 
tax and to raise their normal tax to l2i percent on t he 
first $5 ,000 and 14 percent on the next $20,000. 

2. To place a top rate of 20 percent on the 
i ncomes ot corporations earning more than $25,000, with 
a minimum ot 16 percent , contingent upon earnings re­
tained by t he corporation. 

8 

The Presi dent said, This does not take care of 
the closely- held corporation which is controlled by one 
family, e. emall group, and Uagill said no and he then 
outlined another pl~n which would take care or the closely­
held corporation but which he had difficulty in perteoting . 
The plan which l.:lagill had in mind was the tollowinr;: 

SubJect oorpor4tions controlled by five stock­
holders or less to a special flat tax of 3a%. In de­
t ermining whether or not the corporation is controlled 
by five or less persons, persons belonging to the same 
family would be treated as one individual. The cgrpor­
ation would escape the tlat tax by distributing 75~ of 
its earnings and the tax would not be i mposed if the 
stockholders took up the corporate i ncome in their in­
dividual returns. 

The President· pointed out that this plan would 
not take care of large corporations whose stock was 
more widely distributed and Magill admitted that that 
was true. 

The President then asked that further consid era­
tion te given to his plan whereby a company might hold 
back a portion or its earnings tor reserves, to be used 
in times of depression, but the reserves should be ear­
marked so that if they were used tor plant extension or 
tor dividends, an additional tax would be imposed. 

Magill reminded t he President that be had sug­
gested this plan previously and that the Treasury hAd 
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been working on it. The principal difficulty was in 
keeping a constant check on all the corporation• which 
m1ght set up such reserYea. 

Uagill then said to the Preeident that the Co.­
m1tteee wae now discussing the 2~ - 16~ plan and that 
wr. Vinson was particularly pleased with it. The Pres­
ident said that the 2~ rate was too low and that the 
plan would not correct the abuses pointed out in 1936 
and covered by the present undistributed profits tax. 
~gill said that Vinson felt that the number of oases 
in which there were abuses was greatly outweighed by the 
nu~ber or cases in which the present tax caused hardships. 
The President completely disagreed with this oonoluaion, 
stating that be wanted small corporations oared for and 
that they were the only ones whioh suffered real hard­
ships. He said he did not know of any cases of corpor­
ations w1 th over a m1lllon dollars income which had any 
difficulty in distributing dividends. 

llagill said that he had heard of one: the case 
of the Studebarker Corporation which needed to retain 
its earnings to have an adequate supply of working capital 
to enable it to compete with its wealthy competitors. 

The President concluded by saying that llagill 
should tell Vinson t hat the proposal would not correct 
the abusea which were aimed at i n 1936 aJid that he 
thought the top rate was too low even if some special 
treat~ent f or closely-held oorporativns was provi ded. 

At t he beginning of· the conference Magill informed 
the President that there was a strong movement within 
the Special Con1m1 ttee to take immediate action on the 
tax . The Republicans were apparently committed to re­
peal and l.!aoCormack of Uassachueetts and Buck of Calif­
ornia m1ght Join t he Republicans on this point1 further, 
Senator Harrison had asked !.!essrs. Doughtol;l, "Tinson and 
Cooper to talk over the subJect with hiCI late yeeterday 
afternoon, apparently 11ith a view or agreeing on suoh a 
proposal as was outli ned and talt1ng prompt action on it . 

At the close or the conference, Magill said t here 
was also a good deal of pressure to apply any plan retro­
actively to 1937 , but that the Treasury had strongly op­
posed it. The President said that that should not be 
permitted einoe we were counting on the revenue from the 

9 
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preaent tax eretam and that in no evant abould anr 
tax reviaion be per mitted to reduce the revenuee below 
the amount the preeent aretem might be e:q>eoted to 
Jield. Magill eaid that he wae eo informing tbe Com­
mittee about three timea a dar and that eo far the 
Committee wae in ooaplete aooord with thla purpoae. 

Towarde the end of the oonveraation I eaid to 
the President, 'You realize, Ur. President, Magill 
has held the Committee in line up to now, but I am not 
at all sure that he can continue to hold them in line 
and that t hey won't g o ahead with changes in the surplus 
tax.• He said, Well, if they do, make it perfeotlr 
plain to t hem that he, the Preeident, has no obJeotiona 
t o their giving relief to the smaller corporations, but 
that the principle involved, namely: to make it impoe­
aible for oloaely- held corporations to withhold their 
ea~nings from their stockholders, that that princi ple 
must continue in whatever tax bill ia passed. 

10 
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GROUP L!EETIIIG November 23, 1937 
9:30 a .m. 

Present: 

H.l.I . Jr: 

Olipllant: 

li • .ll.Jr: 

MeR: 

li . !I!.Jr: 

l!cR: 

ll. ll . Jr : 

MeR: 

li . Wl .Jr: 

MeR : 

li . LI.Jr: 

MeR : 

l&r , Magill 
Mr . Taylor 
llr . Gibbons 
l&r , Gaston 
.llr. Oliplwnt 
Wr . Lochhead 
Mr . Haas 
Mr. McReynolds 
lolr. Upham 

Good morning. 

Good morning . 

Mac, have you got something - got that thing for 
Clarence Opper? 

No, Clarence came in a nd 
But I bad it all re&dy. 
made five minutes ago . 

rive minutes ago? 

Ten minutes ago . 

wanted a little change. 
Be wanted a little change 

de •s bad all yesterday and last night, and •••• 

I had it reedy . 

It's silly, all this changing business. I don't 
KnOW way taey always do this . I~•s just missed. 
I me&n they always do that thing. Always these 
last· minute changes. 

Probably ready now, 

Cl~rence may miss Ilia chance. Sit down, .llac . lie 
shouldn't cllange it. Perfectly ridiculous. Always 
tnis last minute shifting of papers. I mean I may 
get a call any minute, and then it's out, tllat•s all. 
I'm not going to always be waiting for t he otber 
fello~J , 

This is just tile paper on changing the Social Security 
collections from quarterly to monthly, beginning the 
first of January. 
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li .M. Jr: 

:.loR : 

R.ll. Jr: 

l4cR: 

H. M. Jr: 

IScR: 

!Ia gill: 

li . :.I .Jr: 

Gaston: 

!loR: 

li.!J. Jr: 

l.!cR: 

H. ):!.Jr: 

Gaston: 

-2-

!''rom when? 

Changing it !'rom a monthly return to a qUAlrterly 
r eturn. 

This is Harold Graves ' KOrk? 

Yes. 

\1 ell, this is very important. 

Yes, sir. Weans saving !'our million dollars in 
administr ative expenses . 
-
T~~ara has agreed to that. 

nell, there ' s a good story . 

Yes . 

There's a very good s t ory. Row much you going to 
save? 

lf 

Differ ence or four million dollars a :year in expense 
or operation. Saves £our million dollars in collection 
expenses. hnd I 1 m checking, I'm telling Al tmeyer -
tried to get him last night and triea to get him this 
morning ; naven• t got him - but I just want him to 
imo., tha t we have a ctUAllly done t his bet'ore he sees 
it in the p11pe.r. Be understands t hat we•re going to 
do it a nd be is cont ented t ha t it be done. But I 
just wo~ld r ather let him know specit'ically that it 
h11s been done than to let him find out. 

Well, I think I' d give it out tomorrow night for 
Thursday morning . 

Well , I 111 bold this till I talk to Altmeyer. No 
ques tion about whether it' s going on. 

Or would :you make it a story for Monday morning? 
It's a good s tory . 

It • s a good story . I don ' t know why we shouldn1 t 
give it out as soon as possi ble . 
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a . .t.Jr: 

Gaston: 

B,III,Jr: 

JlcR: 

H. II. Jr: 

.MeR: 

Magill: 

li.!l.Jr: 

Gaston: 

H.!.!. Jr : 

Melt: 

lolag111: 

li . !.! .Jr: 

Gaston: 

H.I.I .Jr: 

Gaston: 

1:1 . \I.Jr: 

Gaston: 

/.lcR : 

Oliphant: 

-)-

I 1d make it a Monday morning story. 

Would you? 

13 

Yes . It only goes into effect the first of January, 
doesn•t it? 

lhat 1 s right. 

nhat? 

That's right • 

Save us making out a lot of returns . 

And you might, it you happen to think or it, sort 
ot tie it into my speech. I mean we talked about 
simplification of t axp&yers' r eturns . What? 

Yes. Yes, lightening the burden on the t axpayer . 

I'd make it a .Monday morning story. 

This combines the information a nd the tax r eturn. 
Heretofore, they have had a quarterly information 
return and a monthly t ax r eturn. Now it combines 
the two, makes them on the same form. 

Eliminates millions of returns. 

I think I 1d do a careful story; I ' d do it in the 
form of a regular release. 

Oh yes, surely. \\'ants to be 

r'or Uonday morning . 

Yes. 

Huh? 

Yes . 

Cuts it down •• •• 

Sixteen papers to four . 

... 
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MeR: 

H.~. Jr: 

Gaston: 

B. M. Jr: 

Taylor: 

li. !ol. Jr: 

l.lcR : 

B. lo! .Jr: 

Upham : 

H. ',f . Jr: 

Upham: 

H • .i.Jr: 

Upham: 

H.•.Jr: 

Upham: 

H.l.I . Jr: 

Upham: 

ll . l .Jr: 

• 

-4-

~ight - sixteen million tax returns wil} be 
eliminated by this . 

Well, I 1 d au;ke - I'd .IIUI.ke o good careful story, 
will you? And I would like to kind of - a little 
bit - as I said in my speech - just following that 
out, huh? 

Yes. 

I did suy t hat somewhere in my speech. 

l'lovember 10. 

All rigllt. 

In •one" of your speeches? 

Yes . 

14 

I hove nothing except thot I •ve got a date to change. 

Cari ' t do it that week. 

He says the week before or the week after. 

Incidentally, in that conversation I had Kith you, 
the mon 1 s name in tlew York wasn ' t mentioned, was it? 

That ' s right, it was not. 

Did he tell you? 

No . 

'/Jell, I 1 ve been kind of saving tile week before. 
~ccles is going to be away that whole week? 

Yes, ne !lAs to spea~ in Chicago and be expects to 
stay there ~ day or two, and he says be wanted to 
save that Khole week just because he wasn't aura when 
it would be . 

.vall, the next week t lot 
on uccount of Christmas . 
full week? 

of people may not be here 
Is be going to be away the 
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Upham: 

B. lJ .Jr: 

Upbam: 

H. "'. Jr: 

Upham: 

H. !.! .Jr : 

Taylor: 

Lochnead: 

H. IA.Jr: 

Lochhead: 

H . .! . Jr: 

Gibbons: 

Taylor: 

Haas: 

H. :.t .Jr: 

Gaston: 

li..;i . Jr: 

Gaston: 

-5-

He's going to be away most of the week, and he ' ~ 
prefer not to have the date that week at all. Be 
wanted it the week aheaa or the week after . I can 
tal~ to nim again. 

15 

All right, we'll make it l O:JO on Yonday, December 20th. 

10:30 on the 20tn. That does come pretty close to 
Christmas. 

What? 

It does come pretty close to Christmas . 

Lot of people I don 1 t thinK Hill be here. .'1111 
you (~aylor) be here? 

(Nods yes) 
ma terial 

No/change in the r a tes. They are holding ubout the 
same . Selling by foreigner s yesterdey . 

All right . 

The first snipment of Chinese silver arrived yester­
day . One of the - t he .Vull Street Journal picked it 
up; tb~> t ' s the only p~ per tbe t centioned it . 

Fine . 

(Nods notbing) 

(Nods nothing) 

Nothing. 

Herbert? 

No, I hQven•t a~tning . 

Did you uo that little chore for me l ast night? 

Yes, I sent an item over to tnem. Be requested that 
I write out something, which I did and sent over . 
I haven't been able to find anything yet . Maybe 
tomorrow . 
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EI . Y. Jr: 

Gaston: 

H.:.I .Jr: 

Gast on: 

H. r.! . Jr : 

Gaston~ 

d.J.Jr: 

Gast on: 

El . !l.Jr: 

Gas t on: 

H. W.Jr: 

Oli phant: 

a .M. Jr: 

Oliphant: 

tl . !l. Jr: 

Oliphant : 
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If you get a chance, might call up Kr s. Korgenthau, 
will you, ~nd teLl her ? Or do you want to wni t unti l 
it appears? 

Nell , I tnought I'd wait until it appeared . 

Anything else? 

No, I don ' t have anything else . 

The boys didn ' t go wild on the gold desterilization 
story, did they, yesterday? 

No . Tbey made all kinds of threats . 

I haven ' t had a ch~nce to see the paper. 

I thin.< & ybe Sandy Klein, of the U. P . , alight have 
something on the d~y wir e today. 

•'/ell, tha t ' s aLl right . 

He was fisning around for someti1ing about - oh) it 
might be expected that there would be a more infl&tion:ar) 
policy pursued noN 1n the present situation than a 
few months ago . 

(Looking at clippings and cartoons) I don ' t Know which 
way we do went prices to go, up or down. 

Did anybody s ee Ding today? 

Did you s ee him Sunday? 

I think so . {Shows cartoon to !lagill and Oliphant) 

Herman, you got ~thing? 

tlo . 

Huh? 

Did you KOow we've been working, Traynor and m¥Sel f, 
for three years on a thi ng we called clerical admi nis­
trati on of declaratory rulings, ·Nith the idea of 
being oble to advise business men in advance on tax 
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H.U.Jr: 

Olipl:lant: 

H.M. Jr: 

Oliphant: 

a . :J .Jr: 

Olipoant: 

Magill: 

H. a .Jr: 

!Jag ill : 

B. M. Jr: 

:.!agill : 

Oliphant: 

Magill: 

0 li pl:lan tr. 

H .~.Jr: 

Oliphant: 

Gaston: 

-7-

liubility. That work has come to successful 
completion , witl:l some assistance we nave had 
from Yntema. I'd like to take that before some 
bar association to discuss it. Talked to Magill 
about it. 

Want to make a talk on it? 

Yes . 

You? 

Yes. 

When uoes it go into effect? 

~/ell , it will have to be ••• 

Be legislation. 

Ros? 

17 

Iierman is too modest to mention another achievement 
that he and Mr . lielvering have been working on for 
some time, to improve the refund procedure, which 
hliS been a source of considerable h.ggr livat16n to 
business men. I understand they have just arrived 
a t an agreement now which I think will pretty well 
eliminate the friction that bas existed between the 
Unit a nd General Counsel ' s office . 

When will that come out? 

I don ' t know 1f it's a matter or coming out. 

Yle ' ll have to clear it with the Joint Committee. 

'-uestion of internal procedure. 

It ought to eliminate an enormous amount of delay. 

olby wouldn't that be a good story for Oliphant, 
Herbert? Let Oliphant have the credit for that. 

I•ll discuss it with him. 

Be all right. I'll talk it over . 
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ll . lt . Jr: 

Gaston : 

Oliphant: 

li . II . Jr: 

r.tag;tll: 

I:I . II .Jr: 

:Jag ill: 

I:I . U. Jr: 

IJagill : 

rl . !.I . Jr: 

Alagill : 

li .M.Jr: 

Magill : 

Oliphant: 

li . :J. J r: 

Magill : 
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What? 

Yea, if there is anything we can announce . 

I 111 talk it over . 

Will you? 

Magill? 

You know the l egi slative situation. 

What is it, again? 

The Sub-co~ittee is meeting at ten o ' clock this 
morning and they tell me th&t they will either 
finish up with the undistributed pr~fits tax or 
they wish to take up excise taxes . 

!lo·N, isn1 t that interesting! 

(Laughter) 

It struck me so . 

And what are you doing about it? 

18 

I don't wish to be over-enthusiastic about t hese 
things; I 1m trying to take it calmly; but the announce­
ment did fill me with a good deal of interest, not to 
say enthusiasm. 

And where do you spend your days? 

'liell, I 1ve been largely in Room 278 signing compro­
mises . But I get frequent reports from the Bill by 
~ trusted runners, including r.tr . Upham . 

Nineteen dollar compromises . 

nell, that ' s very interes ting. 

I get a great deal of difficulty. I have not ye t 
been able to make up my mind resa rding the two 
brothers, e ach of whom offered $75 . Both are in 
their seventies, and for t ha t reason Wayne thinks 
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Taylor: 

llagill: 

Taylor : 

Magill : 

llcR : 

Taylor: 

r.lagill: 

Taylor: 

B. !oi.Jr: 

Magill: 

H. l.! . Jr: 

~agill : 

B.ll.Jr: 

Magill: 

H.ll . Jr : 

19 
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we ought to not take their money. 

That's a very difficult one . 

Wayne had a policy of compromises declining dtb 
age . If you ' re 5J, you pay a hundred dollars; if 
you're 50 to 60, you pay ninety, and so on. 

Well , more or less in dir ect ratio to the time the 
Bureau bad been working on it, too . Anything over 
ten years, why, you cut i t down in two, you see . 

The Bureau follows the other policy; they work it 
on a surtax r ate - 75 years old, 75 doll ar compromise. 

I didn't get it that way - that payment case of 
'lfayne 1 s; I got the suspicion th.&t ~layne had had 
some old decrepit relatives of his borrowing money 
from him to pay their taxes . 

No, but maybe in the fu~are. 

I had that ugly suspicion, Mac, but I didn 't want 
to bring it up. 

Haven't been rigfit on that one yet. 

~ell, I ' m glad to hear from you at - from time t o 
time . 

Well, I'm glad to have you know about - I perhaps 
have been a little remiss in no t telling you about 
t his legislative situation, but it is, as you 6now, 
comparatively unimportant, so I'm only bringing it 
up • • • • 

Well , drop in and see me some time. 

On =r next trip. 

I' d wait until about t en, Ros, see? If you don ' t 
hear by ten, why ••• • 

Ring up t he curtain? 

Walk 
wait 
ten. 

in here at ten o' clock with your hat on. I ' d 
until ten o'clock. Mcintyre said 20 minutes of 

We' ll give him 20 minutes leeway. 
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Operator: 

Upham: 

hgilll 

u; 

ll: 

Ua 

&1: 

U: 

!Ill 

U: 

lh 

U: 

Y: 

U: 

)h 

Go ahead. 

Bello Roa 

Bello Fred. 

This is Upb811 

Ob. 

lfOTelllber 23, 1937. 
12a05 p.a. 

Fred is finishing up with the newspaper men 
now; he'll be here in a lllinute 

I'Yba t' s be telling tbEIII? 

He's told them tbe 'fib ole God-damn thing. 

Well that's a nice one, isn't it? 

20 

Ah - there - one of their first questions was -
"Well this means the repeal of the - this is 
a repeal of the U.P. tax" and he said, "Well it's -
ah - in place of it - it's in lieu of it•. I 
tried to get him not to and I tried to get a 
message to you in the White Bouse. Did you get 
it? . 

lfope. 

I left it with the usher with soecific instructions 
it be taken into you. I couldn1t reach you because 
you were with the President. He tentatively 
agreed to your proposal on a strict •••••••• 

Well wh7 did he call it rq proposal, I didn't 
propose &nTthing to hill. 

Well I mean the one you put up this morning. 

Yes. 
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u: 

lh 

Ua 

ll: 

U: 

II: 

u: 
)(: 

U: 

1(: 

U: 

II: 

U: 

II: 

U: 

lh 

Vinson: 

lh 

V: 

- 2 -

On a atrict party TOte and th-.r agreed to tell 
the press the whole thing. I t old hill that I 
didn't think you would like to han that don. 
and •••••••• 

• o - by no means. 

Well it' s all oYer now. 

Ah - what 1 11 he - well now what did thaT do on 
the rates? 

The 20 to 16 - he1 s giTen them the examples 
and the whole business. I told him that I ••• • . , 

I can't understand Wb7 he did that c,. • • ••• ••• 

I told hia • • • • •• • 

•••• because he knew perfectly well that we were 
going to the White House •• • ••• •• 

Yes. 

•••• •• and he knew there was no green light on 
this proposition. 

Yes 1 I said I was afraid the President would 
throw i t do1111. 

Well he - he did. 

Well then that ' s too bad, The bora are coming 
now so I assume Vinson will be here in a minute. 

Yes . 

He - ah - said everrone seemed to be enthusiastic 
for it and- ah- he- ah ••• • ••• 

Well, or course, he j us t doesn't . 

Hello 

Ah - hello - Fred? 

Yea, Roe. 
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II: 

V: 

1.1: 

Vt 

II: 

V: 

K: 

Vt 

1(: 

V: 
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We were just over there to the White Bouse 
•• 1ft !!now and I put this thing up to the 
Presr ent tor the first tile and the President 
sa1d1 •Well the trouble w1 th it 1a the rate 1a 
too ~ow and that it does not - would not correct 
the abuses wbicb we are a1111ng at 1n 1936• . 

I see. 

And to tell you that he thought this 20)C was 
too low. 

Yea. 

And we ought to get more . trow -
know where we are. I understand 
the Committee went ahead while -
away and agreed to it. 

ah - I don't 
!rom Uphaa that 
while I was 

Yea, the - ah - Bob - 1n tact we had a huddle -
Bob and - ah - ah Jerry and John McCormack and 
Buck and myself - they were - I asked them tor 
their advice 1n regard to the procedure and they 
agreed and - on the tentative agreement and also 
to give it out . I had some h~si~ancy 1n regard 
to giving it out. 

22 

Well I 1a - o! course, Itm terribly sorry that you 
did because I thought since you knew I was going 
up to talk to the President the thing. would sti ll 
be up 1n the air and that we ought to hold the 
tort tor a d~or two ••••••• 

Well here was the answer- here's the answer to 
that - 1n regard to giving it out - the question 
is whether or not the plan would be gi van out 
correctly or whether it would come out garbled. 

Yes. 

That was the - they were very posith'e 1n their 
position that it ought to ~ done. I - I can 
r ealize the situation - I realize the situati on 
that exists now but what we ' ll just have t? do 
is to do something else. 
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Of course, aa :you know I waa - I didn't put 8!!1' 
approYal on tbe darn thing this morning. I- I •••••• 

lo - no - no, no - :you just aiaplJ presented the 
thing that we bad been • 

Presented what - this business :you and Parker, of 
course, had been discussing yesterda:y afternoon. 

That• s right. 

And I, of course, had, aa. I told :you, I didn't 
know Whether the President was agreeable to it or 
not. 

Jfo, I knew that and, of c"Ourse, Upham waa - expressed 
to ae the idea that we•d just haYe to throw the 
whole Undistributed Profits proposition into a heap; 
that wetd want to take a licking on it. 

When - did he say thlt this morning? 

Yes. 

Well I don 't know what he ' d had 1n his mind. 

Well there's just a question of his own personal 
opinion, I reckon, 1n regard to the situation 
that exists. 

Of course, tbat 1 s not mine at all. 

Well I think that - I thought that you were of the 
opinion that we were in a right critical condition. 

Well I think we're in a critical condition all 
right, but I•d - or course, I didn't - wb.at I 
wanted to do was to go on and work on this thin&. 
a day or two more until we got What the President's 
idea was before we did any shooting on it. 

or course, here ' s one thin& that ma7 haYe deYeloped 
after - no it didn't deYelop after 7011 were here -
we knew about it before - about the Republican 
caucus. ' 
Yes. 
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That may han been the thing that was 1n the 
back or all "'" .rinds 1n regard to that - ah -
because or the caucus and ca.e out !or direct 
repeal then anything that would come up subse­
quent to that time would be - ah - could be 
well said with force by th•. •· 

Yes. 

Ah - Bob and - Bob was particularly positive in 
his attitude 1n regard to What should be done. 

Yes and he thought you ought to go ahead with 
this to-day. 

Yes. 

I wish to goodness we could have held the line 
another day or two. 

24 

Well - of course, here• s the trouble about holdi~ 
the line, if we hadn•t taken it up this mornine 
we'd have held the line but after we got into the 
thing it would certainly h ave come out, Ros. 

Yes. 

Now there wasn't Bn7 use 1n fooling ourselves. 
It was like I told Uphaa. I said, •wow - ah -
I - since I 1 ve been on the Comm1 ttee I 1 ve never 
divulged one stgtle thing." 

No, I know you haven' t. 

I mum up like an oyster and just don't - ah -
and don• t talk but just like the other day they 
got the whole damn thing - now they ' ve got it -
part or it was r1gh.t and part of it was wrong. 

Yes, well - all right - I guess we - I - I don 1 t 
know what we do next. 

Well we just have to - we'll just have to ••••• •• 
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We'n still got - we can still do some figuring 
on the rates I suppose eYen where we are now. 

Yes I think that can be done - I think there' s 
something to be said 1n regard to the higher 
rate, 1! you can get it. I see perfectly what 
that - what that means and go 2~ but the 
trouble is whether you can go there or not -
that ' s the practical situation. 

Yes. 

And I want to say to you that last night I had 
a communication from a party that is yery close 
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in - didn' t mention it to you this morning because 
I nnor thought about it but just inquiring i .f 
there oould be final action taken illlmediately. 
It came from a source close to - just about as 
close to the Chief as - as you oould get it. 

Well now as far as this action this morning was 
concerned that was for the future and not for 
19371 wasn't it? 

We didn't take any action on that. 

Yes. Of course, I would - I'd hate like the 
dickens to have anything apply to 137 of this 
sort because ••••••• 

Well I think - I - I think tbat it wouldn't 
work because you•ve got your different policies 
already to ••••••• 

That ' s already determined. 

, , •• •• and you ' ve got your smaller corporations 
that are paying a larger nol'lll8.1. rate and then 
if they'd declared out the diYidends why th871d 
pay the larger rate too. I - I thought about 
that last night and qain this 1110rning in regard 
to the 2etroact1Yity ••••••• 

Yes. 

•••• and I - I come to the conclusi on that it'll 
take us up into the middle of November. 
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Wall it's too l ate now, I think, to do an;rthin& 
tor t l57. Ah - ah - would 7ou lll1nd - who was it 
that talked with 7ou and should tz7 it 
retroactiYel7. 

• o, no I wasn•t told about r etroactiYely coming 
out right now. or course, the,r - the,r •••••• 

Thef're coming out right now with the plan. 

With the plan - I mean with the bill. 

Oh with a bill. 

A bill tor undistributed profits and capital 
gains and losses . 

Who had it in mind, Fred? Could 1ou tell ae? 

"h - Charle7 called me and said he was speaking 
for Jimmy. 

I see . Yes, well 7ou1Ye - this is - well if the 
papers have got it why they 've got it I suppose ••• ••• 

Well the 'tlbole thing about it - the whole thing in 
the world in ta.king it Uf - the question ot giving 
it to the press why the7 d haYe gotten it anthow; 
now how tbe7'd have gotten it I don• t know ••••••• 

Yes . 

•••• but you know bow th81 got that other. 

Yes. Well I take it we've still got the matter 
ot rates; we can fight a.long and see 'tlbat we can 
do on the rates. 

Why yes and we '11. just do whateTer we can do. 

Yes. 

I don• t see- as lar as I'• concerned, ah - ah ••••••• 

Well now what did th81 - did the7 - did the7 agree 
on rates too tentatiTely or did th81 agree on this 
plan or wbat ••••• •• 
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Well they all agreed on this plan. I pve it to 
them Just the way we agreed on it. 

And- and not the rates, or did theT• ·• ••• 

Well yes. 

••••• or were they thinking about a 2QC top. 

I gave them that . 

I see . Well ••••• 

In other words •••••• 

Let me stew over it a little a nd where are you 
going to be ~his afternoon - in your office? 

Yes . I' 11 - I ' ll tell you - 8Jl71;lme we t ake up 
anything, Ros, •••••• 

Yes. 

• ••• you might Just as well give it to them •••••• 

Yes • 

••• •• and give it to them correctly. 

Yes. 

And the mere fact thatyoutre - you say rou1 re 
considering it - ah - that don't - they 11 write 
that you agreed to it whether you' ve said you had 
or not. 

Yes. 

Wow there was a - they didn' t ask me this but the 
Tote was a party Tote. They neTer -
they never inquired about that but - ah - the 
Republicans are going to baTe a caucus this 
afternoon- now I think tbere•s a lot to be said 
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in forestalling their - thei r caucus unless - unless 
they could get credit - unless they get credit tor 
driving us to it. 
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I ... - the thiDg that worrlea .. , ot oourae, 
tbe - the ,.,. ~ PrealdeDt was t•!k1nc thla 
801'Dlnc he lan•t goiDg to Ulte lt at all. I 
M8D he• a goiDg to - he' 1 goiDg to want a hlch 
rat 

Well, as tar •• I aa oonoemed, I don't a1.n4 
goiDg to a high rate, 1t we ca .aintaiD lt. 

Yea, 

I just don't think we can uintain it. 

You don't think we can, 

Io, I hann•t changed llfflllind about that one blt. 

Yes, 

But w1 th 25~ and 1~ off - 1lb,y - will do the saae 
job •••••• 

Yes. 

•••• • except- ah- ah the psychology of the 2~ 
rate •••••••• 

Yes • 

•••• and- and the question of hardship cases. 

Yes. 

In other words, to get the - to get ~ more on the 
fellows that it doesn't make an1 difference Whether 
1ou get it or dontt get it. 

Yes, ot course, I wrote •••••• 

I don• t know whether or not that 1 s worth gettinl 
~ leas on - on corporations that - that do it 
~ aakes a ditference. 

The SOJ' isn•t going to force out IIIUCh in the wa:r 
ot diYidends - ah - I don't belieYe. 
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Well I - I think - I don't know just how much 
forcing out it will do but I think that cert ainly 
a crowd thatcould - that could pay out dividends 
if I were managing a corporation,and didn't need 
the money, I would go clear down just as far as 

I cO\lld •.. . ..•.. 

To get the lower rate. 

To get the lower rate. 

Well -

Tbat•s just good business . Now then if you need 
~ DIPDeY why then, of course, they - they pay a 

more normal corporate tax. 

Well let •s ••• • ••• 

Upham - Upham ah - Upham ah - was here and he ' s 
here now •• • •••• 

Yes. 

•••• and be - be told me that you bad gone 1n to 
see the President. or course, I knew that you bad 
gone down there •• ••••• • 

Yea • 

.. .. I didn ' t know just what part of the conference -
bow far it bad progressed and, or course, I told 
the boys that yGl1 had gone dom there to - ah - to 
talk this over and they understood that. 

All right, well I 'll- let' s- ah ••••• •• 

I say - Upham said you d1dn•t get his message. 

No, I d1dn•t get any message . 

Well be sent a 11essage 1n l1y somebody - by the 
usher there •••••• 

Yes. 
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••• •• to - ah - to tell you that we were figuring on 
releasing it. 

We didn't - ah - I called you up as soon as I got 
back - I cl:idnt t get any m.essaae,.. . . .. 

Well I say he told me that he did. 

Well - ah - well we'll study - I•ll do a little 
studying on this rate and see i f •••••• 

Well I really - I really feel this way - now I 
know the President's objective and I •m perfectly 
happy to go along '111 th it because I never have 
tailed to do it yet. 

I know. 

And I 1m certainly not slowing up 1n my old days 
because I know - I know his objective and he 1 s got 
the whole picture of the country before hi- but 
he may not know just how much sbeep there is in 
regard to retaining it at all- that ' s the- that•s •••• •• 

Yes. 

•••••• the only difference 1n viewpoint that might 
be had. 

Yes. 

And I asked - I called them over and we had the 
huddle in regard to Whether or not we would tentatively 
agree and then Whether or not we would give it out •. 
I - I realize thoroughly that you were down there 
and that you hadn' t gotten the final green light •• ••• • 

Yes • 

.. .. • but Bob and allot tb1111- ah- and 11m not 
trying to shirk any responsi bility .... ... 

No . 

•• ..• because ••••• • • 
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•o I understand. 

••••• in that way but they were •msn1ama that -
ah - the bo7s would get it an)'how and thq ouglrt 
to get it con ectly and I tried to gin it to thea 
as - as clearly aa I could. 

Yes, well I ra - Ira sure t hey got it. 
•. 

I - I tried to take care or the small corporations 
fir st - •25,000.and under and pointed out What 
that ••••••• 
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Yes we want to do something to take care or th•. 

Well, as I sey, I pointed that out the first thine . 

All right, well thanks Ter, 11111ch, Fred, tor girtng 
me the dope on it. 1' 11 probably gi Te you a ring 
qain this afternoon. 

All right, I 111 ••••• • • 

Is Cy - is Upham right there? 

Right here. 

Would you ask him to come right down. 

Yea. 

Thanks Ter1 11111ch . 

All right. 

Good eye. 
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November 23 , 1937 

At 10: 20, HK,Jr called J i mmie Roosevelt. Re 
sald to him, 1 You asked me to let you know when I 
was g oing to see your rather on surplus t ax a nd I am 
Just keeping my falth with you. 1 Jimmi e P.oosevelt 
sald, "Ucintyre told me that you were com1ng over at 
11. 1 

J i mmie Roosevel t the n asked Ur. Morgenthau 
whether he knew anything about the housing message and 
thought it would be a good idea to add som~thing on 
taxes. . The Seoretary r epli ed t hat he would not add 
anything on taxes to the housing message , but that he 
woul d a sk Taylor whether .he knew anything about the 
housing message and if he did t hat he would euggeat 
that he go right over to see Jimmie Roosevelt . 

Jimmle Roosevelt asked t he Secretary whether 
he felt as strongly on t he surplus tax ae he did before 
and HU,Jr sai d t hat he did not answer him because he di d 
not know what he meant. 

Regraded Unclassified



lloveaber ~. 19:57 

At t1Ye lll1nute1 of one, llll,Jr oalled Jl..te 
RooaeYe1t and said, "lo~~~eth1ng YeJ')' .. rloue bae bap­
pened between the relationship of the White House, 
yourself and 117 .. lf. I do not want to -.y aft11;h1ng 
over the telephone. Could you OOIIMI OYer right after 
lunoh to see me? 1 Jimmie RooeeYelt euggeeted 2:15 • 

• 

I 
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34 
RE COTTON CONS~~TION (SECRETARY NOT PRESEN~November 2J , 1937 

11:10 a . m. 
Present: 

Taylor : 

Feis: 

Stevens : 

Yr. Taylor 
Mr. Daggett 
Dr. Feis 
Yr . H. s . Patton (State) 
Dr . Lawrence Uyers 
Dr. Lubin 
Ur. Robert Stevens 
Yr . Donald Comer 

The Secr et ary had to go to t he \7h1te House, vnd so 
he usked me to carr y on a nd he 'll try to get in 
here at tne end of it . 

I t hink the best thing to do i s to hear a progress _,. 
report from Kr. Stevens, because apparently there 
have been 4uite a few developments tha t I think 
everybody her e ~auld be interested in, t hat have 
been t aking pl ace on the outside. Is that agreeable 
with you, Herbert? 

Ob, 4 u1 t e . 

1/ell, l.!r. Taylor, of course, this subject of jute 
is one - it is not u new subject; it is an old 
subject. It is one tbht the cotton industry h~ve 
devoted a lot o f time nod attenti on to over a period 
of time. There has been legisl ation on t hi s s ubject 
introduced from time to time; it hasn't passed. But 
we have kept ~orking on this subject and we have 
committees in the industry who are charged with the 
responsibility of trying gradually to effect through 
educational and other processes some advance along 
the rood of doing something about jute . In tha t 
connection, it just happened tha t last Thursday 
night there was a meeting of that committee bare 
in Washington, which bnd been scheduled several weeks 
before, and I didn't ~now about it until I had been 
over here on Tuesday, and ns soon as I found out about 
it, why, tnrough Dr . Murchison we got word back here 
t aut this meeting was going t o t&ke place, and we were 
so afraid that there might be some embarrassment i n 
connection with it tha t we would have called it off 
or done anything t hat seemed &dvisable, these meetings 
bei ng of e confidential nuture. But there didn' t 
seem t o be any rea son why we shouldn' t go on and have 
it . Of course there was no reference in a ny way, 
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shape, or form , to this d tscussion. 

That meeting did take place last Thursday ni&ht. 
Probably a bout fifteen manufacturers from v arious 
points in the industry gathered here in Washington 
for the purpose of discussing this thing in one of' 
their periodic discussions of it. And Yr . Comer 
presided a t that meeting . And there were four 
Senators and one Congressman t here . And inasmuch 
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as Mr. Comer did preside at that meeting and has 
followed up some angles since that time, I 1d like, 
with your permission, to ask him to tell what happened 
at t hat time and s i nce, Just by way of bringing 
everybody up to date. 

All right, fine . You do that, !.lr . Comer . I think 
Ne ' d be interested in the personnel of the committee 
as well as the Senutors and Congressmen who attended 
it, if thnt 1s ell right to ask you to do thot. 

I'd have to make that list up for you, because I 
don ' t believe I could do it at this time . Except 
I ' ll say that Senator Smith, the Chairman of the 
Senate Agriculture Committee, was present; Senator 
Bankhead , Senator George of Georgia and Senator 
Russell of Georg i a, a nd Mr ••• • • 

Cooley . 

Coonley, of the - mtmber of the Agriculture 
House .... 

Representa tive Cooley . 

Cooley , of Nort h Carolina , member of Agriculture 
Commi t tee of House . And Dr . Myers was present and 
Yr . Pickard, of the Department of Commerce, was 
present. \Vhen the benate Agriculture Committee 
were ha ving their hearings this summer preparatory 
to new f arm legislati on, a meeting was held in 
aontgomery and I was asked to come before that 
group by the Commission of Agriculture of 4labama 
t o ask t hem that in the new legislati on some pro­
tection against the increasing imports of Jute be 
included . And I did appear there, and after wards in 
di scussing the matter with Sene tor Bankhead hi s ides 
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was thnt tile best way to approach the question 
was by 4Uota, and &sked us to prepare some sug­
gestions along that line for his attention. 

The meeting in Washington l~st week was for the 
purpose ot' discussing that plan Curtner and for 
worKing along with the members of toe Senate, 
following the suggestions of the Senate Committee. 
Such an amendment was 9ropared and was given to 
Senator J:lankhead. •ihether or not i t will becpme 
a part of the present farm program, I don ' t know . 

Tentatively an amendment to the agricultural 
legislation itself. 

3S 

Tnat ' s right. I have, for your information - I 
have just heard that the amendment was not included 
in the bill t hat is now being presented to the 
Senate from the Agriculture Committee . 

Donald, would you tell them what the nature of that 
amendment is? Don't you think that that ' s appropriate? 

Yes . The amendment sought to control imports of 
jute both manufactured and not manufactured in this 
country by quota; t he quote to be arrived at on a 
basis of 65 percent of such imports for the five 
years 1 31- ' 35 inclusive; 65 percent being arrived 
at because that was the way that the cotton farmers 
had their acreage reduced over their base acreage 
if they were to enjoy farm benefits . 

I think that brings you, Ur . Taylor , completely 
up to date . 

Nas ' 31 to ' 35 before the uses of jute had increased 
materially, or is it materially as they are? Bow 
did that compare with, say, the 1 36- 1 37 figures? 

Well, we picked those five years because it represented 
two years and a half before AAA and two years and a 
half after AAA , and we thougnt that average would give 
a fair base . 

Bow did that wor k out as compared to 136 , for example? 
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IVell , we - now, such figures as we could get 
indicate that during those five years the aver age 
imports of Jute were about five hundred ~ll1on 
pounds - little bit more or less. We find th6t 
for the nine months in 1 37 the imports of Jute a r e 
practically equal to what the whole year of 1936 
was - approaching a billion pounds, doubling 
practical ly what the base was that we ' re talking 
about. 

So we nave taken a period , Mr . Taylor, which is 
prior to the recent grea t increase in the inflow 
of Jute. Al t hough, it' you go back to the period 
of the twenties, Donald, the figures ran back 
there, I believe, approaching the billion pound 
mark, didn't tbey , from year to year; but we csme 
into the depression there a nd that went down. 
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Is t her e anytbing else that you think would be of 
interest t ha t has developed since our l ast meeting? 

No, those are the things tha t we had in mind and 
we '••anted to bring you fully up to date just by way 
of inf ormation, a s a preface to .what would go on 
from here. 

Anybody got any other questions about that? 

Uay I say some more? 

Excuse me, I didn ' t mean to ••.• 

Well, I 1d lUte to at the proper t~me further support 
this i dea tna t we are suggesting w1 th the figures, 
which I think will be interesting to those of us 
who are po1Yerfully concerned about this effort of 
our government to protect f a rm income by helping 
American cotton, who see us losing our export market 
for cotton to foreign growers of cotton a nd losing 
our domestic market for cotton goods to increasing 
i111ports of jute . 

Well, I think it would be very useful if you would 
prepare them 1n memorandum form , unless you have it 
that way already. 
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No, I Just have it in my head. I can do whatever 
you suggest. I can • •• • 

We ' ll prepare anything you want . 

I think that 1 s the best way of doing it. Be able 
to present the full picture . 
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Well , may I say just this, then, that I Will present 
figures to show that our J•merican cotton crop was 
decreased under the farm program, that foreign cotton 
was increased , particularly India cotton, and that 
as we lost our foreign markets for our cotton, it was 
of course taken up promptly by these foreign cottons, 
and particularly India . I could cite Japan very 
dr amatically - her decrease of hmerican cotton and 
her increase of India cotton; and I could cite the 
fact that as we decreased our acreage 1n cotton, 
India increased her acreage 1n jute . 

I think, Ur. Comer , while that ought to all be in, 
it is only fair to say that the Secretary at our 
l ast meeting did present a series of figures , country 
by country, which showed the decrease in the exports 
of American cotton to those individual countries, and 
went further and showed where that slack t~as being 
made up. So we •ve got those figures; I know that he 
hns those figures available, and possibly we can 
supplement them in some way . 

Woulon •t that show, rather, the percentage of 
imports from the United States to foreign countries, 
rather than the decrease in the amount of exports? 

That ' s correct. 

Japan has taken a larger amount, even though a 
smaller percentage. 

Those per centages must have been taken from a 
~tuantity base. 

Yes, but Japan has been importing far more cotton 
tnan it did previously, taking a larger physical 
amount from the United Stotes, although a smaller 
percentage. 
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'Nell, I think that - I know that we ' ll be glad 
to have that in any form in wbicb you car e to 
present it, Ur . Comer . I think - as Kr . Stevens 
says, while we alr eady have a lot of figures 
on it, you can always argue about figures; it' s 
a great pastime . But it would be =Y suggestion 
that you present it in any form that you willb to. 
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~.ell now, I understand the State Department is 
concerned about this metter because of i t s relation 
to trade treaties wi th Great Britain and that they 
are here to discuss it from that angle this morning . 

That ' s correct . ~t the l ast meeting, why, Dr . Feis 
said t ha t ne wished to t ake tne whole question under 
aovisement for the State Department and would be 
reudy to report back at this meeting . 

~nen we cun listen to whut he h~; s to sr,y < nd possibly 
comment some after. 

You ready to do that? 

I didn ' t know tn~t Fate would cast me, a spokesmen 
for the interests of the cotton farmers, in this 
role; I om pleased to fino tha t turn ·of Fate since 
rrry colleagues in the Uepa rtmeut of Labor a nd the 
Department of Agriculture feel they have to be oute. 

If you are speak!~ f or Agriculture, I want to say 
tha t we probably wouldn't be mute forevermore. 

I'd begi n by a very leading s tatement - just throw 
it out os a result of experience -: that for a 
country thct is the l argest grower of cotton in the 
world, is customarily the l urgest exporter of cotton 
in the world, ~> nd is still the largest exporter of 
cotton in toe world, to edopt within ~~e field of 
t he nutura l textile groNths a policy of ~uota 
restriction would prove to be o regrettable error, 
becawse it completely nt;ndicaps itself in the a ttempt 
to ~eep open for its~ cguinst both compe ting textile 
growtns, substitute~~ompeting sources of cotton that 
is sold in foreign markets, foreign markets which can, 
at least to the present extent , which is some five and 
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a half milli on bales , be kep t open. Given a 
continuation of world ~ctivity, a continuation 
of a trade agreements program, we jus t have no 
hesitation in asserting that that much of a 
foreign market we can retain, unless of course 
we again get a domestic cotton program that makes 
the price of cotton that we offer to the world so 
much higher than compe t ing groNths tha t we 
deliberately throw away that merket and go in for 
this tremendous read j ustment in the South that 
would result, in which event the St ate Department 
summarily would turn over the situation to the 
Department of Agriculture and Department of Ltbor 
and the Treasury 'o s9lve and manage , and expect 
that Nhen the cotton tex~ustry had to pay 
tne necessarily increased t axes to~ort the 
people on relief, they would do it cheerfully. 
hnd thbt would be my leading observation. 

40 

In &dtiition to t hat , I t hink probably t he shortest 
way I con make a statement is by just reading the 
section called "Concluding Observations" of a 
memorandum of analysis . Vie want a chance to work 
it over before we turn it in . Its preparation 
was carried out as objectively as we could carry 
it out, on the supposition tha t the quota would · 
ap ,>ly to 50 percent of our imports . lie had to 
take s ome supposition; that ' s tne one we took. 

"1. Analysi5 of jute uses and competitive substi­
tutes in the United States indicates tnet the 
potential additional outlet for American cotton 
would be very much less thtm th&t suggested by 
figures of the quantity of Jute consumed in various 
forms in this country. Unless total exclusion of 
jute imports were contemplated, probably not much 
more t han a quarter of c million bDles of cotton 
would be added to domestic consumption t hrough 
imposition of import ~uotas . 

"2 . Since the predominrnt use of jute is ts a 
container or wrapping material for American and 
insular <gricultural products and for materiels 
used by f urmers, the compelled substitution of 
wore expensive cotton motoriols would involve an 
added murketing or production cost, both for cotton 
growers themselves and for other farmers generolly . 
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"3 . Possible benefits to the Am~rican cotton tex­
tile industry would be offset to a very considerable 
extent by injury to the domestic jute manufacturing 
industry. 

"4• Owing to the many different forms in.which jute 
and its manufactures enter this country end to the 
fact that such import.s are sub ject to twenty differ­
ent tariff clossific~tions, the introduction end 
administration of an import ._uota system applied 
thereto would involve baffling and vexatious tech­
nical dil'ficult i es and econooic complications. 

"5. The proposed import restriction on jute is at 
variance with the Administration' s policy of lowering 
world trade barrier s through the process of mutual 
concession, and since the external effect would be 
concentrated on Grea t Britain and its interests in 
India, such a move would be in the nature of •.. " -
this says "would be in the nature of a breach of 
good faith ~Vith the United Kingdom"; I would not 
say that myself, , but that it would be a disturbance 
of our relations with the United Kingdom - "· •• with 
whom a preliminary announcement of intention to 
negotiate a trade agreement has just been made. 
There is reLson to believe, moreover, that such an 
action might result in o greater loss to this 
country's export trade in r aw cotton than the 
prospective expansion in uomestic consumption of 
cotton. 

•6. b potential additional domestic outlet for 
Acerican cotton undoubtedly exists in i ts greater 
use as a ba~e covering for cotton. The present 
prices for loRer grade cotton are themselves 
conducive to such substitution for jute bagging . 
As alternutives to the res triction of jute imports 
(to Hhich objections have been noted) the l~rger 
use of cotton for this purpose might be stimulated 
by : (a) Requiring that cotton be sold on a net 
.veight instead of gross wei ght basis; (b) Offering 
premiums (financed by AAA Section 32 funds) for 
cotton wrap~ed in cotton bagging under approved 
standards; ~c) Voluntary agreement by cotton textile 
mills to use cotton wrapping materials for baled 
goods. 
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11 7. Tho most important outlet for this country' s 
cotton surplus lies in the export f i eld . Expansion 
of cotton production abroad since 1932 has been 
stimul~ted primarily b.Y the relatively high price 
differential maintained for American cott on. 
Lo.cring of cotton loan v&lues aft er 1934 nos been 
r eflected in larger volume of exports . Current 
prices of "merican cotton a r"e proving conducive to 
increa sed exports and ere likely to check foreign 
expansion of cotton growing . Although present prices 
ar e IJbnormally low for producers, they are offset i n 
port by the record high acreage yields obtained in 
the last crop year, and a re being supplemented by 
substantial benefi t payments . The Administration' s 
trade agreement program is serving to increase pro­
gressively t he capacity of foreign countries to buy 
American cotton. A policy of Aeeping American cotton 
prices bt a competitive level will be most conducive 
to making this potential foreign demand effective, 
end thus reduce the country ' s surplus stocks . " 

1'hot is in general . I might add a few particulurs 
in regard to the trude agreement angle of the thing . 
Very plainly, if within JO days af t er vnnouncing 
intention to negotiate with Great; Britain, one of 
the priaary object s of which is to safeguard our 
present American foreign cotton morket in Great 
Britain, even as against Indian cotton, we should 
t aAe action th~t would disturb tne jute producers 
of Indio, the jute factories of India, the Jute 
factories in Great Brita i n, it would shake the 
British confidence in the possibility of making any 
kind of e deal ver y substantially. I should almost 
expect the result NOuld be to immedi ately stimulate 
a movement between Great Britain end India to f urther 
increuse the use of Indian cotton and decrease the 
us~ of American cotton in Great Britain. 

Secondly, and Just within tnis room, again as showing 
the interrelati ons of these things, we are bargaining 
for certain concessions . Among those concessions are 
some on which the l.lominlons would nave to give up 
present pref erences i n port in the Bri t i sh market. 
Some of those !nterest I ndia . For example, one is 
rice . This is strictly confidenti a l. That is of 
interest to t he Southern rice-growing states . We 
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can expand the Bri tish market for rice. But 
i f we hit India, of course, India will buck any 
concession on the part of Great Bri tain on rice . 
There are certain other commodities in the sa=e 
sitUBtion. 

~3 

Ther efor e , I summarize b:y repeating my leading 
statement : if a country with our degree of interest 
in export markets s nould t ake this step, it would 
be out of a ccord with our broadest interests, and 
its immediate - and its promised r esults for t he 
cotton f ormers, even in the way of expansi on of 
our domes tic markets, would be more than offset 
by the many indirect results that •::ould occur of 
direct interest to the cott on f armer . And the 
a ifficulti es and complicati ons of administering 
the ~uota, whica ~e have stated very modestly, 
would even disturb the t extile industry; we ' d have 
every br anch of the textile industry sitting down 
on our doorstep all year r ound, trying to work out 
the intri cacies of this 4uota administration scheme. 
And lastly, the indirect i njury to the other branches 
of the hmerican economy would be quite notable . 

Those, as f ar a s we can judge, would be the results 
of this quota action i f it were really a far-reaching 
quota action. I •m sorry, Wr . Comer, once again to 
seem to be expressing the voice of denial . It is 
a privilege tbat the Government gr ants me when they 
give me my s emi - monthly pay check. 

What effect do :you think the diversion program, a s 
:you mention t here, would have? 

Harold , would :you care to •.• 
could t ell us most on tha t. 

I suppose Mr . Myers 

No, I mean in your final effect it would be more or 
less the same t hing, wouldn 't it? 

riell, I aon•t t nink it would be nearl y LS far­
reaching and be harder to attack . 

Well , I think obviously it would be ht r der to att ack, 
but a s f ar as , I ' d say, cutting the ground from under 
the jut e boys, why, i f i t were carried to its logical 
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conclusi on, why, • • • • 

Yes . 

It is positive r 8ther than negative, however . 

Oh yes . 

This other way - I couldn't help but think the 
other night over there - you recall the contradic­
tion that was noted in our t ariff rate of 7 cents 
a pound on yarn and one cent a pound on burlap. 
IV ell now, if you will go buck - l' ve not done it 
since that meeting the other night , but if you wi ll 
go back to history not so ancient, you ' l l all hear 
complaints ~bout Post Office boys using jute twine . 
1he point is tha t the Post Office boys are normal 
human bei ngs and they have to have a twine that will 
hol d the pacAage but yet th£t they can break with 
their hands in their work . It is Just physically 
impossible for a man to put up with a sharp-cutting 
twine . You can make a twine out of cotton tha t will 
do it, I suppose, but for some r eason or other they 
haven't seen fit to. 

So we get a 7 cents a pound duty on jute yarn and 
they still don 1 t have the yarn business . And it 
isn' t only the Post Office, but it ' s the rest of 
• merican industry . One of our most ticklish problems 
is a processing tax with compensatory taxes on twine. 
I think you were over there at t he time; perhaps you 
(Taylor) got i nto a little bit of it. 

Well, I c oula see what it led to and as I recall it, 
I moved out . 

Tbat•s the trouble ~ith some of you fellows; you move 
out, but I have to s tay there . 

On this quota business I have to l augh. bometimes 
American industry accuses us Washington folks of 
wanting to become bureaucrats ; and, bless God, wouldn ' t 
I be a bureaucra t if I were to go in for these quotas . 
They are licenses to import. 

And we ADOW tha t - this is speaking f r om a point of 
view of hmerican business 1n general - that i f you 
r eally want t o create a govern:nent t hat will dolllirul t e 
the business show, go in for the quota system and you 
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will get it. The thing extends without anyone ' s 
will, but inevitably you will find the thing extending 
into other phases of business in order to mnke your 
quota system work - something else next, and something 
else next, and something else next . 

;tell, I wonder 11' these folks have thought through 
the quota . I •ve been trying to do a little bit of 
thinking on it; I don ' t know that it is very effec­
tive. 

I see two big problems in addition to t his one of 
administering licenses. One is that you would be 
buying jute and Jute products !n the world mbrket 
whicn would be as low as it is a t present, or perhaps 
lower, because this country uses, I believe, about 
20 percent of the jute; tnen the fellows who we 
bureaucrats were kind enougn to hand out a license 
to would bring that stuff in here and sell it . !low, 
there is only one 11r.y ttwt cotton could be permitted 
to go into t he Jute field, end that is to have the 
jute brought up high enoUJh so tha t the cotton could 
go in there, so tha t the effect of a quota - the 
effect of an effective quota would be identically the 
same as an effect of a very high tariff . That would 
mean that the folks coming in here would be Lble to 
sell that stuff a t a profit of perhaps - well, 8 
cents a pound a t least. 

l:.x.actly . 

Now, I Rouldn't especially worry about the folks in 
the Government administrating the thing a s honestly 
as they could. It could be done, I think, without 
any cr ooked wor:t. But the fellow who can make a 
snowing ond get a license would have a gold mine. 

I want you to go on, but I just Rant to use tha t to 
elbborate the point I was making . The next thing 
woula be that he would have a gold mine . People 
would see that and Congress would s ee. th.&t dthin 
one year, so that when they came to renew the 
legislation you' d find tied up with that some new 
form of taxation on the people that got licenses, 
or some new form of arrangement for the distribution 
of the quota . The Government would be - you go into 
quota systems and you will have the Government all 
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over your business within three or four years . 

Of course, wnen I said I thinx .ve could administer 
it honestly, I should have pointed out that you 
c ouldn• t adm1 n1 ster it '1\ithout charges of dishonesty 
and f~voritism; there Nould be those charges no 
matter Nh& t you did . 

!low, another probl em tha t bothers me quite a little 
bit - and I 1m rai sing these things more t o get you 
men•s reactions on them, because I 1m moderate , 
I want to help out constructive ly _on this thing , 
not destructively , and these ~re problems that f a ce 
m~--how can you 110rk out Eo system which will worlt? 
In case of cotton bagging , we ltno~ t hat that stuff 
is pri .marily made out of refuse jute, reclcimed jute, 
garnetted sugar b£g cloth, and the like . NoN, you 
make it profitable to the point of 200 percent or over 
on the jute products imported i nto t his country as 
wrapping materials ; how long would it be before >'e 1 d 
have an excessive use of wrapping mat eri&ls coming 
i n her e on the textiles t hat we import, and everything 
else . I can conceive a development wher e we woul d 
bring in bags j us t once , never r eturn them for a 
second use, sell t hem in the domestic market - sugar 
bags; bring in textiles wrapped excessively with 
jute ei t her so loosely once you could gar net it 
right o,•~>Y end respin it or made into sucn fo rm 
that you could sell it for speci f ic use in this 
m~rket, in the same way that some of your follts 
nave made bags out of toweling so thc.t the housewife 
can rip out the seams ond have a towel. I jus t 
wonder now big t hose leaks would become . It seems 
to me they would become very pronounced . 

I' d like to get your reaction on it, Mr . Comer. 
\"lhr.t do you thlnlt &bout it? 

Gentlemen, I •ve grown cotton all my 111'e . lly father 
was the lLr gest cotton grower i .n /.labama . The cott on 
that gro~s from Virginia to Texa s is the only major 
forei gn product of this country not prot ected by 
t ariff . l very other f ar m product has a t briff: wheat, 
42 cents; corn, 25; ohts, 15 ; cheese, 7 cents; butter, 
14 cents - a t ariff not only protecting the t hing 1n 
kind but against substitutes . Vie have a t ariff pro­
tecting soy bean oil and cottonseed oil against whale 
oil; we have a tariff against cashew nuts end brazil 
nuts to protect pecans and English walnuts. 
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Some few years ago when we decided to raise cotton 
by irrigating the territory of New Yexico and 
California, they didn't hesitate to put a tariff 
of 7 cents on hgyptian cotton, which was part 
of the British ~pire . And th't tariff today 
stands. · 

The Uepartment of State - Yr. Edminster - is he 
still with your Department? 

lie is • 

• • • was in Birmingham not so long ago - last May -
a year ago - and he said it was the policy in 
America to protect every major f arm product and 
he knew of no purpose or intention to have it 
otherwise. 

'41 

Senator borah has said that the American farmer 
should be protected in his home market to the extent 
of an embargo - not a quota , but an embargo. 

I'd like to tell just one little story, not to be 
funny. They say that when a man is supposed to be 
crazy, they carry him to the insane asylum and he 
is tested to see whether he ' s incurable or whether 
he bas a chance; they put him into a room and turn 
on the spigot and give him a mop and bucket. If he 
begins to mop up before he turns off the spigot, his 
case is hopeless. tlow, we 1 re trying to mop up in 
this country here; we 1 re trying to improve the income 
of cotton f armers; we're trying to improve his market, 
if possible . And what we 1 re doing, obviously, is 
losing our export m~rket; the figures are very con­
clusive evi dence on that point . And the figures are 
very evident that we are losing our domestic market 
by the importation of Jute . 

And why - why is Jute coming in here and taking the 
place of cotton? Well , there are some people who 
need jute and will buy it if it is higher than cotton . 
I think that is so, but that - but it comes in here 
and t akes the place of cotton because it grows in 
Indi~ and Senator Russell on the floor of the Senate 
last year said that people are paid eight, ten, 
twelve cents a day that make it. 
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And not only are we bringing in this jute free of 
duty - raw Jute free of duty, which allows these 
manufacturers to manufacture it here With u pro­
tection or seven cents against the manufacturers 
of cotton, but now they are ma nufacturing this r~w 
Jute i n IndiE . into burlap a nd bringing the burlep 
in here, and bringing bags 1n here - the burlap 
bhgs, already fabrica ted. ADd yet ~e are talking 
about protecting the nmerican marke t for the 
American cotton f armer. 

418 

Now, if t hat ' s not a sound program, then, why -what 
! 1m tti lking a bout is all - it f alls to the ground if 
'"tla t we ' re trying to do is to increase the price of 
cotton. Tha t i s what we ure trying to do; we are 
t rying to decrease the acr eage planted in cotton, 
and we are doing it. 

Ur . Comer, t hese t ariffs tha t you mention - were tney 
i mposed befor e or af t er t hose particular products 
~tLa l ost their world m&rke t? 

I don 1 t know . they ha ve a world market now - tn 
other words, butter and cheese •.• 

"ell , I mean before t he " merican proaucer los t his 
worla market ·. 

I don ' t thi~ the American producer in thos e 
commodi t i es ever had t he world market. Whea t goes 
up and do~, but when whea t was short l as t year 
because of drought, the i mports of whea t coming in 
here pa id 42 cents a bushel t ariff, and hod that 
t ariff not been here the American wheat farmer would 
hove had a short wheat crop ond a short price too . 

Well, it is a competitive position there. 

Yes . 

Natural competitive positi on . 

Now, a s to leaks tha t Dr. Myers speaks about - of 
course, I recogni ze th~o t whenever you begin to •rite 
a law you have to write another law, to write onother 
l Hw, to write another l aw. I know tha t we fixed a 
quota on sugar ; I don ' t know how you carry that out. 
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sena t or Bankhead suggested, because cer t «i n 
Congr essmen i n the South who bate t he t arif fs 
bad voted for quotas , that that might be the 
be t ter •ay to approach the ma tter . 

Now, I - t he f acts a re so - it i s so obvi ous to 
me tha t ~e • ve got a pr oblem here; tnere ought t o 
be o high t ariff on jute, but obviously we can' t 
get i t 1 so we thought tho. t if ,,.e 1 say, go back to 
~ 19)1-)5 basis, make 8 percen t age of tha t a quota , 
t nen let tha t quota come i n - «nd I 1a rather t ax it 
ond havo a tari ff on 1t myself, but I wasn' t a rguing 
that; I was Just t r ying to stop t his taking up the 
slack of a curtai led cot ton market in this country 
by incret:sing cotton gro.~ths in the rest of the world 
aru by the 1111porting of an increased amount of jute 
in this country . bOd I think tna t •s a sound position. 

f•ow , E.nt:land - I apprec i ate •<nat the St a te Department 
s1ys about tha t , about the difficulty of establisning 
a t r ade arrangement fii th t.ns land . But England didn' t 
nesita t e to put 8 terrific price on ner r ubber to make 
us pay lt, und we hao to J)< Y it unti l somebody started 
t o r ul se rubber. Isn' t tha t r i ght? And England is 
not using o ur cotton b ecause she likes it; she is 
tryln~ to r; row cotton everyfibere she can gro,.. it . 
:le oi dn 1 t hes!t:<te to put this 7 cent t ariff on her 
"l!lPti!.n cotton. >7e ,,ont to nelp C'otton, Ne don• t 
.ant t o nurt it . And I appreciate there a r e t•o sides 
to ~11 tnese ~uestlons , knd I f~vor toe Stat e Depart­
~ent 1 s effort to negoti Lte tnese trade tre~ties ; I 
tnink it ' s the right ll pproaon t o this metter . But I 
don ' t believe in our being the only pLrty t nut •s 
ufr ti..t of t he situa tion. Yle buy a lot of stuff from 
~>nelan J too, besi des the Jute . 

V<e · wen t over to Jal'an on tnis same sort of a si tua­
t!on ~nd .. e told Japan thut by shipping into thi s 
country I!Otton ;tooJs , .. bethc.r i t 'o\'as piece goods or 
cott~n ~loves or cot t on hosiery or cotton f oce nets , 
t ney Nere defeating the AAA pr ograQ ana toe NRA 
progr om; tha t He couldn ' t sit do~~ over here and 
~eep tryi"d t o have snort hours end higher wages end 
let Japanese cot ton goods come in ner e and defeat 
t he program. And even the Japnnese saN it and ll&reed 
to a '(Uota , 
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tlow, 11t present tile American mills are trying to 
process this American cotton crop, and we ' re - we ' re 
not r unning - I don't think we're running 50 percent 
today. I know I'm not. I'm not running 50 percent 
of CJY own lllil.l s • 

I'd like to have a list of Dr . Feis 1 s points that 
he made there, because I ' d like to have really - to 
give them consideration, because I can' t remember 
them . 

This is just an informa l memorandum. 

Well , I t hink Dr . Feis would be very gl ad to let you 
ha ve it. 

Sure. 

I might add that I am sure Mr . Comer will be convinced, 
v.·itnout my haVing to argue it, that Mr . Bull nas the 
same deep interest in the welfare of the South t ha t 
you (Comer) snare, tha t he is thinking or the cotton 
a nd the tobacco and the rice a nd all the rest of i t, 
and the one point of differ ence is a little difference 
of mood or a ttitude . I can underst~d that the present 
emergency facing the cotton indus try is a very bitter 
and difficult one. ~ertainly we shar e the hopes that 
ways can be found for assisting the cotton industry 
t hrough it. 

But 118 f ar &s ae can survey the facts, wht t is taking 
place even t nrough the imports of jute does not mean 
any permanent displacement of the American cotton 
industry. Unless my information is wrong, the domestic 
consumption of cotton last year had a record high. 

It hasn ' t been cons~ed but it' s in warehouses. 

or course , Dr. excuse me. 

The situation we f ace is that of the South so largely 
devoted to the production of cotton, which compels the 
necessity of reta ining the export markets that it has 
at the present time . And those markets we are con­
vinced we can r etain, other things being equal. 

But a t a price tha t is competitive. 
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At a price thtt is co~pet1tive, is tae only answer 
t hat can be given. And so our fear is to imperil 
too seriously the foreign mLrkets for th£t cotton. 

51 

And incidentLlly, if .te hurt the trade agreement 
program seriously, bring it to a sharp halt, you 
likewi se imperil for eign mcrkets for other southern 
products, such LS tobacco t n d rice, Lnd create then 
~ very grave situation for the woole of the South, 
Nllicn I have no doubt •·e could take ca re of in years , 
but which would t oke 1-n enormous amount of domestic 
re1..d j us tment. 

In audi tion to that, we a re impressed - it !~tg'§~­
doxical , but ve should be more impressed -
real genuine difficul ties of administering such a 
system os is proposeJ . I can speak from my limited 
ex~erience ln trying to administer one quota, the 
one t~t we r an for three montns in the field of 
liquor, imported liquors . And I think if you rler e 
sitting in my office during those thr ee months, you ' d 
see thll t I 1 m not throwing it completely out of my 
imaginll tion . And we were per fectly c er tain that we 
wer e htnding down u seri es of arbitra ry decisions 
effecting solllewhere in the neighborhood of twelve 
hundred in~ividuul enterprises, often with inade~uate 
kno11ledge, deciding that this m&n can get along, this 
men will mu ke u fortune , tnis man must go out of 
business - the Hhole thing arbitrary , certain to 
lead to much more extensive government control in 
t he effort to make it work fairly . And in 111Y short 
r eview of the intricacies of this one, it convinces 
me thct "e hove sooething even more difficult . 

I think it might be helpful to aU of us if lo!r. 
lolyers could expltsin wny it' s been possible for the 
sugar ._.uot o.s to aork witn so rela tively little 
difficulty . 

:;ell, frankly, I have not worked ~eyseli' on sugar. 
I 1 ve got to dig into that a bit, but have not so far. 
Hoaever, I c~n s ee without aorking with it that ther e 
is c,uite a differ ence . libere the sugar is brought 
into r efineries here by a l arge establisiled trade, 
e nd wnile you have a certain ecount of e stablished 
trade i n Jute, I am ~uite certain that it is nothing 
like so definite and uniform as you have in tile case 
of your sugar. For exbm~le, a number of your 

Regraded Unclassified



Comer: 

l.!yers: 

Comer : 

Stevens : 

Comer : 

Jlyers: 

-19-

comparatively small bagging firms import some ot 
their own Jute. That ' s about all tnot I can say 
on that. 

S2 

I wo~d liKe to co~ent a bit on tnis l abor problem 
th~t has been touched several times. The textile 
industry we used to think or as a 400, 000 person 
industry, end it's gone down to around 375,JOO - I 1m 
not sure ..... 

450,000 . 

450? 

Oh yes, ,.;e had 450 last spring . 

J. t t he pee ~c. 

ht tne peak last spring we had 450 . In 1934 it went 
back down to about 380. But it went up to pretty 
close to 450, I think, again during t his peak or the 
spring - I mean spring and !'all - tha t Dr . Fe is 
just mentioned of manufacturing goods to put into the 
warehouses. Back down just now. 

I'm surprised that it went up. I did not look at 
those figures as to the number in the industry a t 
the peak or your activity. But the trend, a s you 
kno*, has been downward. I nave been very much 
impressed by the increased output per man hour . Your 
increased output per man hour is now running betNeen 
35 and 40 percent - I think it was about 36 or 37 
percent l as t month - above what it was in the 1 27 to 
1 29 period. You have had a revolution in your manu­
facturing industry - the first one you have had for 
about 30 years, I believe - in really putting in new 
equipment, labor-saving devices, cutting down on the 
amount of labor you require for a given output . 

I believe tnat tbat trend will continue. I see no 
rea son to think that it won' t. And I would say the t 1 

looking ahead a few years, your industr y is more likely 
to be a 350, 000 industry than a 400, 000 one. 

But irrespective of that, let us, s ay, take the 
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400, 0JO i'igure. ~le nave two mUlion cotton 
farmers in tllis country . The number of' people 
per farm family is close to five on the cot ton 
farms , a s compared , I believe , with about an 
average of t hree for your mills . •• e do not have 
figures I know of tha t are reliable as to the 
number of workers per farm family . As you know, 
in the Cotton Belt it is pretty large; it tends to 
be everybody that can toddle do1m E. row and either 
dr ag a bag or have someone else drag it for them. 

If we lose our cotton export business or any l arge 
share of it, t hose form l tborers are going to have 
to go somewhere . !.ow, thE. t is the supply of l abor 
thzt illis built tne s outhern textile industry, that 
drew the southern textile industry from ~ew England 
doNn South - first dreN it into North Carollnu ~ nd 

!"3 

is no,·: druwing 1t into C eorgin and Alabama . I think 
t hat that is a very wholesome shift from the standpoint 
of the South; they need more industries. But \¥bat 
would happen if you had to t ake care of even a small 
percentage of tne cotton farm popul ation? A mill i on 
bales additional consumption is a nothingness compared 
with that problem. 

Uay I interrupt just a minute? 

Yes indeed. 

II I said unytlling ner~ tnat ~ould indicate a belief 
on my ;>art that what I am suggesting «111 hurt the 
cotton farmer , I'd liKe to Just wipe that out right 
now. If what I 1m talking about isn' t going to help 
tne cotton f urmer, I wouldn 1 t be here a minute . 

I think we all recognize that. 

The point I mean is that this matter that Dr. Feis 
brings up of maint aining our export t r ade is vital 
to the South in a IID.Y that I think •.-;e sometimes don• t 
realize when we think of industri es . The textile 
industry is a large industry, it i s a large employer 
of l abor; but as compared with our cotton f arms , the 
cotton textile industry is a minor one . That is, 
you have 400, 000 against at least pernaps four 
million - and perhaps five would be a better figure 
than four - workers on the cotton f arms. 
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Well now, may- of course, I think it' s all comi ng 
home . David Lillienthal, of TVA, from Wisconsin, 
was ln Alabama lLst year and made this statement: 
that the exporting of cotton which has been going 

54 

for a hundred years from the South, which has brought 
to this country the trade balonce - favorable trade 
balance of 35 billion dollars, had been the source 
of ruin both to our men and our land; but that the 
money that did come in to us, this 35 billion aollars 
for this cotton, and which we spent, was the basis of 
its tremendous development. 

!low, I ' m for exporting cotton if it can be exported 
at a price th~ot will stop that drain of man and land 
in the South. But something hhs got to be done dif­
ferent from ~hat we h~ve been doing in that respect. 
!1011, if we 1 ve got to meet the com;>eti ti ve world price 
we've got to pay the f armer something in addit ion in 
order t hat he may have the dollars to pay for things 
that we make in this country. 

Well, I agree with the last statement that the cotton 
farmer will have to be helped·, since our nationalistic 
set-up tha t we have had for many years here has ob­
viously worked to his disadvantage . 

I would like to ~ake one observation now on that 
matter of so-called f r vorable trade balance. Maybe 
Dr . Feis will want to disagree with me - he 1s per- . 
fectly welcome to do so - but in looking at this 
cotton problem, certainly I don ' t give two hoots for 
a favorable trade balance . I would much r ather nuve 
an unfavorable trade balance. Then we could get some 
pur~hasing power to sell some of your cotton possibly 
at respectable prices . And if I were an exporter of 
automobiles or of oils, mineral oils , I certainly 
would not be interested in expanding exports of cotton, 
because then I would be utilizing tne foreign purchasing 
power for cotton when I ' d want to have it for myself. 
The same thing comes up at times ebout corn and hogs -
as though the corn ond hog producer has an interest 
in keeping up cotton exports . He has an interest in 
that wnen cotton production is profitable, the cotton 
farmer buys a lot of those food products r ather than 
raising them. But certainly as far as tbe export 
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market is concerned, the hog producer would be a 
lot more likely to maintain his exports of lard if 
there is some left-over purchasing power . 
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I don ' t know ~hy, but that ~hole argument seems to 
be offered 1n so many pl11ces. I find it - I mention 
it not only because you brought it up, but all over 
the South I ' ve run into boys - naow can the nation 
ask us to keep up this favorable t r ade balance for 
their benefit?" So far as I ' m concerned, I have no 
interest in a favorable trade bal ance . Maybe Dr. 
Eeis does. If he does, he can go ahead • 

• le certainly ·have no interest 1n a favorable trade 
balance for its own sake . The professors usually 
have - 11e often wonder why. ..e bbve done our best 
to try to interpret the meaning of trade balance . 
Our interest is merely based on the facts that we 
have found exist: the South organized as it is organ­
i zed,· the economic opportunities that are available 
to it. If it weren't for t hat, we probably wouldn ' t 
be engaged in any effort to try to keep external 
opportunities open for the South. But there is the 
South in its present state, fac ing its present 
conditions, which have been so well summarized. 
It is for that r eason thllt 11e a re interested in 
tne export m~rket, and not because we are trying to 
serve any general economic conception of f avorable 
trade balance. To wnich I merely add, if I could: 
having said that, and also recognizing the extremely 
unsatisfactory r eturn the South has at times received 
for its cotton, I also tni~ that it is about time 
that men like Lillienthal stop coining superficial 
slogans about "exporting our men" and "exporting 
our soil. " I t's damn fool nonsense. 

If Ur. Lillienthal Nould only ana lyze cotton, he ' d 
find cellulose . 

lie used to have an e«pressi on for butter in the 
North a nd it's a goou one. · You know - what was 
it, Hutchinson - dairymen of llisconsin - Hutchinson 
isn't the name . In any e vent, a professor at 
Wisconsin said - developing dairying in Wisconsin, 
said, "Here we have a sandy soil; we've got to 
consttrve our fertilizer •11 So this fellow seid, 
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"Why not sell butter fat , which is wind, water 
and air for 40 cents a pound . " 

I don ' t want Dr . Feis to misunderstand the point 
of view of the textile industry . 

I 1m sure 

I 1m sure he doesn ' t . 

Our basic interest is just the same . 

ss 

Because we are here at the r equest of the Tr easury 
Department to try to suggest some method by which 
we can help, I would say, primarily the cotton- the 
raw cotton situation, and incidentallY possi bly 
textiles; if ;;e can ilelp cotton, we can probably help 
textiles . But ~e ere not here really holding L brief 
on this jute thing; we are only here in the capacity 
of suggesting that in our Judgment that is one way by 
wnich 1re can give an answer to the question which the 
Secretary faced us with just a week ago this morning . 

And I for my part wouldn ' t presumably be doing my 
job if I didn ' t put straightforwardly as I can the 
considerations that occur t o me . 

And I do disagree - it ' s an nonest d isagreement -
with respect to tne ~uantity of cotton that your 
memorandum visualizes might be used in replacement 
of jute . Now, you have mentioned a figure ther e 

That's on the 50 percent quota supposition. 

You mentioned 250 , 000 bales and my own view on that 
subject would be thnt the quantity would be far 
larger . 

Mr . Patton is the author of that estimate. Possibly 
you ' d Rant to talk to him • 

.IJr . Lubin, have you got any p&rticular comments 
you ' d like to make? 

Well , I was going to ra ise a questi on as to whether 
or not before passing on tbe quota system other 
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possibilities ment i oned here shouldn't be 
considered . Concretely , wha t eff ect would 
net >Ieight t r ading have on the consumption of 
cotton? 
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Hell, there ' s been an effor t to have & net weight 
bill passea tnrougb every Congress for the last 
ten years . Got nor;nere .with i t . It ougnt to give 
us - I can put 1t doNn in black and white . There ' s 
six yards of t wo pound Jute bagging now used to bal e 
a bole of cott on . That ' s twelve pounds of jute . 
We are today raising 18 million bal es of cotton. 
That ' s around 216 mill ion pounds . You would cover 
that cotton with th3 i 9 S£ v~~dage of cotton bagging 
for t.bout holf ~he weight. h ! s;;.y a little bit less 
than ha lt . But say half . Th&t would be a hundred 
~llion pounds, or 20J, JJO bales of cotton. 

Of course, tnat cotton bagging would repeat . It 
won ' t ,,ear out the first year, wherea s the jute 
covering wears out the first year ; although I think 
t~t cotton bagging covering would pass out of 
cotton covering class into something else probably 
the first year. 

>-I ell now 1 I ' m just asking questions f or ar; own 
informtttion; and if thnt •.s the case - I mean here ' s 
a potential market now for what? 

. 
On, 150,JJJ bales of cotton . 

150, 000 bales of cotton, ~hich is a fairly large 
proportion of your estimated figure . 

That is assuming that thore ''laS complete exclusion 
of the jute for bale cover!ng purposes . 

NoN, I should think if a drive Here made , with 
Admin!stration backing, for net ,,eight trading, 
it 1\0uld be just &s easy to get that &s it would 
be to get your jute embar go . You' d eet 50 percent 
of your result automttically, and you t void all the 
difficulties that Jr . Feis talKs about. The f act 
t ha t some Congressman bas a net wei ght t r ading bi ll 
but refuses to amend i t to meet somebody 1 s desires 
and conse~uently doesn ' t permit t he bi ll to go t nrough, 
i s no r eason why we shouldn ' t have ne t wei ght t r ading, 
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if toe industry feels it is going to increase the 
consumption of cotton by 150,000 bales. 

~8 

I don't like to go at this problem from the most 
difficult approach. I want to do the things thut we 
can do and Will bring us the r esults we W&l\.t without 
bringing us the difficulties . 

We wer e hoping to get that in addition to what we 
were talking ~:bout. 

(Hearty laught er) 

Oh shucks I 

No, tnat •s - I'd l~e to expl~in what net weight 
t r ading means . The cotton farmer thinks that he 
sells . . ••• 

I t hink everybody understands that . 

lie covered t hat point in the memorandum thot was 
submitted t o the Secretary . 

I really t hin>< that ther e is only one thing which 
has aeld bac~ net Hei ght trading, and t ha t is t aa t 
the Fulmer bills in tne past have had 1n them a 
maximum f or t are on the bale covering, with the 
result that jute inter ests have opposed it on the 
gr ound t blt either they coulan1 t equal the low weight 
or t hey could equal it only a t a very hiCh cost . 
A pure net wei ght bill with nothing else in it, I 
should think, would go t hrough, and I can1 t believe 
tha t it woula be difficult t o get enough steam behind 
i t to put it through. 

We are pl aying this year - I say playing because 
we nave only 16,0JO pLtterns out - with covering 
a part of this crop experi mentally with cotton. A 
~rogram to extend that, to offset the higher cost, 
original cost, for tne cotton bale covering, until 
we see Naat mar~et can be developed for the cotton 
bagging , would seem a direct approncn t o it. You 
sec, that is positive , it i sn't negative . The other 
.;ay, you cut off somebody 1 s nose and hope to Goa it 1 s 
going to benefi t your f sce . •'li th a subsidy payment 
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you get what you go arter or else you don1 t 
make th~ payment, that•s all. 

I• d like to SllY this, that I think that in our 
handling of this matter in this country I don ' t 
see the fairness in protecting other farm com­
modities by tariff end leaving cotton out. Do 
you? 

Well, I think the history of that is very simple. 
Ne have had a free trade South, and thank God they 
haven't swalloRed ~ bunch of rotten fish in the past. 
You neve nad the industrial Northeast - going way 
bac.ll: 1n tae history of the Republican Party , they 
nad a tariff for the Nortneast and almost none for 
anybody else . And then the farm folks came i n for 
their protection, and in the 1921 emergency tariff 
they enacted t a riffs onf a rm products, and at a 
time when we ,,ere still on an export basis for the 
most part, and those tariffs were just as useless as 
anything could be . 

The tariff, as I recall, on whee t at 40 cents a 
bushel was estimat ed at one time to possibly benefit 
the North Dakota whea t f brmers to the extent of ten 
cents a bushel, because in that particular place you 
could bring the high protein Canadian wheat down or 
use the North Da~ota und Yontana wheat . There might 
have been some little premium that North Dakota and 
~ontana got from the tariff . 

But while we were on a large net export basis the 
tariffs did very little. For your short cotton, 
everytrling up to en inch and an eighth, the tariff 
would just be en insult to the intelligence of the 
cotton f armer. In the esse of the Pima cotton which 
wanted the tariff, there undoubtedly was an incre~se 
in the price of Pime cotton because of the tariff. 
However, Pima cotton production amounted to, as I 
recall, BO thousand bales in 1920 . I may be mistaken, 
but I'm sure I'm not far ll'rong, in saying there is a 
difference of 8 or 12 thousand bales for this year's 
crop. I have looked ot the figures, but I have 
forgotten; they are insignificant . There has of 
course been a shift in the automobile tire fabric 
maKing from the use of the very, very long staple 
cotton down t o moderfite staple lengths. For the 
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r est of cotton, it would just be usel ess to have 
n tv riff on it . 

How ~bout substitutes? 

~o~ nbout substitutes? 

Substitutes . •iell , ttu.t •s this jute argument 
again . I didn ' t see any point of going into tho t 
any more . Ho.vever, assuming th~:t we did have a 
tariff. on jute, tha t it was a s e f fec t ive as you 

so 

say , th1t it used a million bales of cotton, you 
Hould still be on an export basis for cott on. Our 
jlrices for cotton in the American market would still 
be oade in the world market . 

e have a farm progra~ seeking to correct t~t by 
a direct pa]aLnt to the fEr:ners . 

But the farm program ct.n only r d just American produc­
tion to .vorld market re<,uir ements tot tho: world m;.;rket 
price . /md t & t is assuming th~<t toe ram program is 
effecUve . ~/nether they can work out l:l furm progr am 
tha t will be effective and still within the Consti­
tution, I do not know; nobody can tell that . 

'//ell , w~:re you in fo. vor of t. tex on coconut oil? 

I ned nothing to do 11ith the t~:x on coconut oil. 
I ruve no bLsis for taAing either credit or d iscr edit 
for toe U.x on coconut oil . Jo,;ever , I think thot the 
t~x on coconut oil i s prob~bly increusing tht demand 
for fats and oils in the domes tic market . 

However, I ~10uld like to point out i n thut connecti on 
that this yerr we have " lr.rge cot.ton c rop, .ve have 
a very short producti on of lard . Tha t l a rd production 
~ill not get up to lig proportions agcin til l next 
fall . Ye t we bed oil goin& do«n to five tnd tnree 
Guarte r s cents with assurbnces t ost it ~~uld go on 
down t o five cents, .. hen t hey coulun• t import the 
stuff much loNer than seven and a ha l f cents . And 
yet we were feeing a period wher e , except f or t his 
current market ing season, we ere going to hove to go 
back in another twelve months a t l east to a i mport 
basi s for fats and oils . 
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Are you in favor of a tariff on sugar ? 

On an export basis . 

Sl 

In both of those cases, your tariff is on a commodity 
wbich we are bringing 1n and not on one which we are 
sending out. 

I understand. But .ve are bringing 1n cane sugar 
and putting a tariff on beet sugar . 

Which has probably cost the ~merican people about 
ten or twenty times any possible advantages that 
are derived from it, and •••• 

You could buy up the entire beet sugar industry with 
the additional cost to the gmerican people resulting 
from the tariff, and keep these people, feed them 
without doing any work. 

And instead of citing as a precedent - I always 
avoid general tariff arguments; I•ve never seen anyone 
that convinced anybody of anything - but instead of 
citing it as impressive, if the cotton farmers of the 
South would demand thLt they be enabled to buy their 
sugar Just a s cheaply as they could buy it, the cotton 
farmers of the South would be well-served, £nd they'd 
get sugar for &bout a cent and a half a pound instead 
of five cents a pound. 

'lie can't get it, doctor; we might want it. 

lxcept that the whole direction of the present 
~dministration program is gradually and sensibly 
to try to revise the excessive protection now being 
given to different branches of American pt·oduction, 
I am sure that there are already a considerable 
number of commodities which are available to the 
cotton farmer somewbst more cheaply than they would 
have been able to buy them if it hadn't been for the 
trade agreements program. Je must look at the further 
potential benefit of that type to be had for your 
southern farmer from that program, as well as the 
possibility of holding these markets, the alternative 
to which is the complete r eadJustment of the bouth. 
Those are the few rather simple, inescapable basic 
conaitions which we are forced to face. And if action 

Regraded Unclassified



Patton: 

Stevens: 

Patton: 

Stevens : 

Pa tton: 

-29-

on our part frustrates the progr am, why, it won ' t 
be any comfort to us or to the southern former to 
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be cble to scy, •we just did what different branches 
of another American industry did before us.• 

Of course, you can with justice cite the fact that 
southern inter ests have had to bear the brunt of a 
lopsided tariff policy . No one around here is able 
to dispute that. But this is in part an attempt 
to correct it . 

The real question, it seems to me, comes down to 
whether this proposed restriction on jute will 
really help the cotton f armers . And the hope seems 
to lie in ~ possible incre~se i n domestic consumption 
oi' cotton replacing jute. 

But when you break down t he uses to which Jute is put 
in this country, you find that much more than half, 
a great bulk of it, is used for wrappers and cont ainers 
for form products ·- more t hen hau· for bP.I;S 1.1nd a very 
nigh percentage for cotton bagging . The net effect 
of ~his proposal woulc be to increase the cost of 
thut material, •vhich would add to marke.ting costs 
for farmers generally, including cotton growers . 

lhe fact th&.t has to be considered agains t th&. t -
a possible slight increcse i n domestic consumption 
of cotton - .rould be tho possible greater loss on 
the exports of the r aw cotton. 

But why do you S t\Y slight increase in the domestic 
consumption of cotton? Tha t is wnere we very 
definitely dis&.gree with you, because we think it ' s 
a iremenaous thing. 

That depends on the degrees of exclusion effected. 
The Uepartment of Agriculture estima tes , for example, 
that for cotton bale wrappings, if jute were entirely 
displaced, i t m.igbt lnvolva the consumpti on of 125 ,000 
or l50,0JJ bales of cotton. 

Tba t• s right . 

Well, the quota proposed is 65 percent . That would 
be a third, .50, 000 - a third of 150,000, or 50,000 
bales only. 
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You mean the q~ota tbut Kr. Comer mentioned? 

Yes. 

G3 

You see, by taking the p~riod which he h&s taken, 
which is tne period of 131 to 135, where the average 
imports were five hundred million pounds - if you 
take 65 percent of that as being the quota, you 'd 
get bround, s ay, 3 50 million pounds under the quota, 
as compared with a consumption at the present time of 
something over a billion pounds . Do you see? 

Patton: Well , I was speaking of it in this parti cular use, 
______ for covering. If you are reducing by a third the 

amo!nt ~t has been i mported for tha t purpose, then 
that v.ould •••• 

Feis: 

Stevens: 

Feis: 

St evens : 

Patton : 

Stevens: 

Lubin: 

You ' ve (Patton) got the quota formula v.~ong . 

I t hink be ha s t he quota formula wrong . 

You didn ' t understand I don ' t think the quota 
formul a . 

You see, in the period s uggested, the 1931 to 1 35 
peri od, average imports of Jute in that period 
wer e roughly five hundr ed million pounds. 

In whet form? 

All forms. No.v, one-third from that would be, say, 
roughly 350 million pounds . But that compares with 
imports of <round a billion pounds at the present 
time, because of the fact that this rising tide of 
Jute, us we call it, ha s been encroaching on the 
field that properly belongs to cotton, and it' s 
been getting worse. 

But doesn't t hat assume thnt the consumption of Jute 
for other purposes will be dS great next year and the 
year after as it was in ' 37, v.nich you can't assume 
in view of th~ present industrial situation. In other 
words, if American industry consumed as much Jute next 
year as it did this year, the possibility is that the 
cotton industry would be Just as active next year as 
t his year. 
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No, t his jute - half of it goes into bags, and as 
the gentleman her e said, it is used for covering or 
sacking farm produc ts, and there is no reason to 
believe that we won ' t nave as IIIUCb wheat and corn 
and pote toes next yec· r as we di d this year. 

Wba t ll.r . Lubin says mayn't be true for a yeer-by-year 
situation, but is very opt to be true for t> five-year 
peri od . I t may be that for o year you could get 
thriving and extensive farm activity that would s till 
sustain your market for bagging of all kinds . But in 
a period of five years you couldn't absorb - you1 d 
soon have an agricultural program that cut down the 
volume of your f orm products and cut dmm the bagging, 
if your industrial situation lagged . 

What woulu happen is th&t a lot of your bagging 
simply wouldn't be used ftt high prices . Your Western 
grain grower, specifically the Coast grain grower, is 
still using bags , but if you raise the price of his 
bags n hundred percent I think he would just adopt 
very 4uickly the bulk handling me thod which is now 
being adopted gr adually. We used to handle grain in 
bags, and other products, some of which gradually 
shifted over to the bulk handl ing method . 

And I want to point out thut your figures on bags, 
L think, are too low - percentage of your jute . I 
have Nrestled With it a little bit over the week-end, 
but couldn' t make my figures agree. I have two sets 
of fi&ures, and, to make any consistency out of them, 
our agricultural bags account for .vell over a hundred 
percent of all the burlap that is brought in. That is 
not impossible at all . There is some re-use of bags . 
Grain bags get over i nto the potato country. And then 
there ~robably are some bags imported - containers for 
merchandise - which get over lnto the agriculture 
field . But it looks e little bit cockeyed to say, 
ao•ever, that you use more than a hundred percent of 
your Jute 1.n the bag trade when we know that you use 
some burlap else•here. But my guess is t hat a t least 
75 percent of the burlap brought in is used for bagging 
agricultural products . So t ha t of course the whole 
burden - mos t of t he burden comes right back on 
aericulture again. 
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lloctor, oon1 t you think that cheese and butter 
enJoy the benefit of t ariff on • •• . 

They surely do . llo doub t about it . 

All right. In Alabama tnis past year we imported 
five nundred thousand doll~rs worth of butter nnd 
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seven hundred fift y thousand dollars worth of cheese . 
Now, ~·e paid to the cheese and butter farmer of thi s 
country the benefit of that tariff . Now, why shouldn ' t 
they stack up their grain in cotton bvgs . What ' s wrong 
·,o;ith thot? 

The biggest error that I have observed in the 
philosophy is tha t the agricultur£1 interests of 
other sections won't take it; t ney 111 fight it . 

(Rising) Yr . Chairman, 1 1m sorry - Ur. Comer, I ' m 
sorry to be so obstructive. That, you understand, 
is really - what I say - it is informal , subject to 
revision, even to conviction . And, just for your 
own use - and, Mr . Chairman, Mr. Patton here will be 
available at any time to work with any of you people 
on this or any of t he other measures . Too, if 
anyt ning , os itive C!in be found useful, cer tainly 
1 1m s ure Mr. Bull would be &S glad as anyone else. 

You're going to leave With us for the Secretary ••.• 

'lhe full memorandum? 

•.• the full memorandum . 

I f I•m not mistaken, Mr . Patton wil l decide t hat 
he ' s learnt something this morning and will want 
to do somethi ng in the way of •• • • 

I •m prepared to submit tha t &s it stands . 

Are you? 

Good boy l 

(Feis hands memorandum to Taylor ; l eaves) 
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Bob, you, in addition to v~ rious tnings which we 
neve clr eady covered -as far a s t he adverti ei ng 
possibilities, have you got somet hing r eedy on 
t hat? 
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Yes, I 1ve got a VLSt amount of material here, Ur. 
~aylor . we were impressed with the fac t that the 
Secretary seemed very much interested in the 
suggestion for some kind of t n udverti sing compoign, 
and vte have moved ,,uickly on t ht t because H" believe 
1 t i s our job when you or the Secr et a ry 'Hant somet ning 
to try to g et it out Just c. s l!uiCKly as possible . 

And I have brougat here this morning a draf t of a 
pr oposed campaign for auvertising cotton and cott on 
proaucts tnP.t is, I think, a remarkcble job for the 
four days in ~nich •e atve hbd to do it . It r epresents 
tae btcAground of a vas t amount of effor t in the pest 
f our ~ays . hnd I nave al l th; t material nere, which 
Ne .vill be very gl ad to le&ve with you if you want 
us to ao it taat Nay . tie can take it out now and go 
over it . Any suggestion thot you have along those 
lines we ' ll f ollow . 

But I ao 1.ant you to knoN that it i s something that 
inter .. sts us greatly, and I tnink i t inter ests the 
Secr et ary, ena ve have mtde a sincer e tnd vigorous 
effort in answer to ais rc,uest to get som~thing 
here a t tne earliest possible time that would show 
how our minds are working ~long the l ines of un 
aJvertising campeign . Thnt materia~ is right here. 

I think the best thing to do on that would be to 
leave it, tnd that wi ll g iva the Secretar y an 
opportunity t o go over it at his l easure . 

Now, I might say , Mr . laylor , that -you will r eccll 
t•1e Secretary asked the r, ues t i on - asked oe the 
"uestion es to whether or not the indus·try could go 
fifty-fifty on an advertising program, and I told him 
frankly t htt I di dn ' t believe t ile industry could ; tha t 
we wer e al l fumiliar w1 tn wn.at the condition of this 
industry is F. t t he present time and it isn ' t in the 
c~rds for us to r aise a tremendous eoount of money . 
I have polled a f ew representative peopl e, those that 
I bbve been abl e to get hold of i n e short lengt h of 
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time since we were here l ast, and it is my convic­
tion, which isn' t entirely shared by some of my 
friends in tne industry -but ! believe nevertheless 
tha t we can raise - if thi~ program could be adopted, 
tha~ Ke could raise ar ound t wo hundred t housand 
dollars toward that Job. /.nd if there is some way 
of f inancing the balance tha t is represented in this 
campaign, why, then I thinK •e•ve got something here 
wnich not only would possibly star t toe wneels of this 
industry moving fairly promptly, but which would have 
long-ronge possibilities for increased consumption of 
cotton. 

xnd I hope very much that you'll find in this effort 
tha t we have made here something which can be followed 
up. i.nd I'd like v .. ry much to have the opportunity, 
if ne sees anything in th~ progr aQ, of r evi ewi ng it 
with you or with nim agLin at your convenience . And 
a t that time I woulo like to have with me tnree or 
four men f r om the i ndustry who have had some experience 
i n advertising tnis industry, because I don't pose a s an 
expert on a dvertising; I have simply t ackled this Job 
because the Secretary put i t up to me and I have done 
the best I could wi th it in a short time. 

~r . Stevens, may I ask a ~uestion- it's get ting late 
and I te~e it we ~on ' t Obve time to l ook at it. Wha t 
are you selling, cotton, or dress goods, or handker­
chiefs? I mean wast ' s the idea behind it? Could you 
~ive it ~o us in L 11or"? 

o'lell , the idea is to s ell mor e cott on goods • 

But can you sell more cotton goods without selling 
some ~pacific cotton thing? I me6n don ' t you have to 
sell saeets, or pillo.v cnses , • . .. 

That ' s what .7e 1ll do . The campaign embroces household 
goods and weariQ6 bpparel , which represents about 60 
per cent of the domes t ic consumption of cott on. It does 
not embrace advertising industrial uses, becGuse we 
beli eve t ha t th&t wi l l come about in the natural course 
of net. use devel op!llent &nd r etention of m.Grkets we · 
a lready have . Tha t might be a phase of the program 
th!lt c oulcl be developed later. But for the moment 
we have confined our efforts to household gooos and 
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Neorino: t!pparel. 

So you ' re dealing With speci fic i t ems. 

Oh yes . ~nd let me say this too: tnis campaign is 
not based on any idea of some patriotic Lppeal to 
nelp use up t~e cotton. It is based - I don ' t know 
whether you will agree with tnis thought or not, but 
the campaign is pitched on the idea of thiD bumper 
crop; it 1 s good ne.,·s; it means that cotton, in meny 
uses and many forms, at many popular prices , is now 
ava1lr•ble to everybody . It takes the optimistic view 
of the situation and certainly not the pessimistic . 
I thi~ that ' s the way to look at it . I think it' s 
a most interesting and complete job for the time ~ 
a vailable . , There will be lots of things in it that 
probably we ' d all want to change, but it gives us a 
basis for further study onyny . 

The idea of a bumper crop a t an unusually loH price 
seems to me tne best selling point you can possibly 
choose . 

There is one thing about it, Mr . Taylor; there is a 
tirae element in this thing . The t • s one reason I 've 
pushed f ast on it, because if a thing like this - if 
it is possible that a thing like this could be done, 
Nby 1 tnen it would have greLt advantages in being 
started promptly, for the r e&son th&t we ere coming 
up no .l' to J anuary and JanULry Nhite Sales , which are 
a cotton goods pr oposition, and it ' s the mLin thing 
that the department stores promote, for instance, 
during the month of Januwry, and we start right there 
building on wh i te goods sales in J anuary, and then they 
start bu.ildlng on colored goods sales in February, CJ nd 
they build this program right up to a spring peak 
demLnd for cotton goods, which is when the vast quan­
tity of cotton goods is sold . As a matter of fact, 
this compGi gn ~s lai d out for the first six months of 
1938, and th< t was as f or b S we could go in the time 
availLbl~ and in the light of the experience we have 
had during that siX months ,,e would undoubtedly come 
to some conclusion as t o how to handle the fall seEson, 
which is not so large a season for the consumpti on of 
cotton goods . 

• 
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But there is a time element in it that is 
important , end if there is any possi bility that 
anything could be done on such en advertising 
camp&ign, my o~n view is tha t the money involved 
would be far better spent if it could be started 
promptly wita this Janu1•ry bang t!lan 1f we delib­
era ted over it too long and tnen perhaps started 
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in on it at the time when we Rere past our spring 
demand . So I leave the thought of the time element 
with you. 

All right, fine . I think ln the absence of uny 

Let me just open this for a second, if I may . 

(Stevens unwraps ma terial) 

By the way, there are two copies of the plan in 
words, f or anybody that wants to read it. I might 
say it was started by n t elegraphic i n<1uiry to fifty 
of the l argest department stores in the United States, 
ln4uiring .vith r espect to their general view of their 
own cotton goods business and as to wha t their pr esent 
inventory positions were, and whether tbey 1d be 
interested in a campaign to increase the use of 
cott on goods . Of course, there ' s been no mention of 
any thine other than an industry move on this thing . 

ilrld this boo&: nere gives you the copy of the telegram 
t cw t was sent, &nd in four days, of fifty telegrams, 
ne got answers to t wenty-five . Considering tha t most 
of the time was over tho week- end, it was o mos t 
remarkable r esponse . 

1his other thing is the pla n in words, exactly how 
we ' d like to go about it with respect to newspnper, 
r adio, and other types of advertising . 

And coming down to - if you will take the t written 
volume and follow it nlong, there is a picture here 
that- 1t is the pict ure th· t fits right in with what 
•e ha~e a ttempted to put on tnese charts nere . Now, 
for instance, here ' s the beginn.ing of it - "It's June 
in January" - that • s the catch phrase tnat 1 s been 
started to - in other words , to try to move the demand 
for summer merchandise - move it up . I think that's 
quite a catchy phrase, ond it ' s - it goes into all of 
these things . bnd a suggested editorial comment is 
in the volume which you have there . That i s all 
neNspaper stuff. 
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Here we co~e up to February, with the Cotton Color 
C!irnival. le are s~itcning no.1 from the dom~:stic 
goods more into ~earing apparel . 

Here ' s another suggestion of "June in January. " 

All norked up l ast week? 

In four days . 

Here's the ~otton Color Carnival again . And here's 
an idea that we have; we don 1 t know whether it possibly 
coulu be used - "Donee in a Cotton Gown at the 
Pr esident ' s Birthday Ball. Cotton Cotilli on. 
J anucry )0, 19)8 . oenefit of Warm Springs Foundation.• 

Now, I snow you these things to show you tha t our 
minds have been working . 17e h~> ve tried to be active , 
tried to come nere with something concrete, something 
t ha t you can look a t und see ~hether or not we 1 re 
bar~ing up the right tree or not . And I think we heve 
done probably r. s good a job here in o few days r.s 
maybe we would have done t ackling it ln another way 
over L per iou of rteeks . 

Tha t's a oove t ha t doesn't have any internetional 
complications. 

I wanted to ;:>Ut in a word when we wer e tauing along 
t here taat i t maybe becomes e bit evident why Ne have 
been plr.ying •l th beehives, t s the Secretary says, 
at times ins teaa of going out in a bigger way . You 
start out - funny thing on this matter of jute and 
export subsidies and ell thes e things; about ten years 
ago I was very much in favor of them; I thought they 
were fine until I got to working ~th them. 

There is one consideration tha t shouldn ' t be over­
looked, end t he t is if we clbmp this proposed import 
~uota on jute, the effect would be very highly 
concentra ted on Inaia, because it has 6 monopoly 
on Jute, and tout constitutes about o quarter to 
50 percent of oll it~ exports, and Greet Britain 
might find it necessary to afford some compensation 
to India by increasing her purchHses of India raw 
cotton 6t the expense of America . 
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I tbiru: she 1 s going to do the t acywey . 

Jlo preference now. 
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That may be because of our high price of American 
cotton, but that 1s our policy to do that. Now, we're 
putting six million ba les of cotton in our Government 
storehouse do.•n in the ~outh·. What ere we going t o 
do with our cotton? 

Exports of cotton dro~ped to Just about f ive milli on 
in 1)), ' )4, ' 35; next yea r , a t a lower pri ce basis, 
t hey went up to six million two hundred thousand . 
They are higher so t ar this crop year t han they were 
l est year n t n lo*er pri ce . That 's the thing tha t 
cheCAS consumption Lbroad . 

Here is the keynote. ·.ve feel t ha t our country ' s 
bumper crop i s of ne~s value ~nd can be made a 
subject of celebration . That' s the approach; no 
distressed feeling in this at all . 

I think t he thing to do is to ad journ subject to 
call, depending un whe t the Secretary want s to do. 

Regraded Unclassified



---· 

Nature and Scope of Xeaorandua •••••••••••••• 1 

Importa and Uses of Jute 

Jute bags and aaoko 

• ••• •••••••••••••• •• 

• • • ••• •••••••••• ••• • 

1 

s 

Jute baliDg for o~ering cotton •••••••• 5 

Jute wrapping·························· e 
Household ~ ahing·a • . . . • • • • • • • • • • • . • • • 8 
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"'• ·, ~ .r of\!.a•!•l __ ... .lf 1 ~of (•J • ·) Aei•iw-\•) .• • 

• • !>• •(•l fe .:r •• ·.;.;,.o~ •·J •l•i~t ."•E.•i•J' 

laturf ¥4 lcopt ot Mmry4Up 

1A Yin ot the huge ou.rrent 1Doreaae 1n au~i .. 

ot United Statea cotton and ot reoent prioa deol1nea, 

propoaale baYe been reY1Yed for 1n0re&liD6 domeetio 

conawaption of cotton 07 OIU'taU1D6 illport.a ot Jute and 

Jute pr~cta b7 1apoe1tion either of exo1ae t.axoa or 

ot 1Jiport quotaa on the latter. Depend1D6 on the ex­

tent of exoluaion effected, it 1a cla1aed that doaeatio 

oonaumption of ootton might be inoreaaed b7 troa three 

quartare of a aillion to one and a balf a1llion balea, 

nth oorreapolld1D6 1ncrea11 of eaplo711ent 1D the ootton 

textile 1nduotrJ. 

In t.h1a .. aorandlla an atteapt 1a aade to uaa1.nel 

(a) The poee1b1litiea ot doaeetio aubat1tution of 

cotton tor J ut.e, and theextent to w!Ucb doaeatJ.o oon­

auapt.1on of cotton might be 1ncreaaed thereb7. 

(b) The ofteota of auoh aubatitution upon the 

oott.on 1nduetz7 and other groupe 1D the United Stat ... 

(o) 'l'he bMr1Dg of euch propoeal.a upon United 

ltat.aa foreign trade and ita trade agrellllent p1'06fto&. 

Iepop\t ap4 V••• ot Jute 

1A fable I l.llport.a of Jute and Jute ll&llllfaoti.U'Ie, 

aooor41JIS to ouatoaa olala1tiG&t1oa nth tariff ratea 

applicable thereto, are ahown b7 qwmt1t7 &114 Ylllue tor 

the 1•are li35, 193S, and the t1ret n1De aontha of 193'1'. 
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~ 
I 
I 

~ 
ft»t I - I=qrh of ~ tp4 .tate .. ~, iptp Qt llaUe4 ltete• 

l.adil 
w• {fil'·n' ,___..... ltrtU eJye IN1" bp J::"'1'r lhd' WL"' illlt:....,.. 1!]!1 ,, 1n1 

hte, taohftt. ••••• ,.,.. •••• ~.71111 ~.856 .,,963 4,}06,SS2 !1.196.517 1.m.tliD 

.,. .. wt ................. ,.,.. .... 10,763 13,826 19,101 116!J,Z02 56f,182 101,151 

~~ate, .... •wac 11114 
aate...,. -*elo\b. ••• Jree 1000 1ba. 31,619 112,5}8 115.~ lt.s4,017 928.~ 1,1U,frl 

~ ,_rae, alall•········ 2 1/2J .. 17J llo. 1000 1ba. 6 281 11,1138 6o6 19.971 ,,.,,. 
hte -b·· uu...a twt ..... ......... .. ....... 3 1/2J -. uJ ro. 1000 1ba. 1}1 lllo 102 12,512 13.926 lOoGIO 

h .... ,_ .. , ........... 6~ eq.J4. (15/32 ••• ) 1000 eq. 7«- S,SJ6 ( 1157.6u ,3.093 ,_ .. 
3 lb. (owr }2 os. ) 1000 lb. 11,862 ( 

hrlllpe, ... 111~ ••o. 111. lb. 1000 lba. (1172.78!1 !157.3117 !JII1,S,5 p3.029,170 35.1111, Till JJ,&I'oiU 

~lape, \1=•·• eto. •••• ll lb. ~ 111~ ( 

II.M '-P 01' laob. • • • • • • • 1J lb. _. 1~ or :(~ 1000 lbe, J9,SJ2 311,1181 llo,S!J9 2,216,2A 1, 722,11111 1,101,685 

w.- ,.'-loa, tor pe6-

~* 
Uace 11114 1akrlla111p, 2.1~ ~.us ,y., 767 1151.917 
~·-~-t ................... 1000 1ba. 2,351 2,059 

O&rJt\e, wbbi"C Ul4 oU.r 
ta\e .aaatactQree ••••••••• ~ 
!o\&1 •••••••••••••••••••• • 
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!U priDOlpal 1111e1 l.A\o 11hloh Jute entel'll .at be 

Sl"'Qped 1A\o the tollow1.JIS tln olu•e•a (1) eoa\alael'll, 

(8) bal.lJig an4 wrapplJI&, (3) n oor oonr 1Jige, C•> oo~e, 
and (5) alsoell&neou 1A4utl'1al. !he 4oae•Uo oOAn.p­

t1on of raw Jute 1D theee Yal'lolll u••• 11 11\1aatld a • 

follow• b7 the Cotton Textile ln1t1tute . 

tabl,e II • V••• of Jute 1.9 \b! VJl1 \ed 1\tt fl 

¥!111op poup4t 

Contalp•rt l gokt and bMI ••..•• • ••• 

~~~:· ............... . 
oottoD ••••...••• 

uttreaeee, 
eto •••••••••••••••• 

!!1.D• •n4 ooMe , ••.. •• .•• • ••• •••••..• 

M1•;•tlen•ou' tn~[1tl·· ···· ·· · · · · · 
a er p1f' ne 1on •••• •• .• • .• •• 

WebblJig tor belte, ban41, eto.) •• 
Eleotl'lo cable tll~er ••••••••••••• 
Padd1nge, 1Dter11D1nga, eto • • •••• • 

Total • • ••• • • • •••••• • •• • • • • • • • • • • • • • • • 

•eo 
8'75 

1100 

75 

lOi 
80 
ae 

" as.• 
10 
7.5 
s. 
a.e 

813 •• 

btl t&okl and Mu. Kore tbaD h&l.t ot all the Jute 

(b7 wei.gbt) ooneuaed 1A the United Stat .. h ued 1n the 

fol"ll of t&oka and b&go. On aooount ot their oh•pneu, 

atlll'd1neaa and traedoa from d1aoolorat1on, Jute baao are 

the world'• aoat BAt1ataotoJ'7 oonta1Der tor bu1k7 oa.­

aod1t1ee. In tble oOWitJ'7 th17 &1'11 111ed ob1ef17 1D eaclr.o> 

iDS ouoh articles aa •111 t eed, tert111oer, potato•• and 

oUwr Y'Sit&blee, whaat, fiolll', •USU'• o•ent, eto. !hi 

&Ja .. uo eup~ of Jute bags _ .. t raa three eolli'G•­

&al8t1o -raot.ure, 18pol'tl of nn baa•• and ut111t&t1on 

ot 
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ot oon\&1Den ot 111p01"\H pro«Roto. 

(1) !he poeat.or par\ ot t.be oupJI17 ot nn ~· 1e 

-taot.und 1D th1e cCNDt.rr tl'OII burlap (bo .. l&A olot.b) 

111ported alaoo\ ent.1nl.7 troll Br1t.1oll ID41a. !hen 1e 

110 do.eet1o pro41lot1oD ot burlap &D4 1 t 1e eetluted 

that botwoOD 75 and 80 peroent ot burlap laporte (whloh, 

ao 1n4J,oat.od 1n 'l'abl" I, aooount tor 78 peroent ot tho 

value ot all Jute laporte) are ueed 1n t.be ll&lllltaoture 

ot aaoke and bage. 

(a) lllport.e ot new Jute bage ooae almost. ent1re17 

trom In41a. 'l'heee are oh1etl)' 1n t.be tozw ot a&Oir.1116 

bage, wh1oh are et.roager than he .. ian su.nn:f bag a and are 

.ado troa tWU.l-wo•en Jute olot.h. Total 1111porte ot Jute 

eaolr.e are -u. ooapared t.o illporte ot burlaps, and 1n 

recent. )'e&n about. 78 peroent. ot t.be tonaer haYe entered 

the cuetome 41etr1ote o: Puerto R1oo and Baw11, where 

t.be7 are u .. d tor .. ok'ag 51.J8Al' and oottee. Jloet. ot 

the 1111porta 1nt.o continental Un1 ted St.atee enter through 

l'ac1t1c Ooaet. porte, where t he7 are ueed oh1etl7 tor 

eaclr.1JI6 whaat.. It. 1e to ba noted that domeet1c eXpOrte 

ot Jute be6•-1Dll' to Cuba, Oana4a and Ohlle-han 1n 

eoae 7eare been aaoet o.e large (11131) or ann greater 

(1.11211) than laporte, althouah 1D recent Je&re theJ han 

-ounted to about one t.h1rd ot 1111porta b7 we18ht. • 
• 

(3) 'l'he above two aouro .. aooount tor a suller 

number ot bage than t.hoso wh1oh enter the Un!ted St.atee 

aa oont.alnere ot raw aasar, coffee, tert111eer, etc. 

When ~pt1ed t.be beat ot thee• are rooold tor oaclr.'na 

Y&getablea, oottonoeed aeal, eto. lt. oone1derable port1on 

ot the I e etnd.er are alit and ueed ao bale ooYO~ tor 

ootton. 
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lute m1e ouptR' tor "''•· tht ••00114 .,., 
i.aportant uae of Ja~e 1A the UA1W4 ltatee 111 u oo,......, 

1J16 tor oot~ bales, about 18 p0Wl4a of eaoh bail' na 

beiAI uaed on \he a'f~e per etandal'd bale. '!M 11U'Mil 

of Aar1oultllNl Eoon01111ce .. taatea that onr 7" ll11U011 

eqll&l'e J&l'da or be681DS of all tJPea .. re Geed 1A lt~ 

1n ooYering 12,3a0 ,323 balee.6/ Of \hie, 61 peroent ooo­

a1eted of new baSSinS and rewoven basSins made of~te, 

34. peroent of ei1(SAU' aaolt olotll and aeoond•hand bagging 

(adaltted lilt, tree) • and the relll&in1.ng 5 peroent of 

ba681ng wo'fen troa e1eal, cotton, or .uxturee of theee 

fibore with Jute. Tl}.ue praot1oa.l.ly the ent1re su.ppl.7 

waa of Jute or111A. 

llloat of the np PesstM (neo.rl.7 110 p"l:'C~nt 1n 1933) 

ie woYen 1n eoae ten .t.aler1oan IR1lla, pr1no1pall.J 1n 

Geors1a and the Oarol1nae, from ooarse yarno spun in the 

IIUB allle troa 1aported Jute butts (adm1t.tod auty tree). 

llllporto o: 1:41.&si116 tor ootton (anrae1ng about ll ll11Uon 

yards annually for the yeara 1930-35) ooneiet 1&1'6el.7 ot 

el11pmente trom eubald1ary lll1llo eetabl1elled 1n Bengal bJ 

two of the 1&1'6er A.lerioan Jute II&Ailta.otur1ng companiel. 

Jute besgtng tor ootton wu plaoed on the tree llet under 

the ~itt ot 1913, but e1noe 1913 llae been dutiable at 

6/10 oent a yard (if ~e~1ng leee \han 38 ounces) and 

3/10 oent a pound 1t oYer that we11bt per Jal'd. the 

latter ola .. oone1ete oh1efl1 of heaV)" patches or ooa• 
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pre.. l&btlt 11h1oh are often a44e4 at. t.ht ooapreeeu t.o 

-.Itt up t.bo puroba .. r'e legal tare allowanoe (5 poroeot. 

of gro11 n1gbt. for ~et.lo t.raneaoUon1 aD4 & pel'Oeot. 

for uport. ehlpmonte), bwonn Ju\e 'bii66111S 11 aadt 

fl'Oa :rarna IPUD fro. Jut.t but.t.e, .Ued 1D Y&rJlD& pro­

port.1one w1t.h tlbor reoovored tro. old b•gsne;, oor4&6e, 

eto, 

Jute !F!pp'PS• lD a441tlon t.o lt.8 preponderant 

u1e a1 a 'bale ooYor1Dg for tho nat1on'1 oott.on orop, 

Jut.o oompetu wlt.h he&YJ paper &8 a wrapp1Jl6 aater1al 

t or bulk:r merohandl8e, e8poolallJ toxtllee, .attroeoe1, 

upholator:J and turn1turo. Con8Wilpt1on 1D t.bl1 u8e 1e 

oetlllated by t.bo Cotton Toxtlle In1tltute aa equlvalent 

to 8011!e 75 allllon poundl &IUluall.y, . 

1out!ho14 turni•hlret, AD 1aport.ant uee of Jut.e 

:ramo 8puD fl'OIII laported loll6 fiber ( lmporte of Jute 

:ram l~tel.f are ordlnarlly 1DI1gnlfloant) le &8 a foun­

dat.lon for wool oarpote and ae a warp for ooareer car­

pete and ruge, Colored woven J ut.o ta'brlol are also out. 

up lnto oheap oarpete and aate and lnto hang1ne;1 for 

lnterlor dooorat1on, Burl&pl are uted exttiUilvol.J a1 

'baoltl.ng for 11Doleume and olloloth oonr1ne;1; as well 

•• for upbol1teror'1 w1bblne;. In all t.he1e uee1 lt8 

oheapneu, ooablned wtt.h 1t1 ~ ... and nlght. h&YI 

aacle it a preferred text.lle uterlal, 

fr1D• apd oor4f'•· Aooord1Jl6 to t.ht Oot.ton Text.llt 

Iutlt.utt, &!lout. U a1.1.11on poundt of J utt are uted 1D 

thlt oount.r:J 1n t.be fora of twlne and oor4&6e, .llo1t. of 

thl1 lt aanutaotured 1D dollut.lo a1.1.18 fl'Oa taport.ed 

loac Jute flber, laport.1 of Jute twlne be1Dg 111119J.fl.-
_., 
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-.nt aa4 ezoee4e4 b7 e7:p0rt,J/ "'- a hard, haaYJ tw1De 

Jute ie u.e4 tor tJ1JI6 up bulq Mt.er1al.e euob aa to44er, 

paper, upholeter,, box ehooke , eto. It u aleo ut.111ee4 

bJ the Poet Ottioe Depart.aent. Ill!!! ooM•n ie u.e4 tor . 

hAl.ter ropee, plow 11nee, bal1ll6 ropee and ae a tlller 

tor eleotrio oablee. 

loeeib11itiee ot lubet1tution ot Qotton tor Jute. 

Al.Uwngh all olau .. ot jute manutaoturee except 

-•te b•I58'"S are eubJeot t o Yar71J16 :ratu ot dutJ, Jute 

bas eetabliehed itself in t he ueeo noted above on the 

baeie ot 1te obaapneee 1n ooab1n4t1on wi th ite phyeioal 

properties. In oerta1n usee tor Which 1t ie peoul.iarl7 

a4apted, such ae carpet yarns, linoleum baok1ng, webbi~~g, 

wrapping, insulation, 1nterl1n1ngo, eto., an 1noreaee ot 

present duties or restriction by import quota would acre 

likely induce the eubetltution or ouoh tibere ae heap, 

eieal, and raaie, or ot paper than of cotton. !he 1101t 

1aportant use1 ot Jute and those tor which tho oubet1tu.­

tl.on ot cotton •16ht conceivably be brought about are aa 

oonta1nera, cotton bale ooveriDgl and tWine. 

Cotton vereu1 Jute b•sa. f he Cotton Textile InetL­

tl1te'• eet.1l:lllte ot 4.10 alll.ion poun4J ot jute uaed 

annually in tbie oountr, tor oontalnera would 1ndloate 

that it cotton were ent1relJ eubat1tuted t or Jute 1n 

t hie uee on a pound tor pound baa1e, over a llllllon 

add1tiollal 

7'1 

1/ In 11133 doautio production or Jute twine and cord­
age aaounte4 to 4.6,11l!II,OOO poWlda; illporte (ohie~ 
~ the UD1te4 n,::> to 1111,000 pcunda; an4 
aporte (•'"'J to 6& an4 Oube.) to la'I',OOO pollll4a. 
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go 

a4tit.1onal balu ot oot.t.oa lliaht. be OOAeuaed da.eet1oall7. 

It b7 aNn~~ of 1aport. quot.ae, 1aport.e ot Jute eaote and 

ot burlap 1aed 1ll ll&llllt&Ot.ure ot OOAt.&Uiere were reduced 

b1 oAe halt &ll4 replaoe4 et.irel.y b7 oottoA 'be6e, &A 

additional ooneuaptioll ot about halt a ailliOA balee ot 

oottoll a1gbt be ola1aed. luoh a poteAt1al t1gure would 

be eubJeot, howeYer, t.o Yert ext.eAeiYe deduotiona Oil the 

bae1o ot the tolloWiDg oonaiderationa. 

(l) !he weisht ot cotton bage ia ordinarily about 

tiYe eeventhe ot that of Jute be6• ot the eaae ehe 

(7 ounoe o&ll&burge oa.peti.JI6 with lO l/8 ounce burlapa). 

Hence tor a giYen llWIIbrr ot bags th~wnght of raw oottoll 

uoed would be ooneiderabl.y loea than that ot the Jute 

d1epl..aord. 

(2) .Al.though the 1aport.ation of Jute be6e &ll4 

burlape a1ght be draetioallJ reetrioted, Jute oontainere 

would etlll. continue to lAter the oountrr in net Awabere 

1ll connection With i.aport.a of raw auear, oottee, ter­

tllieere, eto. The higher ooet of bage reeulti.ng troa 

the proposed reetriotione would undoubtedlY reeult in 

eaaller returna of eaptied oont.ainere to the oountriee 

troa 11bloh their oontente were uport.ed to the Un1 ted 

Statu, &ll4 in the auoh tuJ.ler utllilation of the re­

tained eeoond-hand bege tor eaok.lllg bullt7 doaeatio 

products. 

(3) The price of cotton oenaburs and narrow thee'"' 

iJ16 ueed t or ba&-aek'"6 hal ranged during the paet fiYe 

rears traa 8 eente to 4 oenta a yard hl&her than that of 

burlap, or troa ono and a halt t o a.J.aoet twice the pr1oe 

ot the latter (tJ.&uree ot Oottoa 'lext.Ue 1Aet1tute). !be 

lw118 
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a~reau ot AgM.oult.uNl. Eo011oa1o. eet.s..&t.eo that. t.o equaloo 

111 t.hl pr1ol ot 8 ounoe oott.on oeoabura and 8 ounoe 

lurlap 011 the bade ot prnaU1JIS oo1t.e ot \be t.7pe ot 

oot.t.on and bv.l'lap uaed and ot OUI'reDt. Mlllltaot.lD'1Da aa1 

aport. Ml'81De, the ta1'1tt 41ltr on bu.rlapa would n .. 4 

t.o be 1'&1 .. 4 troa 1 oent to 6 oente a pov.nd. The h1gller 

ooat ot t1ber 1aoka result1n& t~ reetr1ot1ons on the 

111port. ot burlap and Jute b~e woulf &laoat oerte'"'J 

oontr1bute to auoh laraer use ot paper oonta1nere and 

to sreater reoourae to bull han411D6, thereb)' 11111t1n& 

tho uee ot cotton tor eu.oh purpose. 

(4) Ae prn1oual)' noted, an appreo1able aaov.nt 

ot the bu.rlap 111port.ed 1nto the United Stat .. 11 re­

export.od 1ll the t oJ"'Il ot Jute base, euoh export.e aveN6-

1ll6 25 allllon pounde annuall)' du.r1n6 the ,ye&r~ 1~21l~ 

315, It oould not be upeoted that then would be 

replaced b,y exporto ot cotton base tor the purpoeea 

eerved b7 the fol'ller. 

On the bae1e ot thee• oone1derat1one the extent to 

wb1oh 4omest1o ooneumptlon ot cotton might be etteot1vel)' 

1noreaeed through the dr&at.1o reatr1ot1on ot 1aport.a ot 

Jute bage and bu.rlapa woul.d appear to be Tel')' auoh 1011 

than that eugseated b7 the Inet1tute1e ttsuree, 

Qot.tQA ver1ue Jut.• bf1e ooVBz:lM tor oott.o%1. 'l'he 

Ootton 'l'extllo In1t1t.ute~et1a&tee that eo•• 900 a1ll1on 

pounde ot Jute are uee4 annuall)' 1ll thh oountl')' ae blip 

61ll6 tor cotton. On a pound tor pound baah thle woul.4 

be equ1va1ent t o ue,ooo bal .. ot oott.on (of 478 pounde), 

11lloe ba' "IS pat.terna -48 ot oot.t.OD we1gll o.cl7 4 1/8 

pounde, wb1le tboee ot Jute baU' DS ••!oh or41D&r11)' 18 

pollllde 

I 
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pow~4.e, 01117 three el&bt.U of t.U "lP' of t.U Ju\e 

ueed tor \b1e purpo.. .vul.4 be Nqllire4 - \be ooeple\e 

eubet1tut1oa of oot\OA, or 1!57,000 'balee. !be BurMu 

of A6J'1oultuntJ. Koo~oe eeUaatee t.ha\ oot\Oil 'bale 

ooYering oftero a potent'•, outlet tor froa 185,000 \o 

150,000 balee :vearl.7, depen41ns OD the dae of t.U 

ootton orop. Suoh 1nduoed eubat1tut1on of cotton tor 

Jute beggsna woul4 1nvol're, honTer, oerta1D oo.plloa­

t1one, apart fl'OIII the etfeot on fore1p trade. 

(1) li.noe cotton growere are pald tor the1l' cotton 

on a arose we16ht baele, w1 th an allow.noe of a2 poun4.e 

tor wrapp1n& and u .. per etan4ard bale, and B1noe ootton 

baling patterna or41nar11)' weigh 7 1/e pounde l.e11 than 

the Jute oonrlng, the f&n~er 11 penalleed b7 the value 

of 7 1/8 pounde of ootton 11Dt when ootton OOTIIrlnA le 

uaed. !hle 41ft1oult:y might be oYero0111e, howeyer, b7 

requ1r1ng that ootton be eold on a net weight baale, u 

reoomaende4 b7 the J)epart.llent o: Ag1oulture. 

(8) To be efteot1TB 1n 1te purpose of ooapelling 

subet1tut.1on of oot.ton for Jute beggsng, laport quota• 

or adjuoted tariff rat11 would. ban to be appl1e4, not 

oolJ' to oott.on bagging and Jute butte, but aleo to -ete 

bagging and waste •usar eaolt oloth (now ada1t.t.ed dut.:v 

tree), whlle a eeparat.e dut7 woul4 need to be 1.11po .. d on 

Jute oontn1nere for 1ap0rte4 pro4uote euoh u ootfee, 

eupr, tertw .. re, et.o. !be 0011pl.1oat1.one &D4 41ea4oo 

ftntagee of euoh prooedllre are apparent.. 

(3) Ootton oonring normall)' ooete more per patt.el'll 

t.han Jute beggtna. On -u. uper1aent.al lot.e reoent17 

piU'Obaee4 b7 \be 11ureau ot Acr1oultural loonoaloe the 

oon 
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ooe\ •• 95 aente per oo\\oll JMl\tem 0011pared nt.h 72 

oenh ror new Jute &lid 60 oente ror reworked Jute baa­

&1116• AU.bough t.he ooet ot the toraer ~\ be reduced 

b¥ ueing lower grade oo\to11 riber, there is no knowlns 

to what prioa t.he pr1oe ot Jute b866iD6 ~t tal1 under 

aore eevere ooapet1tive oondit1one. In &n7 oaee, the 

ootton grower woul.d be panalleed by a higher relative 

ooet ror h1o bale covering ae an orree\ to poee1ble 

el1ght 1n0roaae 111 doaeetio ooneuaptio11 ot hie raw 

ootton. Cotton bale covering poeeeeoee certain adv&DN 

\agu over Jute l>•wns 111 reepeot to appearance, eav• 

1nge 111 f reight ooate and 111 raw oott011 looeee 111. 

\randt. Ita greater oonaumption 111 thie uoe ll16ht be 

promoted aore d1reotl)", however, and nth tewer ooapli­

oat1one by otrer1ng prem1uae to growers ·tor cotton 

wrapped balee, paid from funds u.4e ava1labl.e under 

Seot.ion 32 or the Agrloul.tural Adjuetment Aot, rat.her 

than by pl.aoing reetr1ot1one on the importation or Jute 

-ter1al.e. 

Oottoll nrtue Jute tnne. Ooa:pet1t1on of Jute nt.b 

oot.ton for u .. ae tw111e wae reoognl.zad, when t.he prooea-

1ng tax of ~3 oente a pound on raw ootton was 111 erfeot 

under t.be Agrioul.tural. Adjuetment Aot, 111 the 1mpoe1t1oD 

ot a oo11peneat1ng tax ot a. a oente per pound on Jute 7&1'1l 

on ite prooeeo1ng into tnne. Since the compeneat1ng tax 

wae designed to ma1nta111 the rormer oompet1t1ve poeit1on, 

the rata eetabl1ehld 1apl1ee that Jute tw111e 11 about ~ 

paroent abeapar than equivalent wight ootton \w111e. 81n0e 

Jute \ w111e, bow ever, 11 uoed ohief17 1.D heavy eizee ror 

\Jing up 'baU:7 JM'oka&••• it oCNap&tae 1.D .uoh uaee rather 

n Ul 
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With Ileal than with ootton. J'or -uer paokllg .. 

~ed. paper DOW OC!q)et .. aore With ootton t'll'iDe tbaD 

d.oea jute tWine. Reetr1otione, therefore, on the 1.alport 

ot Jut e- ~w1ne or ot jute tiber tor euoh aanutaoture woW.d. 

be WBlikel:r to afford. aQJ appreciable inoreaae 1n d.oaeetto 

oonsuaption ot ootton tor euoh purpoee. 

Fl'aa the abon anal71i1 ot Jute ueecs and. tbe1r 

replaoeabUit;r by ootton, it ie olear that even draet.1o 

reet.riot1ons on 1.alportation ot Jute in i t1 var1oue to rae 

could not be expected to result 1n 1noreaeed doa01t1c 

consumption ot ootton to anJthing like the extent ot the 

lllillion balee ola1.med therefor. Probabl1 1100,000 to 

300,000 blalee would be nearer tbe mark, v.nleea Jute 

were to be totally excluded. 

poaettio Etteot1 of fropoted Rettriotiono on Jute Import• 

S1noo Jute hae attained ita prenent position in the 

Acerioan market on thQ baeie ot prioe and competitive 

qualities, any compelled oubst1tution ot cotton must 

neoe81ar11J iapose oerta1n dl.osdvantllges on both those 

who have been accus t omed to use Jute and. cn thcee 

engaged 1n its manufacture 1n this country. 

At 1nd1oated 1n tbe tiret section ot this auorandua, 

the principal U81re ot jute .. oka and ba6ging material are 

agricultural producers. !o seek a aaall. and uncertain 

e.xpaneion 1n domeeti~ utUi .. tion ot ootton b:r 1noreaa1.116 

the ooet ot oonta1nera t o domeetio produoere of ~ine, 

eugar, potat oee and veeetablee, and to tazw oon.waere or 

a1ll teedl and tertil1eer, would appear to be a d1et.1notl1 

queet1ouable tora ot tara relief. Reatriotion• on import.• 

of 
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of Jut.a bllaa would be felt. oh1of17 b)' augar and ooffao 

p1'04uoore 1A Ba•11 u4 Puort.o Rtoo. ror oot.t.o11 sronl'll 

t.heaaalvaa t.ha poaa1bla 1110reaaa 111 doaeat1o purohaaaa 

of raw cotton would be offaat by higher ba11Q& ooata for 

all their oott.on, aa wall as b)' a 1088 aqu1Yalent to tho 

value or 7 1/a pollll41 of ootton 1A their attaot1n t.re 

allowance par bale (unlaeo ootton ware to be oold 011 a 

net weight baa1o). 

It. io ola1llled that roatr1ot1on of Jute 1mport.a would 

afford greater aotivity and employment 1n the nation'• 

ootton mille. lh1le thlo la to be delirad, 1t ahould 

not be overlooked that daaeatio oonsuaptlon ot cotton 

4ur1ng the lalt orop Jaar, aaount1ng to naarlf 8 &1111011 

balea, -• t.ha larg .. t. 1n tho oountey'o hlatoey. Al• 

though part of tho addlt1onal bua1ne88 that mlght be 

diverted to domoetlo ootton mille would be at tho ex­

penn of Jute m11lo in Bengal ( 11noa about three quartan 

or tho total value of Jute 1lllporte 1a in tho tozw ot 

burlaps), lt would aloo be dlrootly at the expo!Uio ot 

tho dolllootio Jute -.nutacturlr.g 1ndu&tl'1• 'l'he O&!Uius 

ot llarlutaoturoro for 1!135 ahowod that. thoro wore :M 

aet.abl1abaenta, with over 5,000 aaploJaea, ecgagod 1n 

tho manutaotura ot Jute yarns, tw1noo, ootton bagging 

and webbing, b&vlng a groae value ot tl&.S ll1.ll.bn. 

lllt.abllllhlllente ·~•d 1n the .anutaoture ot Juto oon­

t.a111ere are 1n0ludod b7 t.hs Oanaua Bureau, nthou.t dlt­

terentlatlon , under the olaaaitioatlon 1Bage, other tban 

paper, not uda 1n toxt.11e a11la 1 • In th11 oat.agoey there 

.. re 1n 1!133 uome 18!1 ••tabliebaent•, with 11,750 employ• 

••• 
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'"• baviJI& a. groee output ot lia,u&,ooo. The Tar1tt 

a-lei10A elltt.atea tbat th11e eetabllelaente tam oat 

&bout 50 peroent aore Jute btl&• tbao ootton b-aa, but 

that the value ot the oatput ot the tol'lller 1e o~ &bout 

two th11'<11 tb&t ot the lAtter. HIAOe the 1D.Jul'J' to tble 

.-.11 but '--Port&nt branoh ot the oa.t1on'• te:.rtUe 

1nduatrJ auat be weighed -a&1net the proapeot1ve expan-

11on 1n oot.ton ll1ll aot1v1t7 &1'1a1na troa the drout1o 

reotr1ot1on ot Jute imports. 

It 1& prOpoeed th&t-atftot the tlex1blo prov1e1one 

ot the Tar1tt Aot do not pora1t the transfer ot tree 

1teme to the dutiable 11at, and elnoe the max1mua per­

altted 1noreaeo ot 50 percent on the dut1&ble 1t•• 

would be 1neutt1o1ent to overcome the ooapet1t1ve adY&no­

t.eae enJoyed by Jute, import.e be reetr1cted thl'Oil6h the 

1111pos1t1on ot a 171t• or lt:~port. quotas. Ae a.ppl1ed to 

the Jute aobedule, tb1e wouid involve eer1oue d1tt1oul­

t1ee and oo.pl1oat1one. 

51noe Jute and 1te unutaoturee tall. under eome 

twentr d1ttorent tarltt olaea1t1cat1ons, 1t woa1d be 

neoe1a..r7 to deo1de wbloh ot these ebould be subJected 

to quota restr1ct1one and 1n 'lbat prcport.1one. It 

applled to raw Jute, 1t woul.d reatr1ot i.mpOC'ta 1n tba 

fora where the sreat11t val.ue 1s added do:aeeUo&ll.7. 

It the ala nre to rlltl'1ot part.1oul&rl7 the uee of 

Jute tor ootton Oal.1nS purpos11, quotae would ban to 

1t .. lt but aleo 
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to Jut.e bu\\e azul to entri .. or -•te beg' 1115 and eQPr 

eaoklna. If t.he u.ae or Ju\e for oon\&1Der PIUl>O•e• nre 

to be out do1111, quo\aa 1D datena1Ded proportion• woul.d 

ban to be applied not onl)' to Jute be&• but al.oo to 

burlap a and :rams. In an:r oa .. , plao1J16 iaport quotae 

on Jut.e produota ooul.d not interfere With the reoo·nred 

usc, for both oonta1ner and bale ooyer1ng purposee, or 

jute saoka enter1ng the country •• oontainerll or 

teported augsr, ootree, nuts, Ditratee, etc, 

rurther ooapl1oat1ono woul.d c...'"iee 1n the deter­

mination ot' the baoe period or baoe oon11umpt1on 1D 

tenu ot' which the vo.r1ous quotas woul.d be expressed; 

and in the adjustment ot' quotas aaong d1t't'erent Jute 

produote oo o.a to •1n1m!ze d1s looat1one 1D the doaeetio 

jute aanutaoturi.ng 1Dduatry. Anm••l o.djuataenta ot' 

quotas woul.d al.ao be oalled tor 1D aooordanoe with the 

yary1ng eite ot' the domest1o ootton orop, It quota11 

were to be allotted on a oountry bae1a, the probl• 

woul.d be both aora ooapl1.oated and more YeXl.ng. 

l!!&r1M on Aaer1oan l'oJ'!1f!Jl 'l'ro.da and Oouero1aJ. Pol1or 

!he proposed drBst1o reetr1ct1ona on one ot th1e 

oountl")' ' e pr inoipal. aport o01111od1 t1ee woul.d obviouel.¥ 

not be 1n aooordanoe With the Adll1D1.11tr&t1on'• pol.iOJ' 

ot bringing about a lowering or world trade barrier• 

through the prooeea ot mutual oonoeeeion. It m&T be 

observed here that even 1D the general eleYatl on or 

proteot1Ye duties 1.n the 'l'ar1.ft' Aot ot 1930, the Jute 

eohedul.e wae let't eubetantia.llT untouched exoept tor 

oerta1n olaeeee ot Jute tWine, 

!he 
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!he pzoeeen\ propo-.J. 1e a4nlloed a\ a \lae 1lben 

tbe UnUed 1\atee, aner ext.en4ed ezplorak1'7 OOin'er..,. 

tiona, hae Jua\ announoed t.hat U. oonteeplat.ee nesotta.­

t.1.on of a trade 86J'O•ant w1 t.h the Un1 ted lt1llgdoa, our 

pr1no1pal. toretsn ou11t011er, -.bloh 1A 1938 and 1935 pllJ'o 

ohaaed 18 1/2 pe roent. of our total exports. Rext. to 

Ind1a, Great Br1ta1A baa been the -pr1no1pal. aoiU'Ce of 

Jute !&porta into th1a oount1'7. In 1938 and lt35 auoh 

laporte tro: the Un1 ted lti.ngdoll uounted reapeot1nl.7 

to 13,411$,000 and l -',400,000, be1ng u4e up u tollowal 

Burlaps and other Jute 
tabr1oe .. . .... ....•. .... . .. . . . • . 3 , 311.8 z,.ae.o 

Ba6&1ns tor oot. ton, n"'" and 
•• t ••. . .••.•. ..•... . ...... .... • 878. 8 513.4 

Uoaanutaoture4 Jute •.• • .•••.•..• 80. 3 1$8.1 

Jute t w1ne and 1ar.n • • •• •••.•...• 13. 0 u . '7 
Jute .. Ok• and b&ge • • • • •. •• •• •• • s.e a.g 

Total • . . . •• . . .•. . ....... . .• 3 , 628. 9 -l,400.o 

Illporta ot burlap and Jute tabr1oa trca GrMt Br1ta1J4 

oona1atol:ll.ef17 of wide goodl tor 11nolwa beoklns;a, ruga 

and horae bl.aDitate, and me41ua w1dthe t or uphol ateey. 

It. supplies most ot our l11111ted iaporta of Jute t.wl.ne. 

X.port."' ot raw Jute troa the Un1 ted lt1ngdolll repr .. ant. 

reeaports tram In41a, -.blle iaPorte ot waste Mg' ng 

repreaan\ return of ootton bale ooYere to th1s oount.ey. 

!he eUeot on Br1t.1ah 1ntareata of reot.r1ot1ng 111:port.a­

t1oiUI of Jute products -.-1.4 of OOIIJ'aa be t el.t. not ••~ 

on 41reot. uport.a trca Great Br1ta1A, but al.eo on British 

1nnat.amt.a 1n t.ha Ind'en Jute iDallet.rJ. 
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Al~lw·&h Ju~• iaporte tra. ~he Ulli\~ fizls&la o­

~i tute o1!17 a aal.l proportloll ot OIU' total. lllporte 

trOll \bat OOUII~l'7 ( 8 1/4 percent 111 11!5 &114 1S36) 

the UllllateNl lllpolltloll ot t.he propoee4 t.port 

netr1ot1oll 011 Jute good8, toUo'llJIS prellaillal')' 

&llllOWlOimlnt ot trade II6J'Ieaen\ ni60t1at1one With tha\ 

oountry would clearly be 1ncona1etent w1th the ap1r1t 

and bona tldee ot neaot1at1on. It would be eepeo1all¥ 

eo 111 vlew ot the taot that the United 8tatee 1n deal­

ing With other countries hae ooneietently aa1nta1ned 

that no no; or additional Lcport reetr1ct1one ahDuld 

be lcpoead while negotiation• are under oonte~lation/ 

that alght be used as a bash tor barga1n1ng. 

The ooun~ wh1oh woul.d be moet directly &114 eer-

1ouely 1n,Jured by the propoaed reetr1ctions on Jute 

importa would ot oouree be Br1t11h India. Exports ot 

raw Jute, burlape and Jute bags ordinarily oonatltuto 

between a titth and a quarter ot the total Yalue ot 

tbat countl')''e exports and rank With cotton ae the 

J.arsee\ o~od1ty group 111 it& e.xport trade. About 

the Hill proportion ot her total. ex:porte ot Jute are 

ahipped t o t his country. United 8tat11 laporte ot Jute 

producte troa India tor eeleote4 :reare are shown 1n the 

following table. 

table III - United~tee I!po[ta ~ Jute troa Ipdte 
(111 t oueanda of 4Di re) 

...,,. ma taotu.re4 
Jute • •• ••. .• U,lSI 4,880 8,858 a,all 4,748 8,188 

Burlape •• •••• • u,ll67 as,Oia lt,saa aa,a31 88,755 ai,M7 
Jute be.p and 

eaot. ••••••• a,ll>l 1,860 l,687 a,1ea a,aoa 1,703 
Oo\\oa b •' na 1.478 m IL7 w all re 

!o~ ......... IO,oa :sl.0 '711l. IM,UI II,MI H,tM 1'1,8'P1 

Ill41a 
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l~a no~ euppllee b7 quanti~ praotioal.l;f .n. OIU' 

laporte of ray Jute and Jute be6e, betYeea 85 &D4 110 

percent of lmport.a of burlap a, and froa eo to '1'5 per­

eent of 18porta of ootton ba&g1ng. 

'l'o euddenl:r oloae off t he oeoond aoet taportant 

market t or 1te maJo1• llllport. oo-od1t:r W'Ould be a severe 

blOW' to Indian 1Ddu1try and trade 'llbloh would not onl;r 

1.11pa1r itl oapaoit:r to puroban Alcer1oan goodll but abo 

ita 1aport.e of ootton pieoe goode troa the Unlted liDs­

doll and Japa11, ll'hl.oh a .re 1n turn aanutaotured u!nl;r 

troa Aaer1oan cotton. It 1e oonoe1vable indeed that 

Great Br1t.a1n, aa a meane of part.1.U.:r oo.penaatlng 

India f or l oos of the .ber1oan llaftet for Jute might 

f1nd it neoeeaar:r to 1n0reaee 1te oW'D purcbaeee of 

Indian ra• ootton to the detriment of ita 1mport.e of 

American ootton. 'l'hua, under the 1ntr1oate 1nterdepo~ 

denoe of international trade, attempte to 1noreaee 

domeetio ooniiWipt1on of cotton at the expense of Jute 

11aporto might Yell prove t o be more than offset b;r lou .. 

1D A.aer1can cotton oxport.e. 

Oonolu4tng Obeervat1one. 

l. Anal;re1e of Jute usee and oompet1t1ve eubatitGtee 

1D the Unltod States 1nd1oat .. that the pote.ntial ad41• 

t1onal outlot for American cotton would be ver:r auob leee 

\han that euggeeted b7 figure• of the quant1t:r of Jute 

oonauaed 1n various fonae in th1e oountt7. Unleea t otal 

exoluai- of Jute laporte ••re oontaeplated, probabl;r aot 

aoh more than a quarter of a a1ll1o11 balee of cotton 
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1101.1l.cl be a44ec1 \o cllaee'-io oon.uapt1on throaah Upoe1• 

t1on of Upor\ quotae. 

a . 81Doe the prec1o•1nant uoo of Jute 1s ae a oon­

ta1Dor or wrapp1116 material. for .Aeer1oan and 1DIIIll.ar 

asr1oul.tural. procluota anc1 for .. ter1ale uaecl b7 farsero, 

the ooapellecl aubat1tut1on of aore ex:pene1n olOt\on 

-ter1al.e woul.cl 1nYolve an aclclod -rltot1ng or p:rodllo­

t1on oo.t, both for ootton grower• themeelveo and for 

other farmer• generall.y. 

3. Poea1blo bonef1ta to tho Aaerioan cotton te~ 

t1l.e 1Ddlletry would be offeet to a verr oonoidorable 

~ont by inJury to the domestic Jute manutaot:u-lllg 

1Ddustrr. 

4. Onll6 to the lli&D7 different forma 1D 'tlhioh jute 

and ite manufaotureo enter this oountey and to tho faot 

that auch imports are eubJoct to twenty different tariff 

olaas1fioationa, tho 1ntroduot1on and adm1n1atrat1on of 

an import quota 17etec appl.1ed thereto woul.d 1nYol.Ye 

baffling and vemt1oua teohn1oal. diff1oul.t1ee anc1 eooo­

oa1o oomplioationa. 

5. !he propoaed import roetr1ot1on on Jute 1a at 

ftl'ianoo nth the .A4a1n1atrat1on ' a pol1o7 of lo-r1116 

world trade barr1ere through the p!'Oceec of .utual oon­

ooaa1on, and o1noa tho external etfeot woul.d bo oanceo­

trated on Great Br1ta1n and 1ta 1ntereete 1n India, auoh 

a aoYe would be 1n the nature of a breaoh ot good faith 

nth the United 11116d011, nth 'llboa a prol1m1n&r1 announo ... 

aent of 1ntent1on to nasotlate a trade aare•ent baa Juot 

been ada. !bore 1a reaeon to bol.1ne, aoreover , that 

.aoh an aot1on a161lt reeul.t 1D a greater lou t o th1a 

oou.ntrr' e 
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country'• e:q,ort trade 1D raw cotton than the proepeo­

t1Te expane1GD 1n doaeat1o ooneuapt1on ot cotton. 

a. A potent1&1 add1t1oaal doaeet1o outlet tor 

American cotton undoubtedlJ ex1ate 1n 1to greater uee 

ns a bale ooTertng tor cotton. The preeent prices tor 

lower ~ cotton are th .. eelvee conducive t o .uoh 

BUbet1tut1on tor Jute baa81DS· Ae nlternat1vee to the 

reatr1ot1on ot Jute 1mporh (to Wh1ch obJeot1ons baTe 

been noted) the larger uee ot cotton t or th1e p~ooe 

ml.ght be st~ted by: (a) Requ1r1ng that cotton be 

aold on a net we1~~se we1ght bas1e; (b) 

Offering prea1ume (t1nanoed by AAA Sect1on 32 tunde) 

t or cotton wrap.s-4 1n cotton begg3ng under apprond 

etandards; ( o) Volunt&r7 agreell:ent b;r cotton te:ct.Ue 

m1lla to use cotton wrepp1ng materials tor baled goods. 

7. The moat important outlet tor thie oountryt e 

cot ton surplue 11ee 1n tbe export t1eld. Expansion ot 

cotton produot1on abroad e1noe 1932 baa been st~ated 

pr1ur1l;r by the relatively bigh price d1tterential 

aa1nta1ned tor AMerican cotton. Loweri.ng ot cotton loan 

T&luee attar 1934. hae been refieoted 1n larger •olwle 

ot exports. Current pr1o .. ot .l!aerioan cotton IU'8 pro-

1ng conducive to 1noreased exports and are 11kel;r to 

obeolt torelgn expansion of ootto::1 g!'Owing. Alth.ough 

preoent pr1oee are abnormall;r low tor prcduocre, tht;r 

are otteet 1n part b;r the record h1gh acreage ;r1elde 

obtained 1n the laet crop .year, and nre being eupple­

aente4 by ~batant1al benet1t pa7aente. The Adatntet~ 

t.lon ' • trs48 aare•ent progru 1a eerv1ng to 1norea .. 

progreaainl;r the oapao1 t;r ot torelgn countries to bu)" 

Aaer1oan 
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Aaer1oaa oot.\oa,. A pell!IJ' ot ke•'• AMJol- oot\Oil 

p1'1o .. at a oo.po\1\ln lnol wUl lie Mn ..,.MlYo t.o 

ekt as t.blo pot.ont1al toret&D «s nt ottoot.lYo, Dll4 ~ 

re4aloo t.bo -t.%'11 a •U1111A• ot.oalto. 

. . 

. , .... ~ ,. 
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!!!OJWID(J]( Rl JU%1 VB CQf1'01 

IIbera Can Cotton Be 8ubet1tuted tor Jute? 

Jute il imported prinoipally from Britilh India. The 

use ot Jute in t~e United Statee amounts to about a billion 

pounde eaoh year, principally tor bage tor agricultural produote 

and wrapping tor cotton balee. In tne main, cotton ie eu~table 

tor the eame purposes aa Jute, but cotton ie eerioualy handicapped 

on account ot ita higher price . 

Jute usee are : 

Sage 
Cordage anct twine 
Wrapping material (textiles, mattreeeee,eto.) 
Linoleum backing 
Webbing (t or bel ts, banda , etc.) 
Carpets, ruge, mate, etc. 
Electric cable tiller 
Water pipe packing 
Padding, interlininge, etc. 
Bagging t or cotton 

Pounde 

-490.000. 000 
64,000,000 
'15' 000. 000 
29,000,000 
7,500,000 

80,000,000 
6,000,000 

10,000,000 
2,900,000 

200,000,000 

96S' iOO. 000 

Alter deducting a eubetantial poundage representing tbl 

uee ot Jute tor purposes wnere it ia peculiar ly adapted euon ae 

certain kinde ot webbing, ineul at1on, packing, carpet yarne, 

interlininge, eto., ( these usee probably not aggregating more 

than eoo,ooo,ooo pounde) , there remain• about three quarter• ot 

a billion pounde ot Jute that could be d1eplaoed by cotton it 

~he pr1oe d1ead't'antage were reao't'ed, 
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A pound ot cotton turni8nee a larger ooYerage in 7ard8 

tnan a pound ot jute; ooneequentl7, it th18 aarket were open to 

cotton, it would attord an opportun1t1 to di8poee or about 

600,000,000 pounds ot cotton goode or a million bales ot raw 

cotton. 

What Ie tne Coat Ditterential? 

Covering tor Cotten Bale8. 

Jute covering tor cotton balee at the present time ooete 

about 72¢; a suitable coYaring or cotton tab~tc would coat about 

95t, a cUrterence ot a bout 23¢. Tnie 1e on tne low Bide in tne 

record or dirterentiale. During the 1935-3~ eeaecn, tne d1tteren­

t1al was placed at 38.?¢; in tne 1934-35 eeaecn it was 36.'1¢. 

During the period ot low priced cotton in 1930-31, tne cUtterenoe 

wae only 13. 1:1¢. 

Furthermore, in tne eale or raw cotton no deduction i8 

made tor tne fabric wrapping or metal tie a. Kille pay tne 8&1118 

price tor jute wrapping and metal ties ae tor the cotton itself. 

Tnie pleases tne cotton farmer , ae he reels that he makee an 

extra profit on jute when ne places it around a bale or cotton 

and sella it at the price or cotton. A jute wrapping including 

metal ties tor a bale or cotton weigne 22 pounde; a cotton 

wrapping plus metal ties weigne about 13i pounde. At 8¢ a 

pound tor cotton a grower recei vee fl. '16 tor nie jute wrapping 

and metal tiee, while tor hie cotton wrapping and metal t1ee 

ne would receive on.11 fl.~. 
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TbJ.e night d1rrerent1al .ga1net cotton added t o tJle 

nigner price t or t he cotton covering rererred to above reeulte 

in a t otal ditrerential or 91~. 

FaDrio t or Bale. 

The price advantage enJoyed by Jute produote ie illua­

trated in tbe oo~~parison below or aver.ge prices t or burlap, the 

Jute rabrio t or bage, and their cotton ooapetitore, oenaburge 

and narrow eneeting. 

lot oz . 
Burlap 
{Jute) 

Oenaburg 
7 oz. 40in. 
(cotton) 

Sneeting 
2.t~e 40in. 
4tl/itl 
(cotton) 

1933 1934 193e 
(oent e per yard) 

e . e 6.2 ts.o 

10.5 10. '/ 

9.9 9 ,4 

1936 1937 
(9 moe. ) 

e.4 

10. 1 

9.9 

What Can Be Done t o Stimulate Dieplaoesent or Jute by Cotton? 

Jute 11 raieed under labor etandarc1e muon lower than our 

own. It i e unlikely that economic conditione will place the world 

price or cotton on a parity witn the price or Jute. Toe price 

d1eparity over aany yeare g1vee no enoourageaent that cotton Will 

lll&lte any eubetanUal g&1ne in the t1eld now aa1Dly occupied by 

Jute. A natural corrective ie the tar1rr . Toe preeent Jute 

tarirr deviate• rroa baeio prino1plee 1n aeeeu1ng dut11e beoauee 

1t a&kee ram• eubJeot to bigner ratee tnan toe olotb woven rroa 
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ue eaae :rarne. i"or exaaple, in l93ti , dutiee collected rro• 

;rarn imports were fro• "JIJ. ·n,. ad Talorem to IS"J. ~•,. wnereae 

plain Jute burlaps pald only lb •. ,.,. ad Talorem duty. •rne 

duty on woven clotn anoul d at least be equal to tne duty 

on baeio :ram e . .li'urtnel'!lore, raw Jute 11 on tne .!!:!.! lilt. 
'fne 11111 ted power or ue President to alter tariff 

wil l not nelp tills case. I t ne were empowered to ollaJl«e an 

articl e from tne tree l iet to tne dutiable llet, eomet.lllng 

could be aooomplislled toward making raw Jute prices more in 

line witll cotton. However, tne limitation imposed upon nim 

or making no tariff increase in exces s ot bO,. or existing 

t arirr renders nim nelplesa in tna oaae or burlaps, cotton's 

principal competitor 1n tne bag field. ·rn1e rate 11 now 

only 1¢ per pound. An inoreaae to 1*¢ per pound would not 

benerit cotton. 

Nat weignt aalllng would be nslptul. Ir tn1e could 

be aocompl1elled b;r legislation or auba1dlee, wnerab:r tne 

rarmer would not bel ieve a profit exiate 1n ueing tne Jute 

covering, cotton would nave a more even cnanoe. 

97 

Regraded Unclassified



'''IADIII • ,run '' am•sw 

!'b!re Caa Co&Sw II hhllSu5f4 tor """' 

Ju\e le 1aporte4 pr1ac1pall7 troa lrl\leb 1-'la. lbl 

u" of ,.M la the tJaJ. U4 Sh\ee aaounh \o about a b11U• 

poaft4e .. all ,..ar, pr1na1pall7 t or bage t or qrinl.Wral ,........_ 

and wrapping tor cotton bales. In the .. 1n, cotton ie eui\able 

t or \be ••• purpo .. e ae Jute, but cotton ie eerlouelr ball4i081P•4 

on eoaount at ite hiSber pr1ae. 

a.g. 
Cordap and tnne 
Wreppinc aatertal Ctextllea, • attreeoee ,eto. ) 
Llnoleua baoklftC 
Webbing Ct or bllte, bande, etc.) 
Cerpete , ~·· aate, eta. 
Klea\r1c OILble tlller 
Water pipe peoklac 
Peddlft«, 1nterl lftlnce, etc. 
lags1ng tor co\\oa 

PouD4e 

.90. 000.000 
M,OOO,OOO 
7&,000,000 
29,000,000 

7,1100,000 
80,000, 000 

11,000,000 
10,000,000 
2,900,000 

200,000,000 

liS. 400.000 

Alter deduotlnc a eube\ential poundase repreeenttnr \be 

u" ot Jute t or purpoeu 11t1ere 1 t 11 peouUarlr a4ap\e4 e110b u 

oertela klade ot webblftC, 1neulat1an, peoll:lac, carpet rarae, 

lnMP11aiJ~«•, e\o., (\!Ieee ueee pro'babl7 aot .... .,...u .. -re 

thea 100,000,000 pounde) , \here reaalae about UlrH quar\ere et1 

e blllloa JIOD4• ot Jute \bet ocn.tld be 4hpleoe4 ~ oouoa 1f 

the prloe 41.-dYantap "re reaoYe4. 
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.a. ~ of oouon flli'Dlebee a larpr oo ........ 111 :raN• 
\ 1'1411 a poud ot ,Jato; ooa11quonU7, i t \blo -rlr.ot ..... opea '• 

cotton, it would attol'4 an opportunit y t o diepose or a~•' 

&00,000, 000 poUDde of cottoa goode or a allllon balee ot raw 

oottou. 

!hal II \9! Cot\ DUf!!'!RUal? 

COYtr1a« tor Cotton Baleo. 

Jute oonrtac tor ootton balee at \he present tl• cone 

about 72~; a n11:able cO't'el'1a« of cotton f abr ic would cost about 

964 , a difference ot about 2~. !bla 1a on the low elde i n tbl 

re .. l'4 of 41tferenUale. DII1'1DS tne 1936-36 eeaeon, Ute dlftereD­

t1al • •• plaoed at 38.7;; ln t he 1934-36 soaeon it waa 38.7~. 

Dlal'1ftl the period or low priced cotton in 1930-31 , the difference 

Wll CD1J' 1:5.~. 

Fur\ber.o!'!, in tbe eale of raw cotton no deduction le 

-~ f or t ne f abl'lo Wl'apptac or M\al u... llllle PIJ' \he •­

pr1oe t or Jato wrapplnS &Dd M\al tiee ae t or \he ootton 1\eelt. 

~ble p1eaeee \be oo,\oe t....ar, • • be tee1o \b&' be -.tee an 

extra pi'OtU on Jute wben b& plaoee U &J'OUDd a bale of cott011 

and ee11e 1' at \he prtoe ot ootton. .a. Jute wrapplns 1nalu41B8 

Mtal Uee tor a bale ot cotton .. ipe a pounde; a oottoa 

wrappi ng plua .. ,a1 tlee .. tsne about ~ pouade. .A.t ~ a 

pound t or oonon a grower reoe1fte tl. 'It tor hh Jato WNppl• 

aad DOtal ttee, wbll• t or ble oouoa wrappllllf ...S •Ill Uee 

be wo.t4 reoelft oalJ' tl .OB. 
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t'b11 Wlcb\ 4UfONDUal ... ,.., ooU• .. 111 to U. 

111Cb•r prloe for U.. oouoe -1'1ac rerori'M \e.-.. renlb 

1n a total tlnoNDUal. et ett'. 

tile pl'1oe a4Yaatace oaJo,.C liT JIIW p!'OGeta 1a Ul.._ 

"•.teet lit the OCIIIplll'laoa llelow of a'ftnse prlo .. for burlap, Ull 

Jll~ tabrlo fw llec•, _. U.lr co"• COIIpeUtoro, oiDilllll"le 

l.U l.:M lNI 19-'45 193'7 
(oeata par yar4) (9 -·· ) 

11.11 .... e.o II •• 11 .11 

Ownabu:z 
'1 oa. 111. 8.3 10.11 10.7 9.7 10.1 
( COUOD) 

SbeaU~ 
2.88 ~ • • w.a "·· •• 9 9.<6 8.6 ••• 
(aoUoa) 

Cy I! D St Ul•l•St Dlgtyw•lal ot iiJ! " Ottlet 

lUU -lfJ ~ 

h\e la 1"1l1Mcl ..-r la-.r abataNa _... lwer ...._ OBP 

It 1a lllllllrelJ U..\ MODOD11 001141 UCIBI wlll plalo Ull ... 11 

of oouoe • a JIU'1 '' wU.Il tao prloe of ,... • tile pi'Ue 

41aparllJ O'ftP ~ ,..,.. ~"• M --•••• U..\ oouoe wUl 

Data aar nM\MUal •alae la tao tlalt - •'alJ oe-.t .. 'llr 

..... A .. twal ....... ,1.,. lo tao Sal'1tr. Y• ,.. ... , ,. .. 

larlrt .. rta\ee r,_ .._,. prt•tploa ta aaaoaat .. taUoa '' 11 

ll Dalrea 1fD1 _.,.., to "'PM' ra\ea S11aa U10 U. aovwa ,._ 
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~ne e.- ,...... For ella8ple, la 1~, 4uUoe oollooC.C r... 
yarn l.•por\11 wore rro• 39. '7~ ad valoroa to ~.IK$ wborou 

plalD ,J\lW burlap• pald oaly 1&. " •' ad valoro• 4uty. 'rbe 

duty oa wovoD ololh abould at leaet be equal to lho duly 

on bade yaY'tla. f'artl»ra.oro, raw Jute 1a OD tno !£II 11al. 

'rile lla!Wd power or She Proa1dont to alter larU1' 

w1l l aot belp t.hla caM. It' be wore oaponrod to Cban«o aa 

artlcl o troa tbe tree llat to tbO dutiable llet, eo .. tb1Qg 

o ou l d be eco011pl1aba<l toward ll&k1n« raw Jute prloos liON 1a 

llne wlth oottoD. However, thO llaltatloD 1apoaed upoD hl• 

or _.ll'lg Do tanrr tnoroaae ln e'toeu or ~ or exletlllfr 

t a r1rr renders ht• nelpleae 1n the c a se or burlaps , ootton'a 

prlnc\pal ooapotltor 1n the bag t'le l d . Tnla ~te 1a Dow 

only 1~ per pound. An lnoraue to 1~ per po1md woul d DOl 

benan c cotton. 

ltl ••11!!1 nl11M woal4 .. telJhl. Ir lhl.a ooaU 

be aoo011p l1ahed by lepllaUoa or nba141ea, 'IIDerotly lbe 

raraer ,..14 Dot bollovo a prort 1 ext au lll ua111« 1M JIIW 

covarlftC, ootloa would b&vo a 110ro oven ohaaaa . 
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Hon . Wayne o. Taylor, 
Aasiatant Secretary ot Treasury, 
Treaaury Depe.rt~~~en t , 
Waabington, D. C. 

Dear Wayne: 

Waahington, D. o., 
Kovember 2~, 19~7. 

Since leaving your otticft thie noon, Jlr. Oo~~~er 

and I have been reviewing som ot the pointe •de by 

Dr. hie in bill .. morandua oppoaing action on the jute 

matter. At my request Wr. Co~~~er baa Juat dictated a .. .a­
randum dealing with some ot Dr. hie 1 pointe, and I am 

taking tba liberty or aending aame to you herewith. I will 

vary muob apprec i ate your including Mr . Oomr's ~~~emorandua 

in tba recorda or our recant oontarencaa and I ainoarely 

bope. that you and the Se cretary will give earnest considera­

tion to Mr . Comer 's views in your appraisal ot the situa­

tion. 

The arguments presented tbie morning against our 

s uggestion are not new to ue. For t he moat part, these 
arguments are those of the powerful jute lobby to which we 

have been liataning tor yaare. I t ia eeay t or the Depart­

menta or State and Agriculture to tollow t he sa1118 old 

poli cy ot l a issez taire with respect to thie matter. The 

harder way i s to t1nd some me thod which will help the aitua­

tion,beoause we believe you wil l agree that a reduction 1n 

the aaount of Jute importa would help the do• stio conauap­

tion ot cottcm. Prom the aaoment laet Tuuday, 1JI the 

Secretary 's office, when I tirat brought up the aubJeot ot 
jute, I wae certain that we would be oppoeed by the Depart-

102 

.. nta ot State and Agriculture. However, I waa alao certain 

that you and the Secretary would give thia .. tter a completely 

open-minded bearing, and you bava both done ao. Surely· tbe 

Secretary laat Tburaday displayed the utmoat interest and 

waa not at t hat t im convinced ot the correctne .. or the 

atand taken by the Departlll8nt ot State . I am aura both you 

and he wil l continue the sama ope.n-mi.ndedneaa 1n your fUrther 

atudiea ot this matter and I am exceedingl y bopatul tbat you 

wUl t2nd entirely adequate grounda on wbicb t o aupport our 

position. 

At thia time please let 11111 tbanlt you I&J\d the Secre-
opportun1t:r you bava ua to explore 
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tbue •ttera with you. We are gratet'ul tor tbe oourteay 
and oona1deratian With wh1oh you ha't'e reoeind ue. Aa you 
mow, I ben atteapted, within •Y 11aited ability, to gin 
you the beat possible aer...ioe on these matters and I aa 
ready to aaa1at t'urtber in any poaaible way. In tact~ I 
am hoping that I aay have the prh1lega ot' another •et1ng 
with you and the Secretary to conclude the jute matter and 
to review the possibility ot the advertising caapaign. 

With 't'ery highest personal regards, I am 

Your• .oat aincerely, 

/6~ 

P .s. In addition to Jlr. CoiiiSr 1 a t'ull statement, I •• enclos­
ing a IDeaorandwa answering Or. Fe1a, point by point. 
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Answering Dr , Feis' 
increase domestic consumption 
imports ot juta produe ta . 

observati ons on proposal to 
ot cotton by restricting 

104 

1. Tha present tigiU'ea indicate one billion pounds 
of jute imports t or this year. Our suggested quota would, we 
think, increase the usa or A~rican cotton in this country 
between a halt and three-quarters of a million bales. Completa 
exclusion of juta products would cartainly increase home 
consumption of cotton over a mill i on bales . 

2 , l'le agree that euch a program would increase tha 
cost of strihg'jll wrapping and container s where cotton substi­
tuted tor jute, but we think that the tariff on sugar inc reases 
the coat or sugar. .Ye think tha tariff on butter and cheese 
increases the coat of butter and cheese . Tha protectin 
tari rr does increaee the coat or tbe thing the cotton farmer 
buys . We are trying to give him his home market just aa all 
the other !armors have protection tor their home market . 

3, We don't think our suggested program would 
interfere at all with t he domesti c jute manufacturing industry. 
The jute s tring manufacturer is already t ully protected by a 
tariff and burlap i e not manufactured in thie country. 

4, We agree that t ho administration of our pr oposal 
will be difficult, but we don ' t think this should be used tor 
an argument in the continued injustice to the Amrican cotton 
tarlll8r . It woul:l suit him better to have a prohi bitive 
t ariff and that would be simpler of administration . 

S ~<c. o-=t-
0~ 5 . The Administra tion's policy ot increasing tho 

pr e or Ameri can cotton bas resulted in British India capt ur-
1n our axport market tor cotton and capturing our domestic 
market with her increasing importation or j ute. Vib1le OIU' 

exports ot cotton have been declining , India's exports ot 
cotton have been increasing. lgyptian cotton ba~ a tariff 
or 7¢ a pound erected in order to protect our Pim& cotton ot 
the West, and Bgypt ia a par t or the British Blllpire . Ttw 
British Blllpire ia constantly striving to get away trom our 
cotton by apr8ading our cotton seed all over the world. It 
we tried aa hard to get away trom British r ubber as they try 
to get away trom ou.r cotton, I t hink we might be more aucoess­
tul . We can retain so- ot our lost export cotton business 
if we w~l mast the world prices, and Great Britain will 1n 
the 1118&nt1• continue to buy her cotton where abe can get 1t 
the cheapest. 
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6, We bave been aidif18 tbe Department ot Agri­
culture in their effort to aubetitute cotton bagging ae a 
wrapping instead ot jute tor our cotton, and we agree tbat 
requirement that cotton be aold on a nat weight buie would 
help b ring tbia result about and might •an tbe uee ot 
150, 000 balee ot cotton . Arty plan that would belp b r ing 
thia about would hive our tull eupport. 

7 . We think that tbe tirat place to give cotton 
ita full use ia at bCIDI!I and after that juat as much ot export 
business aa can 'be bad at prices that are profitable and 
dea1.rable to tbe cotton tarlDI!Ir . VIe believe that the world 
price ot cotton 18 going to be t1Jced by the low standard 
wagea ot the cotton farmers in India, Africa, Russia , Cbina 
and South America . We believe tbat whatever export bueinees 
on cotton i .a to be -intained in the future rill have to be 
under some program ot gover-nt assistance . Dr. Peie in 
his final paragraph s aye : 

8 A policy ot keeping American cotton pricee at a 
co111pe titive level will be moat conducive to ~~~&k­

ing this potential foreign demand effective, and 
thus reduc e the country'• surplus stocke.• 

The full weight of t his Adminietration 1a behind 
a program to achieve parity income t or cotton farmers and 
we think it i s impossible under world competitive c ot ton 
price• . Perm legislation now pending is seeking protection 
for cotton prices and cotton farm income by restricted 
production. 
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J!BASOJS POR llliS'lBIO'fn<l 'fiDI I11CUAIII110 DIPCJt'f8 

OP ,J17fB, JUJIUP .IC'l'OJIB!) AJI1) UIIIIAJUP.IC'l'UUD, IftO 

'fD unno 8'f.ln8. 

Sulait:ted 'b7 Ill'. Doll&l4 o-r, wo .... a'ber as, l~ll'7 

to 
Ill'. Wa,.w '1'a7lor, A .. tat:ant: 8eoret:ary ot tile 'l'rouury 

Jl'fory maJor tara prodllot: 1n Jlaor1oa baa tarUt pro­

t:ootion azoopt1D& the ootton that: ere•• troa V1rgiD1a to 'l'exae. 

!he P1ao oot:t:on grown 1a Arhona ...t on tile irrigated rarae 

or tile w .. t, bu a tarUt prot:ooUon or '71 a pound ag&1Det 1a­

portat1on or Bgyptian lone ot~lo ootton. 

llr. L'JIID R. Bda1n1otor, Cb1ot Jloonoaio Anal.y.t with 

tile Depart:aoDt: or State, wu 1D B1ra1D&boa lut 'JO&r &D4 a&1d: 

•'lbo unY&rDiolled truth oonoarD1ng tb1o wholo 

qr1oultural ~ort: aot:t:or 1a that tile 'bl1llt or 

agricultural prodll.ota whloh oan bo produood in 

th1a oaunt:ry at loaa than a prohibitive ooat:, 

ban l ong o1Doo boon barred out or our markotl 

by high tarirro. • And ag&1D, •11o one, eo rar u 

I know, oorioualy propoaeo that: it should bo 

otllerwiao.• 

aa.1da 
Senator Borah on Auguat 29, 19:56, 1e quoted u b artng 

0 '1'11e taraoro' proopority dopoD4e upon tbe ao1DtoD&DOo 

ot b1e ox.o l uaiYo right to tile AJaerioan lll&rllwt. P'Cit: 

the tari tt up, eYon it it amounts t o an embargo, in 

order t o gin t ile aer i oan taraor, up to tho 11a1t: 

ot b1a production, our boae market; t ben t h o taraor 

will bo prooporou.e and DOt until then.• 

llr. Lo~ J . 'faber, llutor of tbe llational Grange, wu 

reoont:l y quoted aa o&'JiDga 

••011 ouch aattora u tho tariff and kindred prob-

1-, tile raraer bu DOt reoaiYod juatioo. 

Aarioulturo 1o ontitlod to tho .a..r1oan .arkot r or 

all rarm OOIIIIII041t1ea that aan bo o1"tioionUy pro­

dll.ood 1D tb1a oountry. We b a•• too largo a troo 

l1ot. Wo IIIUOt not only b&YO additional tar11"r pro­

toot1on but wo .uot: pro•ont: un1"&1r treatment or t bo 

taraor 1D rooiproo1ty troat1oa and international 

trade.• 

At tiM azmual aaot1na or tbo .Aaorioan Para Buroa 

FodoraUon lut Doo•bor in Paoadona, California, tiM rollow­

iJIC re aol'Cdl 1011 wu pu oo4a 

........ ot .... - ..... = .. ,., 
~z::·•taa II ... ... .,,.,. o•• -. .. t.s ~ 

sn.- dtll .... hill ....... ~ 
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i .ng t~ -intenance or a high dlogr.e or aoil 
rertilit;r, we urge that Pe~ral lawa and regula­
tiona restriot tha t.portation troa t oraign 
countriea or fant produota to auch pointe u 1a 
neceeaar:r to maintain the widaat poaaible ~ket 
tor domeetio tara produota at fair price la•ala.• 

I I 

Since 19~~ our cotton oropa h ave been curtailed and 
our Goverlllll8nt baa bad oontinuall;r to proteot the prioa bJ 
loana and other methods and duri.ng thh t"- Senator Rueull 
ot Georgia aa;ra that iaporta or jute inoreued troa 617 ,ooo,ooo 
pounds 1n 19M to 716, 000, 000 pounds i n 19:16. He abowad that 
aa cotton goea up in th1a countr:r, importation of tbia low •as• 
product also inoreaaaa. The New York Journal ot Co.meroa on 
Warob 24, 19~7, in epeaking of tbe juta 1nduatr:r in India, quoted 
from their own etatement: 

"The position now is that all unita or the induatr:r 
will continue to expand and increaee their output 
so u to take advantage of the ~mand wbiob 1a still 
on the up-grade.• 

Since 19~ the Amerioan cotton crop bu baen curtailed 
under Government regulat i on tor the purpose of impro•ing the 
price or cotton to the end that the cotton tarmer•a income 
might nearer approach a parit:r in relation to tboee thins• that 
be bas to buJ• During the subsequent :reare the American cotton 
farm program baa reaulted in a continual curtailment. Whether 
because or tbia or not, the world crop outaide or the United 
Statee bae continued to inoreaee, and ae a reeult or tbia in­
crease in the world growth of cotton our exports or cotton h a•a 
continued to decline . It should be or inter eet that India, wbicb 
grows both cotton and jute, bas inoreaaed both her aor.aaa and 
her oropa or cotton and jute, and u a ruult Indi.a has taken 
awa:r rrom American cotton some or our foreign customers) and bJ 
increasing bar importe or jute into tba United Stataa aha has 
taken awa:r hoce ouatomers in our own domeatio market . I attach 
hereto figures abowing tbeee trenda. 

In addition to the jute and burlap aa liated on the 
attached schedule, there are other jute product• coming in under 
the bead of wute baaging and wute, augar aaok olotb, jute 
)'arne ud oordaae, baag1ng tor cotton, baa• and eaoka, which all 
added together indicate total t.porte or jute produota tar tbia 
:rear or over a billion pounds . 'l'beee tigurea •e• tbua to pro•• 
that ever:r effort to date on the part or our Co•ernmant to 1m­
pro•• the cotton tara 1ncoaa bas reeulted in a loaa or toral&n 
cuatcaeJ's to India cotton and a loea of boae customers to 
India jute. 

A.A.A., in eatabl1ebing quotaa tor cotton rar..ra, 
required a reduction 1n acrea tor cotton or S6~ and it therefore 
.. emed reasonable to ua to auggeet that u AMrica undertake• 
to 11ll11t acrea or cotton and undartakaa to proteot in the 
-.r1ou ~at tbe price or oottoa, •- Mtbod a....w.4 M 
found fer pi'OkotiJW ov e~rt IIU'teta to 'fbateftl' la ...... 
011 &a NUOM!Ile 11114 - at; leU' l.Sai' 'be f'lf •h er .... 
coapetiJW rl'II&N .. tfta0 ao U ,. JINftM fONlp .. , ...... 
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toralp tlbere troa deteatin& the A~niltration•s prosr•• 
.. han euggaoted that " t alte t be aftr&gl laporte ot Jute 
tro• the 7eere lVlll-~ inoluein, reduoe thb quant1t7 b7 
ll51o , and eetabl1eh that u a f air 1aportation ot thia -­
pet1118 tiber. We reoogn1 .. that the purpoee ot th1a prograa 
i• to oub1t itut1 ootton wrapping, ootton otring and ootton 
oaok1 tor jute wrapping, 1t ring1 and bage . We recognize that 
wee tern and northern taraera era large ueera ot burlap bage . 
Tbey Ula thea baoauee the7 are ohaaper . 'lhe7 are ohae,per be­
oauoe 1t ie a product grown and aanutaoturad in India b7 
poople who work ot 81, 101 and 121 a 4&7• OUr wbole protective 
tarltt ayet• 1a to prevent that k1n4 ot untair ooapet1t1on. 

It our ootton farmer ia to have the inoa.e ot the 
... to rn tar.er , be su.t 1all .ore ot hia ootton and tor better 
prioeo . 811 tirot ou1tomer il the ~rioen ouetomer. The 
ootton t&n~er pa71 a t aritt on hie sugar, on hi• tobaooo , on 
hil butter and oheeae. Potatoes, Wheat, oorn, oato, truit1 
and nutl all have taritt1 • 

!be South hal been aooustomed to grow ootton and l i ke• 
to sro• ootton. Thh year the}' have grown .. ver,. large orop. 
The Ooven>8ent rill probabl7 find in their loan pool before the 
end ot the eauon over &, 000, 000 bales ot ootton. 'l'hia dtua­
Uon 1a aggr&"Oated by the taot that India ootton baa crow4ad 
out our exporte to a c ertain extent and India Jute baa crowded 
out our boae m.arkat to a certain extant . India no doubt would 
rat her sell u• ootton than jute, but ot oourae tbie oan not be, 
ao abe salle our ootton ousto111rs ootton and sands us her jute • 

.llab•a in lVll6 1aported trom other states over $600, 000 
worth ot butter andf760, 000 ot ohee••• I• it unreasonable, 1t 
ootton taraere are to ra1 .. ootton and bu7 ao118th1ng ot their 
rood and teed, to u k that northern tarmara saol< their food and 
teed orop1 in ootton bagot We are all toda7 bunting tor new 
u1e1 and inoraued uoee ot ootton. A law requiring that ootton 
be aold net weight hao the support ot the Dapar-nt ot Agricul­
ture and probably would require the equivalent ot 150, 000 bal .. 
ot our own ootton tor ootton bale wrapping i nste ad ot the jute 
whloh 1a now us ed. We have euggested the quotas instead ot a 
real pr otective t aritt beoauae we teal that that would be l as• 
dhturbing to the jute interests ot our neighboring oountr,- and 
would at the ••• t 1aa continue t o provide at the SGI8 cheap 
prio .. an appreciable part ot the jute neede to our own douatio 
jute ueere. We reoopi&a the d1tt1o~t7 at tending a quota ar­
r~ ... nt , but the main purpoae ot the wbole thing i 1 to give 
ootton a tair ohance 1n t hh country. We all ot Ul would lil<e 
to have thie aoooapliahad in the eaaiaat way poaaible, but tha 
ll&in t ll1.J:>.l 1a to aooompl11h it. 

w. reeop1ae that no oountr7 ' ilte1 t:o have a barri er 
ot a.DJ' kind, quota• or taritta, r aioed against their own pro4uot, 
but sino• .. are railins t hem againat ever )' other pro4uot in 
protection ot the ~r1oan product, wb7 obould th1• injuetioa 
to ootton oontinua &nJ' l ong1rt 

le•••arr lllall Ilea atatecl la h1a u..-. 'reatlae t'llat tr• tea ••-. •• ,_..u. 4DN aot1 'llaw u ..,..u. 
- ..... 4t tIt til ftt 11rJ I ' II' ..... llu taS4 U !oU.WI 
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.... 
.. 'lri&lliUlar' trade 1a illutrated b7 the tact that 
the '01l1ted Stat .. uauall7 hu a t a•orable bal&DOt 
1n ita trade with Burope, whereu it replarl7 
reoorda m Wlta.orable balance in itl o.-.roe w1th 
tropical OOUD.triea e 1JD.der lhlll. 18 theOI'J', ODe 
abould equali .. the other. 

•It 1a DOt ~rtant, he oontenda, that a nation 
should atr1 .. tor a favorable bal&D.Oa in ita 
4eal1.JI8• with &DOther in41ddual ooUD.tr7. What 1t 
ma7 lo.. in one quarter 1t probabl7 will ga1n in 
another.• 

In &nJ' trade treat7 with Bzlilmcl, ot cour••• clue 
recognition w1ll be giftn to the truwD.cloua &ount ot IIODeJ' 

we pa7 tor ocem cari'J'iq aDd the touriat dollar• that are 
spent 1n that coUD.tr,. • 

Senator Richard B. Ru .. ll, Jr. , 1n a debate 1n the 
Senate June 5 1 19:56, atated that th1a 1a the oD17 cotton 
producing oountr7 on earth that atanda b7 and eeee ita ootton 
farmer• penalized 1n ita co.petition with jute . He mentioned 
Kex1oo, Brasil, Colombia, Peru aDd Ruaaia, and atateal 

•verioua parte of the Brit1ab JDI!p1re produo1q 
cotton le.,- substant ial dutiea on imPortation of 
jute aDd jute produota fr(a India, &DOtber part 
ot tba Britiah -.pire.• 

! OS 

It 1a eaa1l7 oonoeivable that UDder 1111oh a plan u -
are auggeat1D.g, tha uae of our ootton in tb1a countr,. cm 
eaa1l7 be inoreued over halt a alllion balea, aDd it oerta1D17 
..... to me that with our Government continuing to oarr7 tre­
mendoua qumt1tiea of our cotton in 1om poole our prillar7 oon­
cern should be to llake available tor our cotton a tull tree 
uae 1n thia coUD.ti'J'• 

Senator Ruuell 1n 1ntroduoiq an _.nma.nt putt1D.c a 
fair tariff OD jute laat 7eer, haaded h1a apeeoh •Jute, tba 
Arch eo.petitor ot CottoD.• 

Before oloa1D.g I would like to atate I • in entire 
•111path7 with tha Seorat&I'J' of State in eatabliahiD.g trade 
treatiea with tha other nationa of tha world. 
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1~:56 

• 

tllfn'BD ST ATBS OO'l"fOII 

Total Ellporta 
( .,.,.. ) To United 

KilliQpp 

1,,Q2,ooo 
1,•u,ooo 

Bl\l'ri§B IIDU QOTTOI 

ProduoUOD 
(Bale•l 

.,100,000 
5,661, 000 

To United 
Jty?p To Japp 

1,21~,000 
2,067,000 

WOR'fS Of ffll AJD BUJ!UP Il'l'O U. So 

Jute 
(!opel 

61, 287 
78,682 

100,066 

To 
lapp 

,.G -· 

Total Jworta 

2 , 221,000 
s,&~7,ooo 

Burlllp 
trpuM•) 

~.~72,000 
557,M7,000 
5U,85.,&10 
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B.M.Jr: 

Operator: 

o: 
H.loi.Jr: 

o: 
H.loi.Jr: 

0: 

R.loi.Jr: 

0: 

R.loi.Jr: 

O: 
lolareb.all 
01gge: 

R.».Jr: 

O: 

H.M.Jr : 

0• • 

R. ll.Jr: 

O: 

H.K.Jr: 

O: 

Bello. 

•oY..tler U, 1837. 
a:~ p.a. 

Cb.au-n J:oolee b.ae not. ret.urned fro. lunoh. 
J:a:peot. h1a IIAif 111Dut.e . 

Well, leaYe word I • d like t.o t.allt t.o hia. 

1.11 r1gb.t.. 

Kareb.all 0 laP. 

Yee. 

Of \he (JIIIpt.roller I. 0ff10e • 

1.11 r1ght. 

Hello. 

llareb.all D 1gga. 

Thank :rou. 

Go ahead. 

Hello. 

llarehall D1gge1 

Yee, e1r. 

Morgent.b.au. 

I'• haY1Dg anot.her bre~ut. out. at ~ houee, 
on Sunda7 aorn1Dg, Deoeaber t.he 12t.h, t.b.at. I'd 
like nr:r ~ tor :rou t.o attend, e1r. 

Well. 

It ;rou can. 

I don't lulow :ret. December l2t.h eounde like 
anot.her l1tet1ae. 

111 

(taugDe) Well, I b.aYe to aelt :rou 111p0rtant people 
eo earl;r. 

If ;rou ' d eend •• a 11t.t.le not.e, I'll oerta1nl7 It•• 
1t 1n 111Ad. 
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D: 

H.JI • .Jr: 

D: 

H.Joi,.Jr: 

D: 

H. JI • .Jr: 

D: 

H.K • .Jr: 

- a -

All r1&)lt. 

Ye17 k1Dd or 70u to t.h1.aJt or ... 

Jill 1e oo•tng, and 8all lllt'burn, and Barltlq, and 
-e people lUte that . Bob .JaobOD and othere 
that I know 7ou know. 

!bat'• awtull7 n1oe. 

And, we'd "'81'7 IIUoh lUte to ha't'e 7ou, 1t 7ou can. 

Well, 1f I ll't'e that long I'll ~e 1t a der 't'e1'7 
eer1oue oone1derat1on. 

V&J7 good, Jlr, Seoret&J7. 

All r1&)lt . Ooodb7e. 

112 
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Operator: 
Dr. 
surseu: 

H.ld.Jr: 

B: 

H.loi.Jr: 

B: 

H.loi.Jr : 

B: 

H.W.Jr: 

B: 

H.loi.Jr: 

B: 

H.K.Jr: 

B: 

H. K.Jr: 

B: 

H. U.Jr: 

B: 

H.loi.Jr: 

Hello. 

Dr. Burgue. 

Hello t.here. 

Go ahead. 

lfo••ber ~, lSI~?. 
2:~ p.a. 

113 

Well, what. did ,you tellowe deoide about. bu.rina more 
eeouritieef 

We decided t.o bu.r a little. 

Uh-huh. 

we bought. nine aillion, HeDr7. 

Uh-huh. 

!fine aillion, three. 

Wh1oh would be a reduction troa laet. week . The 
market. - t.he wa,y t.he aarket. looked, I wae a little 
bit atra1d ot not ehowing an.r bU.Y1ng, atter haYing 
bought two weeke running. 

Yee. 

The etook market hae been loue.r. 

Yee • 

.And t.tle GoYernment market hae drOPPed ott. Jfow, 
laet week, when we talked about t.hie thing, the 
GoYernment. market wae running right on up. 

Yee • 

.And now we're Juet. a little bit atraid ot the 
etteot. ot Juet et.opp1ng bu.r1ng. 

Uh-hl.lh. 

So tar ahead ot tile ta.x period. Above ,your tinanoing. 

Well, when doee ,your announcement. oome out, Wedne1da,ye 
or Fr1da,ye? · 

That ' ll oome out, well it'll be Frida,y t.b.il week. 

That • e what - that 11 what the 1'1au uid, Eoolee 
uid it would be out Wedneeda7. 
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•o, \Ale W~eedaJ'• Dish\ figure. 

Yee. 

Ae of PridaJ. 

Well, I wae eurprieed. 

Well, I - it repreeente a ohange froa lae\ week, 
Wlif •iewe, I know. 

Yea . 

But the eituation hae obanged. 

Yea. 

!'he stock u.rket hae hit. a new low. 

But Frida.J ie no nearer t.o MondaJ' than i t wae 
laet. week. 

No, that 1 e - that'• perfeot.ly oorreot. 

Uh-huh. 

Perteotly oorreot, but I think the feel ot the 
aarket•e a little different. 

Yea. 

And the pioture hae ohanged 1D the aeant1ae . 

Well, ot oouree what it does ie this, when )'Our 
etateaent ooaee out next 'l'bureda,r and )'OU ha•en1 \ 

done &n)'th1ng then we'•e got to take the ehook 
then 1Detead of taking it now. 

Well, I think - I think it 1 e auch eaa1er to 
explain then, and I think it'll be le11 ot a 
ehook. 

Yel. Well, I think )'Ou tellowe are wrong, but 
i\ • e too late now. 

Well, -

I think 70u1r1 abeolutel)' wrong. 

Yea. Well we lla.J' be, I don't know. One ot .\hoee 
a1Dor-
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I went along w1th 7ou laet week, and 1t'e too 
oloee up, that's all. 
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Yea. Well I th1nk we probably never ehould have 
etarted 1t • 

• 
Well that '• a d1tferent etor,y. n ' • 11ke all th1e 
etutf, 70u beg1n to take dope, 1t 1 • dallned hard to 
atop 1t. 

Yea, 7e1. That 's r1ght. 

Y11. 

That'• r1ght. 

Well , I'• eorr,y, but­

Well, Henry, I -

A.e I told -

You say be quite r1ght about 1t, I - I have no 
very eol1d conv1ct1on on th1e. 

I told Eccles whatever you fellows d1d, I waen1 t 
going to bleed about 1t. 

Yea, yee. 

But I et1ll a&T that Fr1day 1s no cloeer t o Konda7 
th1e week than 1t wae laet. 

You're qu1te r1ght. 

Yll. 

Well, I -

Well, 1t 1 e over the daa. I th1nk 1t ' e - well, no 
uee going over 1t again, but I ' • eorr,y. 

• 
Well, 1t - ,you ~ be quite rl.aht, 1t Juet feell to 
ue here ae though th1e woul4 be t.he better W&7 to 
do u . Now, we aa,y be wrong . Tb.e proof of the 
pudding ma.r be t.lle eating. 

well, I've alwa,ye wanted two weeke of the aarket 
to eettle down before I ' d finance . 

Yea, 7e1 . Well, I th1nk -
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1'h1a onl.J g1v .. ae about ei.gllt dqe. 

Well I th1nk 1t'e eettl1ng down now HeQr7 . 

Well, ~ea but th1e th1ng ooaee out ap1n, that ' • 
another ehot 1n the ara. 

Well no, I don 't - I th1nk the~ 1 re expeot1ng th1e. 
I th1nk the~'re expeot1ng aore. 

Uh-hllh. 

So I th1nk that a reduot1on this t1ae to th1e emall 
amount w1ll be a eettl1ng down. 

Yea. o. 1:. 

SO I th1llk 1t 111 work out all ri.gllt. 

Let '• hope eo. 

SO do I. 

All ri.gllt . 

Good. 

Goodb7e. 

GoOdb7e. 

Regraded Unclassified



K.ll.Jr: 

Operator: 

K.LI.Jr : 
JJarr1ner 
Ecoln: 

H.U.Jr: 

E: 

K.Ll.Jr: 

E: 

K.ll.Jr: 

E: 

H.J.I.Jr: 

E: 

H. M.Jr: 

E: 

K.ll.Jr: 

E: 

K.II.Jr: 

E: 

Hello. 

Go ahead. 

Hello. 

Hello . 

Well I unders~d K&rr1ner you 1Te decided to go 
ahead and b1.17 some 110re notn. 

Tnat 1 e right. 

un-nun. 

Not more than twelve and not less than eight . 

I see. 

We've diecueeed it here with two otber aeabere and 
with George over the - three or tour or ue on the 
phone together here, after we talked to you, and I 
reported to tbem t hat you said that after all it waa 
our reeponeibility and tbat wnatever was done, why 
he wouldn't - we wouldn ' t hear anything from you, 
but, tnat - .eaid tbat you hadn ' t changed your opinion 
over a week ago. You were Just the aame. 

Tl:lat '• r ight. · 

And tbere wae tbe general reeling tnat we didn't 
want to cause CCIIIDent . 

Yn. 

At this t111e . With reference to that etateaent, it -
today 11 tne laet <113 you can b\.11 and get 1t 1n the 
atatement . Tne statement 18 - the statement at the 
cloae or bus1neattoaorrow night. 

Yea. coaea out P'r1da,y. 

And that atateaent coaee out 'l'nureda,r afternoon 
and - you aee we 1eaue 1t 'l'hurada,y - the day -
Tburaday afternoon. 

Yea. 

And it coaee out 1n tbe ao~n1ng paper on Fr1da,y 
aorn·1ng . 
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T.b.a t. 1 • r1gh t. • 

But. DOw t.hat. will be - t..bat'll be nearl.Y t.wo weeki 
betore your ottering. 

No, DO -

:No, about. t.en da.7e. 

Yea, it. Juet. givee ue - it. gives ue about. a week to 
.bave a e.bake down. 

Yea, givea you about. t.en daya too. Well, Karriaon 
aaid that. t.he general reeli ng 1n New York, the 
general comment. waa that. t.4ey expected t..b.at t.be -
we would be oont.1nu1ng t.hia week our operation, and 
he aaid it we d1acont.inued it., he wae - he t elt. 
qu1t.e eure t..b.at. there would be eome comment. about. 
it. and aome queet.ion1ng and that the iaaue would be 
ra18ed. 

Yea. 

He thought. t.hat. next. - he waa pertect.lY sure ot course, 
that. next. week, with t.he Open lolarket. Committee here, 
and meeti ng with t.he Treaaury t.hat the question 
wouldn ' t. be raised . It. would be assumed ot course, 
t.ha t. there wouldn ' t. be any. 

Yea. 

And he - well that 1 a - that's t.he atory and­

All right. Well, I - it.'e done, I'm aorry, bu~ 
it'• done. 

I don ' t. think t hat. 
anything about it. 
w~ or t.he other. 

- I don't. t.h1nk you'll hear 
I mean - Just be no comment. one 

Oh, - I think you're going to be aurpr1aed, but 1t 
won't. -

Yea. 

You'll be 
Treaeury. 
mouth. 

surprised but 1t won't. ooae tro• the 
There 111 be nobody here will open t.he1r 

Well, I- I don't. know, ot course George - t.he- the 
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Well. 

~e7 d14n 1 t - the7 thought there - that there'd be 
~re oo--.nt,that 1t wae expeoted- that lt wae 
&enerall7 upeoted there would be eOM operauoa. 

Well , - Frldq 1e Jut ae oloee to Jllondq thle week 
ae lt wae laet week. But lt'a dona end we'll r14e 
aloD& and hope tor the beat. 

Yea. Well, all rl&ht., then. Well I Jut reported 
., ooD'feraat.lon "*rbat.la wlth 7ou, and that waa their 
tiDal deo1a1on, ao I ·-

All rl&ht, Karr1Der. '!'hank you 'fer,. auoh. 

.Ul right. 
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Hello. 

Senator Ellender 

!bank 70U. 

Hello. 

Hello. 

llorgent.ba)l talking. 

Jfonllber 24, 
10:18 a .•. 

Yee, Mr . Secretarr. How are 70u air7 

I'• tine. 

All right. 

I hear ;you 1 ve got aoaeth1ng 70u want to talk to 
ae about. 

Yea, Ur. Secretar;y, I have eeveral little thing• 
I'd like to talk to ;you about, and I told Mr. 
Upham 7eeterday that I would be a little bit 
buey - I thought I could get ott today but th.ie 
agricultural bill ie ooming up, and ae I went over 
the - with the co11111ttee I thought I ehould remain 
here. 

Yee. 

And it it's convenient t o 70u llr. Secretary, I'd 
certainlY appreciate aoae ot 70ur tiae, 1&7 

next week could 7ou attord •e eoa3 tiae then. 

Oh, eure. 

That'll be tine . 

You don't want to tell ae eo I can be prepared. 

What 1 e that? 

You don't want to tell •• what it'• about eo I can 
be looking it up . 

well, a110ng the th1nge that I'd ll.ke to talk to 70u 
about, Mr. Secretary ie - with reterenoe to the 
appoint•ent written about the 
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On who? 

Mr. ;rour triend collector. 

Oh, ;rou - ;rou aean about hia? 

I HI we had agreed - practically agreed on aub­
aitting hie naae to ;rou. 

Well - ;rou - that would be - that's encouraging . 

Well, we - we're trying to work, all we oan 
together on t his Kr. llcrgenthau and 
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thoae are soae ot 1!h0' ~i tbat I'd like to talk 
to ;rou. HaYe a little heart to heart talk with 
;rou. 

Well -

I have alao reference to a tew ot these pending 
tax - accounts ot some or our friends out there, 
and all I want is simply an opportunit;r ot die­
ouee1ng one - one in particular with you, Just 
to lay before ;rou the taot;ae I know thea, and 
the one I have particular reference t o is that 
ot l.laeeter in New Orleans, and I know 
that it you know the taota on that aan and the 
taota aa I think I '• able to produce thea to 
;rou, that ;rou aay be inclined to see thie thing 
1n a true light. 

Well, I don't happen t o be familiar with that 
caee at all. 

Well, or oouree, that - I pereonall7 haYe been 
working with Mr. Helvering and Mr. Ruuell, and 
it' a rq understanding that some otter had been 
aade aoae t1ae ago, and that 1s the otter I'd 
like to d1eouae with ;rou. 

JUght. 

And a how you wll7. I t hink it ought to be 
accepted and I'• sure that a.tter ;rou hear rq aide 
ot it that you aay probably be 1nol1ned to agree 
with the conclusion that I - that I think you 

ought to reach. 
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Well -

Tb&t'e all I dee1re. Ju1t a little tiae with you, 
10 a1 to go 11lto det.a111 of that. It won' t t alte 
Ter7 lOIIg. 

Well -

And 111 the aeant1ae you might get it troa Mr. -
. Ruelell or Mr. - I mean -

Would you like Mr. HelTer11lg here at the eame t1ae? 

T.ll.at would be !11le . Either Mr. Helnr1ng or 
Mr. Ru1eel l. Rueeell, I bllieTe, i 1 the aan whoa 
I 1 Te dealt with more eo than Mr. Helver11lg. 

Well , euppoa11lg I -

Mr. HelTer11lg wae out of the ott1ce quite a bit. 

Suppoe11lg I have both ot thea here. 

Say, that would be tine, Mr. Morgenthau. 

How about ten o ' clock Tueedayt 

Yea . 

That 111 be t11le, Mr. Morgentb&u. 

Ie that the day you want? 

Yea, 11r, that ' s tine. That ' ll eui t ae tine. 

I'll haTe both Helvering and Rneaell here. 

Ye1, air. 

At ten o'olock Tuesday. 

Thank you ver7 auoh. That 'a ver7 k11ld of you. 

Thank ;you. 

All r ight. 
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Woveaber a4, 103?. 
10:30 a.a. 

Hello. 

Jlr. Helveri.ng. 

Hello. 

Hello. 

O~q? 

Yea. 

Good morning. 

How are you? 

Oo ahead. 

I'• fine. Sena~or 'Ellender Juat called~. eaid 
he' ~ like to aee ae eo11e tiae next week, 10 I 
aeked hia what about and he eaid, •About, firet 
about the collec~or• . 

Yee. 

Acting collector down there. Evi dentlY now co11e 
around,. tAey•re goiDg to recommend the actiDg 
collector. 

Well, that ' ll be a good th.i.ng 1t they do that. 

That'• what I thought. 

He'a a good man. 

And I thought that 70u might kinda be - well I 
didn 1 t know whether )le had 1tayed good during 
the laat year. 

Ye•. Well, he 1 a a very excellent man, 
Jlr . Secret&r7, we think. 

Well, that's number one. 

Yea . 
• 

And then number t wo, he want, a to talk to me about 
the man Jlaiatr.y. 

Regraded Unclassified



H: 

H.M.Jr: 

H: 

H.JI.Jr: 

H: 

H.U.Jr: 

H: 

H.II.Jr: 

H: 

H.li.Jr: 

H: 

H.li. Jr: 

H: 

H.JI.Jr: 

H: 

H.JI.Jr: 

H: 

H.II.Jr: 

H: 

124 
- a-

Maietry or Maeeter 

Oh, the aan - hie tax oa.. I euppoee. 

Yea. 
. 

Yea. 

So I thought if TOU and Rueeell would be here at 
ten o'clock Tueeda3 . I aocepted, I'd like -
I'd have TOU here.-

Yea . 

And he wants to Plead for a eettlement. 

Yee . 

And I ' • going to have Jla81ll here too. 

I eee. Yea . At ten o'clock on Tuesday. 

Yea , will you tell Russel l? 

Yea , I'll tell Rueeell. All right. 

I ' • not at all faailiar with the caee, eo I'll 
have to depend upon you. 

Yea . I 've gone into that caee pretty thcroughlT, 
and I think both Kr . Oliphant and. Jlr. Magill 
went 1nto i t pretty thor.OUghly. 

Yes. Well, I don't know anything about it , eo I 
don • t know whether it ehould or ehouldn 1 t be 
eettled or anything else. 

Yea. Well I think the polioy on that, that 
Magill thought wae that there 1 s been eo auoh 
ruapue about theee caeee, better let thea go 
and be eet.tled 1n the order• of the oourt.e. 

I eee. 

But I haven't talked to thea latelT about it . We 
- we aade the asseeeaent tor t he aaount on the 
agent'• return, nlnety da1 liait., I aean, and the 
aeeeeeaent. won't be aade till the end of the ninety 
da.r•· 
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When 1a that ~q>? 

well, t.be7 haYe till about. tbe ttret ot Januar:r, 
aoaet.bing like tbat, through t.be ninet7 da7• · 

Well, all, - aa I ·~· I don't- that'• what he 
want.a to talk about. He said he had sean Russell 
about it. 

Yea. 

Did 70U know that? 

Wel l , I know - he came here, and I referred him 
~q> t.here some time ago, at least he waa arranging 
t.hen tor a conference wit.b Kaeater 1 e attorne7. 

I aee. 

I don't. know whether he eYer t.alked about. t.he 
case, t.he Kaeat.er case , wit.h Kr. Ruaeell or not , 
I don 't. t.h1Dk he did. 

Well, anyway, we 111 liat.en t.o him. He' s entitled 
t.o a hearing. 

Yea. Well, we'll be t.bere. 

All right. 
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Go ahead. 

Hello 

Good aorn1ng, llr. Seoretar;r. 

How are you?. 

Oh I'm bully, how are you? 

Oil , I'• ta1r. 
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NoYember 24, lG~? 
11: ;50 •••• 

I was down to see Taylor eeYeral t1mee, about th1e e1lver matter, and I made a epeeoh, -

Yea . 

at 
On lionday, I wonder 1t you eaw 1t? I told him to look beoauee I didn't want it to get me out on a 11mb. 

Well, I kind ot read it, but I k1nda gathered from 
that you would favor keep1ng the domestic price where 1t 1e. 

No, no. No, not exactly, no. No, I favored - I 
favored - what I was trying to argue - to argue wu that under the law they oerta1nly wouldn't reduce 
1t. That they would be compelled to go forward until 1t got to one t wenty nine an ounce. 

on the domest i c pr1oe? 

That 1e - yea. Tbat 1e, - or unt11 we got one­
fourth ot our etooke . llonetary etookB 1n e11Yer. 

Yea. 

That waa -

Well, I couldn't tell - trankl;r, troa your epeeoh, 
I couldn't tell, Just- I gathered that you wanted 
ue to keep the prioe where 1t 1e now tor domeet1o 
silver. 

Well, ~ thee1e waa that t he - that on the ~let 
ot December, that though - though the proolamat1on 
might expire, the obl1get1on still ex1ated upon the part ot the Government to go forward and purohaae 
silver. 
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Oh, there'• no argument about that. 

Yea. Until it got to one twenty nine an ounce, 
or until we got the one billion and aoae odd 
hundred aillion. 

Set it right there. 

Yea. Well , that waa ~ theaia. 

Oh, yea. 
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And,ot couree,I expected that you'd continue, and 
i t I were Secretary I would continue thil eeventy 
aeven tor a little while and d1a1nieh the aaount or 
J .. ,_gn eilver purobaee 10 that there wouldn 1t 
be unfavorable reaotione, and then a little later, 
continue on to carry out the teras or the act . 

Well, euppoe1Dg t he world - euppaeing we atop bu71Dg 
world eilver wh&n it'• offered to us and it drope 
to thirty tiv& oenta. 

well, I think that you'd have to buy - keep on 
buyi ng a little. That would be 1113 Judg!Dent. 

Well, it'e not quite ae easy as that, Senator. 

I know it isn't. But the point I'• trying to 
get at ie, you - eo long ae that Statute 11 un­
ie unrepealed you have to -

Wo argument about that. 

You have to proceed upon the theor,y that you've 
got to get one billion - eome -

That'• rigbt. 

Ounce• aore, unleee it gate to one t wenty nine 
1n the aeantuae. 

Or unle11 we sell •o•e gold. 

Oh, yea . 

Yea. 

Yea. Yea, that 1 e right. 
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Y81, 

Well, that was _, theor,r and I di dn ' t - there wae 
oonsiderable apprehension 1n 
I didn't want thea to get the idea that we're going 
to - Juat becauee or the hra1nat1cn or that 
proclamation quit bU7iug. 

or course, I got the 1apreeeicn from ~ou, when ~ou 
were down here before, that ~ou sort or like to see 
it drop the domeetic price. 

Oh, no, no. I didn't mean that, Wo, no. 

That's what - that's the impression I got. 

No, I d i dn 't get that - well then, I was - I didn't 
etate IQ'eelt - state it correct~ , 

I see, 

What I 1 d - the point I had tried to alr.e wae that 
I didn't want to get too auch foreign eilTer because 
that might - there might be reactions here which 
would demand we reduce the domestic price. 

Ub-hllh. 

That's what I aeant. 

Well, or course, t he more the price or foreign 
silTer drops ott. 

Yee. 

The aore the domeetic price stand• out, by 
contrast. 

~ctl1. That'• t he rea1on w~ I felt that we 
ought to keep on bU71DS a ~ittle .trom the - rroa 
the world 10 ae to keep the price - to haTe that 
increaee a little. 

Well, a little ~,not do it. We'Te keep the 
price or tort~-tiTe cent1 now, tor about a ~ear. 

Yel, 
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And t.h&t. ~•n't. been ea17. I mean - 1n other 
worda yo~1Ye got to b~ - I b~ the e11Yer t~t 'e 
ottered to ~. 

Yea. 

And t.h&t. way we keep the world prloe eteadJ' . 

Yea. Well, t.h&t -

But lt we ah~d atop bii,J'lng the world prloe, I 
don't know, lt a1ght go beck to t.wenty-to~r oente. 

Well, I don 1 t thlnlt that ~t. to be done. I t.hlnlt 
lt. - beoa~se that. wo~ld interfere wlth the ep1r1t. 
and lett. .. of the act. to br l ng lt ~ to one t.went.7 
n1ne ~t.ll we get - ~le8a ln the aeant.1ae we get. 
one-to=th. 

Yea. 

So 7ou1 ve got. t.o keep bii,J'lng the world prloe. 
The world 

Well, I haven 't. yet. d1aoussed lt wlth the Prealdent., 
and I don 't. know when he wlll dlao~•• lt. wlth ae, 
but. -

I thlnlt you - 7ou 1ll pardon a·e for eo aaylng, 
I don 't want. to be at. all 1Jipert.1nent -

Jfo. 

It. aee1111 to ae 1n the light. ot the ~oert.a1.nt7 . 

Uh-h~. 

In 1111n1ns o1rolea and part.1oularl7 wlt.h thla llt.tle 
aluap now, that. t he aooner t.hat 8ollle et.at.eaent. could 
be made 1t would relleYe the t.en81on, - the better 
1t. would be . 

All right. . I - I'• alwaya glad to hear tro• 70u . 

All rlght., t.he polnt. I'• getting at. 11 - aoae ot t.heae 
a1nee here are now - get.t.lng trlght.ened, and b7 the 
fll3 I want. to o011pllaent 70u on t.hat. great. apeenh 
70~ made. That'• - that.'• t.he onl7 •~light I 1n 
eeen t or IOIIIe tlae. 
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You - ;rou llllllt. be 1n a . at.or. cellar. 
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Well - I eoaet.~e• ha~e. Tnere i a a good deal ot 
apprehenaion ;rou know and aoae ot t.Ae alnera - aoae 
ot t.he a1Dea ha~e oloaed down and t.hrown people out. 
ot eaplo7aent., and - t.here ' • a good deal ot tear 
you know, ae t.o what. will be t.he reeult.. The;r'~e 
aieoonoei~ed t.he etteot. ot t.Ae t.eralD&t.ioD ot t.hat. 
proolamat.ion, 

That.'• 'right, 

And I •~e t.old t.hea t.hat. - t.hat. didn't. atteot. at. all 
t.he a1l~er aot., we'd go ahead and puroh&ae under t.he 
t.er.a ot that. aot.. 

That ' • right. . 

.Ul right., 1111 dear triend, 

Th&Dlt 70U. 

Th&Dkl ~ery IIUOh. 

Goodbye. 
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Ri bbons copi es of tbis •emo were 

to tollolfing by the Secretary on 

)0, 19)7: 

President Roosevelt 
Secretary of !>tate Hull 
oec}'.»? of ~a;;. w~~~ 

l~~M4ili:4<~ . ~ 
mes - 12/1 

of transmittal were doted 
and were signed by the Secretary.) 

• 
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I N'T&R 0'f"ICit COM MUNICATION 

o4•• November 24, 1937 

TO 

, ..... 
Secretar~nthau 

J.tr. Ha~ft 

SubJect: Current United Sta t es trade with Japan and Ch ina 
(Preliminary data) 

United Sta t es t rade with J apan durin t he :t'1rst three 
ovem er 

(l) United States export s t o ~apan during t he 
first three weeks of November were lower than during 
t he fir st three weeks o f October o f this year. 

United States e!Eorts t o JaEan 

First thr ee weeks o f Uonth of 
November 12:21 October 1~:21 November 12:26 

l st week $1,1go,ooo $1. 72~,000 For 
2nd week 4,gl3,000 h{4 ,000 whole 
3rd week 4,14~.ooo ' 22,000 month 

Total 3 weeks $10, 73g,ooo $11' 965·. 000 $24 . 100, 000 

(2) United Stat es i mports from Japan during the 
first three weeks of November were higher then the 
im,orts during the first three weeks of October. 

lst week 
2nd week 
3rd week 

Uni t ed States i mports from JaEan 

First t hree week~ of 
November 1931 October 1931 

$3. 24'5,000 
3.654,000 
4,356,000 

t 3,a2g,ooo 
3. g4,000 
3. 12,000 

Total 3 weeks $11,255, 000 $10. 731' 000 

Month of 
November 1936 

P'or 
whole 
month 

Sl5, 34o, ooo 

(3) United States ·export of cotton t o Japan remains 
negligible. 

November 1937: 

November 1936: 

let week 
2nd week 
3rd week 
Tot al 
Whole month 

97,000 
149.000 
266,000 

$ 512 .000 
$14,701,000 
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secretary Yorgenthau - 2 

(~) There apparently has been a shift in the 
composition of our exports to J apan during the first 
three weeks of November, compared with the first 
three weeks ot October. 

(a) The follo"lng i tee~a show large in­
creases in our exports to Japan, ooarparing the 
first three weeks ot November with tbe tiret 
three weeks ot t h e preceding month: 

First three 
November 193] 

--~-P~etro1eum product s 
{kppeJ:. 
Paper base stock 
Indus trial machinery 

Vehicles, parte and 
accessories 

Brass 
Ferro-alloys 
Industrial chemicals 

$3,262,000 
1,091,000 

g41,000 
745,000 

739.000 
~.000 
3~2.000 
207,000 

weeks ot 
October 193] 

$2,651,000 
g33,000 
623,000 
565,000 

207,000 
29,000 

224,000 
87,000 

(b) The following iteme show sharp de­
creases in our exports to Japan during the first 
three weeks of November, c ompared with the ex­
porte during t he first three weeks ot October: 

First three weeks of 
November 193] October 19}] 

I ron and steel semi­
ma nutacturss 

Scrap iron & steel 
Hides and skins 

Pig iron 
Lead 
Photographic and 
projection goode 

$733,000 
!i-gs,ooo 
3~5.000 

56,000 
41, 000 

13,000 

!3,M~.ooo 
SS9,000 
5~5.000 

567,000 
167,000 

105,000 

(5) The composition of our imports f rom Japan 
remainewit hout significant change. Raw silk imports 
were !6,169,000 during the first three weeks of November, 
compared with $6,223,000 during the first three weeks ot 
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secretary worgenthau - 3 

October, which ie e1~ilar to the 12,000,000 average 
per week i mportation during the whole ot 1936. The 
itema wh1ch account tor the increaee 1n total importa­
tions during November compared with the corresponding 
period 1n the previous month are: P:rrethrum tlowere, 
tlsh, cotton illanutactures, and e1lk manufactures. 

(6) or the total ot tlO, 73~,000 ot exports to 
Japan during the first three weeks ot November 1937, 
the following items account tor almost all: 

Petroleum products 
Copper 
Paper base stock 
Indust rial mAChiner:r 

Vehicles, parte and accessories 
Iron and eteel eemi-manutactures 
Cotton 
Scrap iron and steel 

Brase 
Hides and skins 
Ferro-alloys 
Industrial chemicals 

Fertilizer 
Coal-tar products 
All other 

13,262,000 
1,091,000 

~In,ooo 
745,000 

739,000 
733,000 
512,000 
41!S, 000 

44o,ooo 
345,000 
342,000 
207,000 

17~.000 
139.000 
676,000 

'l'otal $10,73~.000 
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Secretary Morgentbau - ~ 

(7) Of the total of $11 ,255, 000 of our imports 
from Japan during the first three weeks of November, 
the f ollowing items account for the bulk: 

Raw silk 
Cotton manufactures 
Silk manufactures 
Fish 

Tea 
Pyrethrum flowers 
Perilla oil 
Chinaware and porcelain 

Earthenware 
Paper and manufactures 
Rayon manufactures 
Glasa manufactures 

t6.169, 000 
74-g,ooo 
352,000 
~7.000 

332,000 
300, 000 
::!~g,ooo 
220,000 

176,000 
173,000 
169,000 
129,000 

Flax, hemp and ramie manufactures 

r ood products - vegetable 
Wool manufactures 
Metals and manufactures 

Other 

Total 

127,000 
126,000 
122,000 
101,000 

t11,255,000 

United States trade with Ch ina during the first three 
weeks or November. 

(1) United States exports to China end Manchuria 
increased sharply during t he third week of November, 
probably offsetting the small quantity of exports during 
the first two weeks of November. The value of our ex­
ports t o China during ~he first three weeks of November 
1937 is already higher than our exports during the whole 
ot November 1936. 
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let 2 weeks of 
nov. 1937 

3rd -.:eek of 
Nov. 1937 

United States exports to 

North China Shanghai, South 
and Uanchuria China and Hong Kong 

8 S54, ooo 

1,229,000 

8 770,000 

1,616,000 

Total lst 3 weeks 
of November 82, OS3, 000 $2,3g6, ooo 

r or whole of China, Manchuria 
and Hong kong 

Whole month of November 1936 
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Total 

81.624,000 

2,S45, 000 

84,469, 000 

(2) The value of United Stat~s imports from China 
end Uanchuria during the first three weeks of November 
seems t o be about the same or slightly higher than during 
the same month ot last year. 

let 2 weeks ot 
!lov. 1937 

3rd week ot 
Nov. 1937 

United States imports from 

North China Shanghai, South 
and Yanchuria China and Hong Kong 

$ 797, 000 

396,000 

$1, 49g,ooo 

1,121,000 

Total let 3 weeks 
ot November $1, 193,000 $2,619,000 

For whole ot China, Manchuri a 
and Hong !tong 

Whole month of November 1936 

Total 

82, 295,000 

1,517.000 

$},gl2,000 

84,659,000 
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(3) Lead~ng export items to Ohina 

(a) North Ohina and Unnchuria, let three 
weeks or November: 

Iron and steel semi-manufactures 
Vehicles, parts and accessories 
Petroleum products 
Tobacco 

Ootton. unmanufactured 
Wood, unmanufactured 
Other 

Total 

$1,126,000 
276,000 
263,000 
166,000 

~3,000 . 
ol, OOO • 

100,000 

$2,M3, 000 

(b) Shanghai, South Ohina ports and Hong ~ong, 

Petroleum products 
Iron and steel semi-manufactures 
Vehlcles, parts and accessories 
Tobacco 

Industrial machinery 
Printed matter 
Edible vegetable products 
Other 

Total 

• 7~.000 
50~.000 
1g9, 000 
131,000 

129,000 
107,000 
106, 000 
~70,000 

$2,3g6,ooo 

(~) Lead~g imports from Ohina during the first 
t hree weeks of November 1937 

(a) rrom North Ohina and Uanchuria 

Wool and manufactures 
Bristles 
Leather 
Perill a o11 
Other 

Total 

$ ~17,000 
391,000 
9.2,000 
ii3,000 

231,000 

$1,19~.000 
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8eore t srr Morgenthau - 7 

(b) From Shanghs1, Sout h China ports and 
Hong Iong: 

Tin 
8i1k, raw 
Wood o11 
P'1tue, hemp 

8 482,000 
335,000 
305,000 

and ramie manut~otures 305,000 

Inedible vegetable products 
(other than wood oil) 

Brist1es 
Food products 
Wool and mAnutscturee 

Tea 
Cotton manufactures 
Chemica1s 
Other 

Tot al 

231,000 
113,000 
104,000 
90,000 

67, 000 
67,000 
60,000 

46o,OOO 

$2,619,000 
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- C<P...,.,<NT OF STAtt 
~ WASHINGTON 

- .. 

.:8t.:.R::.::.l O'f:.::.:L..,T...._.O,..O!....,F.::.ID.,p.,.t .. t,.j,,.,t. MoYuber 24, 19~7 

Ky dear Kr. Seoretary; 

J.abeasador Daniele baa asked me to t ransmit 

to you the encloeed letter and enclceurea. I 

dQ eo without ca~ment. I ahall be glad to cable 

to hla your response. 

I 11kewiee encloae tor your 1ntoraat1on a 

copy ot another letter recently reoei't'ed from the 

Amb&aeador regarding certain loan dieoueaione in 

which the Mexican Go't'&rDIIlent ie apparently engaged. 

Sincerel y youra, 

Froa Aabeeeador 
Danlela for Sec­
retary Korgenthau. 

rroa J.aba.aaador 
Daniela to Sec­
retary Hull. 

The Honorable , 

Henry llorgentb&u, Jr., 

Secretary of the treasury. 
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llextoo, Jo••ber 17, 1937. 

lly dear llr. Secretary: 

.t.e you doubtlellly know the Mexican Oo•erDIIIent hae 

been endea•ortng to obtain participati on of t he Jational 

OUy Bank in the erlension of a loan t o be guaranteed by 

the recent cotton cr op in the Laguna area. The total loan 

requeeted 1e tor fiTe million dollare with tbB anticipation 

that !fational. City Bank would loan at least two million 

dollars of this. The cotton which hae been baled in the 

Laguna would be sold ott and the buyers would pay the bank 

directly as they acqu ired the cot t on. The obj ect of thl 

loan of course, is to obtain r eady money now wi thout h&•in& 

to sell the cr op at a toroid price. 

The !fational Oity Bank has alao been asked by the 

!fat1onal Petroleum .t.dlllinietration to make them a l oan of 

t wo hundred thouaand dollar e t o be guaranteed by one 

hundred thoueand barrels of oil at Tampico and one hundred 

thousand barrels at the Iethlllus of Tehuantepeo. Both of 

these lo&ne are now before the Jational OUy Bank. The 

local manager here hae been playing tor tiae as he antioi­

patee that if he urses deci eion, he il apt t o get turned down 

on one, or both of theae. 

The Oo•eraaent Banltin& 0-iseion hae bad inepeotore at 

the local branch for acme time, and the •naser of lat. OUy 

Bank ie fearful here tf theee loane are turned down, that 

The Honorable 
Cordell Hull, 

leoretary ot State. 
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- a-

the o-teeton -r require hia t o call .,arioue loane to 

Aaerioan enterpriee1 in Mexico in a ~irlt of retaliation. 

One of t.he enhrpri111 wbiob hae loan1 ie the Riohaoncl 

Petroleua Ooapany wbiob ie ha.,ing cliffioultiee with the 

Oo.,ernaent o-,er a contract oo-,ering a .,ery large tract of 

oil lancl. 

The local aneger hal the iapre111on that llr . Lallcaeter, 

when be talked with you recently about conditione in Mexico, 

got the idea that t be Departaent wae uner-pathetio to~rde 

tbeir ad.,anctng money at this tiae to tbe Mexican Oo"fernaent , 

&Del that tbis .ay cauee hie princ1p&le to refuse t beee lcana 

thereby precipitating difficultiee between the local branch 

a nd the Oo.,ernaent. 

If it wae not your intenUon to co~Wey eucll an idea, it 

oooura to .. that you alight wieb to take a n early oppor­

tunity of talking further with eoae repr11entathe of tile 

bank in order to c11epel any aieunderetancling. .t.e t he eu•­

tion now etande, it looke ae tbgup aboulc1 the local branch 

get into c1ifficultiee on account of t hei r -refusal of loane, 

theee aight be ascribed by t he bank to an effort on their 

part to cooperate with till Departaent in 1t1 policy towarcl1 

Mexico • 

.t.ll of tbi1 of courae hal 10M be&riDC on tbe eitua­

tion br~t about by the reoent arrang .. ent for a fi.,e 

aill1on 
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-s-

•1111oll dollar loan tr• BrUhh o11 inter .. te ( ••• •1 dee­

patoll lo. 5188 of lot'e.ber 13.) 

I would BUC~eet tlat if &D)'tb.1ng further h laid 'b)' 

you to Kr. L&noaeter, that there be no indioation that it 

coaee ae the reeult of &DJ infor.aiion fro• here, ae other­

whe it •ipt oauee eo.. .teUilcleretancling between the looal 

manaaer ancl Kr. L&noaeter. The looal anaaer ie •erel)' tr)'­

i ng to keep .attere in aclJuetment with regard t o the poeition 

of the branch here . 

With eentimente of eeteem and high regard, I aa 

811loerel)' youre, 

J08EPBV8 DUIILS. 
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Hovember 24, 1937. ~ 
2: 04 p .a . 

Bello 

Bello Henry. 

I was leaving in a few minutes . I did want to 
talk to you . 

Yes . Well , I just was calling you at the same time 

you were trying to get me, apparently. 

Ohl 

I told IUss Humphries to tell you .the - I made the 
colllll11ttee exactly the speech which you bad 1n mind. 

Yes . 

And it got over perfectly well. They agreed that we 

ought to do something t o take care of the large 
closely held companies which will not distribute under 

this plan. 

Yes . 

AIXi they further agreed we ought to make a careful 
study to see if we were going to lose revenue this 
way, and how we were going to make it up. After we 

got done - this is sort of significant in connection 

with it - Vinson got me in front of some of the 
members of the colllll11ttee and he said, "You know, I 

used to play football ," and he said, "VIhen you get 
a signal and you're tol d to go around the end, and 
you start to go that way, and find you're blocked, 
why then you do the best you can, and maybe what 
you do is to throw a lateral, or maybe you go 
through tackle or something ." Well, of course, it 
was obvious what be was referring to. 

What does - what did he mean? 

What - what he meant w~s that - I take it he was 
trying to tell me that - well I was trying to carry 

out the President's ideas as best I could, but when 

I found that I did.n't think we could get away with 
it, why then this is the next best. 

I see. 

Well, then, we went on to excise taxes and everything 

was very peaceful - they - we agreed that we'd 

eliminate about twenty five million dollars . I held 
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them down to that r nther than fi!ty because I know 
that they ' ll add some more before they get done. 

Yes . 

And those ar e the ones which yield very little 
revenue and are more or less of a nui sance to 
collect, like your fur tax. 

Thank you. 

Now, I went over then, at Senator Harrison' s 
r equest, and talked to him. 

144 

Did you see h1lll before or after he had seen Kenned.y? 

You ' ve got yQur spies too, huh? 

Oh, no, it 1 s on the ticker. 

Oh i t 's on the ticlter . Well I saw h1lll after . 

Yes. 

And, I saw him about hal f past twelve or one . 

Well , it came out on the ticker at twelve thirty-one . 

And, well he spoke about having seen Kennedy. 

Yes . 

He said what KennedY had told h1lll was that surplus 
tax was forcing corporations into the hands of the 
banks . That companies were distributing more than 
t hey should and borrolling bank money a nd that put 
the banks in control of t he corporations. Well , he 
was very insistent on some immediate action. 

Kennedy? 

No, Harrison. 

Ohl 

He said, •You just can ' t do it,• he said, -

Wait a minute. Who was insistent on immediate 
action? 

• 
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Harrison. 

Yes . 

Be said, - he was, I think, clearly reporting whit 
be bad - clearly influenced by what he had got !rom 
Kennedy. 

Yes . 

But at the same time, it was given as his. 

Uh-huh. 

And he says there's an insistent demand in the 
Senate that they take up this - they ' ve got this 
little bill for repealing the publicity with respect 
to corporate officers • salary. 

Yes . 

And taking that, and tacking on a repeal or undis­
tributed profits and capital gains on it. 

Yes . 

And he said he's also getting a demand from members 
or his committee, that the committee meet immediately 
and start in considering the thing. 

Yes. 

He said he•d opposed that on the ground that Parker 
and ~self were tied up over here and couldn' t 
attend, and they'd have to have us . Well then he 
went on, he said, •Can' t we get - can' t this bill be 
put through right away, like - just as the sub­
committee had agreed." He asked us to explain it to 
him, and I said, •Well I don' t see bow you can, 
and you certainly can' t apply it to 137.• Well , 
we erJued w1 th him on that a while and then he 
apparently dropped the 1937 pert . 

Who was with you? 

Parker. 

Oh, good. 
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And then Parker suggested I wish he hadn' t• but 
he did, - Parker suggest;d well the sub-
committee might make a report on these two subJects, 
capital gains and undistributed profits, and ways 
and means ru.ll committee might act on those a nd send 
those over to the Senate. 

Yes. 

Well, I said, "I don't like that because this - these 
proposals are probably going to cost us revenue, and 
it ought to be part of one big bill, we ought not to 
hurry it through. • 

Yes. 

And we ' re not ready for it. 

Yes . 

Ylell, Harrison said, "There' s a very i .nsistent demand 
her e, and so forth, and we ought to act as rapidly 
as we can.• Well , then I , I said, "Well now, ot 
course, you know how the President feels on this,• 
and he said, - without saying what the President did 
f eel -

Yes . 

And Harrison said, "Yes I know, I saw him Sunday 
night,• and I said, •weil what did he say to you, • and 
Harrison said, well he said, "He wanted to keep the 
principal of the tax, but he said be was perfectly 
willing to put 1n a cushion tor debt retirement, 
for improvements and so forth." Well, I said, "That ' s 
going to t ake up a good part of the yield of the 
tax,• and I said, •or course the trouble with this 
present proposal is, it doesn't hit the companies 
t hat have l arge incomes and rich stockholders . • 
•Well," Harrison said, "I'm about through worrying 
about those,• he said, •What we did - wha t we 've 
done here is to - 1n order to get one or two cases, 
wealtey companies like Gulf OU," he said, •We'll 
get thousands of cO..panies that aren't that wsy,• 
and he said, "I'm in favor ot legislating for the 
thousands of companies and not worrying quite so 
much about t hese one or two whether 

Yes. 
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I gave hila, not purporting to qu.ote the President, 
I gave hila precisely what the President had said 
to us. 

Uh- huh. 

And as I ' ve said he was not at all sympathetic 
with it. 

Uh-huh. 

So that ' s the situation. I spoke to Vinson. 
I said, "Now you can' t make this thing retroactive 
to January 1, 1937, that's one thing you can't do," 
and he said, "Well, I - I know, there ' s a lot 
or demand on that," he said, and he said , "I 'm 
going to hold the line on that, we won' t make 
it apply berore January 1, 138." So that ' s about 
where we are. 

Let me ask you a question. 

Yes , si.r . 

Did you get anything more of what Kennedy was 
supposed to have said to Harrison? 

Be was only quoted to the extent that I've 
indicated - roughly. But I would say from the 
way Harrison spoke that it' s clear that what 
Kennedy told him wa s the undistributed profits 
tax must be repealed iiDIIlediately and the capital 
gains tax ought to be greatly modiried. 

Uh-huh. 

Harrison' s idea on the capital gains was that 
capital gains ought to be taxed and a separate 
schedule at a ,low rate. 

Uh-huh. WeU -

But Harrison, when we explained to him what the 
House had done, which he didn' t underst and, was 
incli ned to favor what they ' d done and thought 
probably that was all right. 

Uh-huh. 
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I notice t here ' s an editorial in the Daily News , 
this noon, quite approvi ng of what t hey di d . 

I see . Well , the i nter esting thing on this came 
over the ticker, the part was t his , - Harri son 
made no statement attar he saw ~ennedy. 

Yes. 

Kennedy said, •All I can say is to discuss the 
tax situation. • 

Yes . 

Then comes the paragraph, this is t he part I want 
to get to you, - "Administrative officials , however, 
expressed the opinion that an announcement to all 
Washington officials supporting the liberalizing 
tax program adopted by the Ways and Keans Committee 
would have a good psychological effect on business . • 

Yes. 

Our administrative officials , I suppose that 
means Harrison, does it? 

Yes . I should think so. 

Well , I thought it over very care.fully what I should 
do. I •ve decided I ' d just sit here. The only 
thing I can do is give them a little more room. 

Well Harrison said today that he had talked to 
Doughton am Cooper am Vinson, as I knew he had. 

Yes . 

And he had strongly urged on them immediate 
action. 

Uh- huh. 

So, the picture that you get from Harrison is that 
you ' ve got the great .. jority of the Senate, at 
least and as he thinks, a majority of Congres~ f 
dema.::.ding much aore drastic action than what tJUs 
committee t ook. 

Regraded Unclassified



R.M.Jr: 

It: 

H.M.Jr: 

!(: 

H.M.Jr: 

M: 

I.M.Jr: 

!.1 : 

H. r.I .Jr: 

L!: 

H. ll.Jr: 

ll: 

H.!i.Jr: 

Lh 

H.M.Jr: 

ld : 

H • .ll.Jr: 

lol: 

H.U.Jr: 

. - 7 -

Yea . Let me ask you this . Did - in the dis­
cussion with Harrison, did - did my name come up 
at all? 

llo . 

Did not. 

No. 

Row about With Vinson? 

No. 

I mean my own conversation? 

Ohl Well , I spoke to Vinson about that, and said 
that I understood he bad had a satisfactory con­
versa tion with you. 

Yes. 

And he said, "Yes . • He sai d, "The Secretary -
the Secretary seemed to think that there was some 
danger or - that my action had gotten him into 
trouble and might of got you into trouble.• 

Yes. 

He said, •or course there wasn't anything or that 
at all." 

Yes . 

He said, "I - I did have this talk with Charlie, but," 
and he said, •But, - and we acted promptly on that 
account. n 

Vlell -

In other words, as I get it, the reason they acted 
promptly was a combination ot that talk plus his 
talk with Harrison. 

Yes. 

Am his reeling that it they didn ' t do this, they ' d 
have to do something a good deal worse. 

Yes . But I didn' t know that Harrison bad seen the 
President Sunday night. 
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I didn ' t either. 

The President didn ' t tell us that. 

No, I didn' t either . That ' s whet he said . 

Well, I'm going to leave in a couple or minutes, and 
you knon where I ' m at - the !arm. 

Yes . Well , now they're not - they're going to meet 
again this afternoon but that ' s still excise taxes , 
and I don' t think anything 'flill happen. 

You and I are certainly doing a tightrope walk act. 

Well, that 's the way it impresses me and, of course 
tho way it also impresses me, Henryj'!ls that - that 
you and I are about the only ones t hat are· holding 
t he line on this thing . 

Uh-huh. 

It looked yesterday - what flabbergasted me is as it 
we were going to be put in a wholly false position. 

Yes. 

But, as - as I size it up now1 from this talk with 
Harrison, and so for th, and wnat you tell me ott 
the ticker, it looks like everybody else in the 
Administration, except you and I , have let loose. 

Yes. Well, or course Turner Catledge story 
today, says - I don't know whether you saw i t . 

No. 

Says here, ' While the initiative was taken within 
Congress, the Executive Department, through 
Treasury officials, were understood to be giving 
its approval. Moreover the lead in this particular 

was taken by friends of the Administration 
on Capitol Hill. ' 

Well, that he - he - how close is he to Harrison? 

I don't know. 

Be might have got it that way, you see. 

' 
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Yes . But, certainly as t ar as this i s con­
cerned it doesn' t l eave us out i n the cold yet. 

Oh, Lor d , no. 

But the only impr ession I would - I think ought 
to be gotten acr oss is, that, as I said to you 
yesterday, we 1ve been fighting a rear guard 
action on this thing all the tiJDe. 

Yes . 

And so t ar as this par ticular proposal i s con­
cerned , I - I think too - I think i t'll be well 
receiv~. ProbablY, too generous, as far as 
that ' s concerned . 

Yes. 

But we might have gotten something a whole lot 
worse. 

True . The only -

And what -

You a ro I may t ind ourselves like those Chinese -
we 1r e the only two l eft . 

Well, that ' s t he way it commences to look to me . 
We're in that building, and by golly they' re 
star ting a fire at each or the corners. 

Yes. And we can' t make up our minds which are 
our enemies and which are our friends . 

(Laughs) 

Well, as lar as I 'm concerned -

You'll know whether you got shot in the back or 
shot in tront. At the present I ' m commencing t o 
reel tickles up and down rq backbone . 

Yes . Well , the only thing we can do i s to keep 
on just as we are. 

I think -
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There' a nothing else tor ua to do. 

I think that we're in good ahnpe, so t ar. 

We can't do aeything else. 

No, I don't see bow we can. 

No, I don't. I mean we can't be representing the 
President unless we really represent him as he 
tells us. 

Yea. 

If something goes wrong he's got to protect us . 

The - ot course the reeling up here i s that - that 
there must be some affirmative action taken. 

But who do they think is holding it up? 

I - as tar as Harrison is concerned, there's no 
question who he thinks it i s . 

Vlho does he think it is? 

He thinks it' s the President. 

He doesn ' t think it ' s me, does he? 

No. 

What? 

I don't think so. No. I don't get that at all. 

What? 

I didn't get that at all. No. 

All right. Well we can - it we can't do anything 
else, Ros 1 we' 11 just go down the line. 

That ' s right. That ' s right. I ' m perfectly 
cheerful about it. 

We may get shot in the back, but -

Yes , we may. 
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But I - I'd rather be shot trom the other side, 
I ma7 say. 

Well, I 'd rather not be shot at all. 

But - but I ' d like to keep 1117 escutcheon clean and 
tly11'18 1 1t possible . 

All right. 

It you got a spare escutcheon send it up, I may need 
it, in a couple ot days . 

llell - I'll write Sears and Roebuck tor one. 

All right . Get - get a dollar ninety-tour one. 

All right. 

Well have a good tillle, Henry. 

I'm going to. 

Goodbye. 

Goodbye . 
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Kiss Lehand called me at 10 o ' cl ock this morning 
and said that she was just curious to know When I talked 
to Fred M. Vinson Whether be r etracted what be bad said 
about Jimmy Roosevelt and Charl ey West. I said, •No, bow 
could be? After alli Upham, of my office, was sitting next 
to Vinson when he ta ked to me. Be just could not r etract. • 
She said, "I was just curious to know what happened" and I 
replied, "Well when the President is well I want to see him 
about this" and she said, "All right" . She was very cheerful 
and said, "Goodbye" . 

************* 

Mr. Burroughs (Vice-President of the Associated Gas 
and Electric Company) called yesterday and wanted to see me . 
I told Kieley to tell him to write me what he wanted. This 
is the man that Jimmy Roosevelt said would get in touch w1 tb 
me when Jimmy called me Monday night . Ur. Kieley called 
1~ . Burroughs on the telephone and advised him that I was 
l eavinf: town for the week-end; that it would be difficult 
to make an appointment on account of the work in the De­
partment and matters before Congress and suggested that he 
put in writing the matter he wished to discuss . 

Mr . Burroughs said the matter was too voluminous 
t o put in writing but that he could put in a letter the 
substance of what he wanted to discuss. Be said he believes 
the suggestion he wishes to make would be of interest to 
the Secretary and to the Administration - entirely a business 
matter, nothing legal or technical and that it would t ake 
only a few minutes to tell whether or not I was interested . 
Re said he i s quite sure the matter he Wishes t o talk about 
i s of interest to the Administration and thinks I know in 
a general way vthat be wants to take up. Mr . Burroughs said 
he would write. 
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To: 

Pros: 

Hovember 24, 1937 

The Secrotnry 

llr. llacill 

Conference with Senator Barriaon at noon today attended 
by llr. L. B. Parker 

Senator B&rriaon a aked llr. Parker and ~eel! to come onr and 

oee him at the Capitol i nmediately after the conclueion of the ses­

sion of th" l!ouae aubcomlli ttee thh DOrni"6• 

The SeM.tor aaid that be b&d Juot talked w1 th llr. Jo .. pb P. 

lCeru~edy ragerdill6 t he ta.x 81 tuation. llr. KeMed;r hnd urged upon him 

i~diate action in the direction of repeal or draatic modification 

of the undistributed profits ta.x. llr. KeMedy bad told hi:o that the 

tax bad had no effect upon the large induatri&l corporation• but b&d 

cocpellod acaller companiea to borrow money from t he banlca w1 th re­

Pultinc banki ng control or thea~ corporations. Tbia, Kennedy felt , 

was ••r;r ba.d !or the country since the banlcera were cocpellinG the 

companiaa to puraua an ultra conaervati•e financial policy. 

Senator Barrieon aaid that thoro waa extremely strong aentiruent 

in the S~neta f or imcediete action on the tax on capital gaina and 

on undhtri butod corporate prof1 to. !le said he did not know IUI)"'ne 

in the Sennte except poe~ibly Senatore Lll follette and !Iorrie, who 

oppoeed repeal or draetio modific•ti on of t he undia tributed profits 

ta:t. l!e aaid he wu hav1J16 the great est difficulty in prenntlng the 

Sez:ate !ron taklnc up a ren::.ue bill now on the calendar and anendi1J4 

1t to repeol or modify the ta.x on cepHal t;alna and undi•tributed 

profits. Be had succeeded in keeping the finance Co~ittee from 

ceeting to discuss t haoe oubjecto only on the argument that Wr . Parker 

end ayeelf ere e!>f;aged before the 'fays a.,d Ileana aubco..m ttee and could 

not be i n two placea at once. 

Senator B&rrioon said he sew t he Preaident Sunday nigbt. The 

Prcoidont aaid t hat the principle of the undistributed profito tax 

ahl>uld be kept but tha~ be did not oppou 110diticat1ono in the fora 

of credit• for incoQe uoed tor debt retirem•nt or tor plant extenoiona 

Md improvementa. 

'l'b Ser.ator eaked wllc.t action t he subcomnttee had t sken eo far. 

I do•cribed the teneral outlineo of the •odificationa of the tax on 

capital gaine and of t he undiotrlbuted profits tax which the commi ttee 

had ndopted. I pointed out that both c~ges went about as far at 

eould reaaonablT be e~eted. The 20 percent top rate on corporate 

inco::Je 1o ao low that t he abusea pointl>d out 'b1 the Preaident in 1936 
would not be corrected oince large corporations woul~ frequently I&Ye 
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coner for their otoekholdoro br rota1n1nc thoir entire inco•••· I 
•aid we ought to ouppleaent the Rouoe propooal with oome provieion tor 
taxing the unreaeo~ble accu=ulation of corporate earningo. Senator 
Harri•on aaid thst he •~• not .uch concerned with t hea• abueeo. Re 
wao con't'inced that a creat """7 bgi tlllate corporation• had boon 
penalized in order to p t at one corporation acC\11Nlat1JI4 an un­
reaoonable aurpluo. Re """ in faTOr of r1110rtnc tho hardahlpo to tho 
lo«iti~te corporationo oven though ooDO of the abuaeo were not chocked. 

He aaked whether the new pro't'ioiono could no t be ruebad throucb 
the cocmittee and made effective for 1937· I oaid that thio would 
cauao great confusion oinco aoot corporation• had aettled upon their 
dividend policieo and the proposed change would increase tho taxoo on 
some coapani es. The Senator then aaked whether a bill could not be 
put through at onco and acted on in the opeciol oeooion, the effective 
date to be Januarr 1, 1938. I eaid it wao practicallr impoaoible to 
I!Ot a bill drawn up before the c.l.ddle of December dnce a great deal 
reiOained to be done on tha drafting of tho chancoe in the cspltal 
p.lna and undiatributed profi to tax. I thought 1t would be better 
to do a thorough job of re't'ioion eYen tbough it took a 11 ttle loncer. 
Sol\ltor !larrhon aaid that he wanted to talk t o llr. Dougbtoo to uo 
whether or not at loaot a report on t he two oubjecto could not be 
agreed to b1 the Wara and lleano Ooa2itt ee before January lot. 

I informed llr, Vinson l a ter that I bad oeen Senator Harrioon at 
hie request . llr. Vinoon oaid there waa a great deal of preooure on 
him to hurrr the work of the eubcomcittee but that he did not want to 
do eo. He agreed that in an.y event changes ohould not be retroactive 
to January 1, 1937• He oaid, however, that llr. Doughten wu anrtoua 
!or action to be takeD on the capital gina Md the undiatrl buted 
profits tax &A soon aa pooaible. 
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H.ll.Jr: 
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Hello 

Hello Henry. 

15° 
lfonaber 24, 1"37;- v 

a:o• p.a. 

I was leaving in a t ew a1nutes. I did want to 
talk to ;you. 

Yes. Well, I Just was oall1ng ;you at the same tiae 
you were trying to get ae, apparentlY. 

Oh! 

I told Miss Huaphries to ten ;you t.he - I made the 
committee exactly the speech which ;you had in mind, 

Yes. 

And it got over perteotly well. They agreed that we 
ought to do something to take care ot the large 
closely hel d coapanies which will not distribute under 
this plan. 

Yes. 

And they further agreed we ought to make a caretul 
study to eee it we were going to lose revenue t his 
way, and how we were going to make it Up. Attar we 
got done - t.h1s 1a sort ot si gnifi cant 1n connection 
with i t - Vinson got ms 1n tront ot aome ot the 
member• ot the committee and he said, "You know, I 
used to play tootball, • and he said, 1When you get 
a eignal and ;you 1 re told to go around the end, and 
you start to go that way, and t1nd ;you're blocked, 
why then you do the best you oan, and maybe what 
;you do is to t .brow a lateral, or maybe ;you go 
through tackle or something. • Well, ot course, it 
wae obvioue what he was referring to . 

What doee - what d1d he aean? 

What - what he meant wae that - I take it he was 
tr,ying to tell me that - well I was tr,ring to oarr,y 
out the Preeident's ideas as beet I could, but when 
I tound that I d.idn ' t think we could get awa:r with 
it, why then thia is the next beat. 

I eee. 

Well, then, we went on to excise taxes and everything 

-• ver.r peaceful - they - we agreed that we'd 
eliainate about twenty tive aill1on dollar•. I held 

Regraded Unclassified



H.ll.Jr : 

M: 

H.ll.Jr: 

ll: 

H.ll.Jr: 

ll: 

H.ll.Jr: 

ll: 

H.ll.Jr: 

U: 

R.K.Jr: 

ll: 

H .ll.J r : 

ll: 

H.ll.Jr: 

JL: 

H.ll.Jr: 

ll: 

H.ll.Jr: 

- 8 -
160 

t.Aea doWD too t.h&t. rat.ber t.han t1tt.,r beoauee I know 

t.bat. t.be;y 'll a4d eoae aore betore tbe;y get. done. 

Yee. 

And thoee are t.he onee wh1ob ;y1eld Yer;y 11t.t.le 
reYenue and are aore or leea ot a nu1eance too 
collect., like ;your tur t.ax. 

'rb&Dk ;you. 

Bow, I went. oYer then, at. Senator Harr1eon•e 
requee t , and t.allted to h1JD. 

D1d ;you ••• h1a betore or att.er he bad aeen Ienne~t 

You've got ;your ap1ee too, hubl 

Oh, no, 1t'• on the t.1olter. 

Oh 1t'• on the t.1cker. Well I eaw h1JD atter. 

Yea. 

And,I eaw h1m about. halt past t.welYe or one . 

Well, 1t c .. e out. on the t1clter at t welYe th1rt;y one. 

And, well he spoke about bav1ng eeen Ienne~. 

Yea. 

He aa1d wla.t Ienne~ had t.old h1a wae t.h&t aurplue 
t.ax wae toro1ng oorporat1one 1Dt.o the banda ot the 
banlte. That coapan1ee were d1atr1but1ng aore than 

the;y ahould and borrow1ng bank aone;y and that put 
the banks 1D control ot the ' corpor at1one. Well, he 
wae ver;y 1DB1etent on eoae t.aaed1Ate aot1on. 

Ienned71 

. 
Oh! 

He ea1d, •xou juet can't. do 1t,• he ea1d, 

Wa1t. a a1Dute. Who wae 1De1etent on 1aaed1ate 
aot1ont 
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H&rriaon. 

Yee. 

He aaid, - he wae, I th1nlt, olearl,y raporting what 
he had - olearl,y intluenoed by what he had got troa 
ltennldy. 

Yea. 

But at the aame t1ae, it wae giYen aa hie. 

Uh-huh. 

And he eaya there '• an i neietent demand 1n the 
Senate that they take up thie - t hey 1Ye got thie 
little bill for repeal i ng the publi c i t y with reepeot 
to corporate officers' ealary. 

Yee . 

.And taking thllt,andtaolting on a repeal of undie­
tributed profit• and capital ga1ne on it. 

Yea • 

.And he eaid he '• alao getting a delllllld troa 11e11bera 
of his collmitte.e, that t he committee meet immediately 
and etart 1n cons i dering the thing. 

Yea. 

He aaid he 1 d opposed that on the ground that Parlr.er 
and JQ"BeU' wer e tied up oyer here and cou.ldn ' t 
a ttend, and they 'd haYe to haYe ue . Well then he 
went on, he eaid, •can• t we get - can't thie bill be 
put through right away, like - j ust ae the aub­
OOIIIIittee had agreed.' He aelted ue to explain it to 
hia, and I said, •well I don ' t aee how you oan, 
and you certainly oan•t appl,y it to · ~7.• Well, 
we argued with hill on that a while and then he 
apparentl,y dropped the 1G37 part. 

Who wae with you? 

Parlr.er. 

Oh, good. 
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And ~en Parker auggaated, I wieh he hadn't, but 

he did, - Parker auggeated well the aub-
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oommittee aigbt aake a report on ~eae two aubJeota, 

capital gains aDd undiatributsd protite, and WI.JS 

and aeana full oo .. ittee alght aot on thoaa and aend 

thoae oYer to the Senate. 

Yea . 

Well, I said, 11 don't like that because this - theae 

proposals are probabl7 going to ooat ue reYenue, and 

it ought to be part ot one big bill, we ought not to 

hurry it through. • 

Yes. 

-- An'! i~e not ready t or it. 

Yes . 

Well, Harrison said, "There's a yer.y insistent deaand 

here, and eo f orth, and we ought to aot ae rapidl7 

as we can. • Well, then I, I said, •w•ll now,ot 

courae, you know how the President teele on thi1, 1 

and he said, - without sA¥1ng what the Preaident did 

feel -

Yes. 

And Harr18on said, 1 Yea, I know, I aaw ht. Sundi.J 
D1ght, • and I laid, •well what did he say to :rou, • and 

Harrison said, w•ll he aaid, 0 He wanted to keep the 

principal ot the tax, but he aaid he was perteotl,y 

willing t o put in a ousnton t or debt retireaent, 
tor t.proyement1 and 10 forth.• Well, I said, 1 That 1 a 

going to take liP a good part ot the :rield ot t he 

tax, • and I said, •ot course t he trouble with thil 
present proposal is, it doean•t hit the oompaniel 

that haTe large incoaea and rioh stockholders. • 

•well, • Harrison aaid , 1 I 1a about through worr.ying 

about those , • he said, 1What we did- what we1 Te 

done here il to - in order to get one or two oa1es, 

wealth.J companies like Gulf 0 11, 1 he aaid, •we 'll 
get thousands ot oo111panie1 that aren't that wa:r,• 
and he said, 1 I 1a in taTor ot legi1lating tor the 

thouaand.a ot companies and not worr.ying quite 10 

much about the1e one or two whether 

Regraded Unclassified



ll: 

R.K.Jr: 

ll: 

R.),I.Jr: 

ll: 

R. loi.Jr: 

ll: 

R.ll.Jr: 

lt: 

R.ll.Jr: 

U: 

H.U.Jr: 

ll: 

R.ll.Jr: 

- 5-

164 -
I &&Ye lUa, not purport1ng to quote the Preeident, 
I &&Ye hia preoieelJ what the Preeident had eaid 

to ua. 

Ub- huh. 

ADd aa I've eaid he wae not at all eympathetio 
with it. 

Ub-hllh. 

So that'a the eituation, I spoke to Vineon. 
I said, "Now you oan•t make thie th1ng retroaotiYe 

to Jan\&8l')' 1, 111:57, that 1 a one th1ng )'Oil oan • t 
do, 1 and he eaid, •well, I- I know, there '• a 
lot ot demand on that,• ha said, and he eaid, 
1 I 1• going to hold the line on that, we won 't 
lll&ke it appl)' betore Januar)' 1, ·~. • So that'e 
about where we are. 

Let me aak )'Oil a queetion. 

Yea, ei.r, 

Did )'ou get anything more ot what Kennedy was 
supposed to have said to Rarrieon? 

He was onl)' quoted to tne extent that I've 
1ndioated- roughl)'. But I would eay trom the 
W&)' Rarrieon epoke that it's olear that what 
Kennedy told hia wae the undistributed protite 
tax must be repealed immediate!)' and the oapital 

&&1nl t.ax ought to be greatl)' moditied. 

un-hun. 

Harrhon •e idea on the oapital same wae that 
oapital gains ought to be taxed and a separate 
sohedule at a low rate. 

un-hllh. Well -

.But Harrieon, when we explaJ.ned to h1a what the 
Houee had done,whioh he didn't understand, wae 
1nol1ned to taYor what the)' ' d done and thought 
probabl)' that waa all r1gl:lt . 

un-hun. 
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I notice there •• an editorial 1n the Dail7 Newa, 

thia noon, quite approYing or what the;r did. 

I aee. Wall, the 1ntereat1ng thing on thia oame 

oYer the ticker, the part waa thia, - Harriaon 

made no statement arter be aaw Kennedy. 

Yea. 

Kennedy eaid, 1All I oan aa:r ia to d1acl&la the 

tax eituation.• 

Yea. 

Then comea the paragraph, th1e ia the part I want 
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to get to ;rou, - 1Adm1n1etrat1Ye ott1ciala, boweYer, 

expreeeed the opinion that an announcement to all 

washington ottic1ala eupporting the l1berali~ing 

tax program adopted b;r the Waya and Keane Committee 

would haYe a good pe;robologioal effect on buaineee.• 

Yea. 

our adminiatratiYe ottio1ale, I euppoae that 

means Harrison, doee it? 

Yea. I ahould think ao. 

Well, I thought it over yer,y caretull7 what I 

ebould do. I've decided I'd Just ait here. The 

onlY thing I can do ia give them a little more 

room. 

Well Harrison ea1d toda3 that he had talked to 

Doughten and Cooper and Vinson, aa I knew be bad. 

Yea. 

And be bad atrongl;r urged on them 1.11mediate 

action. 

Uh-huh. 

So, the picture that ,you get !rom Harriaon ia that 

;rou' Ye got the great m&Jorit;r or the senate, at 

leaat, and aa he thinka, a majorit;r or Consraea, 

damanding much more drastic action than what th11 

oo .. 1ttee took. 
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Yea. Let .. aelt 7ou t.h1a . Did - in t.he 41&­

cuaeion wit.b Harriaon, did - did ~ naae coae QP 

at all? 

No. 

Did not. 

No . 

How about witb V1necnl 

No. 

I ••an., own convereation7 
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Oh! Well , I epolte t o V1naon about that, and eaid 

that I understood he had had a eatiefactor,r con­
vereation with 70u. 

Yes . 

And he eaid , 1 Yee. • He eaid, 1 The Seoret&r~­
the Secretary eeemed t o th1nlt that there wae ea.e 

danger of - that my action had gotten him into 
trouble and ai.ght of got JOU into trouble. • 

Yes, 

He eaid, •or course there waan' t anything of tbat 

at all. 1 

Yea. 

He eaid, 1 I -
and he eaid, 
account.• 

Well-

I did have thie talk with Obarl ie, but,• 
1 8ut, - and we acted proaptl7 on that. 

In ot.ber worde , aa I get it., the reaeon tha7 aotad 

proapt1J wae a coab1nat.i on of t.hat talk plue hie 
talk wit.h Harrieon. 

Yea. 

And hie feeling that it t.he7 didn ' t do t.hie, th&J'd 

have to do eoaet.h1Dg a 4ood deal woree. 

Yea . But I d1dn • t mow that Harrieon bad eeen the 

Preaident 8UD4&7 night.. 
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I didn ' t. either. 

The Preaident didn ' t. tell ua that. 

No, I didn't. either. That.'• what. he eaid. 

Well, I 'm going to leave in a couple ot minutee, and 
you know where I ' m at. - the !arm. 

Yea. Well, now they're not - they ' re going to aeet. 
aga1n th1e afternoon but. t.hat 'e atil~ excise taxee , 
and I don 1 t. th1Dit an,yth1D6 will happen. 

You and I are certainlY do1D6 a tightrope walk act. . 

Well, that.'e t.he wa:s 1t 1mpreeeee me and,ot couree 
t.he wa:s i t aleo 1apreeeee me, Henry, is that - t hat. 
:rou and I are about. the onlY ones that. are holding 
the l1ne on t.lli e thing. 

Uh- hUh. 

It. looked yesterday oH!hat. tlabbergaet.ed me il ae it 
we were goi ng t o be/~ a wholly !alee position . 

Yea. 

But, ae - ae I eize it. up now, · !rom t hie talk with 
Harrison, and eo torth, and what :rou tell me oft 
the ticker, it. looks like everybody elae 1n the 
Ada1n1atration, except :rou and I, have let looee . 

Yea . Well, ot couree Turner Catledge etory 
todBJ, ea:se - I don ' t know whet her :rou eaw it.. 

No. 

Sa:se here, ' While t he 1nit1at.1ve wae taken within 
Gongreas, the Executive Depar~ent. , through 
Treasury ot t1ciale, were understood to be g iving 
ita approval. Moreover the lead 1n thie particular 

wae taken by tr1ende ot the Adminietration 
on Capital Ri ll. ' 

Well, that he - he - how close 1e he to Harriacnt 

I don't know. 

He ai.ght have got i t that wa:s , :rou see. 
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Yee. But, oert.a1nl.J ae tar ae th1e ie con­
cerned it doeen 1t leave Ul out 1n the oold yet. 

Oh, Lord, no . 

But the onl,y iapreeeion I would - I think ought 

to be gotten across ie, that, ae I l&id to you 

yeeter~. we•ve been t1ght1ng a rear guard 
action on this th1ng all the tiae. 

Yea. 

And eo tar aa this particular proposal 1e con­

cerned, I - I think too- I think it'll be well 
received. Probably too generoue, ae tar as 
that's concerned. 

Yee. 

But we might have gotten something a whole lot 
worse. 

True. The only -

Andwhat-
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You and I ~ t1nd oureelvee like thoee Oh1neee -
we're the only two lett. 

Well, that'• the way it ooamenoee to look to ae. 
We're in that building, and by gollY they're 
etart.ing a tire at each ot the corners. 

Yea . And we oan 1 t malte up our minds which are 
our enemies and wh.i oh are our friends. 

(laughl) 

Well, as tar aa I'm concerned -

You'll know whether you got shot 1n the back or 

shot 1n tront. At the present I'• c01111eno1Jlg to 

teel tickle• up and down rq backbone. 

Y88. We.ll, the onlY th1ng we can do ie to keep 

on Just as we are. 

I think -
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!here•a nothing alae tor ua to do , 

I think t hat we 1 re 1n good llhape, eo t.r. 

we oan •t do ~th1ng alee. 

No, I don't aee how we can. 
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No, I don't. I mean we can't be repreaent1ng the 

President unleaa we reallY represent h1• aa he 

tells us. 

Yea . 

-H .J.I.Jr :~ -· It something goes wrong he' a got to protect ua . 

U: 

H.J.I.Jr: 

loi: 

H.lo(.Jr: 

U: 

H.li.Jr: 

M: 

H.Lt.Jr: 

1.1: 

H.ti.Jr: 
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R .ll.Jr: 
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H.K.Jr: 

1.1: 

R.Y.Jr: 

The - ot courae the reeling up here ia that - that 

there must be aome af t1rmat1Ye action taken. 

But who do the7 think 1a holdi.ng 1t ~t 

I - ae tar as Harr1eon 1e concerned, there ' • no 

queat1on who he th1nka 1t 111. · 

Who does he think 1t 1a? 

He thinks 1t1 a t he Prea1dllnt. 

He doesn't think 1t's me, doea he? 

No. 

What ? 

I don ' t think ao. No. I don 't get that at all. 

What? 

I didn 't get t hat at all. No. 

J..ll r i ght Well we can - 1t we oan 1t do &nTthing 

alae , Roe, we'll just go down the 11ne. 

That'a r1ght. Th&t'a right. I'm pertectl7 

cheertul about 1t. 

We 1M¥ get ehot 1n the back, but -

Yea, we flAY . 

WB 111 haYB -

' 
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Bu~ I- I'd ra~her be eho~ troa ~e o~er e1de, 
I 1M3·~· 

Well, I 1 c1 ra~er not. be ehot. a~ all. 
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But. - bu~ I'd 11ke ~ keep ., eecu~cheon clean and 
fl.Y1J16, 1t pc.e1ble . 

All right. . 

It 70u go~ a spare eeou~oheon eend 1t. up, I ~ 
need 1~, 1n a couple of daye . 

Well- I'll writ.e Searl and Roebuck tor one . 

All right. . Get. - get. a dollar ninet-7 tour one. 

Al l right.. 

Well haTe a good t.1ae, KenJ7. 

I'• going t.o. 

Goodby e. 

Goodbye. 
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Secretary of Str,tt, 

'' e.shin<;ton , 

1657, November 24, 5 p . m. 

FOR TilE TRL\SUR{ , 

GRAY 

Po.rie 

Dated November 24 , 1937 

Rec 'd 3 :13 p .m. 

The tr01d on the cxchan:;c mo.rket today was a_ain 

favorable to the franc ane i t s ccns tha t the fund waa 

able to buy a fai rly substantial amount of sterling 

and dollars o.t o.round 147 , 11 v.nd 2C,4l , "'t arc told by 

O\U' market contact th'-t thc Guaranty 'i rust alone purchased 

~,000 , 000 for ~1£ fund, The recert strength in guilders 

is attributed i n part to some F~nch ~uying of 3uildcr 

bills arising from thc grant1ng of t!lc Amsterdam credit. . 

The financial press indicates that such bills , dated 

!~ov ember 20 , art b cin3 of fcrcd in Lorl<.l on at a discount 

of three and three-sixteenth s pEr cent . 

T'tl£ dis count on f <>rward f rancs cont rae ted still 

f urther , 

Tht sec urity market r.~ inactive \71th ftw price 

changes , exc ept for internationals uhich showed a 

certain wcokncss . 

A ccrto.in 1111ount of tht cOltf id cncc and optimism 

s c tillS 
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ISetms to hi'IV E !:lccn ins,ircd here by the continUEd 

l mprovtmmt in the fra.-.o , Ir the vitll of thE financial 

,.,rcso the .tact that t :lc cxchan3e fund has been able to 

aGe furthEr to its stock or !'oreian currency has served 

to strengthen tilt tr1:parti tc monetary arranccmcn t and 

has enabled France t o resume a more honorable p lacE in 

the a:rc men t , 

~omt surprisE is nottd rc3~dtnc the f1nnncss of 

the Freno;~ curn:!lCy in vi£";1 of -~;.,£ ro:ccnt disclosures 

regard in:; hidden a=s art: t:1c ;,:lOC~>i~l.l1ty or d1:f'f icul tics 

:f'or the Govcrn::ntnt rt~:ultinc :f'rom tl"t: difference which 

cxtst11 between t h e GovcrnmcPt and t'lc tJ trtrnE lE:f't 

member s of its r-ajor1 ty rq;ar C:in<. proposals for increases 

in salaries and allo•"lanccs of ciVil servants to meet tl'>..c 

hi:;hcr cost ot 11Vinc . It 1a recognizee , hor;cvcr, that 

the com')aro.tivc strt~th of the tra:•c results in a larec 

measure troQ the ncakncco of the Loncon oDd He9 Zork 

stock carkcta ttnd c s ;>cciall:: to the t7 tablt:l- of th£ 

la ttcr . 

Aa concerns u1 thdrawals of l"rtnch co. pi tal from 

LoJ'ldon t:U F'Il!A:"CIAL Till£& undcrsl:ands that nhilt small 

Ct\:!;litalists have withdrawn IU'ld s t ill art withdrawing 

!'unds, the bi::; peoplE al't not yet rcpatr1at1n:; capital . 

DULL I 'IT 

KLP:CSD 
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Secretary of StatE , 

\!uh1ngton , 

1663, November 26, noon. 

FCR TREASURY 

GRAY 

Paris 

Dated November 26, 1937 

Rco t d 8 :55 a . m. 

t:1sgi vings regarding the outcome of the ~te in 

the Chamber in connection with thE debatE on salariEs 

of civil s ervants were respon siblE for the pressurE on 

thE franc in unofficial dealings yesterday morning and 

thE offici al market labored under the samE impression 

until it becamE apparent t hat the discussion would not 

endanger thE government . At the end of thE day thE rates 

for sterling and for thE dollar had practically returned 

to t~c level of thE previous day's closing. 

173 

The Chamber early this morning voted the Government ' s 

bill relating to the civil s er vants by 518 votes to 6 . 

Th.is morning thE franc improved ~urthtr in relation to 

sterling and we arc told that t h E f'und has already beEn 

able to purchase a moderate amount at 147 . 10 . on the 

ot~tr hand, thE dollar is firm at 29. 47, slightly highEr 

t~an last night's closing. 
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- 2- :{o . 1663, November 26 , noon, from Paris 

~~E Bonk of Frcncc statement dated November 18 

publ1ahcd yEstErday afternoon rEvEalEd no changes on 

t he gole rEsErvE s , or in advancEs to thE statE. ThE 

note circulation dEcrEased by about 1 , 000, 000, 000 

trar.r.s , and as a rEsult thE ratio of gold oovcr 1n­

crcaacd from 52.81 to 53.26 . 

BULLITT 

HTt':CSB 

!.. 74 
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Secretary ot StatE 

Y/ashirigton, D.c . 

739, November 26, 7pm. 

GRAY 

London 

Dated November 26, 193? 

Rtc •d . 2:38pm. 

FOR TREASURY FROM BUTTERWORTH. 

In t he co•trst ot a lunchEon conversation BewlEy said 

that recent EvEnts had definitely necessitated a mort 

optimistic estimate of the Frcnoh si~uati~n . Not only had 

they gained substantial sums of gold which had improved 

thEir credit but th£ Government's pos!tion had continued 

to s~rcngthcn as indicated by t his morning ' s important 

note . He said Hawtrcy was convinocd that French revenUE 

returns would show sizeablE inorcascs and he also bEliEVEd 

that thE franc was now neithEr under nor over valued. 

(For Clay 's opinion on this point sec paragraph two No. 

691, november 3 1 Bpm) . 

Bewley denied that Walcy's visit to Turkey was in any 

way connected with this week's meeting at Ankara or thE 

rEpres entatives or thE CEntral banks or th£ Balkan EntentE . 

Bewley also said that thE Chancellor of thE Exchequer 

was being asked in the House of Commons "whether h£ is 

Fatisficd that the Government of the united States still 

adhEre a 
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mm 739 , NovEmber 26, 7pm. from London . - 2-

adhtrEs to thE monEtary tEchniquE embodiEd in \h£ agrEEmEnt 

of SEptE11lbEr 193?", to which hE proposEs to rEply "yEs, air• . 

As rEgards t he currEnt "rtotaeion" or "slump" 

controvErsy BEwley took thE rECEssion viEw and ExprEssEd 

opinions similar to thE prEviously rEportEd opinions of 

Phillips and WalEy. 

ThE flow of funds to FrancE continuEs unabatEd with 

thE Bank of France purchasing both pounds and dollars today. 

Tht hoarding mov£mtnt stEms t o bE pEtEring out, thE dEmand 

for both sovErEigns and bar gold l EssEnir.g. 

JOHNSON 
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LIIS G.lAY 

Poria 

Dated November 26 , 1937 

Rtc 'd 4 :19 p, m, 

Secretary of State , 

Waahinct;on. 

1667 , t!ov~bcr 26, 5 p . m, 

FOR TREASURY. 

There ~a~ comparatively little business don£ on th~ 

exchangE :r.~ar!cct thi s afternoon . Th£ s t~:..'lin:l and •'.ollar 

ratEs rcmai'1 around the same lEvtltl as .. r dicatcd in our 

telegram 1663 of this morn1n .:; . VIc c.re Yvld b:r our mr.r'<ct 

contact that the fund was able to ~tcupcratc subst~nti2 ; 

amounts of sterling and dollars t~~:l mo1•:1ing but ::h&.t H 

did little on the official market tl~s afternoon , 

The security market was inactivE with few changes 

one way or the other. 

The AC-ENC£ ECONOIHC of today explains as follows 

the indication which appeared in LE TE!lPS of Novmbtr 

25 that the Bethlehem Steel Company of lltw York had been 

declared in bankruptcy. 

ThE bankruptcy decision was rendered in d efault 

by thE Commercial Court of thE StinE on HoVE:mbtr 22 , 

This action followed the fa ilure of the AmErican C~pany 
to 
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UiS 2- Uo , 1667, NovEmbEr 26, 5 p , m, , from Paris , 

to comply with a judgmEnt of thE Civil Tribunal of thE 

Seine datEd March 27 , 1935 rEndErEd at thE request of 

thE SociEtE Financier£ CommErcialE Et IndustriEllE , ordEr­

ing thE 3EthlEhEm StEEl Company and th£ BEthlehEm StEEl 

Corporation, in (*), to respect the gold clause in thci.r 

"fiVE percent gold loan of 191211 in connEction wi th th£ 

servicE of this loan at Amsterdam, 

Th13 fir-ancial shtEt rE:~~nrko that thE judgment can 

appartntl:r havE littlE Efftct for thE aa~on that thE 

BEthlEhEm StEEl Company pOSSES.S€0 no afJ:>Ets .nor bra:lCh 

officE i:1 FrancE, and it concludEs '' r.:: t11E pur-posE of thE 

1935 judGlll£nt and thE dtmand fo:- a dccla":"atl or- o" bank·· 

ruptcy is really to bring thE 30ld ::lnc.H ir,to p:.ay for 

the payment of th£ said bonds and as the gold claus£ has 

bEEn formally abrogated in thE UnitEd StatEs, the two 

judgments have merely a purEly platonic significancE, 

and have no chance whatevEr of EXEcution i n thE United 

Statts" , 

BULL ITT 

liPL 

(*) ApparEnt omission, 
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,.. .. November 26, 1937 

TO Seoretar~nthau 

l.lr. Ha~ 

Sumnary of the Concensus of Opinion at t he Business 
Conference, November 23, 1937, as to the Forecasts 
of Business Industries by Uessrs. 

Walter Lichtenstein (First Nat'l 3ank of Chicago) 
F. Leslie Hayford (General ~otors) 
Seyoour L. Andrew (American Teleohone & Telegreoh) 
Leo~rd Ayres (Clevel~nd Trus t Comoany) · 
Lionel Edie (Investment Counsel) · 
Wm. L. Crum (Professor of Economics a t Harvard) 

MORNING SESSION 

Federal Reserve Board Index of Indus tria l Production . 

The ooncensue of opinion was that the Federal Reserve 

3o~rd I ndex for t he calendar year 193g will average 95. 

::essra. Hayford, Andrew end Ayres felt that it might range 

froc 95 to 100 while Edie felt that it would be 90 plus or 

minus 5, but 95 eeened t o be a conservative average of the 

feelings of the entire group . 

As to the cont our of the curve of this Index, there 

was considerabl e difference of opinion, primaril y as to the 

timi ng of the low point of the Index. 

The Forec~>.st of t he First Six t~onths of 1939. 

I t was fel t that the cours~ of the Index for t he first 

six nonths of 1939 r.ould depend in larger measure upon 

Gover nment attitude t oward business . The estimates range 
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from nn average of 103 to 105 with the exception of Edie who 

stat ed t~t it mi ght be a s high as 110, although both Hayford 

rnd Lichtenstein disputed that the Index could rise that 

:r~toidly . 

Lichtenstein. Lichtenstein feels t hat t he Federal Reserve 

Board Index will go lower t han the estimate for t he present 

mASOitude of the Index of 95. He expects slow business to 

Anr il or !.lay and t hen a r1Bing curve. He thinks the tunde.­

~entale are sound, with no expanded credit, no load of debt, 

no ~Teat inventori es in most instances, and little distressed 

aelling in the recent stock market collapse. 

Crum. He expects t he low of the Indus trial Production Index 

toward the end of t he f irst quarter but not enough to r estore 

it by !~y. 1939 to llg, He teals that it is the nature of 

the I ndex to decline r apidly until it finally turns up. 

He pl aces great e~hasia on the stock market ae a causal 

factor, a drop i n atock pricea representing a depressing fac­

t or on bueineae initiative. 

He feels that the immediate ef fect of the repeal of the 

undi stributed profits tax levy mi ght be to cause stocka to 

sell off, as it reduced the incentive for corporations to 

declare dividends. 

Edie. Edie felt that the average for the first six months of 

193S will. probabl.y be 90 plus or mi nus 5, but will more prob­

ably be between S5 and 90 than between 90 and 95· Beoauee of 
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tho r api dity of the decline, he f eels that the I ndex 

should turn possibly by the end of December but more 

probably by the end of January. His ar gument was t hat 

Janu~y ordinarily witnesses t he maxi mum seasonal de­

cline of automobile production and that we should get 

a sharp recovery from t he decline in the Spri ng when he 

visualizes steel production at 55 t o 60 percent of 

OS.I)~City , 

He f eel s t hat a second decline woul d occur in the 

Sumner which mi ght or miGht not exce ed t he low point in 

December or January , depending upon hor1 lol? that earlier · 

ticure had been . If i t were as low na S5, Edie would 

not eX!)ect a lo;ver figure in the Summer. 

Edie feels t hat the averaGe of the Index for t he 

twelve months beginning July, 1938 will not be above 100, 

nlthour;.'t if the Government should i mmediately adopt a 

constructive a ttit ude toward business, this Index mi ght 

aver aGe 110 or 115 for that period . He feel s that the 

contour of the curve for t he first six months of 1938 will 

be rel atively independent of Government action. 

~die estimated t hat corporate profits woul d average 

about 4o percent l ees in 1938 than in 1937. 

Ayres. Col. Ayres t hinks that the low point of the I ndex 

wi l l be reached i n the next few con~he . probably December, 

Jnnut~ry or Februar y , but not later than February. He aE.Tees 
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thnt the recession has been very rapi d ~d cannot go on 

at this rate. He studi ed the Federal Reserve Board Index 

recently by breaking it into i ts component parts and 

adding indexes of business which are not adequately covered 

by the Federal Reserve Index, such as paper ' and lumber. By 

such a procedure, he comes out with a result which he 

olle~~s is too high, namely, that the average for next 

year would be 96 percent of the averar;e for this year. 

This year' s average he feels may be 109 to llO. 

He feels t hat the 193g Index will not average more 

thlln 96. He does not expect the low point to be very 

much below the present 95 . 

As to the contour of the nnttern, he expects the up­

turn ln the Spring t o be led by the iron and steel indus­

:;ri<'s .. hlch e.re non oneratinr; at too low a capac! ty to 

tnke cere of current use . 

He also felt that the index might crawl up in Uaroh, 

Anrll or ~Y rnd then sag oft again. He feels that the 

iron ~nd steel industries might pick up within three 

weeks . 

Hayford. Contrary to Edie ' s belief, Hayford believes 

that Governmental policy will effect the pat tern of the 

FederAl Reserve Board Index in the first six conths . 
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He f eels t hat the decline in the volume of automo­

bile nroduction will be 20 to 25 percent below the level 

or 1937. He f eels t hat t he month in which t4e low 

point of the Federal Reserve Boo.rd IndeT. wi ll be reached 

~~Y b e either January or February, dependtng to some ex­

t ent on the ~eether t h is Winter. 

He f eels that t he Index shoul d i ncrease gradually 

i n the last half of t he year al t hough it mi Ght increase 

More rPpi dl y wit h e nositive oonotruotive progr~ of 

Governoent ooopere t ion ~ith bus iness, particula r ly . 

l' l onc; t he followinG lines: 

(a ) Wages and hours. 

(b ) Tax relief, especiall y the undi s tributed 
!>1'0 f1 ts t e x. 

(o) Definit e a tt i tude on t he lebo~ unions, etc. 

He eA~eoted the 19JS yearly eve~a&e to be between 

90 end 95 but expects 1t t o be below 100 a t t he end of 

the year , wi th a pos s i bl e subst antial rise in t he 

Au tu11n t> nd early Winter. 

Andl•Atl . Wh.ile Andre" concurred in t he ooncensus esti-

M~te of 95 average f or t he calendar year 193S, he does 

not t hink r eadily in terms of Feder al Reserve Boa rd Index. 

! 85 
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The Ameri~n Telephone and Telegraph has its own 

business index, bot h on a weekly basis and a different 

oonthly index. In 1924, thi~ monthly index was -10, 

end i n 1932 it was - 50 at the low pointe . The index 

liM been go ing down rapi dly foX' the lest ei(lht "eeks 

and in October was -13 as against n pl:'sliminary estimnte 

ot -9. 

He feels t hat the stock carket has not r eached bot­

t om and t ha t the Industrial I ndex will no t !:'each its low 

sooneX' t han does t he Index of stock prices. !Us t hought 

is that we mi ght otaX't t he calends!:' year 193S a t - 20 and 

that if the Index averaged -10 tor the calendar yeOX' 1931! , 

it ~ould be doing well . 

The Forecast ot BL5 Index of WholesAle Com-~dity 
Prices. 

l~ . Edle forecast t hat t his Index would average be­

tween Sl and S2 foX' the calendar year 193g, He felt 

that it might make a low point ot go, 

Andrew oleo sugr ested e.. tlsure ot g2 tor t he aver age . 

Col. Ayres said t hat the IndeT. is probably currently at 

about g~. 
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With regerd to the Stendsrd Statistics Index or 

419 Stooke, both Hayford nnd Orum thought that the 193g 

~vernce ~oul~ 2~05. Ayres felt t hat it would not 

nverace more than 100 and Edie concurred in this opinion 

unlPss posl ti ve Government action wo.s taken 1\'ilich t:ould 

effect the rails and the utilities • 

.- J "" ... :i..J .,._., .--/.h _;!-g ") .........c' '· 
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An'ERJIOOJI BE88IO!I (H . D. W.) 

I. CAUBE8 or THE OtmREN'l' RECESSION 

Edie -

(a) Deflationary policy adopted in 1937 by the 

Administration and Federal Reserve Board. 

(b) Depression has lett the banks with great ly de­

pleted caPital assets which they have been unable to 

build up because or the low interest r a tes on their earn­

i ng a ssets. Therefore it is impossible tor banks to 

adopt a sufficiently liberal lending policy to meet the 

requirements or business recovery. 

( c) Growing lack or confidence or business men in 

Government, brought about, among other things, by sym­

pathy or t he Government t or the extremist tactics or 

l abor leader s. 

(d) Feeli ng that •utilities were headed tor the 

slaughterhouse. • 

(e) Rise in wage rates on the railroads at a time 

when roads were 1n no position to stand it. 

(!) Most important or ell, the existence or the 

tax on undistributed profits. 

AYree -

'l'he current recession •is a spontaneous, unorgan­

i~ed s it-down strike on the part or American i nvestor s. • 

The un4erlT1ng causes are the variou• and raaltied factors 
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(unspecified) wh1oh have restricted the flow ot new 

capital into enterprise. The immediate onuses ot the 

recession were: 

( a ) International incidents occurring t his summer -­

suoh as shooting ot the British Ambassador in China, aoute 

trouble in Spain -- which increased tear ot probable war. 

(b) Calling ot speci al session ot Congress, with 

rumors that a new N.R.A., new A.A.A., expansion ot the 

T.V.A. and Government reorgani~ation wh1oh would greatly 

concentrate power in the hands ot the Executive were con­

templated. 

These, Kr. AYres felt, were not the causes ot the 

downturn, but were the final straw that made business men 

say: 

"It we are going t o have a whole new group 

ot further regula tions and lav.s imposed tor the 

restrictions ot business, all passed hurriedly 

this time, I am going to sell all I have tor 

whatever price they will bring and stop the 

plans that are under way t or eX])nns i on and tor 

securing new capital.• 

Andrews -

Government interference with business. Business men 

haven ' t much confidence in this Administration. They have 

been made to feel that the Government believes everything 

business does is wrong. 
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Hpyrord -

Business has no confidence in this Adm1.n1etration, 

no encouragement to go ahead with plane for increased 

activity. Business has no reason to believe that it 

•would not be constantly damned, criticised, interfered 

wit h and bawled out publicly by this Administration. 

Business has Justifiably had t he reeling that the 

Administra tion didn 't want big business to make large 

profits; that the Administration relt that large busi­

ness corporations were bad; and t hat t he Adminietration 

had committed itself to a policy of restrictive controls.• 

The i nclusion of the wages and hour bill on the 

le gislative program of the extra session suggested to 

business that the Administra tion still believed t hat 

raising wage s and reducing hours would create prosperity. 

Liohenstein -

Stated he agreed with others as to the cau ses of the 

present recession and would like t o make two additional 

pointe : 

(1) The complete elimination o f cocmercial banks 

from underwriting was a serious error wh ich has contrib­

uted to the fai lure t o rloa t more new securities. 

(2) The banks now reel t hey must have a certain 

amount of excess reserves and ere worried 1f t hose ex­

ossa reserves are not there. 
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All felt it essential for this Administration to 

change its attitude toward business and to gradually re­

create in t h e minds of business men the belief that the 

Administration was in sympathy w~th their desires tor 

increa sed buei.neee and increased profits. 

Al l except Hayford expressed the view that i t would 

not matter much what the Government did eo far ae busi­

ness conditions during the next few months were concerned, 

but t hat what this Administra tion would do or refrain from 

doing would be very important in determining the trend of 

business eotivity in the l as t half of 193g and in 1939. 

Mr . AYres s tated as f ollows: 

"I don ' t believe t here is anything that the 

Government can do that can now quiokl.y reverse 

business and start it on a vigorous sustained 

recovery. I thi.nk that i s going to take consid­

erable time, and moreover, 1t seems to me that 

much or what t he Government can do now wi ll be 

in terms of what it forbears from doing, as well 

a s what it positively does and that the Government 
~ 

will probably have results in a aeries of aote 

and statements and a developing attitude r a ther 

than 1n a fe• epecitio deeds. • 
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!Jr. Hf\1ford and Ur. Andrews eaaphuh.ed their view 
" .. that the lees the Government interfered with business 

the more likely that business would improve and re~n 

improved. 

Their expressed opinions on speoific matters were as tol-

lOI'IS : 

(a) Undistributed profits tax. 

They all tel t it important that tl:>..ls tax be 

repealed as an indication that the Government had 

changed ita attitude toward business. 

(b) Capital gains tax. 

Mr. AYr~stated that he did not believe t hn t 

the capital gains tp~ had the aame psychologioal 

importance at the present time. He believed that 

the repeal of the undistributed profits t ax was 

cuch more important. The others nodded assent. 

(c) Excess reserves. 

!.!r. Edie sai d he v;ould renard t he decrease 

i n reserve requirements as a second step but he 

was not certain that it was necessary to go that 

tar yet. He did not favor further large put-­

chases by the Federal Reserve Board of Government 

obligations. He dld not think it wise to load 

up their portfolio wlth Government obli gations . 
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(d) Ba4noed budget. 

nr. Edie felt no usetul purpose is served 

by having officials make statements nowadaYS 

that we will have a balanced budget in 1939 

when the public does not believe statements. 

He al.so -ste.ted : 

'You have got to recognize the faot 

that relief ooste might be more and it 

is no e.hock to busi ness psychology to 

face t hat, but it would be a shock to 

business psychology if the Government 

were to give additional. subsidies to 

farmers . • 

The others were of the opinion that it was 

necessary to move toward a balanced budget but 

di d not seem to be str ongl.y impressed wi th the 

necessity o:r be.l.anoing the budget at once. 

(e) ~-

ur. Ayres thought the Treasury woul.d be 

well. advised to stop steril.1zing new shipments 

o:r gold. 

Mr. Edie would dester1lize al.l the gol.d in 

the Inactive Fund at once , t hourp"he did not 

expect it to be very er:reoti•• 1n checking the 

recession. 
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Yr. Ayres and Liohenstein ltke~ise did not 

teel i t t o be i mportant but telt thPt a gradual 

desterilization ot the I nactive Fund was worth 

considering. 

l!r. Hayford and Ur. Andrews stated they were 

not sutticlently well informed on monetary end 

tiscal matters t o oooment. 

Ulscellaneous -

All telt t he Ad~inietration should take what­

ever measures were possible t o reduce labor coste 

but none ottered any specltic suggestions how it 

could be done . 

Ayres and Edie thought the railroads needed 

an increase in rates, which should be granted t hem 

w1 t h?Ut delay. 

Lichenstein beli eved that the questi on ot per ­

mitting bllnks to underwrite new i ssues should be 

re-examined. 

Edie admitted he had no plan in mind to cor-

rect t he banking sit uati on. 

Ayres stressed the view that bankers and busi­

ness leaders ere much more j ittery the~ t hey were 

betore the depression and t ha t they react much more 
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quickly to eYente and adYeree legislation t han 

they used to. It therefore behooYel the 

Administration to prooaed YBrT oautiou1l7 with 

any new legislation that atteote bueineaa. 
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BUIIIAo or Till 80ilCJft • 

is€ .. . . 
Oftio~ of tbe AcUna Director 

T __ llr""""._llcHuab: 
0 ·-

Bare is UOe draft of letter 
prepared in UO!a office for tbe 
signature of the President, about 
whieb I spoke to you on the phone 
tbia 1110rning. llr. Bell said tbe 
Seoratery would probably be i nquiring 
about it. 

Aa soon aa we bave any infoi'118-
tion fr<>111 tba llhi te House as to 
whether or not tbe President has 
signed 1t will advise you eo tba t 
you can indicate tbe action taken 
on tbe copy. 

M. A. Johnston 

ll!l. BELL 
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WY dear Senator: 

In t he discussion of t he proposed faro bill nOll' pendine 

before the Senate I not ice ~ t he Record that you aoked tho 

followine queatioo of Senator Smith: 

"* * * I t has been generallY asserted that 

the aoount ava113ble under the Soil Conservati on 

Act was $SOO,OOO,OOO, subject to a possible con­

tingent additional sum of $12s ,ooo,ooo, making 

~625,000,000 , Is that practically an ncourate 

atatecent of the present financial sit uation?" 

Senator Smith replied t hat your stat ement of the f inancial 

situation is correct, 

In this connection I should like to call your atten-

tion to the fact that 'lihUe the aaount of $625,000, 000 has 

been apprOJ)riated for a(rlcultural proo-aos not ell of this 

oum has been provided for in the present tax s t ructure , You 

197 
l.I., 11J7 . 

ldll recall that in rrq message of J.!arch 3, 1936, I recamncnded 

additional pen>anent taxes of $62o,ooo,ooo, of -.rhich $SOO,ooo,ooo 
represented a substitution t or processing t axes l ost as a result 

of the Supreme Court decision and $120,000,000 was to pr oVide 

1'\lnds for the ~t of the veterans' adjusted service bonds . 

This recanmendation resulted in the enactoent of the Revenue 

Act of 1936, Which provided the additional revenue requested . 

The t500,ooo,ooo thus provided for aericultural programs is the 

only emount now in the tax struc t ure for these purposes. 

I assuoe that the contingent additional sum of $125,000,000 

referred to by you 1e the percanent indefinite appropri.ation of an 

amount equal t o thirty percentum of the gross receipts from custaos 

duties collected during the preceding calendar year , for the purpose 

of encouraging exportation and docaestic coiiSUIIption of agricultural 

commodities by s ection 32 of t he act of August 24 , 1935, anending 

the Agricultural AdjustMent Act . It should be apparent that t his 

appropriation has added a burden of Blq)enditure to the Budpt with­

out any pr ovision for addit iooal revenues to meet it . 
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!ben 1e, flf ~••• taolded. 1a \be ~ -.. aa 
-.ot tor \118 110r.l operatill1 acunu .. flf'i!allepa1-t-

.. llt ot .a.,rlOillture prtor to tbe ..... ,.*"', 'lllaiob ... ute4 

to abDu\ tTO,OOO,OOO a 7ear, •4 an eepuah tna tlae 

Jlll'imlltual prOCftM a4opte4 wUbill \be put tCNI' TeU•• 

!!I••• operaUJll acunu .. , ~~ow ...... ba,.. b- IJ'W.t17 .... 

pu4e4 wttlaia r-t 7e&nl wtt._t .., lacreaee ill tho 

r•-• t o ••-' tlao apoll41tar .. -..a 111r -~~ upudoL 
lor ~le tile SoU OoD .. I'ft.Uoll llomce •• a44e4 two ,..are 

aeo aa4 llOW e:q?eade •ro tball . 25 ,000,000 a 7ear to coehol 

eoU orodOill aa4 \be lam !-.aq Act •tborh" aa ~J'Pro­

prt&Uoa ot t20,000,000 tor tbe C'lll't'at tteeal ,..ar, ~.ooo,ooo 

tor tile next th.-J. 7oar, u4 Uo,ooo,ooo ......,..l lT tboreattor . 

I\ h obYiou that a coaeuat illcnue ot expea4ttvee 

Yithoet aa equall7 cou\&llt laonlaee 1la .._.._.. caa oll]T n•U 

ill a coDU-UGD ot 4ottcUe. We C&llCOt hope to co..tl- Oil 

a eoua4 'oaele ot tlllaackl -._,•ut ot Qo,..r.,..Dt attain 

Wlleee t he replar umel ezpoe4lturee are brouebt 111 U.lll the 

r_.enee. I teol that "Or'T atr.rt eboul4 be •'- to kMp 

the "" tara JII'OII'&Il wtth1D the preen\ Ualt ot t500,000,000 
pll' all'P'&, U th1e le DOt po .. t'ble I tbell urp \bat ehpe 

be tabll t o proY14o \be ••oe&arT taonue 1a ....,._. to ••t 

&D7 expea4Uv:n 1 'llll4or \118 "" tara pi'OIJ'&& la em••• ot Ulte na. 
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To: Seoretary JJorgentho.u 

llr. l.lsglll 

NDftmber 26, 1937 

l!ltilo I WIIS before the lkys and Z.:..ane SuboO!Dittea th1e morn­
ins I raoehed word tbat the President wished to '""" a at l:?:JO. 
I got in to eea hi~ about 1:30, just ae Seoretery Wftllaoe came out . 
The President Mid to gi"fl'l ldr , Dougbton and ~lr. Vinson the ""'saage 
trom billl that they must prortd<t the neoeaMry money t or the Aut­
cultural billa wbioh Seoretary l'lallaoa bed just bFien Ahow\ng hia. 
The President bad IM\id time and agein that tba bills must prortde 
sutricient rennua to oarry tbe,.,.lne; otherw1ea ba would bne to 

---.,nto t~~. I asked how muob money would be necueary and Seoretery 
ntll'li!r replied about $200 lllilliooa. I aelcod the Presid<Jnt whether 

19~ 

I could gi n Messre, Dougbton and Vinson the ••sage u ccelng directly 
rrom 111m and be replied 1n tile arru...u... Ur. 1i&lle.ca ••~eted that 
tb!> necessary run~ Digbt be raised by a prooeee1Dg tax on cotton and 
1d'\41l&t . 

Arter Seoretary Wallace' departure the President seid that he 
was not at all satiatiad with the plan tentati'rely adoJ>ted by the 
Ways and l!eens Subo<WAtttea tor a maxl.ml.n corporate inooTJW tex or 20 
percent, wbioh oould be reduced to a 11l1n.1auoa or 16 pe.rcent by oorpor<Lte 
<ttstributiona, Be said this -ould not at all take """ ot suob cuu 
as tbe Uellons and t ho J'or~ . I told hia that the SubcCII'J!11tt .. adopted 
the plan .milo Seoreter:y ~rgentbau and I wre 41ecuss1ng 1 t w1 tb the 
Preeident on Tuuday 110rn111e. I eaid tbet I •• -d to find that 
tho SUbca:aittoo bad ooted while tho oheil"'::IIJ> knew tbat I Wll& diaooae1ng 
t ho propoeal w\tb the Preeident, The SUbcOIIIllitteo appa......,ntl:r tel t that 
1t .... under a groat deal or pt11eeure to take im::lodiate action. Tba 
tollowtllg morning I told tho coormittoo,w1thout quoting the Preeid8nt, 
.mat he had said to ua in our Tuesday oontorenco, lliiiDOl:y, tbat the 
rate ot 20 percent .ae not suttioi&nt to toroe corporate dtetributiona 
and would not correct the abuses 1118nt1one d by tba President in Ilia tax 
oessage or 1936. J'urtbor::x>re, the plan 110uld olearly not raiM ao mueh 
revenue as the undistributed prot1t1 tax had, I told the President 
tbat Hr. Vinoon bad 1od1oated tbat tho reteo oai.gbt be rertMd upooard 
'to a ll'l!!lx-1.,• ot 22 or 25 percent. 

I said thot one or the 41frioultioo H-4 to be that there •• 
great pt11asure on tho oomi ttee::oon to aot t.wdlat ol:y. Senator !!orr loon 

had called ""' onr on ro~dnoadoy to ask ""' Whether or not a bill IIOdlty­
ing the undietributod prot1ta tax and t he tox on capitol gaino could 
not be sent throuab to the Senate tor aotton t his eesaiOII . Senotor 
Rarriaon told oe thot be hod just talked to 'ltr . J"oaeph P. KeMod:y, Who 
apparently hod urged upon hllll 1!111ediate aotion and drastic 110d1tioat1011 
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ot the two taxes. Tb8 J>Naident Mid "'bat baa J'oe lteiiiiA>I\7 got t o 
do with tbe tax ayatem? • I aaid that tbe situation aa certa1nl:r 
contuaed and that part ot the U.. I did not !mow wbather I •• beiq 
shot at by ra:t triende or ra:t euadea. 

The !'NRidnt tben eaid 1t the Subconaittee _,.ted to adopt 
the Vinaon plan U might proT14e that the higher present rataa should 
apply unless the corporation could abow th&t t be -u ot earntnaa 
w1 thbeld tr'C111 distributi on ., ... uead : (l) t o pay bank looses; ( 2) t o 
pa:r tor plant mpro...,•nta; or (}) to pro• 14e raeet"'f''s which -..ould 
be et.nal'lced as .such. 

I told the l'Nsi4ent that I would ~in intora the cCilD.ittea 
that he _. not aat1st1ad with tha preMnt propoa&l. The J>Neidant 
aaid that ha •s going to ... Ur. Dough ton tCIIIOM'OW !!IOl'lllq and would 
let 111 lmow tba result, I told tba l'Nsident that both Senator 
l!a.rrison and Ill' . DoughtCD wre insiatent on il:nediate action and I 
had told thea tbet an:r action a pplicable to 19}7 was out ot tba ~a­
tlon because it 'IIOuld be groeal:r iDequHable to companies whose taxaa 
would be raised by the DeW propoaala and coopan1e s which bad •4a t heir 
plana on tba basis or existing law. There ,... still great pressure to 
put a bill through at once, ettectift as ot J'anuar:r 1, 193t. 

The Preeident ulced whether I hlld seen his atatelliOnt to the 
preeo conference this morning and I eai d I had glance d at it. He add 
in substance tbat he was not opposed to prompt action on the t a x ra­
•talon, proTlded that enolll!h tt. •• talcon to do a satiatact ory Job, 
The President closed tba conterenoa by aa)'ing that i t a tax b i ll wa 

2JO 

put through odli ch did not preeet"'f'' t he prit>Oiple or tha undistri buted 
profits tax o.nd 101\ich resulted in a lo .. or raftnue as apinat tile axln­
ing system., be would teap Coae:;reao in seasioo all next year 1t DOICaSMry 
to enact .,.., tans to- up tbe daticlellCJ'. He •id 1 it neceaear:r I 
will call them beck • .,...,. l.ICDda:t IIOr'Ding throusb the s,_r o.nd tba 
taU• . The President reitereted bio position that 111041ticat1ona ot tbe 
taxes on capital pine and undistributed profits, ...,troacUft to 
J'anua.ry 1 , 1937, would be untair and undesirable; and that there -. no 
need to rush reftn,. legislation intended to becot~e erroctift J'anuar:t l ; 
19)t, I informed the J>Nai4ent that t ha Cmmittee1 a drafting exparta 
bad informed the Coanittee that 1\ would be a prac tical 1Dpoal1b1litJ 
to prepare the desired legislllti on aftn on tbe two topics bo!ore 
December 15th. 
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THE WHITE HOUSE 
WASHINGTON 

IIDIORA.IIDW l'OR 1m. 1iSADS JF THE EU.CUTI\'E DEPAR'DmiTS 

!liD AGl!.IICl£.8 OJ' TBE OOVEIOOIUI'r1 

l"roa mrioua i.Dduet.ries infor:n'ltioo bu beeo r ecei'I8CI 

!Ddicatin& tb4t tbe GovcrnmCDt can cooperate with i.DduatrY by 

anticipating its needs in ell coao:O<UUea. 

It ia desired tb4t, within t.he 1.1Jdts of ruoda &Y&U.eble, 

each Exec:utin Dep:>rtaent or Agency purchase now &s .. ch of ita 

needs aa ~ be poeaible of all essential c~~ltiea tha t will be 

r equired during the re=inder or the current fiscal year . 

20! 

d- A-t~.1{2,&··-L 
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TREASURY DEPARTMENT 

INTIIJII O,.,.IC·K COWMUNic:.ATIOH 

TO secret&rTjfJ{_rjthau 

...... lb'. Hu.-vn 
a.tbJect l Deceaber Financing - Prelia1D&rT 

There appear to be tour principal alternatiYee with 

respect to the December financing: 

(1) We could use this occasion as part ot our 
attack upon the business recession by boldly annouft-

cing that the aid-Deoeaber bill aaturit1ea, the Febru&rT 1 

note maturity, and the Karch 15 note maturit;r, aggre­

gating $1,1~ a1111ons in all, will be aet by cash troa 

the Treasury' s General Fund, including gold now in the 

InactiYe Account. This is the course that we strongl;r 

reooamend. 

(2) We could employ the more usual procedure, b;r 

refinancing the aid-December bill maturities by a 5-:rear 

note issue ot $4oo-$~0 a1lliona; with additional aaounh 

ot the same notes ottered in exchange to holdere ot 

the notes maturing February 1 . 

(3) We could use $300 millions ot sterilized gold 
to retire a like amount ot mid-December bill•, and re­

finance the remainder, as well as proVide an exchange 

offering to the holders ot the notes maturing February 1, 

by a 5-:rear note i ssue. 

(4) We could &Yoid a note or bond financing i~ 

December, without the use ot eterilized gold, by in­
creasing our bill issues to $100 millions weekly tor the 

nine weeks beginning December l or si thereby proViding 

the tunds tor the retirement ot the .~o mill i ons ot 

mid-December billa. It desired, the double bill i ssuee 

could be continued tor an addi t1onal ti Ye weeks to pro­
Yide tunds tor the retirement ot the $277 a1llions ot 

February notes. 
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seoretarr Korgentbau ~ 2 

I 

We could use thie occasion as part ot our attack upon 

the business reoees1on by bol<l.l7 announcing that the 111~ 

December bill maturities, the Febru&r7 1 nota matur1t7, and 

the March 15 note matur1tr, aggregat1ng $1,182 millions 1n 

all, will be sat br oallh trom the '1'rea8lU'1'• General J'ulld, 

including gold now in the Inaoti?e Account. 

We strongly tavor this alternative both baoause or 

ita maohan1oal etteots ot increasing excess reserves and 

reducing the public debt and because ot ita probable 

stiJDUlating atteot upon bullinass eant1.aent. 

It turther gold outtlowe occur, these oan wall be 

handled by the Stabilization JUnd; a development which 

would enable that J'ulld to acquire Government secur1ties. 

It gold intlowe are resumed, we should recommend sue­

pending the appl1oation ot the gold sterilization program 

tor the present. 

Conditions today are str1k1ngly different from 

those under which the gold ster1lizat1on program wae 

adopted. The problem then, particularly as seen by the 

Federal Reserve Board, was to reduce the possibilitiae 

ot inflation presented by the large and growing ?olume 

ot excess reaervee. The problem today is to halt a 

drastic deflation. 

The course that we recommend would have the etteot 

ot adding some $1, 200 111llions to excess reaervee, thereb7 

ra1sing the total to perhape $2,200 m1ll~ona. It ie 

higbly 1aportant to note that the credit-expanding power 

ot $2,200 m1llione ot exceea reserves under the presen~ 

reserve requ1remente ie no greater than was the crsdit­

expand1ng power ot $1,100 11111liona ot excess reservee . 

before the Federal Reserve Board ra1sed reserve raqu1re­

mente. 

We are ot the opinion that the ava1lable ev1denoe 

strongly eupports the view that the combined program• 

ot gold sterilization and drastic inoreaeee in reserve 

requ1rements, applied during the period when Federal 

deficit spend1ng wae baing llharply ourta.Ued, haYS 

exerted a marked detlationary ettect. 
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In raielllg the reaern requireMnte, too Eoh 

at t ention waa centered upon the pre-depreee1on etteo­
t1Yeness ot relatively small amounts ot exosss r esel'Yel. 
Far too l i ttle consideration wae g1Yen to present 4&1 
cond1 t1on• in .American ba.nking, under which large 
amounts ot excess reoerves are required tor a normal 
and orderly expansion ot bank credit. 

These conditione have been cited in detail in 
previous memoranda. They 1nolude t 

(a) The small amount ot banking capital 
in relation to deposit 11ab111t1es -- a tact that 
makes banks unwilli ng to lend freely unleea exceaa 
reael'Yee are abundant; 

(b) The greatly reduced mobility ot exoeae 
reoervee, attributable in part to the prohibiti on 
ot interest on demand depos1 ts - which Mane that 
excess resel'Yea do not move prompt ly to the centere 
most in need ot thea, hence reducing the ettect1Ye­
neaa ot a g1Yen Yolume ot exoesa rese1'Ye1; and, 

(c) Ieen meaoriee ot the banking collapse ot 
1932- 33 - a t act that •Jtes be.nkere extremely 
oaut1oua in the utilization ot their exce ss r eael'Yes. 

204 

It we are to look forward to a healthy re8UIIJ)t1on 
ot business recovery, we must prepare the way tor easy 
capi tal markete. Becauss the e ttects ot changes in ez­
ceas reserves are otten delayed, this process cannot be 
begun t oo soon. !he course that we reoo111111end has the aa.. 

vantage ot putting the market definitely on notice aa ~o 
the extent ot the additions to r eserves that we contea­
plate, and yet epreade these add! tiona oYer a period ot 
several month1. 

II 

We could employ the more usual procedure, by ret1Dano1nc 

the 111a..Deoeaber bi ll mat urit1ea b:r a 5-rear note i s sue ot 

$4oo-$4-50 mill.ione; with add1t1oDe.l aaounte ot the , .... notu 

ottsred in exchange to holders ot the notu •turing J'eb­

ruarr 1. 
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'l'h1a procedure would be the 110at conaervati:re 
courae under ordinarr cond1t1ona. It would conYart 
Yerf near-tara obl1gat1cne aggregat~ng $727 a1lliona 
into notes maturing t iYa reara hence. 

At the present writing, it appears that a 5-raar 
note iaaue with a coupon rat e ot 1-3/~ percent would 
command an adequate premiua. The outatanding 2 per­
cent notes maturing three aontha earlier, or on 
September 15 19~. are selling (BoYember 2~ cloee) 
to r iald 1.§4. The proposed 5-raar l-3/~ percent iaaue 
would coamand a prea1ua ot 31/32, it it eold on a 1. 55 
percent baeie; 23/32, it it eold on a 1 . 6o per cent 
basis; and 15/32, it it sold on a 1 . 65 percent basis. 

It the market sholld -4eter1orate aubatant1all7 
during the next two weeks, the coupon rat e oould be 
ra1eed. It does not appear that an earlier ~~~&turit7 
would be desirable because ot the heaYJ concentration 
ot note maturi t iea 1n 1939, 1940, and 1941. 

III 

2vs 

We could uae $300 a1lliona ot aterilized gold to retire 
a l1ke amount ot lldcL-December billa, and refinance the re­
mainder, aa well as pr ovide an exchange offering to the 
holders ot the notes maturing rebruarr 1, b7 a 5-rear note 
issue. 

This oourse would baYe some ot the adYantagea 
ot the nret alternat1Ye, but would baY& eno~ua17 
leu paroholog1cal ett ect. The amount ot the oaah 
note otter1ng -- $150 a1lliona or thereabouts -­
would be quite aall ae co~~~pared with recent pract1oa. 
Hance, a large OYaraubacripti on, with comparatiYelr 
a-.11 allotments to aubacr1bere, oould be anticipated. 
The publicity attaohing to a nry large onraubaor1P­
tion would be entiralr favorable. It, howeyer , it ia 
concluded. that this adY&ntage ia outweighed b7 the 
amall size ot the cash offering, no such otter1ng need 
be made; and i nstead, the $150 1111111one could be 
recouped b7 extra bill iaauea. 
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Secretary Korgenthau - 5 

IV 

We coul.d aYoid a note or bon.d financing in Daoeaber, 
without the use of 1ter1.11zed gold, by 1noNtae1ng our 
bill issues to $100 aillions weekly for the nine week• 
beginning December 1 or S; theNby prortding the tunda tor 
the retirement of the 1450 ailli one of 1111d-Deoelllber billa. 
If desired, the double bill iesuee could be continued tor 
an additional fiYa weeks to pro..-ide funds tor the retire­
ment of the 1277 aillione or February not••· 

The chief arguMnt i n ta..-or ot this al terna­
tive 1s that the urket is likely to be highly 
receptiYc to additional bill ilsuee; and that suoh 
issues, sinoe they go into the portfolios of bank1 
1101t largely • would be financed •inly by an expan­
lion of bank credit rather than by the absorption 
ot bona fide eartngs. The saae would be true of a 
note issue, howe..-er , in only moderately lees degree. 

The principal obJection to this al ternati n is 
that the market now appears to be highly reoeptiYe 
to a note issue, as well a a to add1 tionsl bUl 
issues; and since the latter may in soae respects 
be regarded ae an eMr gency resource, it would be 
aors prudent to otter notes rather than billa at 
this time -- if our reoollmandations with respect to 
the use of gold are unacceptable. 
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.lt the requeet of •'baa~ll4or waas, 11r. l"QS, COIIIDielor of 

the Chlae11 .. 'bal.,, called. t~ u4 •et 11r. Lochhlll4 to requ"t 

thet a 'b14 far 10,000,000 OIIIDC" of ellnr 'be _..,.e to the 

Ch1nHe 'l'riU\lr7 • 

Opoa th11 requ"t 'beiJI« raterrlll. to 11r. Vorc..,u.-, he 

1utructl4 that a 'b14 be ma4e 1D the ul'<lal. -=er for 10,000,000 

OUDCH of e11Yer on the r•l ar ,..,., ID4 coD41t1ou. 
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R.M.Jr: 

Operator: 

H.M.Jr: 

o: 
H.M.Jr: 

Brown: 

H.M.Jr: 

B: 

H.JA.Jr: 

B: 

H.ll.Jr: 

B: 

H.IA.Jr: 

B: 

H.L!.Jr: 

B: 

H.li. Jr: 

B: 

H.II.Jr: 

B: 

•ovember aG, 1g~7. 
11:24 a .a. 

Hdlo. 

llr. Brown ot Princeton . 

1'han.lt )"OU. 

Go ahead. 

Hel1o. 

Hello . 

It's Heney Morgent.hau, Jr. 

Yea, Mr. llorgenthau. 
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I Just returned to Washington atter Thanksgiving 
and I have rour letter here . 

Yea. 

And I want t o explain to rou wby rou hadn't 
heard t r oll me. 

I Just took tor granted that it waa ao11ething 
like that. I didn't want to bother you undu]J. 

No, I'd be more than pleased to aae you. When 
would you be 0011ing to Washington? 

Wel1, I'• atraid- the - I don't know whether I 
could come down the ear)J part ot t.hie week or 
not now, you see I have teaching in the lliddle rl 
t.he weak, here, and -

Wel~, how about next week. 

Well , early next week certain. I'd be delighted 
it rou oou~d eae ae . 

Well rou want to coae down on the lOth, ie that 
when the -

Well, I'• comi.ng on t he lOth, let 1 e eee­

That'• a Friday. 

Yae. I wondered 1t 1t. would be poee1ble tor ae t.o 
c011e, •a;r t.ha Gt.h ot the 7th. 
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H.K.Jr: 

B: 

H.M.Jr: 

B: 

H.li.Jr: 

B: 

H.li.Jr: 

B: 

H.L!.Jr: 

B: 

K.U.Jr: 

B: 

H.ll.Jr: 

B: 

H.ll. Jr: 

B: 

H.M.Jr: 

B: 
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the Oth would be all right: 

Wall, euppoee then, that I oaae down on the Oth 
and t.Aen aa ;rour aohedula was worked ;rou could let 
ae know Juat what tille or the d..,- -

I'll tell ;rou rlgbt now. 

All right. 

ll o ' clock on the · Oth. 

ll o ' clock on the Oth. 

Now, you want anybo41 here rrom the Treaeur;r? 

Well, the thing that we hoped was, ;rou aight . 
select some repreeentatiYa. 

Yea . 

To come oYer t o the aeettng or the council on the 
l Oth . 

Yea. 

So that ae the members or t he council, ;rou know, 
want to aelt questions, t .hat t here would be aoaeons 
who could tell them or the problems, and or 
adm1nistrat1on and so on, aa raced by the Treaaur;r. 

Well, ia the - i e it the adm1nistrat1ve probleu 
or ie i t the financial one: 

Well, it really ia the financial one. 

Wall, euppoetng ;rou ~allt to ae and lat. m.a see what 
the problema are because I need educati on, and than 
I can tell who to send over. How would that be? 

That would be tine , alr. 

See . I hate to - I'd be aore than pleased to 
listen and find out what's botherina ;rou and then 
I can tell you who i.n the Treasur;r would be aoat 
helpful. 

'rhat •s tina. Well t hat would be very good and I'll 
plan to be there ll o'cl ock -
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H . K.Jr: 

B: 

H.K.Jr: 

B: 

H.K.Jr: 

B: 

H.K.Jr: 

B: 
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OD '-he 8'-!1. 

OD '-he 8'-!1 of Deo•ber . 

1'bat.' e r1gbt.. 

And I oert.a1nly appreo1at.e 1t. and I !mow t.be 
oouno1l w1ll oert.a1nl.Y appreo1at.e t.hat. you were 
able t.o set. 1t.. 

Well, we want. t.o work w1t.h you. !hank you. 

!bank you, 11r. 

Ooodb.Je. 

Goodbye. 

210 

Regraded Unclassified



•• 
/' 211 

GRJJP :.ILETING November 29, 1937 
9 : Je a .c . 

Present : 

t! . • Jr : 

.:~tgi ll : 

H . ·~ . Jr : 

.lie gill : 

H. '.! . Jr : 

.JuR : 

tUJ. Jr : 

Golr . tlagill 
Mr . Taylor 
.llr . Gaston 
Mr . Lochhead 
Mr . Oliphant 
Mr. McReynolds 
Mr . Opham 
-'l r . Baas 
l>r . Viner 
l.!r . Bell 

You (lo!agi ll)? 

Nothing important going on in cy departQent . 

Good . You ~w1ri lr.lrl -right. 

(Nods yes) 

I got a call in for Barkley . I thought I' d call him 
up and sa:, , "Gou bless you . " Be t ol d the world . 

Be got tae front pages yesterday, saying there .vusn ' t 
going t o be any t t•x legisla tion. 

.'/ell, oe sai d something el se . Be said, "'il'hat • s the 
use of trying t o do the American public ttu. t .1e are?" 
He said it on the doorstep of t he ·.Yhite House . And 
I think it ~as about time we s topped ~idding them . 
It gives us & cntnce io do a decent bill . 

Incidentally, those of you .• ho are interested in 
t axes I tnousnt mi ght be intere~ted taut I ne.a a 
very pleasant and fruitful e vening ~ith Professor 
Wesley Mitchell friday nignt . Ana he says tha t all 
t his i dea of trying to hang this recession, or 
depression, on the tuXdS is just absolutely crazy . 
Re wouldn ' t use u wor d like thbt . And ilc s .. i d tha t 
a t no time in the hi9tory of American business had 
t nere bel'n an upturn that lasted as long a s th14 one 
did . t~d he said it' s perfectly r idiculous to 
hang it on the t ux thing . 

What I went to g ive you (Viner), which I •ve got him 
'"'orking on, .~hich hLppens to be cy i dea - and I'd 
like you to think rbout it, end anybody else, over 
tne week-end, is this - I ge t a fe~ i dees; I mean 
I ' ve come t o t ho - I' d like to keep t his very, very 
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Viner: 

H. :.!.Jr: 

Viner : 

i:i. ;.t . Jr: 
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much to myself in here - : There is no group -
put 1 t this way : all the r esearch gr oups wh ich are 
.vor~~:ing for the President are s tudying the earth ' s 
surf ace, the to~ five inches of the earth' s surface ; 
nobody is studying the people nalki ng on it. The 
pr oblem, as ::esley !.11tchell puts it, i s to find v 
met hod so t ha t the people who wr.nt to '.lork ond 
produce - to f inti other people who will buy wha t 
they will produce . Now, there is no place in this 
government a study of the ~uestion of - I call it 
r edistribution of work; it just isn ' t 60ing on. And 
!'ve r.sked nim and I •m going to &S it you and £nybody 
else in this room t o give me a list or nr~cs in about 
t wo weeks of ~eo~le Nbo could be helpful on that, wnom 
tne ?residen t could appoint on a committee to study 
this long-time ~uestion of employment . 

(Bell comes in) 

iie s~:.ys one of tho re1 sons ile got off the Merr iam 
committee is th[ t they ere not doing t h .. t . '/lith 
tnem i t ' s all n 4 uestion of natural r esources . 

Is he off? 

He is off. I t just isn 't going on . Nowher e in the 
Government is tnere & group making o long-time ·tudy 
of this. I put it up to him; he thinks it ' s t erribly 
important . And that group ought to be working direct ly 
under tne ?resident . It isn' t to be - it ' s vlways a 
hurr y-up job. I t hLppens to be my i dea . Clark of 
Col~bia is t he only person ne t hinAS - says you ' d 
knon nim - he S lYS b men liKe th~t is just f ull of 
ide&s . I llSited •• esley ?.li tcnell to be thinking to bout 
it . I ,vish you ' d be tnlMing ::.bout it . He said 
ne 'd come turollj!h ,•:ith e letter in about ten d&ys . 

Loes it hit you? I consider it a blind s pot in t his 
:.dminls t n tion . 

I think it i s too . But I probbbly wouldn't be very 
sympathetic to •. esley Mitchell ' s way of going &t it. 
But Cl ar k woulJ be a first -class man on that probl em . 

ilell, he s ays it would - men trt.veling ~: round tne 
country .... 
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Ol1phent: 

Viner : 

H. LJr: 

~ 1ner: 

H • ..I .Jr: 

Viner : 

H • ..i . Jr: 

Viner: 

rl . :.t . Jr: 

Vin~r : 

t:t • .u .Jr: 

Vtner : 

IL'J. Jr: 

Viner: 

rl . J . Jr: 

Viner: 
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Oh, you oet..n the men. I'd sny Clark is one of them . 
l ' d say Hanson is another . 

"here is Hanson? 

He •s at Ha rva rd now . 

~irst a s to the idea . Am I right tha t it' s e blind 
s pot in the Administration? 

Yes , it is ~ very seri ous one . 

·::en, 1r0uld you s it oown &nd •••• 

But I don ' t ~ow eno~h Lbout jus t ~here it stands . 
But I - it seems t o m~ that - I would sup~ose that 
the llatural Resources Bo&rd had t ha t sort of thing 
as its responsib1l1 ty . 

He says not . vloula you mind a sking Merriam? 

I will , yes . 

ilould you mind? Wes l ey Mitchell says that• s one 
of the rensons ne got off . He says more and more 
it ' s just a <. uestion of na tural r esources; does no t 
take up the ~uestion of pl anning a s to work for 
human beings. Is tbvt a phrase out of his book, 
tnis thing of finJ i ng groups to buy • na t other ••.. 

1/ell , t na t is t he bbsic EConomi c problem, to 
synchroni ze people ' s desire for work and other 
persons' des ire for t neir products, the product of 
their \Vork: . That ' s the problem. 

Is that a stocK phre se? 

Oh, it didn ' t surprise me . I wouldn ' t recognize it 
as a s tock phr~< se . 

I mean I haven't seen it used . 

'J. he .:hole process is one of bal ancing things . 

rlell, wil l you for me .••. 

Yes , I ..... 
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••• t al K ar ound t oHn . 

i es , I v1111. 

And see, and tnen uo me t if you would , a paper on 
i t . Ui d you heer, J oke? 

Sir? 

Do me a paper on i t ? 

All right . 

All rignt . 

l he gr oup th&t 1 s done most work i n the countr y on 
thi s question of effective demand - that i s , to get 
a vol~e of ph;sic&l pr oduct ion which peopl e will 
cons~e, and the effective demand for i t , t he ebilit y 
t o buY - is the Moulton group over at Brookings . 
They ' ve got wads of s tuff on it . 

Well , I come br.ck to the s ta t ement 

I 1 d say Hardy over r.t Brookings ~;ould b ~; another man 
that ,;ould be vclu:.ble on thr. t problem. 

.'/ell, I co!le back to the t hing that I thinA I' m 
right, thr t there is no such gr oup doing thf t .or k 
for t he Pr esident t ooay - long- t i oe plannin£ ~ork 
for tne people . &ell? 

.,ell, I don ' t .tno» ~.-hu t you mean by long- t i !lle, und I 
don ' t ;mon •.'ha t you cne::;n bY 11ork for the people . 

'//ell , I • m t t l .ting over a period of ten or tnent y 
year s . 

The Natural Hesources Boar d i s worki ng on public works 
f or a period of six t o t en yevrs . Now, whether they 
r el ate t hLt t o wor k f or people - but t hey ' r e ftoi ng i t 
and I •ve got the t ent a tive r eport on i t . 

I s n ' t usr dner ~eans wo r king for Na tural Resources now 
on a problem socetning like t hat? 
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iillt s : Yes . 

easton: 

' · . .. . Jr : 

Bell : 

Oli,Jhant : 

Bull: 

, , _ . Jr: 

Bel ... : 

. i. . Jr : 

c ell : 

tl . ' . J r: 

Viner : 

Professor '.'iesley .Jitcnell spent Friaay night with 
me a nd he said he 110t off the committee t<nd tnt. t 1 s 
one of the r et sons he LO t off • . 

The problem of furni.shing eUlergency work under those 
public works is u totully different problem from the 
pr oblem of uistributio n of norcul proJuctive effort. 

I 1 ve got it tnis way, ttu t to.,y 1 re doing it in rela ­
tio n to toe earta• s surface, not in relation to tne 
J)eopl e 7forld~ on tile t op . 

I tnink Her mLn 1 s right; ~roo~ntiS h~s been uoing more 
of tha t than Fnybo~y . 

I ' m sure tuey oon• t r~lut€ it to toe number o1" people 
involved t nat need ,;ork, but I .rno" tney •re doing u 
planning job o. ;mblic :tor.ts of ul~ .tinds . 

You're t a ll<:ing 11bout - the Secre t ary is tlllking tobout 
pr1v£< t e i nuustry Hila its t.bility to employ people by 
producing enough goods wnich people can consume . 

;;o , I ' m ~urt t ntly don ' t do thai . 

Tha t ' s •Ob t ~ · c t f ld:in& uto~t . 

I 1 o sorry . 

~ell, you Ct.me in e little lete, but •... 

No, I don't b&llt ve they ' re do i ng it . 

,Jo, I don ' t tnln..< so • • na I tni:rut it i s t e rribly 
iJJportant . 

,,ell , you (Vine r) might poke a r ound, ~te? 

On yes, I will . .'lhtn I get back, he 1 11 be on tbe 
trll"in coming here . He 1 s going to be her e Friday , I 
understand . 

Hop on at PittsburGh ond t a lk to nim . 
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ile know we E.l,.uys meet . 

~h11t ought to be one of the chief concerns of the 
economic steff over a t t he Depar tment of Labor • 

• ;bat oconomic s taff? 

(He~:.rty laughter) 

Have a man ncmed Lubin . Isn' t 

He ' s got he&vy administrutive duties . He •s in 
crwrge of ~ne basi c statistlcd system of the 
country . ile 1 s bus;; he hasn ' t got time for th&t. 

<<ell, I 1m just - I tnin.t I 've got SOOEthing which 
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is ~bsolutely fundament&l and wn& t F•d like to do 
iS get it o\Orked OUt be&Utifully and then lay it on 
tne President ' s desk; b~ able to talk to the point, 
see? Because here, for instance, v1 e •re going in now 
into 11 lot of increased employment .... By the way, 
I tulked to t he President and he says they 1 ve taken 
on 120, 000 more men . Did you (Bell) know that? 

No . I talked to Corry Gill yesterday . He said 
they nadn•t been under any pressure . 

lind incidentclly, I csked the ?resi dent :·:uo I s hould 
t~lk to wnlle Harry Hopkins WE.S away and much to my 
surprise ~e said Colonel darrington. 

Is thll t right? 

Isn' t t hat a surprise? 

Yes, surprise, but not u surpri se to see t he mein 
fellow left out. 

•'iell, Den- 1 1 m going to plan my week - I don ' t know, 
but t hct - woo is going to find out whether tney have 
or hi ve no t taken on l 20, 0v0? 

(,ell, I supposed t hey hadn't. 

Would you? 

I asked him yesterday and he said t hey hadn't been 
under any particulur pressure to take on additional 
people . But 1 1 11 ask hlo again this morning . 
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uell, this 1'185 St.turday forenoon. Because Harry 
wEsn•t in to~n . Huh? 

I 1 ll find out . 

I ' d liAe t o point out tha t your i dea is unusually 
timely becaus<; tht:. itDyortant pn11se oi' it is the 
price phase, and tno President is moving on tha t . 

.. ell, Iierman ... 

On, i t •s fundLmentGl . 

li . - . Jr : • I thiru 1t .o..Ua be timely cny time the last four ,. "ears . 

Jliphent : 

H. u, Jr: 

Oliphcnt : 

>na q;ain t[_l.tin.,. ve ry -uch in tnis room, I •m ter­
ri~ically shocked tntt the Pr esident- t o t nink th~ t 
•I' hen L t niOJ like tnis comes no .. , tile President can • t 
call for Pltn A o r Pll n b or Pl a n C, the way the Army 
or Ns vy is s upposea to ao if we a re attacked on the 
htl<intic Cots~ . "All right , we ' ll t oke tht: blue pl£.n. " 
,'/ell, we ' t•e being at t o. clted now in & certt:in way, a nd 
the Pr esi dent should hove certcin pla ns . He ' s got 
nothing . '•nd ther e is notning l n the t.dministr a t.io n . 

,,e 1.ere t"Ldng ner e ~bout it t~> o years ago . 

As I say , I ' m - tner~ isn•t anything . Here Danny 
:ell sits here, uirector of the Budget; he says 
l ZJ, JJJ ~en nave not been t~~en on and I sty they 
m;ve, because the Pr esident t o l d me so . And - good 
God - I mepn eitner toe Presi aent or Bell o r 
.::orrington Gill i" coc~teyea . llo• , I me&n i t • s 
unbelievacle thLt the ~rtsiaent of t he Cnl ted 
St~tes should tell me thtt l~J , JJO men nave been 
ta,;en on c ru1 Jell s &y s 1 t isn 1 t so, based on I! he t 
~orrington Glll told nim . I meLn I've got to tal~ 
franKly in tnis r oom . hna t oen toe question is, 
wna t ~re t hey doing? 

"ell, tha t ' s my •ee.t-end contribu t1on anyway. 

I Nant to a da a noth t r thing . Over t..10 years t go I 
.tno .. Geor ge uLu t ... l'igur~;~s on llht~t level of business 
activity •• ould be necessary to absorb all the 
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unemployed , lceep everybouy t.i work, so th&t the 
tnin~ 1~ going on in the Treasury . 
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.. ell, it isn't a co- or-:inLted plan; it jus t doesn't 
exist . I meE.n George mLy have one pi ece or i t, but 
he ht.sn•t got the whole piece . Htve you? 

No . It ' s a Job tne t a staff like !:line, doing the 
Tr easury - regular Tre~ sury work, couldn' t do . Take 
a much bi gger staff . 

No, I don't t hink they • t•e e_.uipped to do it. 

Magill , u qy time you ' re bored, you go on the Hill. 

I 1 m not bored, but I expect I'a bett~r go • 

You ' ll be b~re~ up tn~re . 

I ' d r ut.htr be bored here t aan up there . 

On l CCount of ~ag111 going on t he Hill, I 've a sked 
~onutor ~!lender to come ln at 9:15 . You could have 
c. little t a l k at 9 o ' clock tomorrow morning i n 
prepare. tion - 15 minutes . 

You (OllphLnt) got E. memo? 

dave i t or. one page, but it' s pretty - the mt rgin 
i s pr e tty narrow. 

~oulu you give n!m (Wbglll) b co py too? 

I don ' t need one no11, but I c ould use one this noon • 

Herbert? 

lio, I uon't t h!ru: I tu:ve u~;·thing . Th£. t housing 
message, a s you .u1oN1 i s going up today . Lccles 
hed a conference over Lt the vbite House Saturday 
morning on it. 

1'1e11, tba t ' s- that's /layne T10ylor' s bill. 

(Taylor tllke:~ & bow) 
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Tne housing bi ll . Is~ lt 1s W~ne Taylor's bill . 

I don 't believe even Hayne would claim it . 

"ba t do you mean •even• Wayne? 

Vlhat? 

1'/nat do you mean "even" \'layne? 

2!9 

l•by, what's the matter tli t h lt? Is 1t a good bill? 

Speaking of Wayne Taylor ' s babies, why, there are a 
couple of letters on silver thft c~me from Colonel 
~arvin ~cintyre on Saturday, c.nd you (Taylor) being 
off hunting cows or ~uail or something • •• • 

Ducks. 

••• we haven ' t answered- t hem yet. 

Well, 7.e 1ll put t hem wi th t he others we haven't 
answered . 

nrcllie wunted very muca to :.nswGr tnt:n, but I've 
succeeded ln figating him off . 

••nile we • re on silver - here, s .;eetheart (ht>nding 
Taylor sowe paper s) . 

Uy advice to M~gill was t ais . Mcintyr e told Magill 
to h&ve t.n c.nswer for h.im by not h.ter tha n Scturday 
morning, for the Presiaent to let ~ey Pittmhn &now. 
nnd my auv1ce to lfagill .us to uo nothing and the 
chances 8ere nine out of ton t hat Mcintyre ~ould 
forg~:~t .. e asl!:ed aim . Now , whether it .torited ••• • 

Appar ently it did . .'.hen I got nome r.bout f our o ' clock 
in t he afternoon, ~rs. Mugi ll told me there hrd been a 
Vlh.1te House call but t ney had sai d not t o coll bock. 
v,hether that was Mcintyre or not I don't .mow, but I 
took his i nstructions tna did no t call back. 
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Well, my tnought is this , to wr i t e t he President a 
l etter, simply say something a long these l ines : 
"l(y det. r Mr. Pr esident: I n<· ve r eceived certain 
correspondence i n r eger d t o silve r fro:u Scnu tor 
Pitt111t.n a nd I feel th~t t he matter will ~oit until 
you r ~; turn, ,.hen we cun s i l down and d iscuss it . 

Can I go now? 

Yes . 

(Magill ond Upham l eave) 

! see solmebody found ne .. uses for silver . 

Silver-pltted motor bearings . 

• hougut tm. t was <,.u1 t e nclpful. 

Bell, 11' I ~m e.sKed t n1s c fternoon o t the four 
o 1 cloclt press confer ence whetne r I f e vo r the so-c£lled 
laylor bill , which hus to tlo with g iving t he Presi dent 
tne r ight t o v e to individual items , s hould I s oy 11 No11 ? 

Oh, absolutel y say you ure ve ry much in f~vor of it . 

By a l l means . 

Oh r;.:y yes . 

I snould? 

Yes, sir . 

Could somebody give me u little synopsi s before four 
o ' clock? 

I ' d li~e t o g ive you a GUOrte r page on it . 

.. 111 you (Oliph.,nt) do it? 

'111£. t' s & consti t utional law ~tuestion . ~r t seE;ms to 
me t hey ' re aepr i ving nim o l' a Cons titutioru> 1 ri&ht . 

The luylo r bill is? 
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No, the way it is now . 

by tying the Millard 1ydi~s bill up Nith the 
District tax bill, they in effect deprive the 
President of nts constiiution~& l po~er to veto the 
Millard Tydings bi ll . . 

"ell, do you ~:entlemtln mind coming in here at a 
quart er to four t.nd - Bell c.nd you two (Oliphant 
end Gas t on) - r.nd t~l~ t o me tbout that? 

Tha t enEbles the President to ~ut a sto~ to tucking, 
wnicn is a nuisance . · 

He cr.n ' t control the buaget under present conditions . 

I just wonder if I saoul d s~y sometntng • 

I don't .cnow as you need to st y anything unless you 
r.re asked . 

~ell, if ~ · m csked I ' d like to be r eedy . 

Why not give itt< boost , Dan? It ' s ., fine iuea . 
.. hy not give it r. boost? 

Yell, tt•a a good ideo . 

Don ' t I usutl.IY my I n'on 1 t discuss pending leelsle­
tlon, or is th~ t jus t t~x l~gisl£tion? 

You can s~&y you fa vor 1 t . 

:.ell, let' s ~bite r. l oo.t at i t ~nyv:ay . I cnn be asked . 
You tbink it 1 s ~ood . 

On, absolutely . I recomtaendea it t,o;o years t•t;o . 

'lae President n~os recommended 1 t in messaees , hasn 1 t 
ae? Tns t rele~.- ses us, 11' he h~s . I 1 m ,,ui tc sure he 
has . I know !1e 1 s for it. 

Yes , ae •s for it . 

Bell, ~ill you look it up? 

I thiDA mr.ybe in the 1936 message he oentioned it. 
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IV ill you (Ot st on) look 1 t up? 

Yes , I will. 

And you three gentlemen be in a .uarter t o f our. 

Geore:e? 
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I 1 ve got & recent figure on r esidential construct ion. 
It ' s up u little bit. If you •t:ant t o take a look 
::. t 1 t . 

Let ' s see i t . I've got sumetning for you . 

Bere ore tne f i gures . 

(!o messenger) !nat stuff wnich came cown wi th 
"h~:rles I ••ant. 

. 
Tnere •s tne last one, tht.re•s t he previous one . 
•here ' s your low . 

•• her~ ' s tne last one? 

.hight nere . 

"ell, that ' s less than l fls t year . 

Less then l est ye&r , but up fro!:! the same period a 
aontn ~go . 

Yes, but less tn~n le s t year. 

lhllt ' s r ignt. 

Whet ' s the to t al? 
up b little bit . 

Oh, I see , I get i t. It is 

rlllas: Yes . 

li · ~ . Jr: 

liuus: 

hll r ign . , leave it . You got any other ones? 

No . llo ... ore nave come in . I checked tnis morning . 

lne other tning , you sti ll went to have that meeting 
a t eleven? 
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At eleven, yes . and I• ~ like Jake Viner t o sit in . 
''e ' ll have 1t in this r oom, I think. 

I go t tnis t ning - .men it. comes in, I .1ant somebody 
to fix it up ~nd pno"ostut it, so I •c&n ~end it aown 
to toe Pr esiaent - on cotton. 

(On phone) i.s.r t he ~obit~: ilouse .mat time the poucn 
l eaves for the !'resident t his afternoon ple11se . 

(To messenger) ~o 111 you open 1t up . Open it up. 
( hdverti sing materi~l und plans for cotton campuign) 

Do you sup~ose you coula h~v~: t na t t hing copied, 
pllotostt.ted? 

Oh yes . 

r.nd nave 1t f ixed up . I mc&n t h>.t 1 s t o go - I went 
to send one doan to the Presi dent. Do you thinK that 
could be copied or photostuted? 

Oh sur e . •'lell , this color in~ 
bleak . They can blot lt out . 
~t rtth~ r than "hotostat tt . 

- th&t will turn out 
They may photograph 

Do you imagine you could have lt - I imagine the 
pouch gots &·bout tnree o ' clock . 

I 1 ll see nh6t tney can do . 

Wh6: t ? 

It cun be done, i f tney have facilities enough to 
put 

Let them do 1 t . Tney ' ve got •nto ..•. 

I 1 11 ..• 

I.s soon 1 s you get out of nere . Lo you - or do you 
~"nt ~&c to do it? Lo~s t hut CoQe unaer you? 

Uh-huh . 

Yes, I' d like to get it. 
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At t hrue o ' cloc.k we must. huve it done . 

I 111 fina out when t he pouch l eaves . 

I tllink it has to be a t th& :/hi te House a t t our 
o ' clock . 

»e can mt>.te it . 

Wayne? 

Nothing this morning . 
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I ' ill going to c:sk l:&l b ce if nu \7ill come to t.he 
house tonight a t 8:3J on that cotton . Are you f r ee 
tonight, ~ayne? ~ould you come? 

(Nods yes) 

i:lel l , c oula you come? 

I t11ink so . I have guests in to.m. 

Hell, it i s n ' t • • . • I cun give it to you in 11ve 
minutes myself . It 1 s just a 4uesti on whether you 
11ant t o or no t . 

·lell , I •a lil!e to . Let me see ho;v toe day works out . 

~11 r ight, if you don ' t c ome l e t me «now . aecEuse 
I want you to <tnow ;bout it . Because I •m tremen­
dously enthusic:sti c about it . The progr am calls 
for taking a million dollurs vut of Section 32 
money . It' s a n advertising cumpnign to promote the 
cons~mption of cotton goods . l he industr y i s going 
t o put up bt leust $2JJ, vv0 . And t hat ' s the thing -
t o uo L fine merch~ndising job on cotton goods a ll . 
over the country for six months - newspeper ~overtising , 

r &dio, ~o forth ~J so on . I tnink we c&n r eally ao 
socething . I t hinA it 1s wortn trying anyway . Cer t ainly 
the t pHtic~ar ina us try - inventory, the 11hole 
business - I t oiDK t hey ' r e ~>bout as loG as a nything . 

~ou me& n tney 1 r e loaded up witll inventory. 

No, they ' ve got a bout ten, fifteen per cent or mor e 
in s t oruge tha t t hey carry; but. they are f i ghti ng -
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they are worr iee1 about the processing t Ex . It 
so happens tha t tne fir s t of Janu~ry i s the time 
t hey begin ••. 

1'he 1;hite Sales . 

the I I hi te Sales . !he whole thing i s ripe . 
••ould you like to lis t en tonight when t hey put 
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on - .vould you c:.re to come t o t he house a nd 
listen? I mean it's - it ' s t his ki nd of stuff 
(snowing poster ad); I• m crazy cbout it. I mean 
I'm enough ot a salesman to - I ' m wil ling to gamble . 
Then tills idea of "June in J anuE ry" - and the)' ' ve 
got - I ~ean nothing has .ri t me so f &vorably. I 
mean they 1 ve only hLd a littl e time to work on it . 

~id a pr ett y gooa Job, Jon 1 t you tninA so? 

Oh, marvelous job . Nell, tney 1ve got the best agency 
in Americt: - N. 'N . nyres . J.nd don 1 t forg e t , they 
selected the Lgency , I didn ' t, so •.• 

Cot a hosiery ad? 

von 1t worry, I 1 ve got tha t in my mind . Cotton lisle 
stockings . 

Mar cn of Time is doing th~ t for you . 

~oes anybody here .<no.v ,,netht r the :.orkers t h1.o t 
m~ke t he silk s t ockings ccn be turned over conven­
iently t o CE~ing tne cotton stoc~ings? Th1.ot1 s the 
bi ggest •. ues tion. I meLn there ' s lots of women ' s 
o rgt:nizations tn&t t re on t he edge of s t erting a 
boycott of silk stockings, &nd t hey don't seem to 
know tha t question. 

1nen tne vuestion comes - Mrs . Moryenthau wants to 
buy lisle-stockings ; says t ney cant buy i t , can' t 
get them . 

'ihey ' ll be on the mllrket very soon . 

But this thing - I'm w1.111ng to put my own nume to it . 
I think it ' s one of the bes t things that has come 
down. George, you be thore t onight at 8: 30 . I mean 
I•m crazy about it. 
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You want Daggit too? 

No , I don' t w.mt too many . J.lo you? 

No, it 1 s all right; I thought a:aybe you ••• 

All rignt, bring Daggit. 

"'11 right. 

You (Viner ) a re invited. 
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~hank you, I don•t think I'll go . I have something 
else I wen t to do if I can. 

Nothing . 

I haven' t anytning . Saw tnut our letter got signed . 

vot good ~ublicity . 

lli th Knobs on i t too . 

Bell had good publicity. Barkley was there when the 
lette r wus g iven out, wt sn • t he? 

uas ne? 

I W&. s over :. t the .ihi te House and Steve Early tallted 
a bout it; &.slted t oe bo~ s to be sure and get t uls 
lethr wnich Barkley was going to g ive out, and then 
he said he wanted to add to tha t that a s a general 
pr oposition the President would veto a ny bills which 
called for large additional appropriations outside 
the budget, unless addi tione l revenue were provided. 

11ell, tha t was <- mos t pecul1Er story in the NeN York 
limes Sunday on 3<rkley a nd wnat Barkley sui d about 
t uxes . I mean the !lew YorK Times did everything 
possi ble to bury the f act tru;t Barkley s&.id there 
would be no t ax bill. They brought in l.fr . lerly -
wha t ..lr. early sa i d ; never quoted nlm before . ~lost 

peculiur Dtory . 

i 'here isn't any s erious t.~ uestion of making any change 
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retroactive, i s there? Because tha t aoesn 1 t do 
any good . 

lhe serious <1uestion ••• 

It is being consider ed . 

tieriously considerea? 

I said considered . 

You mean on tne Hill? 

You see, t ha t ' s wa t er over tbe dam, ~s f ar as 
business is concerned - no argument just for that . 
That •s just a handout. 
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lne position ;\"e can t ake is that.nothing would 
frighten the business :nt.n more t nan if tney nu;de 
it effec tive from t he beginning of this ye~tr, beca use 
tnen tne Treasury would i lllr.ledi ately come in with 
r ecommendations for new t:~xes r e troactive f or ' 37; 
und I 1 ve said that just a s hard as I know how . But 
there i s s t ill a certain school of thought, very 
power ful in \'.a shi ng t on, ~·ho ar e advocati ng tha t. 

ilell, t heir basic a r gument is aga1nst t h&t . I d on' t 
tCnow how you can ...• 

~ou asked me, "Seriously?" t.nd I answer ed you, "Yes, 
i t is being consi dered . " 

'.".'ell, I t hink you ought strenuously to oppose it. 

Nell , I just - I 1 ve maae the statement t o e ver y body, 
and ~agill is making i t, ond moae it very fo rcefully, 
~nd s a id, nNow, all r ignt, you do t his, you people 
get t nis across , tnis undercover lobb: , and I ' m 
tellinc . ou that i=lcdiutely we r.1.ll coue t hrough 
aith recomQendati ons for r etroacti ve t uxes f or 1 37, 
and if you lfant to t horoughly discourage - scare the 
business ~an , sc6re him . " 

Now, you see, the story tha t Kennedy, for ins t ance, 
t old on the Hi ll :1as tha t t hese t axes wnich a re being 
pt.i d for the f ourth quarter - I mean these dividends -
will so deplete their cosh r eserves t hat t ney won • t 
be able to pay their t axes i n Uarch. 
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'that ' s nis story; tnat ' s nis story. 

There ' s an impor tant economi c ; roblem 1n connecti on 
w1 th t na t t ax . 

But tha t 1 s the story . Jake, it's the most p011erful 
undercover lobby I•ve seen her e ln a long time . 

Oh , I think they ' re very foolish , because •• • 

You•ve got three ~uarters ulr eudy over the dam . • -
No.v , why in Christ ' s name go beck and undo the three 
ful l ,uarters, or more than thLt, now? Perfect ly 
ridiculous . 

Of course tney •re ectinr, very foolishly, because 
tney 1 r e all gunging ~P on this item and tney ore 
jus t usine all t oeir ammunition on t hi s item, v1hile 
t her e ore certslnly other mor e i mportant things t ney 
ouKht to i!O i:or, and t heir IJmJDuniti on will have 
lost its effect , because I .••• 

J.he) "no• exactly t<ha t they ' re doing , J ake. 

On, of co~se . ~hey 1 re doing - i t isn ' t the surplus 
tax trley •re e rter ; it ' s t ne ctpital gains . 

The cu ,..itt.l g._ins , on uccount of the s tuff t hey 
bought in ' 32 . 

~na it isn ' t undercover either; they ' ve put on the 
most rBt.gnificent ne ,¥spa per dr ive . 

Incidentally, who is J . Douglas Er o1:n of the Princeton -
~hairman of the Advisory ~ouncil on S?ci e l Security 
and Director of the Department of ec~nomics und 
~ociol - Uirector of Industriel Rela tions Section 
of t he Univer sity of Princeton? 

He 1 s been do.-.n nere . 

Be is coming t o s ee me next week . 
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de ~~s working on the boc1al Security progr am . 

Get me a li ttle memo on wno he is . 
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He is a ver y ablo fellow . They ' re working on the 
program of revision ol' tha t Socia l Secur i ty program . 

/.ell , he ' s cominll do;m to :lee me. Says the Trehsury 
isn' t proper l y r epr esent ed over ther e . 

By tne way, I used - you 111 have to protec t me on this; 
tney 've asked me to come down t her e and t estify on the 
Social Securi ty program, 6nd I said t hEt I 'm associated 
nith tne Treasury and can ' t do i t riithout i ts consent 
and I don ' t .moo¥ wlu t the Treasury r s vie.•s wre end mine 
may be d ifferent, so I'm not free to do it. hnd be 
sai d - Nired bLck thLt he ' s going to t Llk t o you ~nd 
get the release . tio don ' t give tne r elease . I h~ven • t 
got time to get up & - I 've forgotten all the intri­
cacies of t ile law . 

Chicago, hub? Tnt~ t 1 s the way they do things . Vl hy 
should I protect you? 

nll right, then I won •t protect the Tr easury; 
it ' s 50- 5J . 

50- 5J notlling . 

Jne rabbit, one horse . 

(de&rty l&ughter) 

Tnat •s pretty rougll . 

Ho use saying who ' s t he r abbit . 

£xcept, Danny, tlla t it' s one horse, one r abbit. 

(On pllone) Oh, all right. 

l hey want it at the 1/hite House a t three. So you 
(Haas) get it t o me by three . The pouch closes a t 
four. 

t;eu , 11e fixed up the r abbit and the horse . 
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Well, vbout t bi s Br own thing . They 're workinc very 
hard , I gather, to work up a program of r evision, 
and I don ' t >{now nlu t tho Treasury is doing a bout 
i t, but the Treasury has many interests and I hope ••• 

Be •s coming doYO - I tal~ed t o him on tne phone -
to st~te ~nat his problem is ~d wha t he wants f r om 
the TreE>sury, whlcn no one before hbs ever told me 
personally. 

~l e 1 ve met with t hei r s t11ff once . 

So he ' s coing to come down and t ell me what kind 
of nel p tney need . O.K. It ' s intelligent . 

vh yes, ne is a very nice tnd very able per son. 

And he ' s coming d own . t.nd Can, i f it 1 s agr eeable 
to you and Taylor, I ' d like to postpone by 24 hours 
tnis f1m:nc1ng t hing , until ten o ' clock tomorrow. 
See? 

Fine. 

If that ' s agr eeable to you. 

.rine . 

~o I 've got you down for ten tomorrow. 

You' re having the Open llerket meeting Wednesday 
morning? 

At eleven o ' clock. So tomorrow is plenty of time . 

And ! thought at my pr ess confer ence, t hen, if you 
and Tay l or didn't see any ob Jection, I would tell 
theo ··•e ' r e going to sell 450 million into 1Jarch. 
I meLn thf>t the present ROuld run t hrough the 15th 
of Dececber . 

Run through the 15th of December . 

We ' ll sell 450 million . Is that r ight? The lost 
one will be off ered on the 13th • • •. 

••• which will be payable •• • 
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be payable on ~ednesday the 15th. 
after tha t Ne haven't deci ded yet. 
a little chhnce for the ma rket t o 
See any objection to tha t , 'Nayne? 
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Thot •s only r egarding t he March . Bow many more - is 
that ttlrough the 22d? 

No, the 15th . 

Through the 15t h . That ' s 450 . 

lno more after this llednesday . 

uhat is it, 150 each time? 

50 e a cn time. 

I just want to give t hem something . I t hink they 
should have th&t . 

Mac? 

Nothing new. I got a memorand~ on this - Lubin ' s 
peopl e ' s stui'f for you about whether they get 
a ny statistics on employment; •he Procurement Division 
appears to nave ade<,uate authority to obtain that 
information . If you went to talk •••• 

Mac, mbke a note thbt a t eleven o'clock- I don't 
<cnow .metner 1 t 1 s Professor Brorm or Dr . Brown or 
Mr . Brown - wi ll be here on December 6 . 

Professor Brown . 

I•d like you here and I ' d like Harold Gr aves here . 

O. K. 
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Hello. 

All r1pt.. 

Yea. 

Go ahead. 

Hello 

Hello. 

AlTin Barkley? 

Hello, Henry. 

How are you7 

Fine. 

Jfonllber 2G, lO:S?. 232 
10: 18 &,II, 

Well, I Just wanted to give you ~ bleaaing tor 
the etatement that. you aade that there's no uaa 
trying to kid the American public about getting a 
tax bill tbroup. 

Tb.anlt you. 

Baoauae that's made lite almost bearable tor ua, at. 
t.IUa and. 

Really. 

Oh, yea. 

Well -

The - the preeeure last week, the under coTer atutt 
ia Just. terrible . 

Well, I know that, and I'Te been saying practically 
the eaae thinS tor ten days. 

I know. 

ETery tiaa I eee a newspaper aan, - I'•• almost 
decided to put a plac~ in big letters and hang 
it .oTer ~neck and aay 'No Tax Bill Today'. 

Well, but. -
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And, 1t'a Just terr1t1o, and ot oourae 1t 1 a - 1t'• 
ooae trom people who oUSht. to know better. 

Well, there'• been an awtul lot ot w1ahtul tb1nk1ng, 
and there '• an awtul lot ot underoonr d1rt7 atutt. 

Yu. 

And 70ur 8&7ing 1t Just ol1nohed it, and we oan go 
ahead now 1n an orderl7 llal\ller. 

Well, that 1e a -

And - did you know that - t.h18 i8 between ue - we 
had all we oould do to keep Bob DoUShton trom making 
a statement Friday night. 

That eo. 

Oh, he was all read7. 

Uh-huh. 

And eo Magill said, •well you're going to aae the 
Preaident Saturday, don't you think 7ou'd better 
wait until 7ou 8ee him.• 

so he did. 

well, Bob told me he waa - he told me Frid&7 , I 
gueaa it was, that he wae going to make a atate­
aent then, that the COIIIIIittee wae going to make 
one, t.hro\16h him. 

Well, I think Roe Yagill kept him rrom making 1t. 

Uh-huh. Well, what waa he going to 8&7? 

Well, going to get out aomething, eee . 

Oh! 

See, the7 were going t o do aoaething now. 

Oh! 

See. 
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Yea . 

And Hell, they're not ready. 

Well, or course not. Why, it they were ready -
it they were ready rlgbt now,it would take the 
legielatiTe dratteman and the experts ten daye to 
draw a bill. 

I don't thtnk they could do it in ten days, because 
they were down here Saturday, and they say that 
they're not ready and they haven't solved thie thing 
to keep the principal or the surplus -

Yea. 

They haven't BolTed it. 

Yea. 

And this so-called Vinson plan is sixteen to 
twenty per cent does not keep the principal that 
the President is insis ting on, and we'll need all 
the t1.111e that we can get and I should think that 
to keep i t out or the Senate until after the tirst 
ot January would help you people up there. 

Well, it certainly will, and there ' s no good that 
can .;:t;ome trom trying to rush something through 
onrnlgbt Just in order to satiety a cl8111111er. 

That's right . 

Part or which is genui ne and part or which is not. 

EXactly. 

But even i t it's all genuine, it ought - t hey ought 
to have sense enough to know that it' s a k1nda hard 
thing to draw a tax bill, even on a small part or 
the tax structure. 

Well -

our friend J~ Burns , the other day, said he could 
do it in t welTe houra. Well, that's - that or course -
i t he can do 1t in twelve hours, I'll say he ie 
a genius. 
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waa Juet tor newepaper etutt. 
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Freida&D and thoee people were down her e SaturdaJ', 
and the.r aq it'• going to take the•, oh well , 
the.r ' re lucky it the.r ' ll have eoaething out b.r 
the !iret ot Januar.r . • 

See. 

Well -

And thoee fellows are good, Parker and Freidman. 

Oh, yea, they're good and they work all the t~e. 

Yes. The.r•re not read.)' and won't be read.)'. 

Yea . 

So, I Just want to let you know, it ' s cle•ring 
the atmoaphere, and we're up there now and we ' re 
going to plug away, and we're not going to loee a 
daJ'. 

Well, I appreciate that, -

treaendouel.)' help!u1, what you eaid. 

I'• glad ot it. Now let ae talk to .rou about 
another matter, I Just want to call - talk to you 
about. 

Pleaee. 

The other da7 .rou helped •• to get a man out th1e 
Federal eervlce. 

Yee. 

Now, I want .rou to. ~elp ae keep one 1n. 
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I talked with the Preeident and with Helvering, 
I didn ' t want to bother rou, but I euppoee 1t 
would come up through you. 

It aigl1t. 

23S 

About extending the tiae ot Frank L. Board down 
at Lou1eville, who ' • tbe euperTisor tor !enneeeee 
and lentuo~ ot the alcohol unit. 

Frank L. -

Seventy yeare old this month and he'd have to 
retire the tirst ot December unless h1s ti.me ie 
extended. Now, he 1 e vigorous , he don ' t look over 
titty , he's do1ns a tine job and he wante t o work 
another rear. He just lost h1s w1te and it he 
quite work, wny he won't have a thing 1n the world 
to do except brood, and I th.ink Guy has recommended 
it. 

I don't know, -

And it - I don't know whether those thinge come 
through over your .deak or not . 

No, because 1t's very d1ff1cult to get - the 
Pree1dent doesn ' t do tbat very often. 

Well, he told me that 1t Guy would give h1a a 
letter stating that Board wae doing eome aort ot 
work that'• needed to continue tor a while, then 
that he could do 1t . 

I'll get the. letter ott in the pouch - White House 
pouoh at tour o ' clock, this afternoon. 

All rigl1t. Thank rou. 

It'll go. 

Thanlt rou very much. 

It'll go. 

Well, good luck to rou. 

Thank rou. Goodbye. 

Goodbre. 
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NoTeaber aQ, 1G~7. 
10:41 •••• 

Hello. 

Go ahead. 

Hello. 

Hello. 

How are you? 

Just. - tine. 

Henry t.al.lt1ng. 

Oh, yea, Henry. 

I eent. word to you Saturday whether you by any 
chance would be tree tonight.. 

Yea, what. t.1.11e? 

Eight. t.h1rt.y. At. the House? 

Yea . 

What. I 1 d lilte to do - I don't. know ~thet.her you 
want. any preparation - I- I've pretty well cleared 

- I 'Te got. a suggestion I want. to 
make on the use of cotton. 

No -

You see, we've got. a whole program worked out.. 

Yes . Has Y)'ere been ait.t.1ng it. with you on that.? 

Yea, but. -

Do you want. 111ere there? 

Yea, and anybody else that. you would like . 

Oh! 

They' n had - what. it. boils down to they 'n had 
in the adTert.ising 

agencies prepare 11. program tor a1x 1110nths beginning 
with January let. , to stimulate the conaumpt.ion ot 
cotton, and they've don• a beautiful Job. 

Regraded Unclassified



W: 

H .lo!.Jr: 

W: 

H.li.Jr: 

W: 

H.J.!.Jr: 

W: 

H .loi .Jr: 

W: 

H.LI Jr: 

W: 

H.L!.Jr: 

W: 

H .loi.Jr: 

W: 

H.W.Jr : 

W: 

H. L! . Jr: 

238 
- a-

Oh! 

And I'• reallJ qu1~e en~bue1aet1o about 1~ , and 
they're oo111na down t~ to explain 1t and t.r;y 
t.o - I aean tne;r unt. 1t up ~o t.he bouse and 
I 1Ye had a ohanoe to look at 1~, ;you eee. 

Yee . 

And I reallJ think i~'• go~ real serite. 

All right. Well, now, do ybu have an;y reeltns 
partioularl,J, one W83 or the ot~er, whether I 
ousn~ to haYe J,(yere t~ere or no~ . 

Oh, I'd be del.ighted if he 'd be there. 

Oh! 

Oh, delighted. I ••an - I - the only reaeon - I 
wan~ you to feel you oan bring anybody ;you felt 
l ike . 

Yea. 

I didn't. know whet her you wanted t.o bring anybody 
f r os t he three A'• or not.. 

Well , sa;rbe - how - Tomay 1 e out of t.own, S83be I'd 
better - I expect S83be I'd better - Taft ie probabl;r 
the un to brtna. I sean he'd be next 1n co-.nd 
on tbie kind of thins. 

Yes. 

That ie, be1 e the one wbo was i ntereated in 
et.iaulating uee of tbe agrioul~ural -

I guarantee it won't last until after t en o'olook. 

Now it a1ght be - sight be - I don·~ ltnow whether 
I should brtna an;ybod,J, an;r teobnica~ san or not. 

Well, tb1e thing - i~'• bardl7 a question wbe~her 
you ae an ex-newspaperman -

Yel. Well, I 'll bring -

Well, 1f you haYe an;ybod,J who you value par~ioularl;r 
on ooneumer ooneuaption of publioit.y i~ - tbat'e 
what 1t 11 . 
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Oh, I eee. 

I •ean - it hit •• awtull1 well. 

Yea . 

And anybod,y over there, who• .JOU think - thie 
w~ll br won'' hit the oone~er. I think that 1 1 
t he i dea. 

Yee . All right. 

You know where I liTe? 

Let'• eee, where i l it now? · 

It'e twent,J two ele•en, thirtieth. 

Twent,J t wo eleTen, thirtieth. 
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It ' e Just ott Maeaaohuaette. Soaetimea the people 
get loat. 

Yea. 

Twenty two ele•en, thirtieth. 

Yea. All right, I'll be o•ar there at eigllt · 
tll1rt,y. 

Tllallk .YOU. 

Fine. 
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llon•ber 29, l9:S7 

U, deal' llJ'. Pred4eat: 

1 "" eent 1011, uader eepal'&te coYer, 
a plan to laoreaae eoa~tlon of cotton g oode 
1n the Un1te4 Statee. 

tble plan 1e t he reeult of oonferenaee 
1dl1ah 1 ha't'e held wi t h tbe Cotton lnat1tute. 
1 .. aoet nthllelutla about the poee1b1llt1ee • .... _ ~ .. 

Ybe ootton ladus ti'J baa tentat1Tel1 
agreed to put 1QI t:!Oo, OOO. 1 aa ncgestl~~g 
that the Un1 ted States Oo•e~nt put up a ld.n-
1-. of t l,OOO,OOO, this 1100e1 to 'be Hour.4 
troa a.otlon :S2 tuads. 

Kenr1 Wallace and Dan Bell are coalng to 
C1 houee tonlght and we a re go1ng o•er tbe plan 
t ogether. If we agree t hat thls 1a a g ood IIO't'a 
to aake at thle u.me, we will een4 1Cllll a Nd1o. 

Youre for better and hotter bee-h1Yel, 

._ e Yer, e1noerel1 7 011J'a, 

Ybe Pree14eat, 

&a ro~~~te to La..t. 

• 
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liELTING WITH l.rR. llli/•S'S GROOP 
RJ:. BUSINESS RECESSION 

November 29, 1937 
11:00 a .m. 

Present: 

Haas: 

H. :.! . Jr: 

Haas : 

H. :.l . Jr: 

Adler : 

H. r.! .Jr: 

Adler : 

Adler: 

Mr . Haas Dr . Viner 
Mr . Wlli te 
!4r . Seltzer 
!lr . Daggit 
!lr . Glasser 
;ir . llurpby 
lfr. Lindow 
lliss Lonigan 
Miss Northrop 
Llr . Adler 
!Ar . Ostrander 
llr . Nichols 
llr . Tick t on 

A week ago you a sked tha t each of these people 
prepare and hove r eady for presentati on today 
their i dea or i deas as to wha t might be done t o 
improve the present business situation. And I 
personally don't know what t hey 1 ve got together, 
but I see eacll of them has a piece of paper, and 
you asked to have it on one sheet. You might - I 
don• t know how you want to proceed. You m.ight just 
go around the room. 

h'lly not do it alphabetically? 

That confuses us too. 

Whose name begins with A? 

wy name is Adler. 

A. 

"It is not certain " 
For my benefit do you mind - I'm going to ask you to 
do something unusual , but do you mind Just stating 
for ~ benefit your educati onal qualifications and 
what you did after you l eft college until the time you 
came here? Please. Jus t for me . 

Well, I llad a fellowship •• .• 
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.1 . J.Jr: 

.-uler : 

£1 . '-I . Jr: 

Mler : 

!! . ' 1. Jr : 

tdler : 

i:l . :.l . Jr: 

t.dler: 

1:1. ·.t. J r: 

J.dle r : 

H. i.l , Jr : 

Adler : 

;l , l( . Jr : 

/,dler: 

H. :.t . Jr: 

Adler: 

H. IJ . Jr : 

"dler : 

Viner: 

Adler : 

-2-

Little l ouder . You aon't mind . 

I had a fellowsnip to study the N. R. I. •••• 

Yes . 
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•.. Lnd I t aught for a year in Chicbgo a nd then I 
11orked on the National Besearch Project on Unemployment 
in New York. 

Now, where dia you gr tiduate from? 

I graduated from the London School of Economics . 

You got a Ph . D. ? 

Yes . 

You graduated . "here before that? 

Oxford . 

Befor e tnut? Oh, Oxford . 

Took A.B. a t Vxford . 

~>nd you tool< an ll .A. ? 

That 1 s r ight . 

~id you hear any of Dr. Viner ' s lectures? 

Yes , I heard s ome of them . 

Then you came f rom the London School of Economics? 

Yes . 

How l ong were you a t the London School of ~conomics? 

Two ~ears. 

Was I in Chicngo when you were there'2 

11ell , I - I t aught tn a small coll.ege in Chicago . 

"It is not certa in "hether the present recessi on, 
if left to itself, will be mer elY short-lived and 
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te~porary . It may become acute and long-dr awn 
out. If the l a tter, it wi ll be fraught Nith the 
mos t danger ous social and political conse4uences . 
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"We mi ght gamble on o spontaneous upswillJ. If, 
however, 11e prefer not to take the chance, it is 
necessary to go ahead wi th v program much of which 
woula be easily mouified and curtailed if and when 
the upswing does occur, ond which in any co se 11ill 
cert£1nly prevent tne pr esent recession from det er­
iorati ng into a depress i on of the severity of 19.31-
1932 . 

"A compreh~nsive program i s necessary , because I do 
not believe there i s any s ingle step by which a 
recession c an be ended . 

"A frank s tatement by the President tnct the Govern­
ment is prepared to use ony &nd ever y weapon in its 
a r senal to fight off & serious depression would be 
of some psychological va lue . 

"The program i tself would consist of: 

"(a) Monet ary measures, s uch as would increase the 
excess r eserves of the banking system . 

"At once : 

11 (1) I ssue of gold certifi chtes against gold in 
the Inactive Fund ~nd r eduction of resultant Federal 
rleserve balance as rapidly as possi ble . 

•(2) Toe lo•ering of the reserve r equirement s of the 
member banks. 

"Nithln the next two or toree months i f the situation 
has not perceptibly improved : 

" (J) 'Xhe issue of silver certifica tes against silver 
in the General Fund . 

"(b) I ncreasing Government expend! tures . 

"At once: 

•(1) Incr~ase in expenditure on unemployment relief. 
Tnis is both inevi t able and desirable. 
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"(2) Speeding up of our program of naval construction 
and mechanization of the army . The construction of 
ships for the navy , especia lly, would immedi~tely 
affect the s teel indus try f avorably. ' 

"To be initiated in March i f business does no t turn 
up before Karch. 

"(J ) Revi val of lo6nS by the R. f .C. to r a ilroads 
and otner industries, tnc l oans to b e expended on 
capital e~uipment . 

"(4) ResUlllption of t he Public uorks progr am, to 
include expenditure on r egional T. V. A. a nd govern­
m.,nt buildings . 

"The importance of government expenditure can be 
gauged from the f act tha t every drop of 5 points in 
the lndex of Inaustrial Production involves r oughly 
a fall in the nat i onal income of at least t200, 00J, OOO 
per ruontn. There is still a tendency to underest~ te 
the degree to which government expenditure can contri­
bute to staving off further business declines when 
capi t al and labor are becoming i dle. 

" (c) Stimulation of privat e enterprise. Most of the 
measures list ed under (b) also provide a significant 
stimulus to priv~te enter prise . But lest this should 
not be enough, the Federal Gover nment should 6t once 
embar k on a policy for encouraging toe expansion of 
housing by bringing £bout f r eduction in the effec ­
tive mortgage r ate, to somet hing like 4 percent, End 
also of eliminating the ' bottlenecks ' arising from 
any rigi d ities in toe costs of building." 

hll right, t hat's very interes ting . Have you signed 
it? Oh, you've go t your name up on top . 

~no ' s your immediate superi or? 

Mr . White . 

All right. ilbo in the r oom wants to a sk him some 
questions? 

How do you go about getting the mortgage r ate down 
to 4 percent? 
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.. dler : 
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.-dl er : 
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Adler : 

li . J . Jr: 
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Adler: 

Viner : 
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Well , I tr1ink the Treasury and Feder al Reserve 
Board can cooperate in dol ng that . 

That i s , do you create a wi llingness on the part 
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of lenders to lend at 4 percent, or do you supplement 
the proceeds of the interest by Goverrunene contriouto1on 
or do you coerce them into lending a t 4 percent? 

You don' t do the second, you do the first • 

You cr eate c willingness to lena at 4 percent; that 
is , interest cost to the borrower . 

That' s right • 

uo you tnink on the housing that Just loNering the 
int er e s t r a t es wi ll- thLt that ' s enough to make 
people 11ant to build houses? 

Well , l owering tne interest r ate mekes a tremendous 
a ifterence i n cost . If , say , the mortgage rate is 
reduced to four percent, tha t means a reduction i n 
cos t of 33 1/3 percent. 

Cost of the house? 

Yes . 

Really? 

uoesn 't lt? See, if the principal ••• 

I never figured it that way . 
nouse . How do you ar rive at 
of it ~ike tnat. 

Let ' s t ake a $10, 0JO 
that? I never thought 

l.ell, ""hat is the principa l? The principal - the 
va lue of the hous e consists of whatever - we ' ll 
suppose t he value o1' a house is now $10,000 and t he 
rate of' interest is six percent. If you reduce the 
r a te of interest to four percent, that immediately 
a ffects the value of the house . Jus t as in the 
case of a security; Nhen the yield of a security 
falls , its value changes . Exactly t he same princi ple . 

You're assuming tDLt a bouse is worth what it would 
cost to build i t. If it would cost ;10, 000 to build 
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Viner : 
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Seltzer: 
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it now, you can' t sell it for that . Tnat• s wny 
tney ' re not being built . 

Yes , but if you reduce tne r a te of interest, 
say , ...• 
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llo.v , you - mind you , you Just hop pen to be tne 
fir st fellow and there ' s nothing per sonal bbout 
this . We 1 r e being v ery gentle with you because 
you're Number One ; woi t until !lumber Three comes 
a l ong; toa t • s the fello·,, you 1vant to feel sorry 
for . 

But a ren ' t you c onfusing in )'Our mind toe cost of 
crea ting tne house r nd the cost of paying for it? 
I mean if you reduce thif in~rest~ates from six 
to f our I c an s ee "¥here it costs a third less - or 
you c10n pay for 1t a third .,uicker; but I mean it 
isn• t - the int er es t r a te - I mean •• m Just a sking -
doesn' t make brick and mortar any cheaper and 
doesn ' t mean too t tf the bricklayer gets $18 a day 
he ' s going to wor k for $12 . I mean i t ' s t he cost 
of payment tha t - you con p~ey for it a thir d quicker, 
isn't that the answer? 

Not as much as that . The $10, 0JO would still be 
~lJ, JOJ . It r educes the interes t cost . 

1hat ' s all . But not t he cost of the house . I mean 
I tninA ne (Adler) is wrong . 

1he point th£t i s bothering me on this thing is 
this housing messttge, waich is - a s near a s I can 
make out, the whole str ess is on the interest r a te. 
I don ' t see tact they ' re going to do anything about 
making the house cost less . The way I put it to 
myself is this : A ~5 , JJJ house today cos ts $7, JOO 
ana until they Cbn g e t it back so it's ~5 , 0JJ , I 
don ' t tnink anybody i s going to build . And I don ' t 
see t he t making the interest r ate tlve <•nd a quar ter 
percent i s going to muke people build houses . Maybe 
l ' m >'f!'ong . 

~~kes & consi~er~ble difference, though . Tha t is, 
you're will1.1g to buy a $7 , JOO house, wheree s 
previousl y you could buy only & •5,JJ0 house, if your 
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monthly p&yments by r ea!lon of tne reduction of 
inte r est on the $7, vJv nouse are no gr e&t e r tha n 
on the e5, Jv0 house . 
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l:ell , b u t I still t hink in a person' s mind the 
rea son they a r e not building today is t hey think 
thc. t t he house is only worth five and they ' re not 
going to spend seven for whft they could have gotten 
two years E.go for five . 

And ;;nat t hey can buy no.v for five , if they buy an 
old bouse . 

Oh .no • 

But isn't tne imJortant t hin& t o the purchaser 
o r to t he tenant who 11 ves in the house toe montllly 
carrying cost on t ne house? 

l 'lla t I don' t know . Now 1 this whole bill here which 
goes up - the whole thing - t he only thing I can 
see tney J o is to stress the lowering of interes t 
r a t es . nnd I hope they ' r e right . My own hunch is 
they ' r e wrong, see , tha t tha t isn' t - lowering the 
inter est r a t es to fiv~ and a ~uarter percent i sn ' t 
going to make people build. Now, I sincer ely hope 
I •m wrong . 

·.7oul<in ' t 1 t be t. fair st.E. te!1lent - I say this becu use 
our p~tptr de~ls with th~ s&me thing - to say t ha t 
botn the buil.l i llj; cos t 1 nd toe interest r e t e ttre 
ve r y impor t lint? ue n&ve a ~uantitetive measure of 
no•; im;>ortant the i ntt<res t r a t es a re, Uld ~e point 
out that " pa~~ent of ·~5 per conth ~111 permit you 
to support n ,.6 , JJJ house ~o t 5 per cent, .• here it 
would only permit you to suppor t E $4 , 236 nouse a t 
7 percent . ..nile both const l.'uction costs and intures t 
r a t es a l.'e ve r y important t•od I would agr ee witn you 
t ha t I t hinA construc tion costs are more import ant, 
I would say thc. t a t l e£>s t in the short r un interest 
l.'a tes are mor e ament.ble to trea t ment and tne methods 
we can use t o uo it t.re more pal a t abl e , perha ps . 'i our 
cnance of making a successful attack on the int erest 
r ate is gl.'eatcr, b ut tll&t snoulun' t in any Y.r.y check 
.. .ur ze£.1 to a tt~:~ck &lso on the construction cost 
front . 

I ag r ee '4"ith t hat . 
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And I thinK, Yr. Secretary, what is even more 
fundamental - I lll!ree t~ith wtwt Henry luis said, 
but I t hink what is more fundamental t hen tha t 
even, than the costs situation with re6ar d to 
housing, i s t he outlook for individual incomes. 
In other words, a person will not make a commit­
ment for a house, a long- te rm commitment, until 
his prospects of his job or his income are suf­
ficiently good; and tha t , possibly, is more 
impor tant end I t hink au:ny of the analyses wi t h 
regard to housing overl ook that, which I think 
is the tnost fundamental phase of the whole s ituation. 
"e discussed t llat when we had so:te of tbese people 
down last Wednesday. 

Now, a ny more A' s? Any B1s? Any C1 s? D? 

Daggit . 

All right, Daggi t. You 1 ve got t o t ell them what 
you did before you cume here . Got to be fa ir to 
everyboey . 

Well, I got my Bacnelor 1 s and Mast er's a t Minnesot a 
University, and put in thr ee additional years toward 
mY Doctor' s degree . 

••hat? Did what? 

Studied three years after Waster ' s t owards my 
uoctor •s degree while teaching part- time economics -
gener al economics and agr icultural econotnics . Then 
I spen~ two years ••• • 

Did you get your Doctor ' s? 

I haven't finished my Doctor's yet . I spent two 
years in B. A. E. (Bureau of Agricultural ~conomics) 
on commodity prices , and then went into commer cial 
work studying or forec3sting cotton prices and 
cotton pri ces in the South. 

How long were you wi t.h ACCA? 

About ten years . 
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On, ten years . 

un- huh. 

(To Viner) American Cotton Co- oper ati ves . 

Go ahead. 

I can' t agree ~ith the first speaker that the 
business situation i s t.s serious as he t hinks it 
is . I believe it i s merely the aftermEth of a 
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period of overproauction of r e ctory goods, compli­
c&tea by defl&tion in commodity prices . I s ee no 
evidence f a voring L long business recession , since 
there is no real snortage of credit, no l ar ge volume 
of loans to be li<.uidated, such as we nave had before 
ln some of.our previous depr essions, und &t t he 
pr esect time appar ently no large volume of specula­
tive noldings of s ecurities or real estate. Ho.vever, 
it appears th&t inventori es of factory goods ar e s till 
excessi ve in rel&tion to consumption l evel s - we have 
made a number of s tudie~ about tha t - and sever al 
months may be re~uired to ad jus t production to the 
prevailing l evels of consumption . 

If that is the case - tha t is , if this is a minor 
r ecession, us I beli eve it is, i t seems t o me that 
no r adical Government ac tion designed to bring about 
an immediate r ecovery is indi cated . On the other 
nund, it seems t o me t ht t Government acti on should be 
directed toward t~o points: (1) Sust~ining public 
confidence and mor cle while this correction is going 
on; and, second place , at tempting t o prevent a furtner 
aeflation in commodity pri ces . Tne moves thEt the 
J.dministration huve maae so f ar nave definitely been 
in the r i ght a irection; and my impr ession from 
firumcial journals and newspupers is that c definite 
impr ovement in public confidence has occurred . 

I have no original idea s to suggest, except tha t 
these moves, which may s eem minor in t hemselves, 
can i n the aggregate have li-n impor t ant effect, have 
a po~erful effect in bringing about a r ecovery when 
the proper time comes . 'rhey cen have an immedi l; te 
ef fect in s t abili.:ing business, but a s I see it, this 
correction of inventories must be alloNed to be com­
pleted before & res~ption of the r ecovery move can 
be expected . 
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There seem three ideas which are worthy ot 
very important consideration, I believe . One is 
the return to 1935 reserve requirements. I 
can't see that that would have an immediate 
ettect, but it would tend to improve public 
confidence and might have some effect through 
next year in expanding credit. It seems to me 
tha t the maintenance of the present reserve 
requirements during a business recession is 
entirely indefensible . 

Second point is one brought out by Dr . Crum at 

2EO 

a recent meeting; that is the r elease of sterilized 
gold by stated amounts each month. It seems to me 
t hat if the public can look forward to a certain 
quantity of gold going into the credit base each 
month 1n the future, it will give them a picture 
of rising commodity prices as a result of the 
expansion of the credit base, which might stimulate 
buying earlier than would otherwise occur . 

Did Professor Crum say that? 

He suggested release of sterilized gol d . 

If you don't mind, bow does he get into the gold 
rield? 

I don ' t know. 

He was present at the meeting a few days ago and he 
commented on it ••• 

I see • 

• •• in response to somebody else's comment. 

Hi s idea was this announcement that so much would 
be released each month, which it seems to me would 
be m.ore effective than announcement of a general 
policy to release sterilized gold. 

The third point, which I tb.ink is quite important, 
is that t a.x laws should be revised very cautiously. 
While some modification of the tax laws along the 
lines that business men have suggested should improve 
public confidence, I think one should guard very 
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carefully against a general r evision of the tax 
l aws, with prolonged deba te which it would 
inevitably c ause. That could e asi ly be destruc­
tive to publi c confidence . 

That was all I bad. 

All right, now, who wants to a sk .llr. Daggi t some 
questions? Anybody want t o a sk him? 

All right, who come s next, George? 

Glasser , I think - G. 

Just a minute, Glasser. (Looks at cbarts and 
clippings brought in by Mrs . Betts) 

All r ight, Glasser, wha t are your • •• 

Well , I•m a product of the Univer sity of Chi cago -
undergraduat e wor k a nd three years of graduate work; 
one year of graduate work at Harvard and a fellowship 
a t Br ookings Institution, 1931; and t aught college ••• • 

Pardon me - what did you do a t Brookings dur i ng that 
year? 

Well, r esearch work in economics - ~conomic theory, 
labor. Then I t aught college for three years . In 
the Government service for two; Nith t he WPA f or 
one year , and Treasury for one year. 

Well , didn't you take ••• • 

I took quite a bit of work with Mr . Viner. 

You baven•t got your Doctor ' s yet? 

No, I baven 1t. 

Haven't finished your paper. Have you finished your 
paper? 

No , I haven•t . 

Are you working on it? 

No. 
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All right, let' s have what you have. 

"To be effective Governme~t action must be compre­
hensive and powerful." 

On that point I can say that Wr . Daggit may be right; 
I don' t know whether this is a serious depress i on or 
not. But if Government action is to be effective, 
it must be comprehensive . 

"The action should take the .form of a program, and 
it should be made plain to the public that the mild 
measures used at first will be followed by more 
powerful measures if business activity does not react. 

"The program shoulaoe ~arted 8¥ a dr amatic sta tement 
by the President that we a re 1n a serious depression" -
if tha t is so - "and t ha t the Administration will use 
all its poNers, and ask Congress for additional 
powers, if necessa r y , to bring us out of the depressi on. 

•Monetary measures to permit expansion of credit at 
low interes t rates (in order of severity): 

"(a ) Desterilization of gold - and redemption in cash 
of Tr easury notes (not bills) falling due i n 1938. 

" (b) Issuance of silver certifica tes against silver 
bullion. 

n(c) Open market opera tions. 

"(d) Reduct ion of reserve re~uirements . 

"(e) Purchase of addi tionnl silver . " 

Excuse me - just to be f acetious a minute. You got 
thnt silver when you were studying with Dr . Viner? 

No . 

I Just wanted to make sure, that ' s all . 

That's the Trea sury infl uence, huh? 

Not t o be too serious . 
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Silver wasn 1 t the problem in those days. 

"'o ahead . 

Stimulation of private capital goods construction 
by a series of measures including : 

"ReVision of the housing authority to permit 
lowering interest rates and longer period of 
amortization. 

"Forcing railroads to carry out a program of 
modernization of equipment a nd grade-crossing 
elimination in exchange for increa sed freight 
rates . " - for which they are now a sking. 

"Using Rural Electrification Act to force public 
utilities to construct new lines.• 
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And then this last point, which I think is new, or 
a t least nasn•t been mentioned and probably is no 
good, because most original things are no good: 
Drastically lowering the rate of interest to one 
pdrcent or thereabouts on borrowing for new con­
s truction. This can be done without increasing 
the Government debt by a plan of Government 
guarantee of principal and interest, plus another 
feature which is now embodied in the United States 
Savings Donds; tha t is, redemption at a ny time at 
par plus accrued interest . 

That is a short summary; if it is at al l interesting, 
I can go into further detail. 

No, I don't - I want to give everybody a chance, you 
see. 

Then "Revival of Public Works progr am in coopera tion 
wit~ loca l und State governments." 

And last, in order of severity, Government spending. 

I don ' t uite understa nd your suggestion on lowering 
the interes t r ates to one percent. I mean who would 
do the borrowing a nd who the lending? 

Regraded Unclassified



Glasser : 

Seltzer: 

Glasser : 

Seltzer: 

Glasser: 

L!urpby: 

Glasser : 

254 

-14-

The proposal is to have a security which would have 
the f eature of a Treasury bill, which now sells at -
or is now sold a t an effective rate of less than a 
half of one percent; and the borrowing would be done 
by people who wanted to construct capital goods. 
Now, they could borrow up to a certain percentage 
of the value of the capital good, that percentage 
to be ad Justed in accordance with the desire of the 
Government to encourage further capital goods con­
struction. That is1 if the Federal Reserve index, 
say, is at 70, the uovernment can lend up to 50 
percent on the cost of the new capital good; if the 
Federal Reserve index rises to 90 , the percentage 
can be lowered to, say, 20 percent of the capital 
good; having a sliding scale in accordance with the 
fluctuation of business activity. 

Would the Government take a mortgage or any other 
lien? 

'hell, the Government could have - of course, would 
have a first lien. 

That means that other people who contribute capital 
would have to take a secondary lien. 

that's right. That1 s one or the grounds on which 
there would be probably some popular obJection. 
They would say that the Government is taking the 
cream of the capital goods financing. HoNever, we 
might get around that b) , say, restricting the size 
of the loans or the amount that can be borrowed by 
any individual to a certain sum, which would bring 
the capital construction in the field where mos t of 
the capital is raised by reinvesting profits rather 
than borrowing in the security markets . 

Is that any implied comment on the undistributed 
profits tax? 

Well, it also occurred to me that it would - it 
might be used in effect as a mild revision of the 
undistributed profits tax; that is, to permit 
exemption from the undistributed profits tax on 
a certain amount of money that is used for new 
construction within a certain period. 
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When you speak of these things in order of their 
drastic nature, do you have ln mind announcing a 
progra.m ahead of time or applying each - or 
announcing each as the index of business activity 
recedes, gets lower and lower? Whet thought did 
you have in mind? 

Well , the important thing , tog et the maximum 
psychological effect , is to say that you are 
starting out with certain items, but if business 
continues to be bad you'll use more powerful 
measures, without indicating what the measures 
are, of course. 

Of course, if the leak gets out that you are 
thinking of guaranteeing loans at one percent 
if necessary, everybody who was t ninking of a 
flotation will wait until he can get the one 
percent rate and you' d shut down things as 
completely as you'd want to that way . 

That ' s right; it would have to be done very quickly . 

Well, as far as this group, I ' m not worried about 
leaks here. 

Well , after all, the gold policy in 1933 certainly 
bad that same obJection. You might make it retro­
active. 

Well, did t he gold policy of 1933 have the same 
obJection? 

He means there was no leak. 

I thought you meant ~nswering Viner's criticism. 
The gold policy impelled a person purchasing capital 
goods to do so while the dollar was st ill more 
valuabl e . 

Who comes next? 

I don ' t know . I think B comes next . Do you 
want •• •• 

I think tor your sake - I taink you better come 
last, don' t you think so? 

Regraded Unclassified



Baas: 

Lindow: 

H. t!.Jr: 

Lindow: 

d.M.Jr: 

Lindow: 

236 

-16-

All r ight . Who's I? J? K? Lindow. 

Yes. I graduated from Wayne University Qnd since 
that time I worked for a while in the Accounting 
Department of the Kroger Grocery and Baking Company, 
I worked in Farm Credit for about a half year, and 
have been in the Treasury three years. I have t aken 
graduate work at Wayne University, at Brookings 
Institution, and at George Washington University . 

In economics? 

Yes, economics and accounting. 

I want Miss Lonigan. 

(On phone) Ask ~iss Lonigan to come in please. 

The paper I am about t o read was prepar ed Jointly 
by Henry c. Uurpny and myself . 

"The outstanding weak spot in the 1933- 37 recovery 
movement was the absence of any marked revival i n 
residential construction. If this long delayed 
revival could be brought about now it would do much 
to stem the current recession and bring about a 
renewal of the upward movement. 

"Interes t i s by far the mos t import ant element in 
tile cost of housing to the occupie.r . A reduction 
1n the effective inter est r a te from 7 to 5 percent 
would r a ise the amount of housing which could be 
carried (with respect to interest only) by a $25 
monthly payment from $4, 286 t o $6, 000. Such a 
change would make the existing ability to pay rents 
constitute a f ar l a rger demand for housing than it 
does now. 

"Capital is currently available in superabundance but 
the facili ties for directing it into housing are very 
imperfect. As a consequence inter est r ates in this 
field are much higher than elsewhere. I n order to 
improve the home-mortgage market and thus stimulate 
residential construction, we submit the following 
recommendations (taken from our memorandum on "Federal 
Aid to Building and Loan Associations and Some Aspects 
of Federal Poli cy Concerning t oe Some-Mortgage Market") 
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" (1) The Federal guarantee of debentures issued 
by the Mutual Mortgage Insurance Fund i n the event 
of defaul t of insured mortgages should be indefinitely 
extended . 

"(2) The $2 billions limit on the amount of mortgages 
which may be i nsured (unless an increase is approved 
by the President) should be repea~ed. 

" fJ) A s t atutory l i mit should be set to t he expenses 
ot the Federal Housing Administration which may be 
pai d from premium income . 

"(4) Premiums on insured mortgages should be based on 
declining balances rather than original principal. 

"( 5) Insured mortgages, debentures of the Mutual 
Mortgage I nsurance Fund, and debentures of national 
mortgage associ ati ons should be completely exempt 
from taxation wi th respect to principal, but gr anted 
no tax exemption with respect to interest . 

"(6) The maximum amount of debentur es which a national 
mortgage associ ation may have outstanding should be 
increased from 12 to 15 times its capit a l stock. 

"(7) National mortgage associ a tions should be allowed 
to originate mortgages on large-scale housing pro Jects . 

Most of t hese suggestions are designed t o f acilitat e 
the organi~ation of national mor t gage associations, 
in order to improve the home mortgage market . 

You haven't seen the bill that ' s gone up? 

No, sir. 

Would you, for me, again tomorrow - would you take 
your s uggestions and lay them down agains t this? 
The bill will be out t onight. If you can get a 
copy of the bil~ - I mean I don't want to rush you 
t oo much - as soon as you can, and see where the 
bill does or doesn't do the things that you are 
suggesting . 

Yes, sir . 
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In other words, .I'd take the bill and see bow 
tar does this new bill succeed in doing, and 
where does it !ail to do, the things that you 
think are necessary. 

We can set up a columnar comparison of the points 
involved . 

Wha t taxes do you have in mind on the principal? 

Personal property taxes. 

You mean the Federal Government - make them 
instrumentalities of t he Federal GoverDaent? 

You see, now they ar.ren'Cipt. ,..-Insured mortgages 
are, for example, •xable in the states just the 
same as the property itself would be taxable, 
and that, of course, is an erratic and largely 
obsolete form or taxation, and it falls very 
inequitably on the sta t es . 

Yes, but what power has the Federal Government 
to control local taxability? 
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They could be made instrument alities of the United 
St ates, and under the constitutional 11m1 t a tion •• ••• 

Because we guarantee the:n, you mean? 

No , b ecause ~e decl are t hem to be so. Look a t the 
joint stock land banks; t hey are completely exempt 
f rom taxation. 

Has any state tried to t est that? 

Yes. ,/hen I say yes, I kno'" that ther e was definitely 
a suit on the subject of the Federal la.nd banks, and 
tha t was decided in f avor of the Government. 

Another question t here . When you s ay that reduction 
in the int erest r at e from - wha t was it - !rem 7 to 5 
would reduce the carrying charges - would increase 
the amount of housing t hat could be carried with the 
same carrying charge from 4-something to $6,0001 what 
did you take, a 20-year period? 
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No, that's Just interest . 

You1re not i ncluding amortization. 

Well , should you? 
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Ob yes. What the buyer wants to know is at bo~ much 
per month he can pay all he has to pay o~ the house . 

I would disagree with that. It seems to me - suppose 
for the sake of argument this house fa1ls down a t the 
end of 20 years, it' s only a 20-year proposi t l on. 
Suppose that the owner of the house is contemplating 
renting it. A ~25 a month payment will enable him 
to carry the interest on a $4, 286 house if it is at 
7 percent, on a $6,000 bouse i f it is at S percent . 
Now, the amortization i s an entirely different f actor . 
\'/e have segmented out the costs of running a house . 
One, and by far the most important, is interest . There 
are other costs . There are taxes, there i s deprecia 
amortization, of course, properly, isn't a cost . It is 
Just the depreciation t hat is just a cost. 

•lell, it depends on whether the amortization is more 
or less r apid than the depreciation. 

If the amortization is more rapid, the surplus 
amortization is part of the investment, which I 
wouldn' t expect to •••• 

But I think it ' s a misleading figure to use there. 
If you - what you are saying is tha t if you r educe 
the interest costs by a third, you r educe the interest 
costs by a third. Well, there is no question about 
that. The question is, how much do you reduce the 
cost of housing to the buyer? 

Well, you notice that lfe say •to the occupier . " We 
are interested in it both from t be standpoint of 
rental housing and from the standpoint of owner­
occupied housing . And the only coanon denominator 
that can be applied to all occupancy is t~e interest 
cost on a perpetuity basis. But we carefully say 
that we are considering the inter es t segment of 
housing costs, and that is by far the most important 
of the costs to the occupier. As the Secretary 
pointed out in connection with llr. Adler ' s paper, 
it makes no difference a t all in the cost of the 
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bouse as such; the $6,0Jv house costs $6, 000 and 
the $4, 286 nouse costs $4 1 286; but the i nterest 
costs of living in them are t he same a t the 
r espective interest r a t es . 

All you a r e saying i s tha t if you r educe it from 
s ix to f our, you r educe it from six to four; I 
don ' t see any point i n that - end tha t tha t is an 
important part of the cost, the most important 
single pert of t he cost probably . But I'd say 
in an or dinary city now three percent wouldn' t be 
a n excessive amortization r a te to figure, or a 
depreciation r a t e to figure, on a residential 
house; and I certainly would say I ' d figure much 
more than tha t for the first five years . l td 
figure f ive per cent a s a minimum for the first five 
years . 1hen l a t er on the depreci ation i s less . And 
I•d certai nly not fool anybody who is buying a bouse 
into thinking t hat you have reduced the cost d 
carrying the house by L third because you have 
r educed the inter est by a third . 

I don' t think tha t there is any misleading sta tement . 
I think the di fference is mer ely in our theoretical 
scheme . We have mer ely subdivided t he tota l cost 
and t aken one segment, but the segments we cut off 
were fully indicated . 

Nell, the impor t ant effect on the buyer is bow much 
you reduce hi~ total cost of carrying the house, 
and thEt' s the effect , and by r educing the inter est 
r ate by a third you r educe the total cost by less 
than a third . 

'"ell , of course you don't r educe the costs of t axes 
and cost of plumbing ond water. 

No deprecia tion. 

Well , I would place depreciation 1n the same category 
with these other cost s . 

But i n figuring the effectiveness of it, you see; 
the globular figure - thot •s the appeal to the 
buyer , and ••• 
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Well, of course, since we bave a ttacked only the 
one s egment, we can only ma ke a generalization. 

Well, the other costs are significant too . 
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Henry, there is no difference between you tha t is 
worth talking about. There is no difference even 
of opinion. Be is merely saying that the r eduction 
in the cost of the finvncing is only a reduction in 
part of the cost, to which you agree a t once. 

That's what I said before. Tha t's whet I said when 
Adler said ••• •• 

But it is a very important cost, and therefore a 
substanti a l r euuction in tha t is a v ery importa nt 
reduction. That 's all they say. 

But wha t I think you all seem to - this housing 
message - I think you ' ll find that they have 
a pproached it from just tne angle - they have only 
approached i t from the interest angle, and I•m 
terribly afrai d it ' s going to fall down for that 
reason. All they have done, as near a s I can make 
out, is they have taken the thi~ and they have 
reduced the interest rate from 6t percent to 5t per­
cent. Tha t' s nl l they 've done, and I don ' t think 
anybody is going to build any houses on that basis. 

~e would love to r educe other costs as well a s 
t he interest . The important t hing is the relation­
ship between the cost of carrying a given amount 
of housing per month and the rent, or implied rent 
if you are living in it, tha t you can get for it. 
And a nything that can increase rents or decrease the 
cost of carrying a unit of housing for a month will 
stimulate ownership . Now, the two objects are to 
r educe building cost and reduce int erest cost. I 
think you can get more reduction quantitatively in 
that monthly unit by r educing interest costs than 
building cos ts. But the psychological effect is ••• • 

Well, 1f you don 't mind, I think you're going over 
the same amount of ground over and over again, if 
you don ' t mind ~ saying so. ~nd I think the way 
Dr . Viner pointed out and r•ve pointed out earlier . 
You o.ttack Just one segment of the whole thing. llo 
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one is arguing with you; everybody agrees with 
you. If you reduce interest costs, that ' s one 
of the things that help. And I think Viner and 
I take the position that if you do that alone, 
you're not going to get houses built - if you 
Just do that and nothing else . 

If you r educe the interest cost on mortgages on 
old property to a corresponding degree, you get 
almost no stimulation to building, as long as the 
old buildings cost less than the new for what you 
get in them, and they do ; and nobody puts up 
housing now unless it is in a new suburb or 
unusual location, or persons who have some special 
needs of their own. Otherwise - in Chicago the 
experts tell you that old housing is at least 30 
percent cheaper than neN housing for wha t you get, 
after allowance for depreci ati on and lack of modern 
features . 

If you' ll pardon me, I 1d like to add Just one 
quali f ication to tha' statement. There is one -
a large - very large demand for housing which at 
present levels can' t be satisfied; I mean that the 
demand is uneconomic at present levels . And if we 
can reduce costs either 1n the construction part of 
the monthly carrying charge or in the interest part 
of it, we can make economic a large number of pro­
jects which now ere uneconomic and can't be handled. 
So I think t here would be some increase in stimulus 
to new building in spit e o~ the fact that ••••• 

Not until you have exhausted the stock available of 
old housing . Now, the figures you get of occupancy 
are not of legitimate occupancy. In other words, 
there are lots of houses that are being occupied 
now waiting a r eal occupant. In other words, in 
Chicago I 've seen a little local survey where the 
figures are that there are two percent vacanci es in 
self-contained single-unit houses, whereas there are 
something around 15 percent effective vacancies. 
These houses are being occupied by persons who are 
allowed to live there and occupy the house, not 
paying any rent, and the houses are on the marke t 
for sale. If that were typical, you have a 15 percent 
surplus of housing that can' t be sold at the present 
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reduced price of old housing. Now, the new 
housing in Chicago is all - 99 percent of i t is 
the kind I have indicated : in suburbs and certain 
areas where t here is a shortage of housing for 
the people who want to l ive in t hose areas . And 
then there's a sprinkli ng of new hous ing throughout 
the city f or persons who don't care how much it 
costs; t hey want & ho~o~se desi gned to their t aste . 
Otherwise, there i s no housing a t all. 

Tell you this. ••ithin three blocks of where I 
l ive t here are two a part ment houses which were 
started in 1928 or 1929 and are compl eted except 
for fixture s and wi ndows and so on, which have 
been boarded up since, and it hasn't paid yet to 
open them up; ha sn't paid or they haven' t done it. 

I mean the figures as to occupancy misled me until 
very r ecently when some real estate people admitted 
to me frankly tha t t hey knew that those figures 
wer en 't correct. 

Don't you suppose those particular apartment s were 
tied up by litigation? 

Well , I knew of three there and one of t hem is now 
being fixed up and it ' s the same lot, so tha t i f 
tha t Has true and that wa s unti ed, the other two 
could have been untied; if there was a strong enough 
incentive, t hey could have . 

The addi tional inves tment for fixtures is so small, 
a s compared •• •. 

It was probabl y - pl umbing wasn ' t in; what it was 
was the floors and walls and roof. From the out side 
it looked complete except tha t the wi ndows were 
boarded up . 

I jus t want to s ay that I think i t is terribly 
important tha t anything the President does now 
should be a success , and I 1m very much worried 
about this housing bill, the angle that they have 
taken, which as far as I know is simply the interest 
angle. ::Oo those of you who t hink that housing is 
important study the bill and t hen come back, end it 
you think that they have left out some ot the 
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pieces • • • I know that llr . Eccles - I don ' t know 
what's happened th~ l ast ten days, but cer tainly 
ten days ago he felt l abor costs and materi al 
costs were tremendously important. A "little 
birdie" told me that ever y time t hey brought up 
that he was si lent ; that is, on the labor end. 
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So I don' t know what ' s happened. But the Treasury 
has had nothing to do VIi th this thing . As a matter 
of fact , Mr . Bell and I refused to give it our 
approval. But I still say tha t for the country's 
sake and for the sake of t he President I think all 
of us ought to do anythlng we can after it goes up 
today, and if there are blind spots to get together 
a nd I'll bring it t o his attention if it is necessary . 

That is a lesser reductioq t halt you are t alking 
about, isn' t it - in the bill? You said 5t to 
4f , and ••• 

Let me Just take a minute and r ead tnis . 

"Aere is a copy of the President's message on 
housing, to be delivered to the Congress Monday. 
I attended a press conference a t the White House 
this morning, lasting from 10:45 to 12 :00 o' clock, 
a t which Eccles explained what i s proposed . The 
substance is : 

"(1) Revive Title I of t he Housing Act for moderniza­
tion and r epair insurance, with a limit of $10,000, 
to include plumbi ng and heating, but not removable 
equipment. 

•(2) Increase t he loan from 80 t o 90 per cent on 
small homes ($6, 000 or less) reducing the over-all 
charge from the present 6-1/4 per cent limit to 
5-1/2 and 5-1/4 on the small home. 

"(J) Increase the insurance limit from $16,000 
up t o $200, 000 on one mortgage if all the structures 
covered do not represent a mortgage allocation of 
more than $1,000 a room. This would include not 
only apartment houses but groups of single houses, 
multiple dwellings. 

"(4) For limited dividend housing corporations r aise 
the loan limit to five million dollars where the 
mortgage figures not more then $1200 per room. 

(Uiss ~onigan comes in) 
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• (5) Cr eate a Gover nment backed mortgage associ a­
tion with fifty million capital, to be supplied 
by RFC, and with authority to sel l debent ures up 
to twenty times the capit al , that is, one billion 
dollars, and authority also to make direct loans . 

265 

"Eccles spoke as Chairman of ~n unofficia l committee 
of which the other member s were Gerard Swope, General 
Wood, Sloan Colt, Ed ~cGrady and Turner of the Turner 
Construction Company. The message mentions proposed 
conferences with r epresentatives of industry, ~abor 
and finance with t he hope of promoting building 
revival, with the implied a im that these conferences 
will be devoted in part to trying to get costs down. " 

No1v, may I say I consider this hour is worth while 
and I ' d like to c ontinue it in t v1enty-four hours . 
I 1ll take t his thing as r apidly as I can. If you 
people come back a t eleven tomorrow, we'll do it 
for another hour, and that gives each person, I 
t hink, a chance to express himself, gives me a chance 
to evaluate their expression . And Miss Lonigan, 
you•re included; everybody ' s got a cha nce to put on 
one page what t hey think should or should not be 
done in the present situation, ano the sky 's the 
limit as to the subject matter . 

Ur. Secr etory, I wonder if this could be worked out; 
tha t is to s ay, take L t able on the basis of 20 years 
on what all the carrying costs would be for a typical 
working man' s five-room bungalow, at the different 
rates of interest , so we can see . 

These boys ought to have all that . At least they 
ought to know where tog et it. 

Yes , we know where to get it. 

We can get it for int€rest and amortization. Now, 
getting it on repairs and things of that kind - taxes -
is a • • • • 

I t hink you ca n get something. There's material 
like t hat availabl e in the real e s t a te l iterature, 
I know. And t hen that would be very enlightening 
to see just what figures you c ould present to a 
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potential buyer . •Bere before tbis it would baYe 
cost you so .ucb per 110ntb; your bouse would have 
cost you so and so . How it's reduced to so aucb. • 
and see what i s the reduction to. That ' s the 
significant percentage to me if I were a buyer. 
I don ' t care what item has been reduced . What I 
do care about is how much the total cost has been 
reduced . 
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It is not certain whether the preeent reoeeeion, if lef t 
to itself, will be merely short-lived and tempor~ry. ~~ !!l 
become a cute and lon~4rawn out. If t~e latter, it wiii be 

rrau8f\t with the 11101 dangeroUii social and political ooneequenoee. 

with poss~i ies ran~ing r,om ~n eat of the Democratic 
party and t. end or th* Deal nomic and political polioiee 
to the co 1 e break-do ~o~ our. em ratio system of ~overn­
aent and he 1nstitut1 . Of\fase sm . 

We might. gamble on a spontaneous unswlng. If, however, we 
prefer not to take the chance, it is necessa ry to go ahead with 
a program much of which would be easily modified and curtailed 
1! and when the upswing does occur, and which in any ease Will 
certainly prevent the present recession from deteriorating into 
a depression or the severity of 1931-1932. 

A c omprehensive program is necessary because I do not be­
l ieve there is any single step by which a recession can be ended. 

A frank statement by the President that t he Government is 
prepared to use any and every weapon 1n i ta arsenal to fight orr 

a serious depression would be o! soce psychological value. 

The program itself would consist or: 

(e.) !lonetary measures, such as would increase the e:xcess reserves 

of the banking system. 

At once : 

(1) I ssue of gold certificates against gold 1n the Inactive 
Fund and reduction of resultant Federal Reserve Balance as 
rapidly as pos sible. 

(2) The lowering of the reserve requlrecents of the member 
banks . 

Within the ne:xt two or three months it the situation has 

not perceptiblY improved: 

(3) The issue or silver certificates against silver 1n 
the General Fund. 

(b) I ncreasing Government e:xnenditures. 

At onoe: 

(1) Increa se in e:xpenditure on unemployment relief. This 
is both inevitable and desirable. 

(2) Speeding up ot our program of naval construction and 
meohanlr:ation of t be army. The cons truotion or ehips for 
the navy, especially, would immediately arteot the steel 
industry favorably. 
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To be in1t1ated in March 1! bus1neee does not turn up 
before l!ntch. 

(3) Rev1val or lonna by the R.F.O. t o railroads and other 
industries, the loans to be expended on cn~ital equipment. 

(I~) Resumption or the Public Works program, to include 
expenditure on regional T.V.A. and government buildings. 

The importance or government expend! ture cnn be gauged from 
the t act thnt every drop or 5 points 1n the Index or Industrial 
Production involves roughly a tall in the national income or at 
least $200,000, 000 per month. ThPre is still a tendency to 
underestimnte the degree to which government expenditure cnn 
contri bute to staving off further business declines when capital 
and labor are becoming idle. 

c Stimulation of r1vate ente rise. Yost of t he measures 
listed under a so provi de a significant stimulus t o priva te 
enterprise. But le st this should not be enough, the Federal 
Government should at once embark on a policy for encouraging 
the expansi on of housing by bringing about a reduction 1n the 
effective mortgage rate, to something like 4 percent ans also 
of el1m1nat1nR t he • bot tlenecks• ar1s1ng from any r1g1d1t1es 1n 
the costs of building. 
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November 29 , 1937 
WHAT CAll THE GOVERlll!ENT DO TO BRING 

ABOUT A BUSI NESS RECOVERY? 

The present business recession ie the aftermath or a 
period of overproduction or factory goode, complicated by 
a deflation of commodity prices. While no conditione 
favoring a prolonged recession appear to exist, since there 
is no real shortage of credit, no large volume of loans to 
be liquidated, and no heavy speculative holdings , neverthe­
less the supplies of factory products seem temporarily ex­
cessive in relation to consumption levels , whioh is bring­
i ng about a corrective reduction in factory output. Several 
months may be required to complete the adJustment now under 
way. 

No radical Government action designed to bring abou~ 
an i mmediate recovery is suggested. Any euoh action mi ght 
in fact , prove 111-adviaed e.nd costly when l ong-term resul ta 
are consi dered. On the other hand, a aeries or moves de­
si gned (1) to maintain public confidence and morale duri ng 
this corrective period, and (2) to prevent further deflation 
in commodity prices , could 1n the aggregate exert a powerfUl 
influence toward curtailing the business recession. Recent 
moves along these l i nes to cooperate With business i n stimu­
lating industrial buying have been definitely beneficial , 
and are accomplishing results in creating a more confident 
public sentiment. 

lfhile no original i deas are presented here , the follow­
ing additional steps seem, after careful study, to be worthy 
of i mportant consideration: 

(2) Release ster1lhed stated amounts mcnthl . • 
The reaction on pu ic sentiment o successive uture quan­
tities or gold going into the credit base would be favorable 
for commodity pr ices. 

(3) Reviqe tax lawe cauti ouslt. Some 
desired by business would tend toncrsaee 
Prolonged debate and general tax r evision, 
would have a destructive effect. 

modification as 
public confidence. 
on the other hand, 

E. W. Dagg1t 
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TREASURY DEPARTMENT 

INTP O,.,a COMMUNICATtOM 

.. ,.Nonaber 29, ~937 

•• 
, .... 

Secr etary Morgenthau 

J.!r. Glaeser 

Subj ect : Government action to r evive businees aotiv1ty 

1. To be effective Government action must be comprehensive 
and powerful. The action should take t he r or111 or a prograa, 
and 1t ehou.ld be JUde plain to the pub11o t hat t he 111ld 
measures used at first will be followed by more powerful 
aeesures i f business activity does not react. 

2. The program should be started by a dramatic statement by 
the President that -e-are~ ~ioue ~epreas1on , and that 
the Adminis tration will use all its~era, and ask Congreaa 
ror addition~ power s, 1f necessary, to bring us out of the 
depreeeion. 

3· Honetary meJ.'sures to permit eXJ>.&nsion of credit at low 
i nterest rates ~n order of severity) 

(a) Dester1lizat1on of gold - and redemption in oaah of 
Treasury notes (not bil ls) falling due 1n 193~. 

(b) Issuance or silver oertifioatea against silver bullion, 

(o) Open market operations. 

(d) Reduction of reserve requ1rea~nta. 

(e) Purchase of add1 ti onal. ail <rer. 

~. Stimulation of private capital goode oonstruotlon by 

(a) Drastically lowering t he rate of interest to l peroent 
on borrowi ng ror construction. This can be done - without 
increasing the Government debt - by a plan or Government 
guarantee of princip~ and interest plus redemption at any 
time at par plus accrued interest. 

(b) Revision of the housing authority to permit lowering 
interest rates and longer period or amortization. 
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' . 
(c) rorcins railroads to oarrr out a program ot 
oderrt ~at1on ot equl})llent and grade-croaaing elt.ina­

tion in exchange tor 1ncreaeed freight ratea. 

(d) Ue ing Rural Eleotritioation Aot to toroe public 
ut111tiet to oonetruot new linea. • 

(e) ReY1Y&l ot Public Works program 1n cooperation 
with l ocal and State go•ernmente , 

- Government spending. ,. 
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TREASURY DEPARTMENT 

IHl'U o,-,ea c;()WMUfit iC.ATION 

Secret ary llorgenthau 

IJr . Glaeser 

. 271 

~·•November 29, 1937 

SubJect: Suggestions for Government action to sti mulate 
construction of capital goods 

1. A nlsn de,ergned to stimulate cap! tal goods construction 
b• r adically reducing i nterest rates, but without increasing 
the Goverpment debt, has the fol l owing features: 

(a' Government guarantee or principal And interest on 
borrowing tor the p~ose or new con&truct 1on or all 
cao1 tal goode, whether buildings, ~~~&ch1nee, railroad 
equ1nment, public ut i l ity expans ion, homes, apartmen t 
bul\cUnga, etc. 

(b) Th~ borrowing to be at an extremely low r ate of 
interest, say 1 oercent, and t he amount to be borrowed 
to be a soec1f1ed percentage of t he tot al coat or con­
struction but not more than 50 percent . 

(c ) The percentage on wh1oh the Governm~nt will guarantee 
t he l oans to be VP~ied according to the index of busi ness 
activity. \Vhen t he index or business activity fall s the 
percentage or Governoent guarant ee wil l rise and when the 
b<• einesa index i s rising t he percentage which the Govern­
ment guarantees will be lower. 

(d) The Government will not be a direct part y to the 
financing transaction. The l oans will be sold to t he 
gener al public at t he 1 percent r ate or interest. Banks 
will act ae the agent to oonsum2a te the transaction ac­
cording to r egula tions established b~ t he Governnent . 

(e ) The bonds to have t he same priVilege no• attached 
to t he United states savings bonds - redeeoable a t anY 
time a t par plus accrued interest. ThU priVilege will 
permi t t he security to be sold at the extremely low rat e 
ot 1ntereet of 1 percent . 

• 
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secret ary Uorg~tbau - 2 
. 27J 

(t) The Federal resern banka to repur ba 
the aecur1 t1ee representing the guarant 0 

ed ·~ at an;r time 
with the requirement that t he Federal e oans but 
eet any increase in ita hold1nge or th:::e~edbank ott­
market sales ot ita present holdinge ot Go n a b;r open 
t iea. vernment seouri-

(g) Amorti~ation of t be l onna to be at the same r Rte 88 
the depreciation rate used in 1noome t ax oaloulatlons. 

(h) The banks to serve as t he agent t or t he l1qu1dat i 
ot t he loan with a small charge to the borrower tor th~n 
service, perhaps 1/10 ot 1 percent. 

(i ) Loaaea on t hese l oana to be met out ot the tund which 
was given to the Federal Reserve Board tor loans to 
induatr;r from t he gold devaluati on protita, 

2, Stimulation or investment b;r railroads, 

At t he present time t he railroada are aek1ng tor a 15 ~er­
cent incr ease in r ates, Although the economic system would- be 
ouch be nlth1er it t he rail road rates were reduced by 25 oercent 
1t is probable t~t some increase in r a tea i a goi ng to be ' 
granted by t he Interst ate Commerce Comm1eaion. It is my sug­
gestion t hat i t an i ncrease in freight rntea be gran t ed, it be 
couoled with the following proposal&: 

(a ) The railroads set aside a certain sum t rom the 1n­
oreaeed r ates to prosecute a program or grade-crossing 
elimination; th1s construction work to begin 1mmed1atel;r 
and continued a t a speo1ried but ndJuatable rate during 
t he next t en years , 

{b) Reolaoement of obsolete and depreciated equipment, a 
certain r a te each year. 

3. Revision ot t he rural electrification laws to el i.tnate 
the abi l ity of private utility companiea rrom f orestalli ng 
construction ot rural electririoat1on linea without actually 
cons tructing them themselves; that is, to atop the private 
ut ilitiee trom blocking a cone tz~otion ot power lines without 
actually completing t he power lines themeelvee. 

4, A drastic r evision of the pro•isions or the hous i ng program 
which will l ower the interest rete to 3 percent per year and 
extend the period ot amorti~etion . 

5. Revival or t he p,W,A. tor publio works construction in 
cooperation with local and State governments. 
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SUGGESTIONS PREPARED FOR THE SECRE'l'AAY, liOVE:.!BER 29, 1937 

The outstanding weak spot in the 1933-37 recovery move­
ment waa the absence ot any aarked revival in residential 
construction. It thle long delayed revival could be brought 
about now it would do much to stem the current recession and 
bring about a renewal or the upward movement. 

Interest is by tar the moat important element in the coat 
ot housing to the occupier. A reduction in the effective in­
terest r ate !rom 7 to 5 percent would raise the amount ot hous­
ing which oould be carried (with respect to interest only) by 
n $25 mont hly payment from $4, 286 to $6, 000. such a change 
would make the existing ability t o pay rents constitute a tar 
l ar ger demand tor housing than it does now. 

Capital is currently avallable i n superabundance but the 
facilities tor directing it into housing are ver7 imperfect. 
As a consequence interest rates i n this field are much higher 
than elsewhere. In order to 1aprove the home-mortgage Q8rket 
and thus atiaulate res i dential construction, we submit the tol­
lor.ing reoOIIlllendatione (taken troa our memorandum on ' Federal 
A1d to Bui lding and Loan Associations and Some Aspects or 
Federal Polley Concerning the Home- Kortgage Uarket•): 

(1) The Federal guarantee ot debenturea i ssued by the 
uut ual Uortgage Insurance Fund in the event or default 
ot insured mortgagee should be i ndefinitely extended. 

(2) The 82 b1ll1ons limit on the amount ot mort gagee 
whioh may be insured (unless an increase ia approved 
by the Pres i dent) should be repealed. 

(3) A atatutory limit should be eet to the expenses 
ot t he Federal Housing Administration which may be 
pn1d trom premium income. 

(4) Preaiuas on insured mortgagee should be based on 
declining balances rather thAn ori ginal principal. 

(5) Insured mort gages, debentures or the UUtualnal u rtgage Insurance Fund and debentures ot nat1o 
m~rtgage assoc i ations shoUld be oompletel~ exemptted 
t rom taxation with resp,eot to principal, ut. gran 
no tax exemption with respect to interest. 

b t which a national ( 6) The maximum amount ot de en urea h uld be 
mortgage aaaooi

1
at

2
1otn m1a5yt~:: ~~:·~~~~~~ :t~ok. increased trom o 

i ti ns should be allowed 
(7) National mortgage aes~o a -~cale housing proJects . 
to ori ginat e mortgagee on erge 

Henry C. J,l\lrphJ' Ill~ 
Submitted by: WeeleY Lindow }It 

• 
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RoYeaber 29, 1907 

Lunched w1 th OOYernor Harrison. Barrlaon sud 
that he wanted to get it straight from me what I had 
told Eccles because Eccles reported a couple or weeks 
ago that I was apt at any hour t o come out with a plan 
to desterili~e gold and he used this as a club over 
their heads to go into the bill market and buy additional bills. 

I explained to Harrison that the only time that 
I had been considering this was o.n Friday, November Sth, 
and at that time I had invited them all in the next day 
and then called it orr because I had decided not to 
desteril1ze gold. Since t hen the only thing I have been 
thinking about was the possibility or announci ng the dis­
continuance or ster111zation; that I had nothing 1n aind 
such as Eccl es had reported or depositing ae•eral hundred 
milli on dollars more or gold. 

Be then asked me what I bad 1n mind about financing 
this week and I told him, and be then asked if a couple or 
them could come over this afternoon as that would save them 
two days or argument because Eccles evidently is misrepre­
senting my position. 

Harrison tells me that he is in favor of our dis­
continu.ing further sterilization of gold. He agrees with 
me that the time to do it i s when things ore quiet the way 
they are now. Be says that Eccles is violently opposed to 
my doing it. Be finally said to me, •Or course, you know 
tha t Eccles himself wants you to get rid or some of your 
gold•. I said, •I know be does, through having me spend 
a billi on dollars this winter• . He said, "Yes, that is right•. 

Harrison i s nry friendly and I feel trusts me cucb 
1110re than be does Eccles. I told him that if I was going to 
do anything about anncmncing the discontinuance of the sterili­
zation or gold that I would do i t on December 22d, which is the 
one year anniversary. 
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B.li.Jr: 

Opera tor: 

R.U. Jr: 
Secy. 
Wallnoe: 

B. Jl.Jr: 

••• ,, . 
H.Y. Jr: 

1'1: 

B. li.Jr: 

, .. : 
H. Joi.Jr: 

fl : 

H.JJ .Jr: 

W: 

H.ll.Jr: 

W: 

B. li . Jr: 

W: 

B.U.Jr: 

W: 

H.li. Jr: 

Bello. 

Go ahead. 

Hello. 

Hello. 

How are you? 

Just - tine. 

Henry talking. 

on, ~es, He~. 

»oveaber 29 19)7. 
10:41 •••• , 

I sent word to you Saturday whether you by any 
chance would be tree tonight. 

Yes , what time? 

Eight thirty. At the Rouse? 

Yes . 

27S 

What I 'd like to do - I don't know whether you 
want any preparation - I - I've pretty well cleared 

- I 1ve got a suggestion I want to 
on the use or cotton. make 

Ro -

You see, we•ve got a whole program worked out. 

Yes . Bas Myers been sitting in with you on that? 

Yes, but -

Do you want Myers there? 

Yes , and anybodY else that you would like. 

Obi 

Tbey•ve had - what it boils down to they've had 
in the advertising 

agencies prepare a program tor six 1110ntbS beginning 
with January 1st, to stillulate the consuaption or 
cotton, and they've done a beautitul Job. 

• 
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W: 

H.li . Jr: 

W: 

H. II . Jr: 

VI : 

H.M.Jr : 

W: 

H.!l. Jr: 

W: c H.M.Jr : 

\'I : 

H.rl . Jr: 

"·"·Jr: 
Yl : 

H.ll .Jr: 

W: 

( 
H.!l. Jr: 

- 2 -

Ohl 

And I'm rea.lly qu.1te enthuaiastic about it nd 
they ' re cOJDing down today to explain it and ~ 
to - I mean they sent it up to the house and ry 
I've had a chance to look a t i t , you see. 

Yes. 

And I rea lly think it ' s got real merits. 

All right . Well, now, do you have any feeling 
particularly, one way or the other, whether I 
ought to have Wyers there or not. 

Oh, I'd be delighted if he'd be there . 

Oh l 

Oh, delighted. I mean - I - tbe only reason - I 
want you to feel you can bring anybody you felt 
like. 

Yes . 

I didn't know whether you wanted to bring anybody 
from the three A's or not. 

277 

• 

Viall, maybe - hoW - TollWIY ' S out of town, maybe I ' d 
better - I expect maybe I ' d better - Taft is probably 
the man to bring. I mean he ' d be next in command 
on this kind of thing. 

Yes . 

Tba t is, he • s the one Who was in teres ted 1n 
sti.lllulating use or the agricultural -

I guarantee it won• t last until after ten o'clock. 

Now it might be - might be - I don ' t know whether 
I should br ing anybody 1 any technical man or not . 

Vlell, this thing - it's hardly a question whether 
you as an ex-newspaperman -

Yes. Well, 1 111 bring -

Well it you heve anybody wbo you value 
on c~nsumer consumption or publici t y it 
what it 15. 

particularly 
- that ' s 
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11': 

H.M.Jr: 

VI : 

H.Jl.Jr: 

It : 

H.ai. Jr: 

W: 

B. J.I.Jr: 

1'1 : 

:R.,.t.'Tr: c 
W: 

B.J.!. Jr: 

W: 

B. ll.Jr: 

VI : 

0 

- ) -

Oh, I see. 

I sean - it hit se awfully ull. 

Yes. 

And anybody over there, whom you think - this 
will or won' t hit the consumer. I think that ' s 
the idea. 

Yes. All right. 

You know where I live? 

Let ' s see, where i s i t now? 

It's twenty two eleven, thirtieth. 

Twenty two eleven, thirtieth. 

It ' s just ott Uassachusetts. Sometimes the people 
get lost. 

Yes. 

Twenty two eleven, thirtieth. 

Yes . All right , I'll be over there at eight 
thirty. 

Thank you. 

Pine . 

-~----:----~~ ... 
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( 
H.K.Jr: 

Operator: 

H.lt.Jr: 
II. 
Eoolee: 

H.II.Jr: 

E: 

H.II.Jr: 

E: 

H.II.Jr: 

E: 

H.l.t.Jr: 

E: 

H.II .Jr: 

E: 

H.II. Jr: 

E: 

H.II.Jr: 

E: 

R.II.Jr: 

Wo'fuber all, 111~'7. 
11:~• a ••• 

279 

Hello. 

Chairaan Eoolee. Go ahead. 

Hello. 

Hello, hello. Hello, HeDrJ? 

Yes, 

O.orge Harrhon &a1d tllat be bad had lunch w1th 
you. 

'l'llat •e r1ght. 

And you told h1a 'f1rtua117 what you told Ronald 
and I a week ago. 

'fllat1 a r1ght. 

Do you obJect 1t 
1n eeea1on todaT 
there We4needa7. 

I ehould tell the Comatttae that'• 
1n preparation tor coAing o•er 

No, I'd be del1ghted. 

Well, now then I - 1n that oaee then -

Yea. 

O.orge auggeated that - that you'd be w1111ng to 
aeet eoae ot ua th1a afternoon . 

OnlY 1! 1t waa Jeaae. 

• 

But 1t occurred to ae that 1t wouldn't be neoeaaary 
to take up your t1ae 1n t.11a t oonnect1on unleea there 
wae eoaeth1ng new and troa what he told ae, that'• 
the .-me th1ng that. we d1eoueead laet week. 

Word tor word. 

so that I tl11nk I understand the thtns pretty wall , 
and 1! you don't obJeot. 

No. 
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R.ll.Jr: 

£: 

H.W.Jr: 

E: 

R.ll.Jr: 

• 

-a- 2ec 

Well, - either t.o4Q or "-"'ow we - 41anaa 
t.he n.r1oua upeo\a ot 1\ perUOUlarq t.ha t1D&MlJI& 
m4. 

I mo.. 

So we'll be better prepere4 to 4iaouae 1t with 70u 
·on We4nee4a,r aorn1na. 

J'ine. 

All right, t.hen . 

0o to 1\, an4 

I • 
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Uov~ber 29, 1937 

1' : Ti • Secral&r7 

ltr. u.,; ill 

Nlc•r•~1nn refund 

The Coamlaoloner and General Counsel hPv~ ngr eed upon a r efund to 
" trro• -rrll del P11cif lco de Ntcl'l'o,t:Ua, Portland, IJalne , a rallwa,y owned 
7 tb• :> ·••rn~•nt of lllcaragua. There are certain cre<\1 ts !roc t he 

" ~ r ~•n l of N lc~~ I n favor of t~e United Stcte~ which ~~duced 
t t rotund t o $7? ,000 . Wr. Parker'• et aff has obJect ed to t he 

f t 'e r • f und on t~e cround \~J<t t her e I a no legal Juetlfl­
r ~~~ lt . Ur . Oliphant and Ur. ~tnc~el bott bell t va that 

rtf ! lo letally IW tl:orhed and ehould be !!lcle and t "e Steh 
rt t l • v•ry anxious that It should be cnde as a aatt • r of policy. 
u . t •rtfore. -ua;est ed to Ur . Par"<•r t> &t he r eq-.test the chalnoan 

t call aee tinr of the J oi nt Co~lttet on Interr~ Revenue Taxat1oc 
t .. ~! ..... tl"e r~c~· can be fully pr osentad '!>r L!r. "wenchel and 8 r opre-

1 ' • t l't ~r tl• State Departcont . 

2. R venue rovi!IOD 

~r . Dour.hton asked me to ~·• t Ur. Vlnfton and hlc••lf et four 
''Is ft•rnoon to dlecuoe the deoirabl l lty ~f pr epsrina a r eport on 
' • o•Jbjoc t of t he truces on C!l, it'\1 cains and undis tributed profito , 
I '"A11CI of t~.e generel report of the aubcoe>:>i ttee on o ther topic a. 
I t ot•d t hAt J t hought th1& Will' unnec•••ory a:A undesirAble " t t hio 
·t e ell'l~t SoDI\tor 3orkley1 a etllteMentt had remo•;~>d E. (OOd deal of 
• e rt•aur• ! or l~edlate action. I t wo ~ final l y ~eed t hat the 

r ~t• en eh~uld be r equested t ? eocplete t~e1r work on the two topiee 
'or ~ eent • tloc to t h9 cc£Dlttee at ooon as Q0••1ble In order that 
• 1 ~lttee nl~~t answer t he varlouo queatl~ns which will no doubt 
rl•• .~ lle tl·.a drafts are be i ng priJ)&rad· At t he conclusion of I h con~ 

ri ~ tl ,, t~• •ubco~ttee ~ aake n !urth•r atllte:ent of t he charac­
ter f t t t r eYtoion which I s propooed but It will r~ t eeke a-~ r eport 

t !ul' cocaa ttee until t he entire ~~bject of t ax r~visi on has been 
•••d· I hope t 'et this ~ethod of procedure will t end to prevent 

• rtt•r ~••~do for ~ ruoh Job on~ partial report o~ on a bill embrac­

lnr. m~r~ly th@ two subject &. 

~r . Vino~n wants the comoltteo to con tinue to mee t ever.- mornlnc 
to •idor tho o t her topic• i nvolved in a general r evenue r evision. 
I :r I n t•~ O'lt t hnt 1! t hiP pr oced"ll"O wero followed 1 t would be oo"e time 
bt f •r• a ~ rAft•mnn could pr epare even prell clnary drafts of t he deoired 
le isbt l ~ on t he t"o topico. J.lr . Vinson wt o:1ed to pr oceed I n this 
•&1. h~w·ve r, notwltho ta=d! nP t~~ pooolble delaY •hicb will be involved. 
I d. " t tHn'• th•t drafts o" th t wo t~plc• can be coO?l eted In ouch 
r

0
r:, t'"• t ~~. eubco..U ttee can t e.lre any action upon the:> before t he 

u.rl7 r t of Jenuarl' · 

Diet tt~ but not re~. 
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H.M.Jr: 

Operator: 

H.li.Jr: 
lir. 
RUMell: 

H. li.Jr: 

R: 

H.li.Jr: 

R: 

R .M.Jr : 

R: - -
H. li.Jr: 

c R: 

H.ll.Jr: 

R: 

H.U.Jr : 

R: 

H.M.Jr: 

R: 

H.M.Jr: 

R: 

c 

282 
1fo••bar aQ, 1~37. 
3: 15 p . a . 

Hello. 

Mr. R~ell. 

Hello. 

Hello. 

Mr. Rumaell? 

Yea, a1r. 

Go ahead. 

HeDr7 Korgenthau, Jr. 

Yea . 

Are 70u up 1n lfew York? 

I aa 1n New York, a1r. 

I wonder 1t 70u could do eometbing tor ae . 

I'd be delighted. 

I don't know Juat how to get theae reta1l t1guree 
tor the country qu1cltl7, I mean I read 
~e d1apat0hee from the Federal ·Reserve d1atr1ota, 
8\lllda.Y Tlaee . 

Yea. 

And thaT ae .. ed ao - ten out ot the twelYe d1a- · 
tr1ota that the bue1neaa was prett7 good. I wonder 
1t 70u oould get those tor aet 

Yea, I oan do that. How frequently do 70u want 
theat 

'fell, what I 'd like to get - how frequently are 
the7 -

I oan•t hear 70u yery well. 

Row frequently are t he7 releaaed? 

'fell, ~e 
rel1able. 
tlgurea. 

- thO&e weekly tlgurea are not particularly 
The only th1nga are the Federal Reaerve 
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( 
H.At.Jr: 

R: 

H.At.Jr: 

R: 

H.W.Jr: 

R: 

H.U.Jr: 

R: 

H.ll.Jr: 

R: 

H.U.Jr: 

R: 

H.ll.Jr: 

R: 

R. lf.Jr: 

R: 

- a -

Well, thoae - thoee I oan get,ot course, through 
Ooldenwe1aer. 

283 

!boae you can get. But I don't bel1eYe those come 
on a weekly bae1a. You oan get thea eYery t wo weeka, 
and t.hey're about tour 4&7• late. 

Well, thoee we get. 

• Yea. 

There'• nothing- I didn't know whether the - the 
retail etoree had an association whereby they gave 
each other figures. 

No, there'• nothing you can get that's better than 
that. 

Uh- huh. 

The d1tt1culty I can warn you about ie the comparisons 
ot last. year. 

Yes. 

And unleea you use an adjusted figure that will take 
away the accidente of laet year's bueineee, you'll 
get yery misleading results from t1ae to t1ae. For 
exaaple that headline you refer to 1n the New York 
T1.aee eaying that bue1nese was ten per cent behind 
a year ago. 

Yea. 

Well, we expected 1t to be ten per cent behind a 
year ago, if it was ae good ae it was the week before. 

Uh-huh. 

Due to the tact that it was an extraordinarily aood 
week a year ago. 

,Uh- huh. 

Now I think that some eerYice could be pertoraed 
it ihe Federal Reserve Board would giYe a little 
aore eaphaeia to 1te 1ndex, and lese eaphaeie to 
ita comparisons ot last year. 
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H. W.Jr: 

R: 

H.loi .Jr: 

R: 

H.14. Jr: 

R: 

H. I4.Jr: 

R: 

H.IJ .Jr: 

R: 

H. J.l.Jr: 

R: 

li.U .Jr: 

R: 

H.U.Jr: 

R: 

- :1 -
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Well, could you do thie for me, wi thout - could you, 
for instance , write me today - what you t h1nk the 
eituation ie ae you know, either 1n New York or 
other dietricte, aa to both retail and atocka. 

Surel,r . 

And - Juet how you look at it, both for New York, 
lay your own b1181neu , if - that - whatever you 
give me I don ' t abow to anybody -

Yee. 

I - it'a atrict confidence. 

And you would li.ke to have me do t hat todayf 

Well, if - I - I don't know how l ate you work. 

Well, t he only po1nt ia t hat if you don't want it 
until Wedneaday I could get somewhat better 
information than I can today. 

Wedneeday 1a all right. 

That'll be all right. 

Well, I'd 11.ke to have it, if you would, if you'd 
let me have what !.lacey's have t hemselvee, that 
woul d be New York, and Newark and Atlanta, wouldn •t 
i t ? 

Yea . 

And then, I mean, right up t.o the minute, how it 
looke t o you, and then any other information which 
you could get for me. 

Very good. Well, I &ball be delighted to do that. 

And if, - would it be aalti ng too much 1t I could 
have that, aay, once a week for tlle reet of the 
year. 

No, not at all . I'll be delighted t o do it. 

Now 1n order that I ' ll get it- i t doesn ' t go 
all 1 tllrougb the mail room, i t you would addreaa i t 
t o lire . H. notz - IC-L-o-T-Z. 

Regraded Unclassified



( 
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H.loi.Jr: 

R: 

H.U.Jr: 

R: 

H .l.l.Jr: 

R: 

H.M.Jr: 

R: 

H.loi.Jr: 

R: 

H.M.Jr: 

R: 

H.U.Jr: 

R: 

H.U.Jr: 

R: 

H.Ji.Jr: 

R: 

H.lt.Jr: 

c R: 

H. Uotr.? 

Yea. 

I -L-0-T-Z . 

Ott1ce ot the Secreta.ry ot the TreaaW")'. 

Yea. 

And then I 1ll get it. 

Very good. 

And on accoUnt ot this time, it you 'alao didn't 
a1nd, putting a special delivery on it. 

I'll be delighted. 

And it you do that tor me, once a week, you eee. 

Yea. 
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And, just let me ask you this, while you are on 
the phone, the impression I got was that the 
Thanksgiving trade was better than what the retail 
people expected. 

No - that was true the week before, Ur. Secretary. 
Last weelt business waa not quite as good ae -

Not quite aa good. 

Not quite aa good. 

Well I had George Harrison -

There was nothing very shocking about it. 

Well I had George Harrison tor lunch, that ' • how 
I happened to think or you. 

Yea. 

Beoauee be said - he gave me the impresaion that 
you told him that buei naaa was auch better, tor 
the tirat time in three or tour weeks. 

That waa the weelt betore that. 
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H.r.t.Jr: 

R: 

H.U.Jr: 

R: 

H.lt.Jr: 

R: 

H.U.Jr: 

R: 

H.L!.Jr: 

R: 

H.U. Jr: 

R: 

H.L!.Jr: 

R: 

H.L!.Jr: 

R: 

H .U:.Jr: 

R: 

H.LI.Jr: 

R: 

H.U. Jr: 

c R: 

H.W.Jr: 

- 6 -

I aae - that, - I aea. 

Sea. 
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But the week of Thanksgiving, it was not ae good. 

Not quite. 

Uh-huh. 

Not quite. 

Well, 1t you'd let me have t hat once a week, it 
would be very helpful. 

All right, air, I shall be del1ghted. 

And the next time you come to Washington, give •• 
twenty tour hours notice, I'd l ike to see you. 

Well, I'• going to be down tor a resources committee 
meeting on Saturday. 

For what meeting? 

The meeting of the National Resources Committee. 

Oh ! Well, Saturday morning -

come over there some time. 

Well Satu.rd&J' morning, I've got to malte'%ur m1nd on 
- on financing, Y.OU see. 

Well. 

And - we k1nda go into a huddle here Saturday, it '• 
k1nda -

Yea. 

so I think I'll have to make it the t ime after that. 

Very good. 

That ' s i f you don ' t mind. 

I 'll be delighted. 

!bank .JOU. 
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PAJW'IIItAII or Tnm!Wl UOIIVID 

J'ltOJil .A.Hr1ou Ooll.ulate, QeneY&, Sw1tl:erlaD4 

DATI; Jgy•ber 29, 1937, 3 p.m . 

10.: see 
FOR IIORITART llORGIJ'rBAU J'ltOil RIULD. 

B'l'lUOTLT COIJIDIITIAL . 

On tbe four'b of Deo•ber I expeo' to lea•• GeneYa 

for Parh a n4 London. On the fifteenth of Deo•ber I 

w111 a&11 for the Un1te4 BUt .. on the Steamship AQUITAIIA. 

I .aw Clay aD4 ba4 an opportunity for a full pereoaal "A.s-.--...: 
cueeion of tbe col4 probl•. Clay b iaeelf 1e in a ccor4 

w1 th our general Yin of th1e qu .. tion. 

BUOIHILL . 
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Secre t ary of State, 

IVash inston. 

742, ~lovtmbtr 29, 7 p . 1!1 . 

G::lAY 

London 

Dated November 29, 1937 

Rcc 1d 3:35 p . m. 

FOi T.:EAS -:;:lY PROll DUTTEt:'IO~TH . 

(1) BEwl ey s t ates tho. t thro· ::h inadvertency prior 

notification was or:i tt 1:cl rtcc.rdin~ following q1tcs tion 

asked of the Cha nccllo::- of •:: e E'~cncqutr in the House 

of Commons t his aftcr .. '>on : 

"Arc consult ations ta1c1ns p l ace wit h either the 

United States or Prance with regard to monetary policy 

and i f so ~hat is tbcir object; if not, arc discussions 

to ~e initiated with a vic" to remedying the defects 1n 

the tcctL~ique of price stabilization disclosed by recent 

EVEnts in the city?" TlJE reply is : "His Uaj cstyt s 

Govcrnr.ltnt a rc in frequen t contact with thE United States 

and French Govcrnr'Ents VIi t h rc3ard to monetary policy 
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w1t:1 t he o:.>jects i n vitlt rthich arc set forth in the 

t ripart ite declarations of September 1936 . The Chancellor 

of t h e Exchequer coes not propose to initiatE any special 

G1scuss1ons at the present time" . 

(2) 
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LUS 2-!lo. 742, November 29, 7 p . m., from London . 

(2) Dr . NEUlltayr , Aus t rian Minister of FinancE and 
Dr. Keinboc!~ , Prea1C.::nt of tht Aus t rian t:ational Bank, 
arrived in London yesterday to conduct discussi~ns in 
thE city regarding thE possibility of converting thE 
1930 loan. It wil l be recallEd that thE British tranchE 
of the 1923 loan was s imilarly convErted two yEars ago . 
I n this connEcti on BewlEy s t ated tha t it was not an Easy 
op Eration ~t any timE nnd trA t na t urally i t was qUite 
d ifficult n orr ; t'Jat arr·an_·r.··,En t s hl'l.:' t o bE madE with tht 
c ity but that t:"to. Trta!.:t:1'y 1 a att· ·,~•de ~71l s sympathEtic . 
From c it} sot'l'CES I U.'lErstoocl .;hat prior to thEir arrival 
i t had bEEn r.l&.dE c l ear tr.at eny s uch convErsion was im­
possi'J lE n ow b ut that EVEr:J' Ef f ort would be made to under­
t alrE it as soon 83 possiblE . NEUlllnyr ar.d Klcinbock 
nevErthEless d ecided to come to London i.loth for i t s effect 
o;1 Auotrian opinion and to "show the flag" in London . 

(3 ) ThEre has b EEn surprisingl y little discussion 
in thE ci ty of tht Sharchai cus tons si t uation due to th£ 
coincidEnce of the Hal ifax and Ch.:>.u temps visits . Al­
thoUG!'l those with substantial Far Eas t ern 1ntereets arE 
worried the" sc ro to b E Equally confused; thEy arE fast • 
becoming i ntEnsel:: anti- JapanEsE but a rt o.pparni tly 

aclvocst ing 
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ndvocatinG no spEcific rEmEdial action. 

( 4. ) ThE Bon'; of FrancE again llought dollars and 

s t Erling 1n 3Ubstant1al qt~nt1t1ts . 

JOIDISON 
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Storttary of Stat£ , 

Washington. 

1673, NovEmbEr 29 , 5 p . m. 

FOr. Tr.EAStmY. 

GRAY 

Paris 

Dated November 29 , 1937 

Rco ' d 4:47 p . m, 

The cxchcncE ~nd security markets herE today wErE 

EXtrEmely d ull ~~d uncvE~t£ul and only a modEr ate amount 

of b us i ness 1~as t rons actr.d . ThE ntErlin(l and dollar 

rates havE rEmainEd i n thE ntij1borhood of 147, 10 and 

29 , 45 . We arE told by our markEt contact that thE fund 

has bttn abl£ to secure a fair amount of both currEnciEs 

around thESE lEVEls . 

REnt ts and othEr sEcuritiEs were practically un­

changEcl. , 
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TakinG stock of the progress mad E so fa r by thE 

ChautEmps Government, i t i s thE viEw of carEful obsErvErs 

that , although thE rE has t EE n somE rEpatriation of capital 

and a ctrta1n irrEgular ilolprovEmtnt in thE Economic situa­

tion , fundamEntally thE financial and Economic situation 

rEmains uncErtain. Only a small proportion of thE funds 

rEpatria tEd havE so far rttu.rntd to circulation, and 

medium 

Regraded Unclassified



LMS 2- No. 1073, lfovcmbEr 29, 5 p . m. , f rom Paris . 

mEdium and long term borrowing rEmains costly . ThE 

i mprovEment recordc~ in the economic situation is not 

very comprEhensive. It relatEs chiefly to a moderate 

increasE in industrial production, a hal t in thE upward 

trend of wholEsale pricEs, morE satisfactory revEnue 

returns , and increased railway receipts . 

It is notEd neverthEless that h13h£r revenue re­

portEd recently i s due in a larae measure to the increase 

of cert ain ta.::ell voted in July, nncl to improved receipts 

from CUll toms C! utie s d uc to increaoed imports . Further­

morE carloadirGS h4 _ l ately begun t o show a definite 

downward trend. YI£Ekly increases in the number of uncm­

!)loycd arE also recorded, and AG£!iCE ECONOlUQUE (issuE 

of NovEmber 26) point s out that advance indications of 

deprEssion have appeared in certain key industriEs and 

in thE turnovEr of a number of rEtail entErprisEs. 

The viEW appEars to bE general in business and 

investment circles t hat a definite and stablE improvement 

can only bE l ooked for if an a~~sphcrc of complEtE 

confidEnce can be EstablishEd, and if certain of the 

rEcent social laws , principally thE forty- hour law, 

can bE modifiEd. In additi on, the Government must also 

resist 
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resist the pressure of certain tltments or the Left for 

exchange control , as well as efforts by the latter to 

persuade the administration to embark once mort on an 

unrestrictEd spending progr am. 
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Rumors 3rt current t hat the Treasury is contemplating 

the issue of a short term loan 1~ the ncar future . We 

hope to have d efinite information in this rcsp~e t ' f~tly . 

Subscriptions have just been opened for a loan of 

300, 000, 000 francs for llor::>cco. The issue price is 9of 

and the interest r3te 3ix percent . The lift of thE 
(from?) 

loan is fifty years . 'fhE bonds art cx~pt for French 

or l!oroccan taxes , 

Revenue for taxation during the month of October 

is about 317, 000, 000 rrar.cs mort than estimates, and 

about 774, 000 , 000 MOrt than for thE corresponding period 

of l ast year. 

BULLITT 

NPL:Sl!S 
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loYewbtr 30, 19§7 

After the meeti.ng with Senator Ellender (Dr. llagill, 
Mr. Oliphant, Co~ssioner BelTering and Mr. Russell were 
present}. Dr. llag111 stayed behind and said that under the 
circumstances there was nothing we could do but accept the 
$1341 000 Which Mayor K•••••' ottered us. 

~~; 
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November 30 , 1937 

9:40 am 

After Senator Ellender's call on the Secretary 
this morru.ng, 1n regard to the lz!aestri tax case , the 
Secretary met with ur. Magill, Kr. Oliphant , Ur. Hel­
vering and Mr. Russell . 

Yr. Magill: (Kiae Chauncey oame in while Magill 
was speaking , eo first part or hie remarks were not 
recorded. ) 
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I! t here was a disput e , if we eay he owes $200,000 
and he eays he owes $100,000 , then we had better try the 
case. Kr. Oliphant was t here too. I remember saying 
it again, ' Let's get precisely what's owed to us and not 
ge t anything more than is owed to ua. I! there are dup­
lications, throw them out. But if, on the other hand, 
we come to a place where he aays he owes $75,000 and we 
eay $100,000 there wae to be no horae trading; then we 
go before the Board and try t he thing out in publio. 1 

I don ' t remember, !or my part, anything being sai d 
about a $134,000 of fer , but I do remember distinctly 
g iving the type or i nstructions which I have just out­
lined here. Coming to the Maestri case, I am stilling 
arguing t he same thing: going over the evidence as care­
fully as we know how snd seeing what it shows, what his 
income deductions were, how much this man owed. 

HK.Jr: Give me the last t hing that either you or 
these people have sai d toUr. Uaeetri 1 e lawyer. Who 
saw him last and what did you say? 

Mr. Rueeell: We tol d Hr, Wentworth, 
law¥er, t hat we thought we could settle on 
or il34,000. 

t!aestri's 
the bas1a 

HM,Jr: When did you tel l him? Appr oximately. 

Kr. Russell: About two months ago , about three 
days before that conference between Oli phant and Magill . 

HY J r : About three days? 
dum or wfiat you told h1m7 

Have you a ny memoran-
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llr. Russell : No. 

HY.Jr: Row did you word it? 

Mr. Russell: He made a proposal t hat he would 
settle . There was a remaining issue ot $150,000. In 
support ot as to where he got that he submitted tour 
affidavits, one trom hie mother and two trom two sisters 
and one trom another man, that they were present when 
he was given the $150 ,000. There had previously been 
another issue ot $80 ,000, leaving the only remaining 
issue ot $150,000, and he says , Ti t you will give me 
hal t ot it I will settle and pay you traud penalty . ' 
We said, All right. We will t ry to get that through. 
Just a question ot weighing evidence. 

HJI.fiJr: Then when di d you t alk to l.lr. Helvering 
and J.lr . enohel? 

Mr. Russell: I think the following day. 

IDJ ,Jr: Were t hey together? 

Mr. Russell: Yes, sir. 

HJI.,Jr: Then what happened, Guy, ae you remember? 

Mr. Helver1ng: On this issue ot $150 ,000, that 
was t he olily issue really that was open. The thing 
that taxed my credulity on that is that was a transfer 
ot that much money in cash trom father to eon and I 
told him I would not be willing to eay that a man wa.s 
just handing over $150,000. He showed me atfid&Yi te 
supporting -- showed affidavits ot the two sisters and 
Maestri's mother and llaeetri hi mself and this other man 
that that had actually t ranspi red. I said that even 
on that I did not think we ought to gi ve up the whole 
ieeue . They &aid they had conceded halt ot that , pay 
halt ot it, and that computed on that basis made $134, 000. 

Wr. Russell: That was attar t he allowance of the 
$80 ,000. The question was, Where he got the money? 
The $80 ,000 claim , he sold some stock in 1933 and pro­
duced t he affidav1 t of the man who bo ught it, g1 v1ng 
ths specific date he bought 1t t r om him, and an attorney 
up here, Norman , eaid you could depend upon the man's 
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affidavit - - absolutely reliable that he bought 
the stock from Maestric and got the stock trom him. 

HK.Jr: When you and Russell and Wenchel met 
and discussed th1a, what d i d you do, Guy? 

ldr . Helvering: As I aa1d, that was the day 
I was leaving and I told Russell and Wenchel that t hat 
was O. K. with me; that is , to settle tor $134,000. 

HU,Jr: Was t hat word passed on to Maest ri' s 
attorney that you were agreeable to set tle? 

ldr. Russell: We passed it on . 
we would settle tor $134,000. 

We told him that 

~. Oliphant: When did you see him? 
saw Helvering? 

After you 

Mr. Russell: He came down the following day; 
wanted to know it we would accept t he offer. 

HU.Jr: Did Wenchel see him? 

Yr. Russell: I don ' t think eo. 
on the conference. 

Wenohel was in 

HU,Jr: But the day a.tter Helvering lett, you aaw 
Yaestri1 s attorney? 

ldr. Russell: Yes. No, I di d not see him. He 
called long distance, Ur. Car t er, from New York and Yr. 
Carter told him that we would take it. 

HM .Jr: Well, after t elling them that t hey would 
take it, you put it up to Oliphant and Magill . 

ldr. Russell: !Jr. lolagill and llr. Oliphant oalled 
us up here on the case . 

HK.Jr: I Just want to olean up that . And then 
I don't know what happened over at this end. Attar 
having told these fellows that , th1a meeting took plaoa 
with Jdr, Helvering and that they had accepted, then bow 
did i t get from I nternal Revenue to the Secretary'• 
Offi ce? 
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Mr. Russell: I imagine Mr. Wenchel. 

Hl.I . Jr: Who can take it up h-om there? 

Mr. Oliphant: Do you remember the occasion of 
calling the conference? 

29~ 

J4r , Magill: I can check that. ~recollection, •• _ 

Kr. Helvering: An order came over from your of­
fice that we would not eettle these eo-called New Or­
leans or Louisiana oases until it was submitted over 
here. 

~Jr: Yes, but the point I am making, Guy, is 
this: t a takes place , this attorney ia told that we 
will accept this offer, then it oomee over here , and all 
I heard about it was , I think, that l!r. lolagill wrote me 
a memora.ndum on Saturday in which he said that the 
Maestri case was up; that we had sent word to them 
that we would not settle , but I don' t believe that whe n 
!Jag1ll wrote me that that he could have known that the 
attorney for lmestri had been told the Bureau of In­
tarnal Revenue had a meeting and would accept $134,000. 

Mr. ~ill: To t he beet of my recollection, thia 
is the tiret knew of that. 

Hll.Jr: Did you k.now about that? 

. Mr. OliDhant: No. At moat , I knew from Wehohel 
(and I would like to verify that) that there was a dis­
cussion held, but this ie the first time I knew that the 
taxpayer had been advised. 

Nr. Wa~1ll: More than that, this is the first 
time I knew t at there was any definite proposition in 
the llaeetri oaee of any $134 ,000 and what I don't get 
is that t his conference in my office , in which the thing 
was canvassed pretty fully, I am nry sure that nothing 
was said to the effect that this proposition had been 
made and the attorney was advised that we would accept 
it . The diecueeion was all along the line of what we 
ought to do in this type of cases. 

'"' J -.. can you people have a chance to check ""' · r; ""en d. 
this thing and when canwe meet again? How much time o 

Regraded Unclassified



-s-

you want to refresh your memorieet 

Mr. Magill: This afternoon. 

l.lr. Oliphant: Any time th1e afternoon. 

299 

HM Jr: Let 1 e say at 9 :15 tomorrow morning. Th is 
puts the Aecretary 1 s Offi ce in an impossible position. 

Kr. Relvering: Don't ge t the idea that that t hing 
was told to t hem ; that t hat was what we would accept . 

RLI ,Jr: T1 ... : ' • what he (Russell) said. 

Ur. Russell: I would have t~ a:;i Carter what he 
told thea. I told Carter that the Coamissioner and 
Wenchel had a greed to reco=end set tlement of that kind. 

l!l.1 ,Jr: He sai d t hree times that he told th18 
attorney after you left town. First you saw t he at­
torney and said we will recommend this to Ur. Relvering . 
Then you meet with Relvering and a fter you meet you t ell 
t he attorney, ' We have had this meeting and we have 
agreed' . 

l.lr . Russell: I told Mr. Corter , of the Special 
Adjustnent Section, 'When the a ttorney calls, you tell 
him t hat Ur. Wenchel and l.lr . Helvering w1ll recommend 
adjustment'. 

Hll.Jr: Notwithstanding t hat the re was a memoran­
dum in the tiles that we woul d not settle these cases. 

Hr. Russell: The only instructions I had wao we 
would not settle wi t hout notifying the ~eneral Counsel ' s 
Office •• •• 

l.lr. Oliphant: Let' s t ake it on that basis. Di d 
you communi cate with me before you t old the lawyer? 

l.lr. Russell: Wenchel s at i n on all t he con ferences . 

ffi(,Jr: Does Wenchel repr esent you (Kr. Oli phant)? 
He does, doesn't he? And Wenohsl eat in? 

Mr. Russell: Wenchel eat in on the conferences. 
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Mr. Helvering: Two conterencee . One was when 
the lawyer was contending that t l50,000 Bhould not be 
kept i n at all . 

HK,Jr: The part I don't like, aside trom every­
t hi ng else , 18 Just that -- you soy that th.1a man mak81 
an attidav1t and that a representative ot the Justice 
Department • • • •• 

Mr. Magill: I think he 1a in Oliphant's ottice 
Mr. Norman. 

HK,Jr: • .••• that thls t ellow Norman says be 'a an 
honorable tallow and he says it the tl50,000 passed, it 
did. 

Yr. Russell: That was on the $80,000 stock trans­
action. 

HU,Jr: Have you wiped 1 t out? 

Mr . Russell: We have not. We propose to. I t 
was on the $150,000 we said we would go 50 - 50. 

Mr. Magill: The $80,000 is out. 

llr. Russell: Yes; that 1 e out. 

HM,Jr: But the i 80 ,000 is in the 90- day letter, 
although you say the tellow' e att1dav1 t 1e all right. 

Mr. Russell: It you don't accept the attidavit 
on t he $86,660 you can' t accept 1t on the $150 ,000. 
It 1 a a matter ot weighing evidence. 

Hli ,Jr: You take hie word on the $80,00?· All 
right, we will kiss it good-bye. But you don t on the 
$150,000? 

t he 
was 

l.lr. Helvs!r1ng: One wae the sale ot stock i n wh i ch 
man whO bOught it makes an attidav1t. The $150,000 
a cash transacti on between tatber and son. 

HU .Jr: Oh, I see! 
Why do you put the $80 ,000 back in the 90-day letter, 

Russell? 
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Mr. Russell: Thought we would put it before 
the Board or Tax Appeals and put the burden ot proof 
on them. 

fWir: You are willing to take the ~184 ,000 
with theO,OOO out and then you put the $80,000 
back with the 90- day letter? 

Mr. Helvering: 
tight the whole t hing 
Appeals. 

Ot course, he was willl ng to 
if it went to the Board of Tax 

Mr. l.lagill: I don ' t like that Guy. Aside 
from this case , I have been fi ghting on that kind of 
business all along . You come before the Board - - what 
knocked me ott the Christmas tree i n going over this 
case the last few days was the business of making a 
deficiency which you know you can ' t support. 

Hli.Jr: It I was t he attorney tor tr..l.s fellow 
I would say everlbody, from t he Commissi oner down, said 
they woul d take il34,000 and put t he $80,000 out; then 
they come along with a 90- dRy letter and put the $80 ,000 
back. Either they beli eve we di d not owe the $80 , 000 
when they said t hey would take the $134,000 or they 
fake, something or other. I don't think the United 
States Government can &rford to do t hat . 

J ust one more quest i on. You are all lawyers 
here. Wenchel agreed to thie? 

Mr. Russell: Yes, sir. 

HLI ,Jr: Then we will come back at 9:15 tomorrow. 

Mr. Helvering: You see, Mr. Secretary , this 
whole income was baaed not on direct evidence of income 
received , but his net worth aa we computed it at the 
present time. . 

Mr. Ma~ill: I think, in general I would like to 
say t his: on these deficiency letters, that anything 
you can do to m~te t hat deficiency letter represent your 
real oonclusion as to how much this fellow owes i s all 
to the good because I t hi nk nothing has brought us into 
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more disrepute than eend1ng out deficiency letters 
which we have to adlll1t ourselves are incorrect . That' e 
particularly bad in casee like th1e where you are charg­
ing a IIIU\ with fraud. I think it' a grouly unfair; 
grossly immoral, aa tar as that ia concerned, and I 
personally can't condemn i t too etrongl7. 

Mr. Kelvering: You don't any more than I have . 

IDJ ,Jr: Who makes up t hese deficiency letters? 

Mr. Russell: I ncome Tax Unit. 

KN,Jr: It's your responsibility, your unit? 

ur. Rueeell: Yes, sir. And the $80,000 is in 
exactly the same category as the $150,000. 

ID.!,Jr: It this t hi ng has done nothing else - - the 
first time I get a breathing spell I want to go over this 
deficiency letter with you same tour people because I 
think i t emelle to Heaven. I t he aid nothing else , he 
has done that tor ue . Check? 

Mr. Kelvering: All right with me . 

oOo-oOo 
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H.K.Jr: 

Operator: 

H.I.!.Jr: 

0 : 

H.U.Jr: 
Colonel 
Harri ngton: 

H .U.Jr: 

H: 

H.LI.Jr: 

H: 

H.LI.Jr: 

H: 

H.M.Jr: 

H: 

H.U.Jr: 

H: 

H.U.Jr: 

H: 

H.K.Jr: 

3C3 
No?eaber 30, 1Q~7 . 

10 :~ a .a. 

Hello. 

Colonel Harrington. 

Thank ,YOU. 

Go ahead, 

Hello. 

Yea. 

Colonel Harrington. 

Yea, air, 

Henr,y Uorgenthau, Jr. 

Yea, sir. 

I talked to the President on Saturday and I asked 

htm who I could do business with while Hopkins wae 

awa,y, and he said I should contact you. 

Yea, air. 

Now I take it that means that ,your aot.ing in 
Hopk1na absence. 

Well, no, ur. Aubrey Williams 11 the acting 
administrator. I'm one ot the assistant ad­
m.1nie tra tore. 

I don't know whY the President said I should 
contact ,you, but he did. Hello. Well, ia it 

going to be embarrassing to ,you it I aek ,you to 
come ever and give me the lateat on emplo,yment 

t1guree. 

w~ . no indeed, I 'd be very glad to, wr. Seoretar,y. 

ur. corrigan Gill 18 the aee18tant ada1niatrator 

who baa that particular thing 1n hie charge. 

I know, well I'd better do what the President 

ausgeeted, see. 

Yea. 

Although I wasn't 1n the ~. I once was in the 

Nan-, and I knew bow to take orders. 
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So let'e - could you come over at two forty-five. 

Two forty- five? 

Th11 afternoon. 

Yee, eir. 

And what I'd like from you is Just to give me the 
trend - t.he - how many people 

you're putting back, and if you could tell me what 
you have in mind for the rest of this year, that i s 
really Just tor the month of December. 

Yes . 

And - if you can go any further on that, I ' d - I • d 
like to have it, as far ae you know, you eee. 

Yes , Ur. Secretary . 

In ot her words what I'd like to have, if you've 
got Jus t t he figures , say go back, say - the first 
ot September, the number of people that are un­
employed, by weeks - have you got it that way? 

Yea, we get i t every week. 

Well, I 'd like to have it by weeks, the l atest 
t1guree, and 1t you can f orecast it ae tar aa you 
can for me . 

Be very glad to. 

You see we're working this week on our financing, 
and we oome out Monday with our financing, and I' ve 
got to know what the thing looks like. 

Well, I ' ll be there at t wo forty-five. 

T.nanlt you. 

All right, s1r. 

Thank you. 

' 
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H.loi .Jr: 

Guy 
Helver1ng: 

H.ll.Jr: 

H: 

H.K.Jr: 

H: 

H.lo!.Jr: 

H: 

H.li.Jr: 

H: 

H.t.l.Jr: 

H: 

H. M.Jr: 

H: 

H.W.Jr: 

H: 

H.Y. Jr: 

H: 

H.U.Jr: 

H: 

H .JI.Jr: 

lfoYeaber i50, 1Q37. 
a:oe p .a . 

When you and Rueeell oome oYer at n1ne-t1tteen 
toaorrow -

Yea. 

30S 

Alit Ruaeell to aalte out a t1ae table Juat when he 
eaw theee people, when he met, when he eaw the 
lawyer, when he aet at your ottlce, when he told 
thea afterwards, you eee. · 

Yee . 

Today. 

Yes. 

And you checlt lt with h1a, will you? 

Well I ltnow the day we had the conference here t1ret, 
and the da,y I approYed that, but I don 't ltnow -

No but the whole time table, when he came OYer here 
to eee lol&g111 and Oliphant. 

Yea. 

Who he eaw over there, all the contacts that they had 
w1th th18 aan•e lawyer, what day they were. 

Yea. All rlght. 

In other words Jus t a time table. 

Yea. All rlght. 

Do you ltnow . what I want? 

Yea, indeed. 

And look at 1t betore he brings 1t oYer to eee that 
1t 1 a all 1nclll81Ye. 

Yee. All rlght. 

It you plaaee. 

You bet. 

Goodbye. 
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.JEt.TII\G 'NITH llR . HAAS ' S GROUP 
RE BUSINESS RECESSION 

November 30, 1937 
ll: OO a .m. 

Present: 

B. IA.Jr: 

o'o'hite: 

H. M. Jr: 

Lonigan: 

H. U.Jr: 

Lonigan: 

Kr. White 
tlr. Seltzer 
lolr . Daggit 
llr . Glasser 
Wr . ltlurph)' 
Wr. Lindow 
lliss Lonigan 
lliss Northrop 
llr . Adler 
Mr . Ostrander 
Mr . Nichols 
Yr. Tickton 

Dr . Viner 

ilher e were we yesterday? .ve got through • ••• 

Lindow. And Kiss Lonigan - if she would care to 
read hers now; she didn ' t have much opportunity 
for preparation. 

Would you like to do it now? / 

Yes . 

Go ahead. 

I listed three barriers t o what I thought might be 
a revival of housing. First, the small quantity 
of investment funds; s econd, the obstructions to 
low-cost housing that come from the structure of 
industry and trade; and third, the small margin of 
purchasing power left to workers in metropolitan 
communit ies because the cost of food rose before 
employment rose over the last three or four years . 

And .then, to take the conclusions first . For the 
investment funds, I think the first need i s an 
investment instrument that will dr aw i n the small 
investors. The large investors have decided t hey 
won't come in - the banks and insurance companies . 
The slllllll investor 'lrnnts c bond like what the s. w. 
Straus people gave him in ' 20 to ' 29 · He wants 
something safe, small and negotiable. We must 
bring in small investors. I tnink the large inves­
tors won ' t come in. And we must bring in quantity, 
regardless of low interest cost . I think volume 
comes f irst . 
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I think there are an enormous number of barriers 
set up against low-cost materials and units, 
because the wholesale trade people r efuse to c arry 
the new low-cost operntion units tha t are going 
on the market . I could get lists of them. The 
only r emedy I see for thu t i s either a very 
elabor ate pr ogram of governmental control or 
or ganizati on of l arge scale housing construction 
companies with capit al of a million dollar s or 
mor e who ~ill be strong enough to fight their 
battles with the trade associ ations, etc . The 
manufacturer s say they ' re licked; t hey c an ' t do 
it. The small construction - the small contractor 
can't do it. Large scale construction comp~nies 
could do it. 

So f ar as t he purchasi ng power of the workers in 
metropolitan communiti es i s concerned, I t hink it 
means r ental housing and not purchased housing . I 
t hink it i s too l ate now to get home owner ship in 
t he places where housing is needed, because those 
peopl e had t o put out their excess money for high- cost 
food before they got l ar ge scale employment . 

I think the barrier s tha t l i e i n the structure of 
trade a re much more serious than t he high cost of 
wages. I think that if you break through on any 
l arge scale constructi on s t all the craft unions 
are out of it . I t hink the craft unions are out. 
I think you' d have t o s et up a whole new l abor 
scheme . It' s a question how much energy ought t o 
be put into that particular f ield . 

A few other incidental th1ngs. 'Ibere i s an enormous 
amount of something tha t - if I may call it devilment, 
which is pr acticed i n t he l arge ci ties by the holders 
of mortgages at t he pr esent time against any home 
owners, in trying to extrac t from them every last 
dollar of money they have for payment on mortgages , 
fees f or transfers, and the rest of it; which is one 
of the extreme defla tionary forces i n the cit i es . 

Then I also add payroll taxes, which I include as 
one of the important d ef lati obary forces reducing 
this purchasing power out of which the purchase of 
homes might have come. 
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Wiss Lonigan, out of that I get barriers, but I 
don't get any suggestions of wbat we could do to 
break them down. 
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I'm a fraid t he mortgage instrument will have to 
provide ~bsolute security for the small investor. 
That probably means - the mortgage companies of 
FHA must be good enough so the small investor will 
come into them - probably means Government gu~rantee. 
It may mean Government guarantee . I don ' t know wbat 
they ' ll insist on, but if they ' re going to come in 
in volume t hey 1 ve got to have security. 

'rhe l arge scale construction company could be set 
up by Government stimulation - million dollar com­
panies. There is a plun already proposed for the 
construction compan;y as distinct from mortgage 
company. They want 48 large scale million dollar 
construction companies, with the R. F.C. providing 
some of the money, if necessary, to get them started, 
which will take on the problem of providing a market 
for the low-cost houses. 

And on the cost of living in the cities, it means 
rental housing and not ownership . The 90 percent 
mortgages a ren ' t good enough if there isn ' t any 
margin. It ' s the rental housing - the large scale 
unit for the development of more things like 
Resettlement did • . 

Who wants to ask ~iss Lonigan questions? 

Nell , do you think the construction company should 
be newly organized or would i t be privat e construc­
tion companies cooperating • • • 

Nell, if you s et it up under the Department of 
Commerce or R.F .C. and incorpora te 48 construction 
compvnies with a mi.nimum capital of a mil l ion dollars, 
then tney .• ould be new cotDpanies. They might be 
combinations of old stDal l builders ; ten or fifteen 
small contractors might unite if they wanted to. 
You' d run the danger that you' d get the big manu­
f acturers to set up dummy construction companies, 
and you' d have to meet thut danger. 

Miss Lonigan, I want to make sure I understand you 
in one point . Uost of the emphasis ha s been pl aced 
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on reducing the cost of building in order to 
stimulate tile dema.nd for building; but I t ake it 
you feel there is an a de._ua te demand for borrowing 
at rates which are available; that is, nt six 
percent - bet1veen six and six and a halt; and that 
what is necessary i s capital tha t is willing to 
make those loans at six and six and a halt. 

Yes. In the big eastern cities the banks and 
insurance companies are not lending institutions. 
'l'here is no capital. 

How would you account for the decline in building 
recently? Would you ascribe it to the fact tba t 
banks are not as willing to lend - or I mean ca pital 
holders are not a s willing to lend nol¥ as they were 
last fall or last spring. 

Now, I think botn material costs and l abor costs 
were a very serious item last spring , and fear of 
increasing l abor costs must be s et down as a 
factor. 

They are a ll factors in the demand . 

Yes, the demand from both the family and the con­
struction company. But I think the underlying things 
have been there a long ti.me and are more serious . 

These securities do have to be more attractive tnan 
tne sa vings bonds . 

Well , there would be a larger ulti.Jlla te risk, yes . 

h larger element of risk, you say . 

Yes . Have to b e somebody who was watchi.ng the 
handling of tne mortgages, some operating agency 
to see tnat the mor tgages were carefully selected 
and watched. 

"Ould the underlying mortgages be insured? 

Well, insurance is one form of protecting it, yes . 
That would reduce somewhat the need for otller pro­
tection. In other words , I am satisfied tha t that 
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would have to be matched to what the investor 
wanted, wnetner it 1 s much or little . It seems 
to me it is like what the f a rmers had to do from 
1910 to 1930: get a channel - large volumes of 
investMent funds t hrough on instrument to an 
operotina field; to provide opera ting capital. 
There is no instrument. 

The guar anteed portion of the suggested bill 
would be adequate to mee t your request for ' forth­
coraing capital on the grounds that 1t eliminates 
the risk? 
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I wojlldn 1 t be willing to say who t is adequate for 
t~e~or, because I don ' t know . I'm jus t 
puttl~t·emphasis on volume, ana enough inducements 
t o the investor to get tne volume for l arge-scale 
construction. Tha t's a technical f ield; I don1 t 
.<noll wha t the investor will t ake in 1937 . 

Are tnese large-scale construction companies that 
you speak of - I think we all share your wish tha t 
we could have them; but the process of implementation 
is not simple . There is nothing to prevent one frow 
starting and being in business tomorrow; yet, somehow, 
tney haven't. Merely providing for their incorpora­
tion doesn't nelp . No.v, you propose that they be 
given Federal assistance. That means tha t some 
certa in entrepreneurs are given Federal capital and •• .• 

It represents everyth1ng I dislike . 

It would seem to me to be one thing almost 1mpossible 
of doing. In the second pla ce, if 11e did it, it 
would be a ma jor departure from the principles -
shall I sa)' - we have long held dear . 

Absolutely violates all my i deas of corpora tions. 
But I think it is t iming tha t is tmportant now. 
I think tney can be controlled in time. 

All right . Who comes next? 

Mr. Murphy, unless - dld you w&nt t o add something? 

Could I make just - I promise just a very few remarks . 
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You don't have to promise. 

K.r . Lindow and I presented a Joint paper yesterday 
in which we concentrated our a ttenti on exclusively 
on the interest factor in the cost of housing, and 
Dr. Viner raised the question of how important the 
interest f actor was in the whole cost; and in 
response to his re4uest and your own, Mr . Lindow 
and I have spent mos t of the intervening interval 
in preparing an estimate ••• • 

You mean you didn ' t go to bed? What did you say? 

VIe went to bed . Except for the eating and sleeping, 
we spent our time on that. 

\'/ell, I Jus t want to be accurate, you know. 

And I can summari ze our results in a very few 
words. If the meeting is interested, we can go 
into it in a way which would take considerably 
longer . 

If we assume that the interest r ate which is 
charged against housing is reduced from 7~ to each 
of the assumed hypothetical rates - 6, 5!, 5, 4, 
and J percent respectively - we obtain the following 
percentage reductions in the total cost of occupied 
housing . 

We have t aken it on two bases . The first we call 
cash outlay; that is, the cost of acquiring a house, 
making 20% down payment, paying off the remainder 
over a period of 20 years - Just the automatic 
course, not incl uding any allowance for any return 
on the down payment or for the f act that the fellow 
bas a house at the end of 20 years . 

If toe interest r a t e is reduced from 7 to 6 percent, 
it would reduce the total monthly cash outlay by 
4 .7~. If the interest r ate is reduced from 7 to 
5t percent, the r eduction would be ~. If the 
reduction - if the interest rate is reduced to 5, 
the reduction would be 9 . 2~ . If the interest rate 
were reduced to 4, the r eduction would be 13.5%. 
If it were reduced to 3, it would be 17 .6~. 
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We hove also t aken it on the basis of the 
economic rent. The economic rent is different 
from the cash outlay 1n only two respects; first, 
that we have charged aga inst the house interest 
on the down payment at the assumed rate; End 

312 

second, that we have made a credit f or the t ac t 
that the person is doing some saving, and at the 
end of the period he bas his house . And we have 
assumed, based on discussions with the Procurement 
Division, although we take t he sole responsibility 
for making the statement, that the lot will be wor th 
the same at the end of 20 years as when he started, 
and that the house will be worth one-half of ·•hut it was at the end of 20 years. 

On that basis, a reduction in the interest r ate 
from 7 to 6 percent will resul t in a reduction in 
the monthly cost of occupancy of 7 .1%. If the 
rate is reduced t o 5t, the reduc t ion will be 
10.6%. If the rate is reduced to 5, the reduction 
will be 14%. If the r a te were r educed to 4, the 
reduction ;:ould be 20 .9% . If the rate is reduced 
to ) , the reduction i s 27 .7%. 

Tht~t very briefl,y SUIDJlllirizes our conclusions. To 
which I would like t o add that t~e don 1 t expect to 
achieve any miracles by any of the proposals we have 
made. #e have confined our attack to a very narrow 
sphere . ',Ye are s~ept1cal of the great short-run 
effi cacy of tnese methods, but we do think that the 
proposals that we made would represent a genuine and 
quantitatively important contribution to a v ery 
complex situati on. 

V•ho wants to ask l.!urphy some "ues-ci ons? 

As between the two, do you venture an opinion as 
to which constitutes the important factor in the 
decision as to whether or not to build the house? 
Is it the carrying monthly charge or is it the cash 
outlay? I n which is the reduction more sig~ficant? 

'e believe that the r eduction in monthly economic 
rent i s more significant. 

Now your second question. To what extent do you 
thitik the average individual who goes in for purchasing 
would be able to use the r efined technique that you 
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have and be able to arrive at similar r esults? 

I think t hat the results which the average individual 
would arr i ve a t would exaggerate our r esults . In 
our figures we have assumed that J% of the ori gi nal 
cost of the house Will. be expended on repai rs over 
the ~nole 20-yeer period, and I don• t think the 
a verage individual would e stimate his repa irs 
nearly t bat hl.gb. The house wbicb we have set up 
here, which is the house used by the Home Loan Bank 
Board in computing the cost of building, which gi ves 
you detailed costsof building this house, is a frame 
house requiring t o be painted every three years, has 
considerable upkeep on it, and in accordance with our 
discussions we have estimat ed rather generous mainten­
ance on it . I think the indivi dua l would be inclined 
to chisel that maintenance, so that the inter est would 
l oom larger in his mind than he would find it had been 
in 20 years . 

riowever, I think the individual would be influenced 
by the present price as well as by t he cos t of 
occupancy . He would much r a ther buy a l ower-priced 
house " t the same monthly price of occupancy. In 
other words, he would rather t ake hi s s avings if 
he could . He would believe, with Omar Khayyam, 
t hat he would take the cash end let the credit go. 

Now, wei gh those two factors. And tnen, they are 
different for dHferent individuals . Very d 1ff1cult 
to say . 

Any other l,uestions? • ll right. 

llr. Nichols . 

Nichols, .ve forgot what we were doing yesterday . 
Do you mind s tarting again, telling us about your 
education? 

I gr adU&ted from DePauw University . 

Where? 

DePauw. It ' s in Indiana . And I wor ked four years for 
t he Indiana Bell Telephone Company and spent two years 
in graduat e Nork at the University of Chicago . I've 
been with t he Trea sury for a l i ttle over two year s . 
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Are you one of Dr. Viner ' s boys? 

I had very little work froM Dr . Viner . In fact , 
I never took one of his courses for credit. He 
was away the first year r was at Chicago. 

dho do you work under? 

Mr. Daggit. 
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I see. Well , he didn ' t bring - you were here before 
Daggit. 

Yes, sir. 

This memorandum is based on the supposition tha t the 
present recession may be short-lived but that it is 
nevertheless indicative of the violen't swings which 
characterize this economic system. 

"Immedi ate recovery can be achi eved, if a t all, by 
infla ting the supply of ci rcula ting media in the 
possession of the public, ei t her directly by: 1. Em­
barking on a large-scale Government spending program, 
financed by the issue of greenbacks or silver certi­
ficates or by the sale of bonds to the Federal Reserve 
Banks; - or indirectly by : 2 . Increasing bank reserves, 
either by lowering the required reserve ratio or by 
freeing sterilized gold . 

"The adoption of either of these policies i s likely 
to lead eventually to a recurrence of the present 
situation; consequently, a progrom which looks more 
to the future is advisable . 

"A more l&sting type of recovery may best be promoted 
byrestoring confidence in the future, and by f oregoing 
action designed t o stimula te immediate business acti vity . 
Toe Government can ~robebly bel p to restor e confidence 
in the future by stabilizing, so f ar as possi ble, its 
relations to the business community. It con also help 
to make this restorat i on of confidence effective by 
lo .. eri ng the costs of buildi ng construction. St abili­
zation of the Government ' s r el ations to t he business 
community probably r equires that it: 

"1 . Give the business community to under stand that 
ther e are to be no further short-run inflati onary 
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or deflationary monet ary programs; 2 . Adopt and 
maintain a consistent a ttitude toward the business 
community, r ather than indulging in temporary 
progr ams either of a i d or of r eform; J . Give 
assurances that the credit supply of the country 
will not be varied by the Federal Reserve Board 
or other Governmental agencies, except in so far 
a s such acti on is necessary to offset temporary 
gold flows . 

"The costs of building and engineering construction 
may be lowered by : l. !n ·tituting proceedings against 
suppli ers of construction materials who combi ne in 
defiance of the Anti-Trust l aw to maintain high 
prices; 2 . Assisting in the amulgamation of the 
building cr aft unions into vertical unions, in 
order t o minimize as far a s possible the raising 
of hourly wage rates in individual crafts ." 

Into what ? 

••. • "into v ertical unions, in order to minimize 
as f a r as possibl e the r aising of hourly wage r a t es 
in ~ndividual crafts. 

" Permanent r ecovery, or the complete and continuous 
utilization of the country ' s resources in the pro­
duction of goods ana services, can probably be 
acnieved only when the nati on chooses whether its 
economic activity i s to be organized in the main by 
the free pl ay of price f or ces or by some central i zed 
Governmental agency; t hat is, Ahether the economy is 
to be on the whol e competitive or collectivistic. 
The restor a tion of an effective competitive economy 
demands the fullest possible scope for competition 
in those fields of economic activity where competition 
is at all possible . A positive program of action 
would probably include the following points: 

"1 . The destruction of monopolies , including the 
recognition t ha t a trade union may ac t as a monopoly . 

"2. Reduction of our import barriers, whether or not 
by means of r eciprocal trade agreements. 

"3· The repeal or the defeat of such l aws as are 
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designed to restrict the free play of price 
forces : 

"a . The Robinson-Patman Act. 
b . The Resale Prioe Maintenance Act. 
c. The Guffey Coal Act. 
d. The Wages ond Hours Bill. 
e. The l atest Farm Bill. " 

Thank you. 

Uid somebody want to a sk him some questi ons? 
Everybody for the capitalistic system? 
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_- .. '--
Northrop:-- We haven't time to argue about all that. 

White: 

H.li. Jr: 

White: 

Northrop: 

H. !l. Jr: 

Northrop: 

R. W.Jr: 

Northrop: 

Viner: 

Northrop : 

H. l.l .Jr: 

Northrop: 

No, silence means assent or dissent. 

Well , I think it 1 s a very good paper . All right . 

Miss Northrop. 

I took my A.B. and A.M. at the University of Missouri 
and my Ph .D. at Columbi a; taught economics for eight 
years, was Brookings fellow in 1934 and 1935. 

What was your thesis? 

In central banking. I studied the credit control 
policies of the Reichsbank from 1924 to 1933. 

You studied under Dr . Shacht and not Dr . Viner? 

That ' s right. 

>Vas it under Dr. Vlest? 

No, it was Dr. Angell. 

rirst of all, housing . 

Excuse me. Are you under 

Dr . j/hite. 

Housing program was port of my suggestion - eitlairnge 
extended housi ng prograa. I didn' t go into 
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detail, but I would like to add to what • s been said 
here that I think one of the most important things 
for the Government to do i s to publici ze whnt it want s 
to do; thot a l arge, extended publicity progrflJII 
throughout the Onited States ~ught to be a very 
definite part, in so f ar as wh& t cortgeges arc 
a vailable, slum clearance programs, what is in 
existence in various cities, and how persons can go 
about finding out how to improve their housing . /.nd 
that seems to me one of the best ways of stimulating 
the demand and probably the most - one of tbe first 
steps that ought to be taken along .vith this housing 
set-up. 

rVith toe other things that have been s a id I am in 
complete agreement . 

1hen one other point I should like to emphasize 
t hat i~ already brought out is that on the monetary 
end I think it is important t o reverse tne control 
devices which were put into effect in the fall of 
' J7 - or in the spring of •J?; and that of the 
possible t hings we might do I think the most impor­
tant is 1f we can see to it that the Feder al Reserve 
Syst em decreases its reserve re~tuirements , and if 
tney don 't oo it, t n.:n I think the Tr e6sury ought 
immediately to use its sterile fund for t ho repayment 
of December maturities . But I think that timing is 
very important ~nd th&t so~ething should be done as 
soon &S possible; prefer ably , persuading the Federal 
rleserve to reduce its re4uirements . 

I think tht.t the silver program could very 11ell be 
ext ended for one year without any fuss - just l et it 
go on - because I think the r epeal of i t would be 
looked upon ~s mildly deflationary and I think 1J9, 
with r eviving prosperity, probably would be & bet t er 
time tog et rid of it. 

"'xcuse me - you ialow, tnc only thing the A-esident ho s 
to do is through a proclEmation fix the price for 
domestic silver. 

I \mow. 

Now, what are you r ecommending on that? 
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Well, I just think it would be better - I really 
think it would be better to get rid of the silver 
program as soon as possible, but not in this 
present depression period. It ends· on the end of 
December, doesn ' t it, unless something is done? 

Just as to price . 

Just as to price. 

I mean he has to say at what price he will buy 
domestic silver beginning January 1, 1938. 

1'/ell tnen, I •d just continue the way he's been 
buying it for the l est yeLr. 

Same price . That's what I wanted . 

I don ' t think it makes enough difference to fuss 
about it at the moment. 

I'm just asking, not arguing . 

Then in the third place , I think that probably some 
clear statement from the Administration on t axes 
would be settling to the present situation, not in 
any sense giving up the direction in which we have 
gone but probably m<k1nc concessions on the undis­
tributed earnings t ax and the capital gains t ax . 
I only think that i s psychologically important, 
but I think 'lie certliinlY ought to maintai.n our -
t he principle of t he undistributed earnings t ax; 
it is more import&nt t o maintain the principle than 
to give it up after a fight. And that's all. 

All right, who wants to ask 4uest1ons now? 

Incidentally, •~hY isn't Miss llichener given e chance 
to s it in on this? 

::lhe should be. 

Vihat? 

She should be. 

At the next meeting will you call her? 
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White: l don't know why she was overlooked . 

H. M.Jr: Who would co~e next ? 

lihite: llr . Ostrander . 

Ostrander: l gradUBted from Willhms College &nd had a 
fellowship for one year's study a t Oxford; studied 
one year at Chicago, and during the year that 
Professor Viner V~asn 1 t there also . 

Viner : These boys are ver y smart; they see~ to pick the right 
years to study there . 

Ostr ander: Then I taught economics one year at Williams College . 
Have been with the Treasury for two years, one year 
wi th t axation end study of incace tax ret~ns end 
one year under llr . White . 

Wy ptper falls into three parts . First part, tnings 
which should not be done . nnd second part, things 
which should be done to sti mulate new investment. 
Third part, things which should be done to s timulate 
confidence . 

In tho first place, things which should not be done, 
even though they Nould undoubtedJ.y exert a. stimulating 
i nfluence on business, are : 

"(1) There should be no abandonment of the fundamental 
reform program of tnis Administr ation. The charact er 
of the present business recession does not warrant 
any such concession to the widely publicized demands 
of business. • I mean as for as its - the main 
orientation of the reform program, particularly the 
S.E. C. end interest in the redistribution of income 
throughout t he community, end t hings of thc t sort . 

"From the Treasury point of vie .. specifically, there 
should be no abandonment of the capital gains and 
undistributed earnings t axes . Any changes made should 
be in the nature of improvements in the administration 
of the taxes . " - and , I should suggest, wi dely pub­
licized - that is, small concessions wi dely publi cized. 

"(2) Tbe Administration should vvoid giving its 
approval to tbe type of business nctivity and the 
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level of security and commod ity prices which 
char act erized the first half of 1937 . Positive 
measures to combat deflati on should not be of such 
a nature as to create a ny abnormal (i . e . , temporary) 
r ate of activit y in the capi t al goods industries . • 

Now, on the sub Ject of confidence, I think the 
Administration should reiterate, possibly once a week, 
the ref orm program and its attitude that within the 
f r amework of that r eform program it considers it 
essential to the Admini s tration, to business cctivity, 
and to the economic welfare of the country that the 
present system of private enter prise and private 
profit continue to function. I t hink a weekly 
reiteration of that point would be possibly destruc­
tive of the point of view thot exists 1n New York 
and ~h1cago, represented, for example, by a statement 
of Walter Lippmenn•s tha t the Administration is trying 
to run a private capitalist econclllY with administra­
tors who bel ieve in a collectivistic economy. 

At the same time , such statements that it would not 
concede anything !n its fundamental r eform program 
would make obvious t he futility of the prevailing 
"wait and see " attitude on the part of business, and 
its hope that the threat of business r ecession may 
now be used to force the removal of existing or 
pe.nding "adverse" (i.e. , reform) legislation. 

•The Tr easury role in such statements would be the 
frank public descri ption of t he social principles and 
taxation philosophy lying behind the undistributed 
earnings and capitlil gains taxes. This would Lmount 
to the f iDst adequate defense of its stand agains t t he 
flood of protest over these two taxes . • 

Another stimula tion to confidence, and only confidence, 
I think, a t this time, would be the removal of the 16~ 
increase in reserve requirements which became effective 
on !Jay 1 . 

hnd a t hird stimulation to confidence would be some 
suppor t of the - or some statement that rising l abor 
and mater ial costs will not be allowed to abolish 
profit margins entirely, os they have begun to do. 
The Administration misht •withdraw its support from 
the proposed wages and hours legisla tion except for 
the guarantee of o geograpnically differenti ated and low 
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mlnimum wage . It s hould t ake the posi t i on t ha t 
f ull employment of t he l abor for ce mus t pr ecede 
any important furt her moves to bet ter t he lot of 
special groups of l aborers, end i t should pr omise 
some protec t ion to t he national e conomy that the 
improvement of the economic position of labor 
( t hrough organizati on) will not be the cause of too 
costly delays in business ac tiVity . " 

On the s ubject of new investment, I have proposals 
for stimula t i ng new i nvestment gener al l y, and housing 
i s a part of that. 

"There should be definite encouragement of the 
market for new privat e investment . One for m of 
stimulus would be the exemption f rom norma l i ncome 
tax for v period of two to five years of all 
interest and diVidends received from securities 
issued after January 1, 1938 . " Th~t •ould be to 
force ... 

ll .M. J r: Say that again pl ease . 

Ostrander : "One form of s timulus would be the exemption from 
normal income t ax for a period of tNo t o five years 
of all interest and dividends received from securiti es 
issued after January 1, 1938 . 

"Another form of stimulus would be the expansi on 
of 5-year, direct loans t o industry by t he Federal 
Reserve Banks; or it might come from renewed lending 
by the R. F. C. speci fically for expansion purposes . 
A more permanent step in this direction would be the 
cr eation of a Federal Inves tment bank, a lender of 
l ast r esor t i n the l ong t erm investment f i eld, t he 
only ma j or credit field not yet cover ed by e permanent 
Feder al ins titution. 

•From the Trea sury point of view, even aside f r om 
t he problem of the Federal deficit, some such measure 
of encouragement is par ticul ar ly impor tant s i nce one 
effect or the undistributed earnings tax is to for ce 
i ndustry to resort more fre uently to the new invest-
ment market . " 

I n other words, i nstead of gi vi ng up the undi stributed 
earnings tox, t o make the workings of the undi stributed 
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earnings t ax , particularly us far as it affects 
new expansi on, more s imple . 

" (5) Every means possible should be utilized 
immediately to stimulate tbe housing industry. 
Once begun, an expansion in this field might 
continue for at least a decade and the stimula­
tion of this field would not create the s ame di s­
location of the capital goods industry as occurs 
when other types of public works are pushed . A 
s pecific progr am in t his direction would include 
not only i mmedi ate expansion of public low-cost 
housing activity , but should bring a l arge increase 
of private investment in thi s field by some program 
such a s the following: 
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"(a) The crea t i on of a new Na tional Emergency Housing 
Administrati on directed by men representing priva te 
contractors, i nvestment bankers and existing housing 
agencies . 

•(b) This body to stimula te in every way possible 
the permanent invest ment of private capi tal in 
housing . i . e ., t he creation of corporations of 
severa l million dol l a r capitalizations to engage 
in t he building of moderate-cost and low-cost 
a partment s and houses, not in either case pr i marily 
for sal e but for rental. 

• (c) The Government ' s contribution to this movement 
to include : the setting of moder n buil ding standards 
and the supplying of government-trained modern housing 
experts to a dminister those st andards; the guarant eeing 
of a certain percentage of the annual r eturn to private 
capital so invested, for a period of f ive years; the 
making of agreements with producers of building materi als 
concerning price rises; the conclusi on of contracts 
with l abor or ganizati ons guaranteeing yearly s al ar ies 
instead of hourly wages; and the t raining a t W. P.A. 
expense of s~lled constructi on l Lbor ers who will 
make up the shortage of such l aborers which would 
exist if housing activities were successfully ex-
panded ." 

Very good . 

When t bat ' s finished, would it be private capital 
or would it be the collectivist system? 
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I think i t would be very definitely priva te capital . 

Would people who f avor private capital think it wa s? 

I think it could be publi ci zed in such a way that it 
· would be . 

iou think publicizing al t ers convictions . 

I t hink it can be very successful . The greatest 
wea.<ness in the President ' s housing speech, us it 
occurred to me, was tha t the Oovernment will set 
up a framework wi th.in which private capital can, 
if it is interested and willing, operate to build 
houses, but the Government doesn ' t go out of its .way 
to bring priva te capital into the building of houses . 
Some sta tement by an investment banker of the same 
national i mpor tance as , for exampl e, ~r. Carlisle 
is in the public utility field , that investment 
banker s ore going to vut 20 million dollars or 50 
million dollar s into housing on a permanent bas is, 
as they would easily put it into the r ailroads , would 
be a n i mportant thing. 

You menti oned that one thing the Government could do 
a s a contribution to this lvrge-scale rental housing 
would be to arrange in some way for l a bor to be pai d 
on an annual contract basis . How would you go about 
t hat? 

One way t ha t might be done- I'm not sure I •m in 
favor of it - but one possibi lity would be f or the 
Government through devious routes to foster a 
C. I . O. vertical industria l union in the construction 
industry, which would have as its basis not hourly 
wages, as the craft unions do, but an annual sal~ry . 

~o I misread the undertone of your paper in that you 
believe that the present r ecession ~as due r t leest 
in pert to a wilful effort on the par t of priva te 
1n1 t1a t1 ve? 

Ther e is an undertone of t ha t sort there. 

hnd I read 1t not awrong? 
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Ost r ander : No - tha t , at l eas t once things began to t urn down, 
ther e was some unorganized feeling that "Now, if 
we can delay thi ngs a month or two months possibly 
we can use the r o.pidl y d ecl1n1ng indices ~s a 
weapon to force some concessions . " 

Murphy : And it i s for that r eason you want the weekly 
reiter ati on of the reform program, 1n order to 
let them know they ' re not getting a nywhere . 

Ostrander : Yes . 

Lon1gan : Why under your system c ouldn ' t the people who were 
subJect t o this heavy taxation refinance a ll t hei r 
present holdings and make them nen finance capital 
and come out under your t~x exemption? 

Js trander : i:ell, it would have to be f or purposes of new 
expansion . 

Lonigan : \'/ell, you• d have to have a device for being sure 
that it was that . 

Jstran1.1 er: And the devi ce is very difficult t o d efine without 
having the Government approve the new expansion. 
Tha t ' s the most difficult point. I f the Government 
should set up a group of economists to do the same 
wor k i n &pproving t ne type of expansion that the 
s . ~ . C . does in approving the character of the 
l~~al contract, it would t hen be getting itself 
into c r a ther difficult position; yet, some such 
move would probably be necessary . 

Lonigan: 

Ostrander : 

Daggit: 

Ostra nder : 

And you s t i ll thi nk that ' s private capital. I mean 
you think that ' s t he competiti ve system . 

Uh-buh. 

If the securities issued f or expansion purposes were 
earmarked, there would be a l l sorts of subterfuges 
tog et earnings paid through those securities , and 
not t hrough t he ori gi nal ones . 

Any progr am would have things of tha t sort, but the 
thing tha t is most important for our economy is to 
have the necessary new i nvest ments s t ar ted . 
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That is, any program involving compl ex administra tive 
cont rols would have . 

Yes . 

Any collectivist system. 

I - it seems to me there is a very different point 
bet ween the coll ectivist system and a f ree enterpri se, 
f r ee profit system with government regula t ion. In 
fact , I t hink we ' ve got to - as the point of Mr . 
Nichols ' paper showed - if we •re going to qave a 
system of private enterprise, it ' s got to be one 
which is thoroughly regulated . 

That wasn ' t what I gathered from l.!r . Nichols ' 
paper . I felt a •• • 

I t hink that ' s a fai r statement, l:lenry. He says 
regula tion. You remember llichols pointed out that 
i t would re~uire government stepping in at various 
points to insure competition. 

But Nichols ' point was entirely di fferent; that is -
:;ell, Nichols can speak better for himself . Ostrander 
wants everything governed from a desk in Washingt on; 
all that Nichols want s is to have certain barriers 
broken do.n to ~ake sure that tne people regulate 
et.ca other . For exailplt:, be doesn't want to fix 
u till ty ro tes . 

Well, tilll t would reGUire - in order to break those 
barriers down, it Nould re4u!re so~e l arge 

Government stimulus r a ther than control . 

I tnink you (.llurphy) stated my position correctly . 

Is it compatible with Ostrander ' s position? 

I don ' ~ think so . 

Tae whole essence of the r evival of the capitalistic 
system is whether it ' s going to revive through artifi cial 
government stimulus or function on i ts own energies, 
and I can' t see that Mr . Ostrander ' s system allows 
capita l any freedom at all; the energy and t he di rection 
come from the government . 
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Ostrander: I think you 1r e reeding too much into my system. 

Lonigan: They have posed tne complete extremes of the ••• 

r.lurvhy: 'l'he absolute extremes . 

Vlhite : That ' s r ight . I merely have in mi nd tha t ther e i s 
involved in both cases ••.• 

~urphy : 1hey both differ a great deal from the present 
system, because one proposes to eliminate ~s fo r 
Qs possible priva te initiative, and the other 
pr oposes to as f s.r a s possi ble force· priva te 
initiative to sta nd up and fight for itself . 

White: .. utte . 

Ostrander: Well, in defense, i s there a nything more r adical 
in the direction of destroying priva te initia tive -
any proposal I heve made here - than there was in 
the Pr esident ' s speech on housing? · 

White : Well , you wouldn 't want to r a ise the issues here 
as t o the mer its of the two di fferent s chools of 
philosopb.y. 

d . ;.{ . Jr: No, I don 1 t s ee why 

Ostrander : I want tog et out of that a r gument . 

H • .1 . Jr: Tha t • s whs. t he th inks . lolr . llichols thinks something 
el se . And what I ' ve asked is each man to give me 
whet he thinks himself; and I wouldn' t try to make 
a fellow take back his words . Tha t isn't the point 
of this . You can do i t outsi de a fterwards, if you 
want to . I don ' t ,mow whether you people ever meet 
like this together, but if you don ' t you shoul d . 
hnd you ha ve sLid wha t you thought and t ha t ' s what 
I have a sked for . I ge t the difference . But I 
wouldn • t - I don ' t want anybody to have to take beck 
what he thinks . The whole point of this thing i s to 
let each man express himsel f; t hat ' s wha t he ' s doing, 
and I •m getti ng jus t wha t I want . 

:'thtte: Tickton. 

Tickton: I went to olayne University, Det roit, and worked for 
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the Detroit Bureau of Governments~ Research· •.vas 
over at Farm Cr edit for a year; been over h~re for 
three years. 

My paper deals with jus t one ••• 

Excuse me - who are you with? 

Selt zer. 

Seltzer . 

Uy paper deals with jus t one &spect of tae problem · 
that is tae undistributed profits t ax . ' 

"Part of the current business pessimism is due to 
the psychological opposit i on to t he undistributed 
profits t ax tha t tu;s grown up among business men 
,.,.1thin the l ast year . While we feel that thei r 
a ttitude cannot be justified from any equitable 
point of view and while we are pr epared to mr inta in 
s toutly the principle of the t ax · ···" 

"We" is 17ho there? 

1 r ea sury . 

" •• • I wish t o suggest t ha t it may be :1ise to r ecogni ze 
tha t concentr ated public opposition does exist, that 
such opinion may very well have contributed to the 
current business r ecessi on and that se should take some 
s t eps to relieve ourselves of such oppOsition a t the 
pr esent time . It may be par ticularly desirable to make 
some concessi ons no.l' in the interest of business recov­
e ry and to forestall t hereby the a ttacks on the prin­
ciple of the undistributed prof its t ax tha t are being 
formulated a t tne pr esent moment. If they gatner 
momentum these attacks may be successful enough in a 
very short time to obta in the complete r epeal of t he 
t ax or at least to .emasculate it. 

"The critics of the undis tributed profits t ax contend 
that t he dir ect r einvest ment of a l arge portion of 
cor por ate earnings i s essential to the expansion of 
corporate enterprise . They i nsist again end again t hat 
plant end e4 u1pment can be purchased from reinvested 
earnings onlY and t hey cry out for an e xemption of tha t 
porti on of earnings so invested . 
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"Vie ha ve observed tht. t 1f such un exemption were 
permitted, vealtny stockholders could continue to 
a void individual surt~xes , wi thout compens&tory taxes 
on thei r corporations, on thLt portion of their 
corjlOrt. t i ons 1 earnings which wns used to expand 
plant, .mer eas other individuals, includi ng members 
of partnerships , would continue to be t axed on tneir 
;mole incomt~s , r egar dl ess of the pr oportion employed 
for ne1v construction and e<juipment. 

"Vie have also observed thC!t t he applica tion of such 
a proposal might be quite arbitra ry and i nequitabl e . 
To tho ext ent that it provided a real subsidy for t he 
encouragement of new cons1;r uction, it would be a vail­
abl e only to r el atively prosperous concerns, and 
somewha t i n proportion to their prosperity, to the 
competitive disadvant age of other ent~rprises . And 
thi s subsidy ~;ould ~e provided by tae Pedercl Tr ecsury , 
through e r eduction in t ex r evenues . 

"However, in view of the necessities of the current 
recession and in view of the depressing effect that 
t he un.distributed profits tax is having on business 
sentiment I suggest the Tr easury might consider making 
e limited concession to c orpor a t e business by permitting 
for a licited time only -- soy the f irst six months 
of 19.38 -- exemptions f r om tne undistributed profits 
tax f or tnose expenditures mLde for ne~ plLnt and 
e~ui)lment . By oeans of tnis concessi on ~e me y 
stimulate business 6 t tne same time tnat ae shut up 
some very vocifer ous opposit.Lon and .1e may be oble t o 
s ave tne undistributed profits t ~<x from emasculati on or 
complete abandonment. The concessi on might be on a 
percentage basis ; that is, $1 of exempti on f or every 
a2 or ~.3 of expenditure , so that the stimuluti on might 
be considerable in proporti on to t he r evenue l os t .n 

Any -.ues tions? 

r 1m going to stop you. Before I o.o, I just 11ont to 
shoo t out a couple t hinbS whicn I need . 

Daggi t Nould you give me ~ wee~ly r eview noN on the 
cotton' s ituation, taking in everyttl~ng - impo~t, 
exrort, consumpt i on, number of spinales , carr)-over , 

every thing . 
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l! . ld.Jr: 

Daggit: 

H. lo! . Jr: 

Daggit: 

H.:J.Jr: 

Daggit: 

H.!!.Jr : 

Lonigan: 

R.!J. Jr: 
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Would you want that on Monday morning, or 

Is that what - when the cotton week ends? 

llo, not necessarily . l'lhichever would be convenient . 

Monday morning would be - I'd li~e a cotton letter , 
Juzt as though I •m in the cotton business now. 

J.nd i ncidentally, on t hat thing I can 't still get 
the fig ures right. Mr. Bell gave me a f i gure that 
we 're committed to loan - just get this - 250 milli on 
dollars on t his year's crop, plus 130 million we pay 
the f armers outright for this year ' s crop, which is 
380 . And, talking to Kr. Wallace, he said tnat tha t 
does not include - the 380 does not include the soil conservation money . 

I•ll look that up. 

So I ' d like - just like to g et a t otal f i ijure of · 
Nbat we may be committed to on this year ' s crop; 
380 so f ar from ~r . Bell, but on top of tha t goes 
the soil conservation- what the Government ' s interest 
is i n this crop . 

I understand some of those payments can' t be decided 
until later in the season. 

Some of t nem, tne commitment goes through till 1940. 

Uh-buh. 

But g ive me a cotton l etter every Monday, will you? 

I ' ll do t hat . 

See what I mean? 

And then Miss Lonigan, did you have e chance to find 
out whether the W. P. A. people are starting these work 
rooms? 

I di dn't quite understand what you wanted . 

11 or k r ooms for women, in which women do something • 
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a . M. Jr: 
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Lonigan: 
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Well , they 've hnd taem nll along . 

I thought taey ' d laid t hem off . 

'.L'hey •ve kept it going continuously . 

Well , will you find out? 

l'lell, I ...• 

Have you a contac t there? 

Yes . 

I mean just :~ow much - what the sewing pro jects ore 
doing . The r eason I ' m interested is- if you'll 
talk with Daggit - no .. Ne just bought 1.3 million 
yarJ s of cotton for Hopkins - 1.3 mil l i on yards . 
Now, how much more ore they going to need? Is tha t 
particular kind of project - is it all cotton? I 
mean, in other words , how many women - have they got 
any equivment - c ould they put more on, would they do 
more? I m thinking of 1t ~ust for the moment in terms 
of cotton. And Mr. Duggit s handling tha t . Now, 
we just did l as t week put out bids for 1.3 million 
yards . uoes tha t mean - I thit~ you'll find tha t 
you' re ~Tong, th~ t they lai d off - closed up a lot 
of them. 

~bey d id . Closed the volume, but mainta ined the 
skeleton organizati on. 

"S I say, at•e we goinl$ to h&ve to expand that? If 
so, ho~ much does that mean in terms of cotton, see? 

Yes. 
You people might be interested in just this. Contrary 
t o the general s ituati on - this is as of l as t night; 
t 11is is a memorandum I got from Mr . Hopki ns ' organi­
:.:ation - " the present unemployment is 1,509, 0.)0, 
incre:..se from a l ow of l ,460, 0JO, tncre:..sing about 
six or seven thousand per week, with local relief 
agencies taking up the brunt of the additional load ." 

You (Lanigan) might be here a t 2 :45 . Colonel 
Barrington is coming over . 
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I just can 1 t understand this. 'flha t does t htt t 
mean - "local r eli ef agencies t aking up the brunt"? 

Means t her e are a lot 
r elief agencies now. 
t he .. . 

I can't understand it. 

of a pplicati ons a t the loca l 
Ther e i s no connection be tween 

And no one knows the employment f igures by weeks . 

Well, he says he does . 

Those a re the uneaployed on r elief . 

~he nU!Dber on Rork projects is a matter of policy . 

Yes , but . . . • 

The number on work projects is wholly a matter of 
administr ative policy . 

I unders tand. #hat ' s ha ppened to the res t? I ' m 
interested in people . 

'.!:hey don' t have the figures . 

Be ' s coming a t a quarter of three; you might be 
here. But I don't know - don ' t Anow - I can't 
understand this whole unemployment thing the way 
it is today. It doesn' t fit together . Maybe the 
answer is tha t the local agencies are t aking the 
brunt . If so, maybe it would be ~ell for you to 
make a week ' s field trip and see ~nat's happening. 

Thank you . I can ' t t ell Hhen the next meeting • ••• 

You' ve heard everybody, in BoY case, except Yr. 
Seltzer and myself . 

Oh, it ' s jus t down to you two people . 

And I _ t he t ' s why I think you can probably end it . 

Well , I mean- you people don't want to give your 
papers? 
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Oh, I have no objection. 

I don ' t think it' s necessary. 

Well then, it' s a ~uestion of finding - I might Just -

i ! ~1r~i~ ~n~~n~ :i~:n~~~gt~~wtim;u~~w~ second -

(Has conversa tion with Oliphant on phone) 

I'll give you a time - I!ll try to give you a time 
later . Thank you very much. 

NOTE : Papers of Seltzer and White attached, a s well as 
those of other conferees, 1n order given. 
( No paper from Miss Lonlgnn) 
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2. 

3· 

4. 

Co.peratiTe Aftal7a i a of Proposals in the Preeident•s Useaage on Rouol ng '!lo•oober 29, 1937, and Sug;;eatlona Submitted b;y Ueasro. Uurpey and Lindow a t Kee t lng Rald b;y Secreta>T llorgenthau llo••ber 29, 1937 

Preoldent•e Keeeage 

!he hderal p&ra~>\H of debentu:ree heued b;y the llv.tual Kortc-ce Ineurance l"und iD the 8Tent of default of 1neured a ortcacea should be 1-
def1D1te~ mended. 

!he $2 b1ll1ons liai t on the IIIIOUDt of aort­cece• which ~ be ineured (UDleu an 1Dcreaee 1e apprOTed b;y the President ) should be ~ to $2 bl.lllone of insurance ouhtandine &aili one Uae. 

!be e4a1D1strat1Te r~ation preecrlblag a 5 1/2 percent aaz1aaa interest rate (inclu4ing serrice chart;e) on 1Dwred aortcecee. ahould be chNice4 t o prOTide a 5 per cent aaziaaa ( 1Dc1u41~ service charge) . 

Preal.mu on 1Dwred a or tg8f:ea should be baaed on decl1n1DC balances r ather than ortgl.D.al pri ncipal. 

!he .-e. 

The $2 billions liaU on the eaount of 01ortcacee which aq be 1neured (UDleeo an 1Dc.-.ue b eppJ'Oftd b;y the Preaid.ent) should bs repealed, 

llot cOTered. 

The ..,e. 

• 
' 
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5• Pr.ai-• (baaed ~on declining bBl.Mcee) ahould be r educed to u lo• aa l/2 of 1 percent on seneral conatt:uction, and 1/4 of l percent on new conatruction where the eetlaated TalQB of t he property doea not exceed $6,000 and •here the :ort&al;e 1a lnmred, prior to July l, 1939. 

6, ~ limit of loana ell6lble for lnaurance to SO percent of appraiaed TalQB ahould ~ U... cre .. ed to 90 percent in t he caoe of cwaer­oc~led propertiea where the appraiaed TaJ.Qe doea not e:<eaed $6,000. 

1. •ot caTered. 

S. Coocreu should nentnall7 liait the tnaurance of aorts&!&• to houting on which the application for tnaurance 1a approved prior t o the b~ of conatrucUon. 

P~~&e 2. 

Not covered. 

Not cOTered. 

Inoured aortc&!&•, de~nturea of the ltlttual l!ortcD!& Insurance !'lmd, and debenturu o! aatlolllll aortcD!& aaaociationa ahoul4 be c ..... pletely ezeapt troa taxation with reapect to principal, but granted DC tu ex-.pUon with reapect to lntereat. 

Not cOTered. 
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9. lrot conred., 

10. !be ~ ucnmt of debelltureo which a ,._ tlonal acrtcage aoeociatioll mq have outatandi"6 at ezq ou t"- ohould be illcre&oed t:rCD 12 to 20 tilleo ito capital otocko 

11. Bat1ollal mortgage aaeoe1at10Dt ehould be allowed to orictll&te aortce.lea Oil 1arge-acale houainc proJect.. 

12. !he ll.:r.c. ehould llllll!* aT&ilable $50 milllou t o bo Deed for the eapl tal atock of natlollal aortcage aoooclatlona. 

13. Illaurenee ahculd be provided for repair a11d aoderlllsaUoD 1oaaa alailar t o that foroerl;r prmided 'allder 'f1 tle 1 of the J!ational Rouainc Aot. 

A otatutory l1111t ehould be nt to the elq)ellno ot the Yed.eral Rouoinc .ldlll!thtraUon whloh ..., be paid fro" prem11a illCO ... 

'l'be aeme, except the ratio ahould be 15 to 1. 

!he •••.• 

Not c<l"ered. 

!lot covered. 
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337 TREASURY DEPARTMENT 

INTCft O,.f'IC& GOWNUN1c:AT10N 

.... llovember JO, 19)7 . TO 8ecretar7 Korgentbau 

Kr. liUrph7 and Kr. L1ndow 

SubJect: Est imate of the effect ot a given reduction in the rate ot interest upon the ca sh outlay in purchas­i ng, or the economic rent ot occupying, housing 

I . AeeWirOti ona 
(1) We have based our study ot the etteot ot changes i n the rate of interest on the cash outlay in purchasing, or the economic rent ot occupying, housing upon the •standard houae,• t he oost ot construction ot which 1n a large number ot cities is estimated quarterly by the Home Loan Bank Board. We have assumed that this standard house 1a bUUt 1n Detroit, Kiohigan, i n October 1937. The estimated coot ot construction i s $6, 121 and the house ie described as tollowe: 

1 The house on which coats are reoorted is a detached 6-room home ot 24, 000 cubic t eet volU.a. Living room, dining room, kitchen, and lavatory on first floor; 3 be~ rooms and bath on second floor. Exterior is wide- board s i ding with brick and stucco as features ot dea1gn. Beat quali t7 materials a nd workmanship are used throughout. 
1The house is not completed ready tor occupano7. I t i ncludes all fundamental structural elements , an attached l - ear garage, an untin.ished cellar, an unfinished attic, a fireplace, essential heating, plumbing, and electric wiring equipment, and complete insulation. I t does not include wall- paper nor other wall nor ceiling finish on interior plast ered ourtaoe, l i ghting fixtures, refrigerators, water heaters, ranges, screens, weather stripping, nor window shades. 

"Reported costa i .nclude, in addition to aaterial and labor costs oomoeneatlon insurance, an allowance tor contractor ' ~ overhead and transportation ot materials, plus 10 percent tor builder' s profit . 
•Reported ooets do not include the coat ot land nor ot surve7ing the land, the coat of planting the lot, nor ot providing walks ADd drivewa7s; ths7 do not include archi­tect ' s tee, ooet ot b~1ld1ng permi t , financing chargee, nor sales ooete. 
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•In figuring ooets, current prices on the same building 
materials list are obtained every 3 months trom the same 
dealers, and current wage rates are obtained tram the same 
reputable contractors and operative builders. • 

33.:. 

(2) We have added $1,000 to the coat ot the standard house 
to provide tor wall- paper, 11ght1ng fixtures, an electric re­
frigerator, a water heater, a gas range, screens, weather 
stripping, Window shades, landscaping ot the lot , and the con­
struction ot a cement driveway, making a total cost tor the 
finished house ot $7, 121 . 

(3) We have assumed that the house Will be placed upon a 
lot valued at one-fourth or the finished cost ot the house1 or 
$1, 7tD. ~ais makes a total cost tor the house and lot ot ,g,901 . 

(4) It is assumed that go percent or the total coat ot the 
house and lot (i. e., the tull cost ot the house ) w1ll be bor­
rowed upon a 20-ysar amortized mortgage payable i n equal mont hl7 
instalments, principal and interest combined, t~oughout the en­
tire 20 7ears. 

(5) I t is assumed that at the end of the 20 years the lot 
will have the same value as at the time ot the construction ot 
the house, but that the house will have depreci ated to halt or 
i ts ori ginal cost. 

(6) It is a ssumed that taxes Will be levied at the rate ot 
2. 62 percent ot the real value of the property, the average rate 
tor 241 cities in the United States in 19361 as estimated by the 
Detroit Bureau ot Governmental Research. It is assumed that the 
real value ot the lot will continue the same throughout the en­
tire period, but that the real value of the house will gradually 
dimi nish, averaging 75 percent ot the original cost over the 
2Q-year period. Taxes are computed, therefore, upon an amount 
equal to 100 percent ot the original value ot the lot plus 
75 percent or t he original cost ot the house . 

(7) Fi re i .nauranoe is assumed to cost $1 per thousand ot 
the original coat ot the house throughout the 20 years. 

(g) Repairs are assumed t o coat 3 percent ot the original 
coat ot the house throughout the entire period. 

II. Distinction between Oash 
outlaY and Economic Rent 

we have computed two coats tor each assumed rate of interest, 
one ot which we call • cash outlay• and the other of which we call 

•eoonoai.o rent. • 
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1'he first ot these, 'lflioh represents the actual oalh ooet 
ot purohas1ng the assumed house in monthly instalment• over a 
period ot 20 years and ot maintain1ng it and payi ng taxes on it 
in the meantillle, includes an element ot saving, since at the 
close ot the 20 years the purchaser owns outright a house which 
is assumed to be worth one-halt ot its original cost ot oon­
etruotion. This means that a oomoonent ot the monthly cash out­
lay during the 20 years has not been bona tide expense, but 
rather a type ot saving. The cash outl!!f however, includes no 
interest on the $1,780 down payment (eq to the cost ot the 
lot) which the purchaser 1a assumed to have made. This computed 
interest should be included however, 1n the economl.c rent. our 
figures tor economic rent t herefore, d1tter !rom t hose tor cash 
outlay in that t hey exolu~e the element ot saving contained in 
the payments tor the i nterest and amortization ot the mortgage, 
but include an allowance tor interest on the cost ot the lot . We 
consider that the t1gureo tor economic rent are more significant 
than those tor cash outlay. 

III. SUmmarY ot Results 

Our results are present ed in detaU in the accompanying 
table showing on a monthly and an annual bas1s the estimated cash 
outlay tor purchasing, and economic rent t or oocup1ing, the stan­
dard house at assumed interest r ates of 3, 4 , 5, 5t, 6 and 7 per­
cent , respectively. 

The etteot ot changes in interest rateo upon total cost may 
be briefly summarized by the following two tables, showing the 
percentage reductions 1n cash outlay and 1n economic rent , re­
spectively made possi ble by reductions in the assumed interest 
rate trom 7 percent and trom 6 percent, respectively, to each ot 
the lower r at es used in t he computation. 
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(Peroent) 
6 4.7 7.1 

51- 7.0 10. 6 

5 9.2 14. 0 

4 13. 5 20.9 

3 17.6 ..€1·1 

Interest rate assumed to be 1 Percentage reduction in 
r educed !rom 6 percent to: ;dash outiay: Economi c rent 

Attachment 

(Percent ) 

~ 

5 
4 

3 

2.4 3·g 

4. 7 7· 5 

9·3 14. 9 

1}.6 22.2 

' 
.. 
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c_.-at1.,. Anal7o1o or Caob Outl 34: 
1n 0CCIIWlnc•J.OOWDed Roua Ill)~ Purchaotnc. and or lcoooclc Rent 

' er Variou.e lnt.eree\. b.te• 

-~ I ~ • ~ -Annll!!li MonthlY I- AMUIIi= Mont hly : Amm\1 T l 5;' l ~ • zi • t Moq\.lu 1 Annl!Al Month1 • · Y · J.nnuAl ; Monthlr ' Mnuot , MuthlL. 
CASH OIJ'l'LA1; 

Conotant monthly ~ont 
tor lntorut and 
111110rt hat !on $ 473 -88 $ }9.49 $!)17.80$ 4} .15 $ 564.00 $ 47.00 $ 587.88 $ 48.99 $ 612. 24 $ 

fire 1nouranco 7 .00 ·58 7.00 ·58 
51.02 • 66:! .52 • 55.21 

'l'a.xet 186.56 15. 5l) 186.56 
1.00 ·58 7 .oo ·58 7.00 · 58 7.00 · 58 15·55 186.56 15.55 186.56 15-55 186.56 

Repslro 213.63 lL.§Q .ru..il 17.80 . 213.63 )!7.80 213.63 17.80 2ll.6l 
15.55 186.56 15·55 
.ll..!!2 ;l:!,l,6l lL.§2 

C:wh outl& 881.07 7J.42 924.99 n.os 971.19 80.93 995.07 S2.92 1,019.113 811.95 1,o69. 71 89.14 = = = = = =- = = = 
iOOiiCJ~lC mrr: 

lnteroot on lot 5}.4o 4.45 71.20 5·93 89.00 7. 42 97 .90 a.16 1o6.so 8.90 124 .6o 10.JS 
lotoroot on ~ ot 

coot or houoo 1o6.s2 8.90 142 . 42 ll.S7 178.03 14.s4 195 .83 16. )2 213 .63 17.80 249 .24 20.77 
Intereat and amort1tAt1on 

on ~ or coot of houoo 2}6 .94 19 .75 258·90 21.58 282.00 23 ·50 293·94 24 .50 )06.12 25. 51 3}1.26 27.61 
fire lnourMCO 1·00 . 58 1.00 · 58 7.00 . 58 7.00 · 58 7.00 ·58 7.00 · 58 
Taxea 186.56 15 .55 186.56 15.55 186 .56 15·55 186.56 15.55 186.56 15· 55 ~ 15.55 

Rapalro llh2:i lL.§Q .lli.:..2l l1..:A9. 213 .61 ll.:..§.q lli...2l ll.:.!!Q _ill~ .lL§.Q lL.§2 

Econoe1e ~ so4 . J5 67.03 879 .71 1J.31 9;6.22 79.69 994 .86 S2.91 1,033· 74 86.14 l , l\2.29 92 .69 

= ~ --- ~ ,_.,. _. = ~ -
AIIALYSIS OF Drrn:RE:iClil a£'lUEII CASH OIJ'l'LJ.Y Alii> :iOOltOUlC Rll!l'l': 

lnteroot on lot 5J.4o 4.~ 71.20 5·93 89.00 7-42 97 ·90 8.16 1o6.80 8.90 124.6o 10.31 

5a•1nc 1}0.12 l2.:.fi ~ ...hl!! ill.:il 111 .6o _j!,_!l ...!:.U ~ ..Ll!. ~ ..i.:n 

Hot 41fforonco bo-
tween caah outl ~ • • 14.97 + 1.24 .21 .01 - 1li .}l - }.19 - 42.58 - 3-55 
and econoa1c rent 1-1+76.72 + 6 .}9 + 45.28 + 3·77 

+ + = 
Bote: For aaeumptiona and expl Anation•, ••• aceoiiJ)M1ing me:aori.»'UD· :J 
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TO 

Subject : 

INTUt O,.CC C0NMU MICAT10N 

Secretary Uorgenthnu 

Ul• . Nichols 

Recovery measures 

I. 

.. n November }0, 1937 

I nnediete recoverv o~n be achieved If at 
~~~ting the su~~ly of circulnt1n~ nedia'i~ the 
t.l" T)Ublic, eit her d1:-eotly by : 

all, by in­
possessi on of 

l . ~barking on a lerce-scc~e GoverrDent soending 
nro ~;ran, finenoed by the 1esue of greenbPcl:s 
or silver oerti:Uc-eteo Ol' by the sale of bonds 
to the Federal Reserve Eanl~s; 

or ind irectly by: 

2 . Increas1nB benk rese1•ves , either by lowering 
the required reserve rrtio or by freeing 
sterilized gol d . 

The adoption of e1 ther of t:.ese polici es is likely to 
le~d eventuPlly to e recurrence of the or esent s ituation · . - ' 
concenuently. a nrogram vnioh looks ~=-e to t he future is 
C"ViSt>ble . 

II. 

A more lPsting type of recovery may best be pronated 
by restoring confidence ln the future . end by fore~~ing 
notion des i cned to stimulate i mmediate business activity. 
The Government can probably hel p to restore confi dence in 
the future by stabil1zinc , so far es T)OSsibl e , i ta rela tions 
to the business community. It c~. n also hel p t o make t his 
restor~tion of confidence effective by lowering the coste of 
builcl in~· construction. Stab1l1:i'.ation of the Government ' a 
rPlationo to the busi n•se community probebly requires tha t 

i t : 
l . Give the business communitY to understand the t 

t here are to be no further short - run i nfl a­
tionary or detla t1onary conetarY proj7aJ:lS; 

2 . Adopt and na1nta1n a cons istent a ttitude toward 
the business oomnunity , r ather t han indulging 
in temporarY proE;I'IlDB either of aid or of r eform;. 
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3. Give o.eauro.noes that the credit euoply of the 
country \'till not be varied by the Federal 
Reee:rve Board or other Gove:rnuental agencies, 
except in so fa~ ae such action ie necessary 
to oftset temporary t:old tlows. 

The costs of buil" inb and enb~nee:rinb construction nay be 
l ol"'e:red by : 

l. Instituting p:roceedin0s a&ains t suppliers of 
construction materials who combine in defhnce 
of the Anti-Trust Law to maintain h1bh o:rices · 

2 . Assietin& i n the amal cnmntion of the buil ding ' 
craft unions into vertical unions, in o:rde:r to 
minimize as fa:r a s possi bl e the :raisin& of 
hourly vtage r a t es ln indi vidual crafts. 

III. 

' 343 

Pe:rnanent :recovery, or the complete and continuous 
utilization or the country' s :resources in the production of 
roods and services , can probably be o.chi eved only v:hen the 
n~tion chooses Vlhe the:r its economic o.otivity is to be 
organized in t he m~in by the free nl o.y of price forces or 
by some centralized Government al ae;enoy ; that is, whether 
the economy is to be on the whol e competl ti ve or collectivistic . 
The restoration of an effective competitive economy demands 
the fulle s t nossible scope for cocpetition in those fields 
of econooic activi t y v:here cot~-petition is at all possible . 
A nositive pro~Tam of action ~uld nrobably include the f ol­
lor.inr; point s : 

1. The destru ction of monopolies, includinG the 
recoGnition that a t rade union may act as a 
monopoly. 

2 . Reduction of our i mport barriers, whether or 
not by means of reciprocal trade agreements . 

3. The repeal or the defeat of such laws as are 
des!cned to r estrict the free play of orioe 
forces : 

a. The Robinson-Pptcan Act. 
b . The Resale Price Ualntenanoe Act. 
o. The Gu~fey Coal Act. 
d . The Wages &nd Hours Bill. 
e . The latest Farm Bill . 
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TREASURY DEPARTMENT 

IHTaR 01'1'1C:a COMMUNICATION 

Secreta~y Uorgenthau 

Jl1ss Northrop 

The present business receesion seems to 
porary set back in a basically upward trend. 
consequence ot t hree taotors: 

DATI 

be only a tem­
I t is a natural 

(1) Over-extended buying 1n lat e 1936 and early 1937 
on a r apidly rising wholesale price level - present cessation 
tor price readJus t ment is therefore all to t he good. 

344 

(2) The r eetrictive measures taken 1n late 1936 and 1937 
such as gold sterili~ation, increase in excess reserves and ' 
price warnings from the President (November 13 1936 and !!arch 
U37). ' 

(3) Actual decrease of Federal spending. 

I. Uild stimulating devices could be used profitably. Preferably 

(1) Decrease in excess reserve r equirements. This is 
the best because 

(a) It is a control device and it is unwise to be 
•used up1 t or tuture action . 

(b) Its psychological etteot woul d be immedi atel y 
stimulating t hrough showing a willingness to use a •con­
trol• botb ways. 

(2) A Treasury announcement with its December 15 financing 
plans that new money will be r a ised to prepare f or possible in­
creases in relief expenditure due to t he present recession in 
business. Also that repa yment of February maturities will be 
out ot the inactive gold tund •unless later developments obange 
the picture•. 

(It t he Federal Reserve wil l not take action on reserns, 
t han the Treasury should pay ott ile'December maturities from 
t he inactive gold tund and raise no new money. It might alao 
announce that it is prepared to us e t he 1naot1ve account t o re-

( pay February maturiti es 1 it conditions warrant• .) 
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II. It might be advisable for the Treasury to agree to an 
extension of the present silver program for one Year si noe 
its di s oont1nuence would be regarded as mildly deflat ionar.v; 
1939 \"i th a new Congress and probably reviving business 
seems a better time for giving it up. 

III. Early consi derati on of the tax bill should be pressed 
tor and t he Administration' s attitude should be clearly 
st P.ted and no tax bill should be retroactive. The tax~ill 
should make some concessions to the demands from business 
but should 

345 
~ 

(1) Retain 1n principle the undistributed earnings 
tax (some modifi ca tions of obvious flaws would strengthen it). 

( 2) !Jodity capital gains tax \"' ~e it more equitable. 

(3) llake income from t~~-free bonds subject to surtax. 

IV. Increased C~vernment expenditure for housing i s all to 
the ~od but bound to be slow. To t his program I would add 
an extensive shipping program and begin by aski ng Congress for 
an early consideration of the Kennedy report with a view to 
i mmedi a te action . The i mmediate affect would be psychologi­
cally stilllUlating and t he existence ot a long-run housi ng and 
shipping program of large proportions would be a guarantee 
against 1 the bottom dropping out•. 
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TREASURY DEPARTMENT 

INT&Jt OfFI'lC& COMMUNICATION 

oA•• November 29, 1937 

•o Secretary ~orgenthau 

••- lir. Ostrander 

SubJect: Suggested remedial action to combat the business 
recession 

I. In the first plaoe certain actions should definitely not be 
taken at this time even though they would undoubtedly exert a 
stimulating influence on busi ness. 

(1) There should be ~ abandonment of t he fundamental reform 
program of t h is Administration. The character of the present busi­
ness recession does not warrant any such concession to the widely 
publicized demands of business. 

~rom the Treasury point of view specif ically, there shoul d be 
~ abandonment of the capital gains and undis t ributed earnings 
t axes . (Any changu made should be i n the nature of i mprovements 
in the administration of the t axes . ) 

(2) The Administration should avoid giving i ts approvnl to t he 
type of business activi ty and the level of security and commodity 
prices which charact erized the first half of 1937 · Positive meas­
ures to combat deflation should· not be of such a nature as to create 
any abnormal (i.e., temporary) rate of a ctivity in the capital goode 
indust ries. 

II. The following specific remedial actions are recommended: 

(1) The Administration should now reiterate with new emphasis 
its fundamental reform program from which no concessions will be 
made . At the same time, in frank publ ic statements, it shoul d re­
iterate and emphasize that within the framework of these reforms, 
i t is essential to the AdministratiOn, to bUsiness activity and to 
t he economic welfare of the country that our present system of pri­
vate enterprise and private profit continue to funct i on. It should 
stress the ooi nt t hat the reform orogram is considered the onl y 
means of prolonging the present economic system. 

Such stat ements should help to remove existing uncertainties 
as to t he real meaning and direction of the reform program of the 
present Administration, i.e., that it is not •communist•, •social­
ist• •collectivist•, etc., and they shou~make it clear that the 
refo~ program is not intended to destroy future profit possibil­
ities. Such statements should at the same time make obvious the 
futil ity of the prevailing •wait and see• attitude on the part of 
business and its hope that the threat of business recession may now 
be used to force the removal of existing or pending •adverse• 

(i.e., reform) legislation. 
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The Treasury role in such statements would be the !rank 

public description or the social principles and taxation philos­
ophy lying behind the undis t ributed earnings and capital galne 
taxes. Th1e would amount to the first adequate defense or its 
stand against the flood or protest over these two taxes. 

(2) The 16 percent increase in reserve requirements which 
became effective on Way 1, 1937 should be removed (although the 
remedial effect or this may be relatively unimportant). 

(3) In order to quiet business tears that rising labor a.nd 
material costs will abolish profit margine, as they have begun to 
do , the Administrati on should withdraw its support !rom the pro­
posed wages and hours legislation except for the guarant ee or a 
geographically diff erentiated and low minimum wage. It should 
take the position that tull employment or the labor force must 
precede any i mportant f urther moves to bett er the lot or special 
gr oups or laborers, and it should promise soce protection to the 
national economy that the i morovement or the economic position or 
labor ( through organization)- w111 not be the cause or too costly 
delays i n business activity . 

. (~) There should be definite encouragement of the market tor 
new private investment. One form or stimulus would be the exemp­
tion !rom normal i ncome tax for a period of two to five years or 
all interest and d ividends r eceived from securi ties issued after 
J anuary 1, 193S . Another form of stimulus would be the expansion 
of 5-year, direct loans to indust ry by t he Federal Reserve Banks ; 
or i t mi ght come !rom renewed lending by the R.F.C. epeci!ioally 
for exoansion purposes . A more permanent step in t his direction 
would be the creation of a Federal Investment Bank, a lender or 
last resort i n the long t erm investment field (the only maj or 
credit f ield not yet covered by a permanent Federal institution) . 

From the Treasury point or view, even a side f r om the problem 
of the Federal deficit , some such measure o! encouragecent ie par­
ticularly i moortant since one e!!eot or the undist ributed earnin~• 
tax is to force indust ry to resort more frequently to the new in­
vestment market. 

(5) Every means possible shoul d be utilized i mmediately to 
sti mul ate t he housing indust ry. Once begun, an expansion in this 
f ield mi ght continue tor at least a decade and the stimulation of 
this field would not create the same dislocation or the capital 
goods industry ae occurs when other types of public works are 
pushed A epeoifio orogram in t his direotion would incl ude not 
only i~ed1ate expansion of public low-cost housing activity, but 
should bring a large increase of private investment in this field 
by some program euch as the following: 

(a) The creation of a new National Emergency 
Housing Administ ration directed by men representing 
private oontraotore, investment bankers and existing 
housing agenci es. 
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(b) This body to stimulate in every way possi ble 
the P.ermanent investment or private capital in hous­
ing, i.e., the creation of corporations or several 
million dollar oapitalizat ione to engage in t he build­
ing or moderate-cost and low-oost apartments and houaes, 
not in either oaee primarily tor sale but ror-rint&l. 

(o) The Government ' s oontribution to this move­
ment to incl ude: the setting or modern bu1l d1ng etand­
arde and the supplying or government-trained modern 
housing experts to administer those standards; the 
guaranteeing or a certain percentage or the annual re­
turn to private capital eo invested, tor a period or 
f ive years; the making or agreements with producers or 
building materials concerning prioe r i ses ; the oonolu­
sion of cont raote wi th labor organizations guaranteeing 
yearly salaries instead or hourly wagee; and t he train­
ing at w.P.A. expense or skilled construction laborers 
who will make up the shortage or such laborers whioh 
would exist if housing activities were successfully 
expanded. 

348 
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34~ Comments Refer ring to Attack on the Business Recessi on -

Part or the cur rent business pessimism ia due to the psychologi cal 

r position to the undistributed profits tax that bas grown up among 
s inees men within the l ast year. lbile we feel that their attitude 

cannot be Justified f r om any equitable point ot view and while we are 
prepared t o mainta in stoutly the principle or the tax, I wish to sug­
gest that it may be wise to recognize that concentrated public opposi ­
tion does exist , that such opinion may very wel l have cont ributed to the 
current busineee recessi on and that we should take some steps to relieve 
ourselves or such opposi t i on at t he present time. I t may be particularly 
desirable to make some conce ssions now in the interest of business recov­
ery and to forestall t hereby the attacks on the principle of the undis­
tributed profi ts tax that are being formulated at the present moment. 
If t hey gather momentum t h ese attacks may be successful enough in n very 
short time to obtain the complete r epeal or the tax or at least to emascu­
late it. 

The crit i cs ot the undistributed profi ts tax contend that the dir ect 
.. r~-investment of a large portion of corpor ate earnings is essential to 
the expansi on ot corpor ate enterprise. They i nsist again and again that 
plant and equipment can be purchased from reinvested earnings only and 
they cry out tor an exemption or that portion or earnings so i nvested. 

We have observed that ir suoh an exempti on were permitted, wealthy 
stockholders could continue to avoid i ndividual surtaxes, without compen­
satory taxes on their corporations, on that portion of their corpor ations' 
earnings which was used to expand plant, whereas other individuals , in­
cluding members of partnerships , would continue to be taxed on their 

ole i ncomes , regardless or the proportion employed for new oonstruotion 
equipment . 

We have also observed that the application of such a proposal might 
be quite arbitrary and inequi t able. To the extent t hat it provided a real 
subsidy tor the encouragement of new construction, it would be available 
only to relatively prosperous concerns, and somewhat in proporti on to 
their prosperity , to the competitive disadvantage of other enterpri ses. 
And t hi s subsi dy would be provi ded by the Federal Treasury, through a 
reduction i n tax revenues . 

However, in view of the necessities or the current recession and 
in view of the depressing effect t hat the undistri buted profits tax is 
~Aving on busi ness sentiment I suggest the Treasury might consider mak­
ing a limited concession t o corporate business by permit t i ng ro r a 
l imited time only - - say t he first six months ot 193g -- exemptions from 
the undistributed profits tax tor those expenditures made tor new plant 
and equi pment. By means of this conce ssion we may stimulate busines s 
at the same time that we shut up some very vociferous opposition and we 
may be able to eave the undist ributed profits tax from emasculation or 
complete abandonment. The concession might be on a percentage baaia; 
that 1s $1 of exemption ror ~ery ' 2 or S3 of expenditure, so that the 
sti1m1latton m1ght be considerable 1n proportion to the revenue lost. 

Sidney G. Tiokton 

November 30, 1937 
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SUGGESTION RESPECTING ATTACl UPON THE BUSINESS RECESSION 

No consideration is g1vsn in this note to the oha.raoter and 
magnitude or the measure a that -.:~ properly be proposed in the 
event that the present reoession degenerates into a prolOD$1d and 
severe dspreuion. atoh measures would almost inevitably involve 
a great expansion of the role or government in the utilization or 
the oountrr •s eoonom1o resouroee; and they would require coneide~ 
able time tor execution ·••• tho htoo 013 that tho) 114!hb all a 
1 te: It would be prudent to plan now against such a contingency; 
but I believe that proposals for immediate action should be 
l imited to those which can be quickly put into effect, in the hope 
that uncoddled private initiative will largely suffice for a nea~ 
term resumption of the recovery. 

3:50 

Regardless or any other measures that may· be concurrently 
undertaken, I should recommend that announcement be made next week 
that the m1d.-December bill maturities, the February 1 note maturity, 
and the Karoh 15 note maturity, aggregating $l, lg2 millions, will 
be redeemed in cash through the use or gold in the General Fu.nd of 
the Treasury. 

1 . SUoh announcement would put the market definitely on 
notice that nearly $1,200 millions will be added to the bank 
reserves during the next tour months, raising the total excess 
reserves to about $2, 200 million•. 

2. It would probably exert a significant psychological 
influence upon staple commodity prioee, the swift downward trend 
of wbioh, in my opinion, has contributed importantly to thl 
ourrent recession. 

3. It would detini tely prepare t he way for a resu11ption 
ot activity in the capital ma.rkete. Corporate refund1Jl8 iuuee 
would doubtless be the first to be stimulated; but new pro­
ductive capital issues could be expected to foll ow the resump­
tion or successful corporate rstunding operations. 

~. The gross public debt would be correspondingly 
reduoed and future Treasury financing or refinancing would be 
aided. 

5 Gold outflows could be taken care or by the Stabili­
zation"rund, which could purchase Government securities to the 
extent or such outflows. 

Lawrence H. Sal tzer 
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6. I aa not 1gpreeae4 by the oontent1on that, Judged 
by pre- depre1a1on atandard1, exoeee reeervee are alreadr 
ample. We know that the draat1o reduot1ona 1n exoe1e reaervee 
etteoted during the present calendar :rear illpoaed aoae aeaeure 
ot strain upon the banking a;retea and the oapi.tal aarll:ete• 
and that reMdial aot1on hae alreadr been neoeuar;r. We bow, 
turther, that an 1noreaee ot $1,200 a111iona in exoeas reserves 
under the present resern requirements, raising that laYel to 
about $2, 200 a111iona, wou1d aall:e the ore41 t-expan41ng power 
ot the new leYe1 ot reeervea no greater than wa• that ot 
$1 ,100 ailliona ot exoess reserYes betore the Federal ReeerYe 
Board raised reserve requirement• . And we know tinall;r that 
the banll:inl 171tea now requires substant1all:r greater exoess 
reeerves than in the past beoause (1) the abnormally l ow ratio 
between banll:ing oapital and deposit liabilitie•, ooupled with 
the scarcit;r ot higb-grade ahort-tera investments, toroe1 
banks to retain excess reserYea tor purpoaee ot 11qu141t7J 

' (2) the .prohibition ot payment ot interest on demand deposita 
has greatly 'reduced the mob111t;r ot banll:1.ng 1'und10 and ther~ 
tore the etteotiveneas ot a gi.ven voluae ot exoeaa reaerTea; 
and (3) the psyoho1og1oal hangover trom the banking oollapae 
has made bankers oaut1ous 1n their use ot excess reserYea. 
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A. AS n:l' O:IL! '1E!lY llODEW.TE l!J!AS~ ARB CAIJ.I!!l FOR !lmAUS!: 

l . The recession hasn 1 t gone t ar enoUl:h 1 nor is a long continued 
bU5inoos decline cerunn eno\ll;h as yet to warrant proposing drastic 
meo.auros for stimulating business recovery. Business !!!!Y turn up of 
ita own accord this winter or spring. Therefore, the Administration 
would be well advised , I believe, to avoid taldne posUive action t hat 
might jeopardize the upturn. 

2. Outbr eak of r.ar between Japan and U.S. S.R. (with Europoan 
complications) SOille tice during the next fffl• months is likely. Such a 
war" would soon dominate the bl15iness ei tuation here . 

J . The business community and the Administration both have Glade 
curtailed deficit expenditures one of the essential. conditions of 
recovery. We can well afford, I believe, to g&:llble on recovery for 
another flnf ""'nths before being forced to retreat .from that pos.ition. 

4. If business does not turn up by the spri.ng, private business 
will not be able to easily 90int to acme hasty and unusual action pro­
acted by the A&nin1stration now as being r esponsible for the failure . 
The Adr.linistration would then be in o. better position to undertake a 
broad progran the effectiveness of which would likely be much greater 
than r.ero it attempted now. 

5. Should business continue to decline this winte r , a program in­
volving potent measures 1.ul merit and 1.ul r eceive serious considera­
tion. Such a proeram might well be confidentially and care1'ull.y 
atudiod in the Treasury durine the next two conths so that tho results 
can be proposed as soon as hope for recovery in the spring begins to 
wane . 

13. I'OD;:;RJ,'!'E I'R()GRA'; T!!AT COlJIJl l)E PIJKS\IIIl tJa/'1: 

1 . Cessation of steriliution of additional in!lows of £Old. 

2 . lfo new financing untU cold in the Inactive Fund and silver 
1n the General Fund are used up . 

J J.!oditication but not reeoal of the undistributed profits t ax 
and th; capital gains toi.--ri! thoso taxes are repealed and business 
turns up in the spr in!l, opponents of the Nert Deal wUl be in a str onger 
position to fight for repeal o£ other and more important portions of 
tho Now Deal program. ) 

4 Consum:nation of the United Kin{;dom trade agreement as quickly 

88 
poa;iblo oven though at the expense of better concessions ( JDOre for 

ita psycboloeical and political effect than for any imclediate actual 
incrsaae in trade which would result) • 

These very JB1ld steps, tot;et.'ulr w1 tit the equally adld housing progrm alread;r 
init.i tod will supp1y grounds for cla1•1 ng credit for an upturn should it 
c0018, 6yet 1leove the Adn1nistration free to adopts positive progra:s in the 

spring it necessary. 
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Harry Hopkins being absent on the fishing trip 

in Florida waters with the President and RK,Jr being 
anxious to know what the unemployment figures showed, 
he asked Colonel Harrington to come over and diseuse it. 
Colonel Harrington came, bringing Ur. Emerson Rosa with 
him, and the Secretary had Uiss Lanigan present . 

Colonel Harrington handed t he Secretary the 
attached report . The latter studied the figures for 
a few momenta and then said, 11 do not think that you 
are spendi ng enough money. I was in exactly the same 
position a year ago and at that time I was responsible 
formaking you spend more money.• 

RU,Jr then asked Colonel Harrington, 1 Who is 
taking care of all these poor people if you are nott• 
Colonel Harrington replied t hat most of these people 
worked over t he summer and have enough money to live on. 

At this point , the Secretary telephoned Mr. 
Bell and a copy of their conversation follows on t he 
next page. 

After having talking to Mr. Bell, the Secre­
tary aa1d to Colonel Harrington: 1I am going to take 
your figures and go over them w1 th Bell and will then 
ask you to come over i n a day or two. • 

The SecretarY asked lliss Lanigan to go to 
Boston that night to look over the une~loyment situa­
tion there. It was Colonel Harrington s B\18gestion 
that she visit New England. He also suggest ed that 
she visit Connecticut. The Secretary told her he 
wanted her to see t he State, County and Muni cipal people 
and see what they were doing. 

(Ulss Lanigan' s report on her visit to 
is attached.) 
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R.lt.Jr: 

Operator: 

R.U.Jr: 
D. 
Bell: 

H.lt.Jr: 

B: 

H.W.Jr: 

8: 

H.lt.Jr: 

B: 

H.U .J r : 

B: 

H.U.Jr: 

B: 

H.W.Jr: 

B: 

H.Ll.Jr: 

B: 

H.W.Jr: 

B: 

H.W.Jr : 

B: 

R. II.Jr : 

Rallo. 

ltr. Bell. 

Dan? 

Yea. 

Where are ,you 1 

On the Budget. 

• 

.• . 354 

"tfoT•ber ~0, 1Q~'7 . 
2:45 p ••• 

Dan, could ,you tel l me how much ,you've got down 
tor Hopk1ne tor January , February and Warohl Each 
110nth. 

Yea. Just a moment . 

Do you want to call me back? 

Walt . See 1f I've got 1t right here, will you? 

Please. 

Hello. Hello. 

Yea. 

Hundred m1ll1on dollar a tor eao.ll. of tnoee 110ntne. 

I see. Now th1e 18 Juet tor Hop.ki.ne. 

Yes . 'l'llat ' a ri.gbt. 

Uh-hull. 

Just tor Hopkins - WPA. 

I eee. Ull-hub. I've got Colonel Herrington here, 
I'ID Juet going over the thins with him. 

Yea. Well, that'• what we got him down tor. 

I ee'e. 

All right . 

'l'Jia.nk ,you. 
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• 66 
- 54 
- 17 
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E!.?LOY!IEH'!' Oll \iPA PROJECTS I ll SELECTED CITIES 

12406 Woeka Ending November 20 nnd November 13, 1937 

(Partly Eetimnt-.d - Subjoot to Rn~ie:ii~on~)~===::::;;::=::;;?~==== 
--lN'il>ir of PorsoneJ5jjj;Ypd 

ffeelc -,;;;It Increase 
City 

lk\ltimoro , l.'nrylnn.d 

Boston, lnssnchusotta 

Mfc.lo , !law York (Erio County) 

Chionr,o, Illinois 

C1evo1c.nd, Ohio (Cuyc.hogn County) 

Octroi t , !.'i chi gan (VIo.yne County) 

Loa Angeles, Californill (Loa Angelos County) 

Llilw~>ukco, 'll'isconein (1.!11-ukoe County) 

New York City, !law York 

Phillldolphin, Penneylvanic. 

Pittsburgh, Pcnnsy1vnnill (Al l egheny County) 

Sllint Louis, ~11ssouri (Silint Louie County) 

Sc.n Frnnchco, Cnlifornill 

l1neh1ngton, D. c. 

Ellding Ending or 
llovembor 20 llo'">nber 13 Decrease(• ) 

4.523 4.395 + 128 

16,451 16, 567 116 

11, 189 11,334 145 

50,426 50.496 70 

22, 156 22, 082 + 74 

12,356 12,499 143 

25, 682 25, 706 24 

13,014 13, 008 + 6 

135, 223 137, 561 - 2, 338 

23, 323 23,216 + 107 

26, 613 26, 663 50 

14, 852 14,980 128 

1},0~ 12, 909 + 175 

5, 802 5, 616 + 186 

l':'OR.KS PROGRESS J.DIJIIII STRATI ON 
Divieinn of 

Rcaon.rch, stntietioe llnd Recorda 
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Cor..tt4tnihl 
•ot tor .\lbltoa tlon 

nn.or DT 011 .., ... !'ROJ'..CtS, er u u tr sun•s .... , BY n .t.n 

13006 

State 

a~~ Tot.u. 
COl'TI EIITA~ ~llTID ST.UES 

A tabula 
A rhona 
Arka.nut 
C•lifornta 
Colort.do 

CoMeotiou.t 
Del•'-•~'• 
Dhtrtct or Colu.tobh 
Flori('! I 
Geor'h 

I doh<~ 
Jlllnob 
lndlua ·-t..M•• 
1Centuclc.y 
Louhlena 
l t.lne 
lOry land 
tauaoh\lntt.e 

• tchlc;a.n 
I tnnonota 
J tu\u1pp1 
••t.uour\ 
J ont.ana 

l'ebruka 
lleva.4• 
S'ew :t..pah1 re 

"" Jtre•)' 
Jew ta7lco 

lew 1'orlr: Clt7 
x .. 1'ortc (Lxol . J .T.C. ) 
rorth Caroll.u 
Jfortb DU.ote. 
tt.lo 

Okla.hor• 
er.con 
hn.aeylw•nta 
Rllodt 11\a.o.i 
South C1rol1na 

South Otkoh 
1'1MU1tl0 , .... 
uuh 
Vet"fttont 

V1r..,tnh 
"'uht.n.ctt'tl 
"'•n Vlra,inb 
'llflnOUlA 
...,..,~ 

tJ:It'EI) STAtES A!ID T>r.IITG<IIS 

'IHk t.d!.,.; .... -r )0, 1937 

Total 

1 ·~·m i, ' 

~1 .6?2 
6,1.5~ 

19 ,0',0 
68,004 
16,577 

14.1.!.~ 
1, 779 
5,802 
2~ .225 
?1 .~ 

5.010 
io6, 169 
L2.~ 
16,~ 
:?5 . 
~7 .~54 
??,5,U 
~ . 170 
8,7~2 

62,Co6 

I.? ,912 
;4,725 
17 .56~ 
1.£.~19 
1:? ,019 

.~.1:0~ 
1 ,125 
5,0}9 

58.486 
5.990 

1}5.~~ 
5},:?51 
19,1~ 
ll,5}6 
lrl ,:!d} 

~J.075 
10,075 

157 , 1eo 
9,62} 

17,180 

'"·:1:' 19 , ·5 
45, 116 
5 .9,4 
? ,}64 

17. 075 
2,,676 
2'0, 1!,0 
);,6:?0 

l ,c:l.7 

1} 
:? .575 

le~ ot' Re llet 
• •rcertt 

Wum.ber or total 

97 . 1 
§7.1 

21,2'92 91! .~ 
6,?.')1. 97· 5 
·~.187 97. 1 
66, 166 97 .3 
16,21.5 9S.O 

·~ .836 96. 1 
1,717 96.5 
5.541 95.5 

22,6W 91.l 
tl ,5(,8 9(1. 

4 .111.5 96.0 
102, 170 <>6.:? 
41 , 171 97 .0 
16,0..'5 96.~ 
~1.,8}5 96. 1 

~5.910 96. 1 
22,,UO 99 . 1 
5.0C6 97 .~ 
U,502 97 .4 

62,51n 99 .5 

1!2, 185 9\1 .5 
, ,78:' 97 .3 
17 ,0}3 97 .0 
o6,079 95 .4 
11 ,71w 97 .7 

17 .9'>0 97 .7 
1,!9' 97 .8 
1 •• ~ 97 .8 

57.714 9<J .7 
5.70~ 95·2 

1.)0, l.Jl 96.} 
51 , 589 96.9 
19, 19J 97·} 
11,}26 98.2 
as,,Jl, 97.8 

}6,661 96.3 
9.ti.S 97 ·7 

15Q,)d,; 95·7 
9.560 99 .4 

17 , 115 97 .9 

1},96-' 96.0 
19 ,}0} 97 .} 
1.},61.9 96.7 

5.778 97 ·4 
• • ,51 <l') .5 

16,6oJ 97 ·} 
2},3W 91!.6 
27 ,2b6 97.0 
,U,05" 91!.4 

1 1 7lJ2 96.5 

1~ 9:?.} 
2, 5:?7 91!. 1 

''IIIU I'II<Xlll&S AU OO$TUnal 
Dtwhtoa. ot 
ltat lattoa and Record• 

~. 19}7 
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November 30, 1937 

Senator Harrison had asked the Secretary to 
see Weaara . Bilz, Skeen and Le Blanc whom the Sen­
ator said , •wanted to reorganize the

1
Coast

1
Guard.• 

The three gentlemen came in at 3: 45. 
all Warrant Officers in t he Coast Guard 

The f ollowing conversation took place : 

They are 

Yr. Bilz: Frankly , ~. Secretary , this is, you 
might say, unofficial , si mply as three citizens ; al­
though we are Chief Warrant Officers we have no axe 
to grind . We are very grateful to your good self 
! or what we have, but we are still striving to do what 
we oan tor the Corps, having in mind the bill t hat we 
have up there, whether or not we could enlist your 
good offi ces in our behalf on the bill. I t has been 
sald you are very ha.rd to see •. . 

HW.Jr: I have never been asked , but I had not 
the foggiest notion what this was. Senator Harrison 
wanted me to see you gentlemen; sald you wanted to 
reorganize the Coast Guard. This is t he bill t o make 
you fellows on t he same basis as t he NavY? 

~. Bilz: That's all, Sir. I venture to say 
it wouidn1 t take five minutes to paint the pi cture 
without benefit or all aorta or counsel with refe r ence 
to the law. We have here a group ot men, t he only 
group that e11sts in any military branch of our Govern­
ment, and it 1t were not t or your good eel! we would 
not have what we have . Heavens only knows what will 
happen it you leave. We are deeply grateful to you. 

(Ur. McReynolds was sent tor and came in at this 
point.) 

HW,Jr: (To Mr. McReynolds) 
arranged tor by Senator Harrison. 
B1lz) 

This is an appointment 
Go ahead. (To Mr. 

"- Bil • I -as Just saying to Mr. Secretary, .... -. z. " 
in regard to the Corps --we don ' t want to t ake up any 
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t i me. 

R»,Jr: That 1 s all right . 

!lao, refresh my aund. What ' s the 
men know i t , but we have eo many things . 
position thl• office hae t aken in regard 
fleers in the Coast Guard? 

poe1t1on? These 
What ie the 

to Warrant Of-

~r. McReynolds: Recommended against 1t. 

I:W ,Jr: Why? 

Mr. McReynolds: Because there does not seem to be 
any need for it since the Secretary of the Treasury hae 
t he authority to advance the grades ae the service Justi­
fies. 

HK,Jr: I will tell you the argument against it a s 
advanced to me, because I am not an expePt•,on everything 
and don1 tpretend to be l that this automatic promotion 
was unjust to the people who really rendered the Coast 
Guard outstanding service and that under the automatic 
promot ion there ie no incentive for a fellow to work a 
little harder and take a few extra chances because no 
matter what he did, he got automatic promotion and we 
felt if you had a chance to reward those people beoauso 
they deserved it; that it was an encouragement for men 
to g1 ve the Coast Guard everything they had. That 1 e the 
long and short of it. If that's wrong, I shall be more 
than glad to hear 1 t. 

Mr. Bilz : I apeak as a man of over 30 years' service 
in the Coast Guard -- the old Revenue Cut ter Service. I 
still etand with my brother Navy officers and argue them 
down that we have the beet little service under the Govern­
ment right now. 

HU,Jr: I think we have too. 

Mr. B1lz: I served during the War in the Navy, 
but ae ur. UoRe;ynolds bas put it and ae you, Sir, eo I 
aptly put 1t, you have some incentive to work for. 
have had Juet ae much incentive to work after I became 
a Warrant Officer and became a Chief, but there are 
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100 different arguments can be put up opooeing it 
but you can't take away the t act , as I said above: it it 
were not for your good selt, and Heavens only knows who 
will f ollow and maybe halt a dozen others in t he years 
to come - - what protection do we have? There is no 
legislation, as Mr. McReynolds will bear me out , to 
protect our Corps. We are made by the administrative 
head of our service on recommendation of our superiors. 

HM,Jr: You are not talking to a mil i tary man. 
You people feel you have not gotten a square deal? 

Mr. Bilz: No, so tar as pr otection is concerned, 
that's not what I am asking. 

HM,Jr: Have you or have you not got a square deal 
from your administrative officers? 

Mr. Bilz: Sir, yes , we have, more from you than 
heretofore . 

HM,Jr: Leave me out . I don't dec i de whether you 
are promoted or not. Whoever the fellow is who says 
whether or not a Warrant Ott1oer shall be promoted or 
not, have you gotten a square deal from him? 

Mr. B1lz: That 1 s a moot question. 
ture to say no. 

I would ven-

HM,Jr: Always a question ot special cases. 

Mr. Bilz: Taking it all in all, I don' t think we 
have, tor this reason: I got a letter just a short while 
ago from a man in the Navy, This young chap is Chief 
Warrant Of ficer in the Navy and be writes me t elling me 
how he has risen and be tells me, an old timer, what he 
is . He couldn't see my tace 1e red. I had to tell 
him I was st ill hanging on as a Warrant Officer. 

HM,Jr: All I oan tell you is I will take another 
look at it. 

Mr. Bilz: This is more or less ot a gamble . 

HM, Jr: Nothing ventured, nothing gained. 

And mv argument i s, if we could not see Mr. Bilz: ~ 
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our Chief, then something 1a wrong. 

Hli.Jr: No. 
not hard to ,ee. 
look. All I will 

1 am an easy fellow to see. I em 
1 will talk it over and take another 
say ie I will t ake another look. 

Kr. Bilz: We have legislation protecting our 
commissioned line oorps , haven't we? We have legisla­
tion tor the enlieted personnel. We haven ' t tor the 
down the middle line, tor the warrant officers. 

~. KcReynolds: In your commissioned personnel 
there is no automatic-- pay increase with longevity, 
but no automatic ra1ee from one grade to another. 

HK.Jr: Now, Kao, when you tellowe get talking 
that language, 1 am at eea. Why don't you tellowe go 
i n and see Usc and give him the works. He can take 
it. Give him the works. He can take it. 

oOo-oOo 
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TREASURY DEPARTMENT 

INT'Dt Of'PlC• COMMUHI<:ATIOH 

To horo\arJ' llorc-\Ua 

11 • .A.. Hanh 

llr. Barco .. phoaod ihh aora1~~& aA4 atll:od ao to c1,.. to TOOl u.o 
t ollowiac lie\ ot appobtaaah tho\ be bae .. a.1 

le4pet4a.Y 

10 :00 A. II. - llo .. re. O.roer It llov.eo of tAo O..Oren\7 fnlat Co, 

4:00 P, II . - llr, li&Ur, Pr0114aat of \be 'fran lloro Iuuruco Co, 

Temw 
II :30 A. 11. - llr. Ln7 ot Sa1oaoa I roe. It llutelor. 

3100 P. 11. - llr, C, J. Dnlao of 0, J, DeTI.Do 4 Co. 

4:00 P . 11. - lloeere. 11111o 4 Ropp ot tho Dlocoumt Corporat1oa, 

lriMz 

11:00 A. ll.- llnara. Al4rlcb It Oroaa of \be Cbaeo Boak. 

llr. hqooe abo eta~ \llat be t.bncAt 1\ W01114 bo a po4 14• h 
eoo e ...... troa tho BaaDrt fnlat c~ ..... u 1' ........... lllo 
w1 th 700.1 be WOI&l4 ..a ro.ch an appobtaoat tor !lm.r~ aoroU&. 

llr. Jure .. • abo aell:od 1t u W'OIIl4 M po .. 1blo ta too 7ao. a r .. 
aiaa\ot •-U•• \-rrow aoral~~& botoro tho flnt ot th••• 
appolata•ta. 
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Bovuber ao, 19Q7 

Had Viner, Goldenweiser and Professor Williams 

for lunch. 

mistake to 

The three agreed that it wq~ld be, a 
>~'" ,.\ .._j do anything about the dester1l~zation 

fund . They al.l believe that I should leave it alone. 
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